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  Telephone: 64-9-368 4195 
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Information on Tenon Limited can be found at http://www.tenon.co.nz.  
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Half Year Report - 2010 
 
¢Ƙƛǎ ŘƻŎǳƳŜƴǘ ƛǎ ŀƴ ƛƴǘŜǊƛƳ ǊŜǇƻǊǘΣ ŎƻǾŜǊƛƴƎ ǘƘŜ ŦƛǊǎǘ ǎƛȄ ƳƻƴǘƘǎ ƻŦ ƻǇŜǊŀǘƛƻƴ ŦƻǊ ¢ŜƴƻƴΩǎ 
2010 fiscal year (i.e. for the six months ending 31 December 2009). It addresses in summary 
the operational and financial highlights for the period. 
 
Our Annual Report for the 2009 fiscal year (i.e. the year ended 30 June 2009) is available on our website ς www.tenon.co.nz. In 
addition to our shareholder reports, from time to time we make announcements to the New Zealand Exchange. These can be 
viewed eiǘƘŜǊ ƻƴ ǘƘŜ b½· ǿŜōǎƛǘŜ ƻǊ ƻƴ ¢ŜƴƻƴΩǎ ƻǿƴ ǿŜōǎƛǘŜΣ ǿƘŜǊŜ ŀ ŎƻƳǇƭŜǘŜ ƘƛǎǘƻǊȅ ƻŦ ƻǳǊ ǊŜƭŜŀǎŜǎ ƛǎ ƳŀƛƴǘŀƛƴŜŘΦ  
 
¢ƘŜǊŜ ŀǊŜ ǎǘŀǘŜƳŜƴǘǎ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘƛǎ wŜǾƛŜǿ ǘƘŀǘ ŀǊŜ άŦƻǊǿŀǊŘ ƭƻƻƪƛƴƎ ǎǘŀǘŜƳŜƴǘǎΦέ !ǎ ǘƘŜǎŜ ŦƻǊǿŀǊŘ-looking statements are 
predictive in nature, they are subject to a number of risks and uncertainties relating to Tenon, its operations, the markets in 
which it operates and other factors (some of which are beyond the control of Tenon). As a result of the foregoing, actual results 
and conditions may diŦŦŜǊ ƳŀǘŜǊƛŀƭƭȅ ŦǊƻƳ ǘƘƻǎŜ ŜȄǇǊŜǎǎŜŘ ƻǊ ƛƳǇƭƛŜŘ ōȅ ǎǳŎƘ ǎǘŀǘŜƳŜƴǘǎΦ Lƴ ǇŀǊǘƛŎǳƭŀǊ ¢ŜƴƻƴΩǎ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ 
results are significantly influenced by the level of activity in the various sectors in which it competes, fluctuations in industrial 
output, commercial and residential construction activity, changes in availability of capital, declining housing turnover and 
pricing, declining levels of repairs, remodeling and additions to existing homes in North America, relative exchange rates, 
interest rates in each mŀǊƪŜǘΣ ŀƴŘ ǇǊƻŦƛǘŀōƛƭƛǘȅ ƻŦ ŎǳǎǘƻƳŜǊǎΣ Ŏŀƴ ƘŀǾŜ ŀ ǎǳōǎǘŀƴǘƛŀƭ ƛƳǇŀŎǘ ƻƴ ¢ŜƴƻƴΩǎ ǊŜǎǳƭǘǎ ƻŦ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ 
financial condition. Other risks include competitor product development and demand and pricing and customer concentration 
risk.   

 
{ƛȄ aƻƴǘƘǎΩ !ŎǘƛǾƛǘies 
A continuation of difficult macro-ƻǇŜǊŀǘƛƴƎ ŎƻƴŘƛǘƛƻƴǎΣ ŀƎŀƛƴΣ ƭŀǊƎŜƭȅ ŘƛŎǘŀǘŜŘ ¢ŜƴƻƴΩǎ 
financial performance for the period. The charts on the facing page outline the movement in 
conditions over the six months under review.  

 

[ 4 CHARTS ς store comps, US housing, NZ:US exchange rate, moulding & better lumber price] 

¢ƘŜ ¦{ ƎƻǾŜǊƴƳŜƴǘΩǎ tax incentives for home buyers are having a positive effect on 
housing market activity. The incentives, which were originally to have expired in November 
ΩлфΣ ƘŀǾŜ ƴƻǿ ōŜŜƴ ŜȄǘŜƴŘŜŘ ǘƻ aŀȅ Ωмл ŀƴŘ ŜȄǇŀƴŘŜŘ ǘƻ ƛƴŎƭǳŘŜ ŜȄƛǎǘƛƴƎ ƘƻƳŜ ōǳȅŜǊǎ ƛƴ 
addition to first-time buyers. This should go some way to sustaining activity levels in both 
the new and existing house markets. Many house buyers, who thought the incentives would 
be gone by December, brought forward their buying, causing the home sales statistics to 
surge up to the anticipated expiry date. As expected, the December sales numbers showed a 
corresponding fall, ƛƴ ŜŦŦŜŎǘ άƴƻǊƳŀƭƛȊƛƴƎέ ǘƘŜ bƻǾŜƳōŜǊ ƴǳƳōŜǊǎΦ IƻǿŜǾŜǊ ǘƘŜ bŀǘƛƻƴŀƭ 
Association of Realtors announced in January that its pending home sales agreement index 
(a leading indicator of the number of people preparing to buy homes) rose in DeŎŜƳōŜǊΣ άŀ 
ǎƛƎƴ ǘƘŀǘ ƘƻƳŜ ǎŀƭŜǎ ŎƻǳƭŘ ōŜ ǎǘŀōƛƭƛȊƛƴƎ ƘŜŀŘƛƴƎ ƛƴǘƻ ǘƘŜ ǎǇǊƛƴƎ ōǳȅƛƴƎ ǎŜŀǎƻƴΦέ 

http://www.tenon.co.nz/
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¢ƘŜ άƳƻƴǘƘǎ ƻŦ ǎǳǇǇƭȅέ housing numbers are based on the inventory of available housing 
divided by monthly sales activity (annualised), and hence are a function of both these 
factors. The 8.1 months of supply for new homes, and 7.2 months supply for existing homes 
that were recorded in December, can be compared with a long-run historic equilibrium level 
of 4-6 months supply ς so there is still some way to go yet before both new and existing 
home markets are anywhere near balanced. However, these figures are clearly improving, 
and ǘƘŜȅ ŀǊŜ ǿŜƭƭ ƻŦŦ ǘƘŜƛǊ ǇŜŀƪ ƭŜǾŜƭǎ ƻŦ мнΦп ƳƻƴǘƘǎ όWŀƴǳŀǊȅ Ωлфύ ŀƴŘ ммΦн ƳƻƴǘƘǎ 
όbƻǾŜƳōŜǊ Ωлуύ ǎǳǇǇƭȅ ŦƻǊ ƴŜǿ ŀƴŘ ŜȄƛǎǘƛƴƎ ƘƻƳŜǎ ǊŜǎǇŜŎǘƛǾŜly. Importantly, the inventory 
of new and existing homes on the market has been falling ς particularly new homes, which 
have a total inventory level now of only 231,000 houses (40% of their peak level of 570,000 
ƛƴ !ǳƎǳǎǘ ΩлсύΦ LƴǾŜƴǘƻǊƛŜǎ ƻŦ ŜȄƛǎǘƛƴƎ ƘƻƳŜs, although falling, remain problematic, as the 
supply of homes into this market continues to be affected by the level of mortgage 
foreclosures, which is itself dictated by unemployment and wider activity levels in the US 
economy. Recovery in the existing home market is critical to our earnings recovery, as our 
exposure is predominantly to the renovation and remodelling market, and home-owners 
tend to renovate / remodel in the period immediately before and after the sale and 
purchase of a property. In turn, positive activity in this segment will be immediately 
reflected in the same-store sales data in the Big Box retailers ς LoweΩs and The Home Depot.  

As the chart on the facing page shows, the calendar Q3 and Q4 (estimated) sales data for 
these large retailers continued to show negative comparisons year-on-year, although as the 
quarters progressed the retailers reported that the numbers improved each month. The 
ŜȄǇŜŎǘŀǘƛƻƴ ƛǎ ǘƘŀǘ ǘƘŜǎŜ .ƛƎ .ƻȄ ǎǘƻǊŜ άŎƻƳǇǎέ ǿƛƭƭ ǘǳǊƴ ǇƻǎƛǘƛǾŜ ƭŀǘŜr in ŎŀƭŜƴŘŀǊ Ωмл, 
although it is likely that the millwork component of these comps will lag the overall figures. 

The price paid for our key grade of high-value lumber sold into the US (moulding and better 
lumber price) increased significantly over the period, averaging $1,098 mbf, compared with 
$809mbf and $1,009bmf ŦƻǊ ǘƘŜ ǎƛȄ ƳƻƴǘƘǎ ǇŜǊƛƻŘǎ ǘƻ WǳƴŜ Ωлф ŀƴŘ 5ŜŎŜƳōŜǊ Ωлу 
respectively. This rise is a reflection of tightened supply of this key product, as Tenon and 
others have slimmed down inventory levels in the supply chain and moved to establish new 
markets (e.g. China) for this grade of lumber.   

Unfortunately, this price increase was offset by a strengthening NZ dollar, which averaged 
70.0 cents against the US dollar for the period, compared with 58.7 cents (effective rate) in 
the six-month period ǘƻ WǳƴŜ Ψлф. Our hedging activities softened this adverse movement, 
reducing the average effective NZ:US cross-rate to the company to 67.9 cents for the period.  

The chart below reconciles our earnings result as it was impacted by movements in these 
key drivers in the first six months of our fiscal 2010 year (given the rapidly changing 
environment, comparisons with the immediate six month period are more relevant than 
ŎƻƳǇŀǊƛǎƻƴǎ ǿƛǘƘ ǘƘŜ ǎƛȄ ƳƻƴǘƘ ǇŜǊƛƻŘ ǘƻ 5ŜŎŜƳōŜǊ ΩлуύΦ !ƭǘƘƻǳƎƘ ƻōǾƛƻǳǎly simplified, the 
ŎƘŀǊǘ ƛǎ ƘŜƭǇŦǳƭ ƛƴ ǇǊƻǾƛŘƛƴƎ ŀ άǎƴŀǇ ǎƘƻǘέ ƻǾŜǊǾƛŜǿ ƻŦ ǘƘŜ ŎƘŀƴƎŜǎ ƛƴ ƻǳǊ ƻǇŜǊŀǘƛƴƎ 
environment over the period.  

 

[ CHART ς EBITDA reconciliation ] 

 

Whilst we are continuing to take actions to directly mitigate the current tough macro-
operating conditions, such as the implementation of effective exchange rate hedging policies 
as noted above, our core focus must be to continue to address those controllable factors 
internal to the business that can truly influence value. As we have discussed previously, the 
immediate objectives that have been set for Tenon are twofold: 

Á To ensure the business is run hard, to tight day to day operating disciplines, in order 
to maximise short term performance and cash generation in the current 
environment, and  
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Á To increase our long-term earnings base and value, by continuing our organic and 
acquisitive growth strategy, and cementing our leadership position in the market (as 
outlined in the diagram below).  

 

[ DIAGRAM ς Tenon growth strategy ] 

 

Consistent with the above objectives, the following were achieved in the period: 

Á Operating earnings (i.e. earnings before interest, tax, depreciation and 
amortisations ς EBITDA) of $5 million were recorded. This is up 25% on the level 
ǊŜŎƻǊŘŜŘ ƛƴ ǘƘŜ ƛƳƳŜŘƛŀǘŜƭȅ ǇǊŜŎŜŘƛƴƎ ǎƛȄ ƳƻƴǘƘǎ ǇŜǊƛƻŘ ǘƻ WǳƴŜ ΩлфΣ ŀƴŘ ƛǎ 
consistent with the earnings guidance given at the ASM. This is an excellent 
achievement in a continuing difficult operating environment. 

Underlying this result were relatively flat period-on-period sales of $159 million 
($156 million and $166 million in the two previous six month periods respectively). 
Pleasingly, gross margins expanded to 28.3%, up from the 26.9% recorded in the six 
ƳƻƴǘƘǎ ǘƻ WǳƴŜ ΩлфΣ ǊŜŦƭŜŎǘƛƴƎ ǘƛƎht operating disciplines and the continued benefit 
of the on-going one-company synergy programme that has been put in place. 

As noted above, the earnings result was aided by our hedging strategy that saw us 
lock in our NZ dollar costs at below the average spot exchange rate prevailing over 
the six months. This action protected $600,000 in earnings in the period. 

Á Working capital levels were maintained at $51 million, down $10 million on that 
recorded only 12 months ago - a level we believe to be sustainable through this 
point in the operating cycle; 

Á At only $1 million in the period, capital expenditure remained below the 
depreciation and amortisation level. While this is likely to increase slightly in the 
second half of the year as upgrades to the operating and control systems at the 
ŎƻƳǇŀƴȅΩǎ ¢ŀǳǇƻ ƻǇŜǊŀǘƛƻƴ ŀǊŜ Ǉǳǘ ƛƴ ǇƭŀŎŜΣ capital expenditure is still likely to be 
maintained at a level below our long-term depreciation and amortisation figure; 

Á Net interest bearing debt fell to $34 million ς $13 million lower than the level 
(including deferred liabilities) recorded 12 months earlier. With the large gains in 
working capital reduction having now been made, further reductions in debt will be 
derived from operating cashflow generated which is not required to be reinvested in 
the business. The targeted debt level for 30 June 2010 is $30 million, although the 
eventual outcome will ultimately be determined by the operating environment over 
the next six months, as well as by any acquisitive and organic growth opportunities 
that may arise during the period; 

Á The Armour Wood® and LIFESPAN® outdoor products continued to expand their 
market presence. As an example, Armour Wood® is now present in 550 [ƻǿŜΩǎ 
stores ς this represents an additional 200 stores over the figure of only 12 months 
ago, continuing the fast adoption of this leading outdoor trim-board product; 

 

[ CHART ς Armour Wood® product ƛƴǘƻ [ƻǿŜΩǎ ϐ 

 

Á The service and distribution operations continued to convert new customers and 
expand their existing presence with established customers. By way of example, the 
full-service store count ǿƛǘƘ [ƻǿŜΩǎ ƛƴŎǊŜŀǎŜŘ ōȅ ŀ ƴŜǘ н1 stores in the period, taking 
the total now to 887 stores, and we have now begun to grow wƛǘƘ [ƻǿŜΩǎ ƛƴǘƻ ōƻǘƘ 
Canada and Mexico.  
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[ CHART ς [ƻǿŜΩǎ ǎǘƻǊŜ Ŏƻǳƴǘ ϐ 

 

In addition to store count growth, we have continued to expand the categories of 
products and services we supply to LoweΩs regionally. For example, in the Northeast 
store product category growth in the period has included (in addition to Armour 
Wood®) PVC, pine finger-jointed boards, select pine boards, and door components; 

Á A strategic consideration of the potential of the China market is underway. The 
decision was made to return the Taupo site to a full 4-shift sawmill operation in 
order to service our current China demand, as well as to meet the future growth 
potential this market offers. The 4-shift step-up will take place in the current 
quarter, and will then make our Taupo site the only grade-sawing mill in the world 
operating on a 24/7 rotatiƻƴ ƛƴ ǘƻŘŀȅΩǎ ƻǇŜǊŀǘƛƴƎ-climate; 

Á Acquisition targets were reviewed, but they were either unavailable at a sensible 
price or they were not a fit with our established growth strategy (refer diagram 
above) ς i.e. that any acquisition must be totally consistent with and strengthen our 
existing specialty business model, that it must grow our earnings base, and/or 
provide a platform for further substantive growth. Further acquisitive targets remain 
under review, and these will be balanced against the organic growth opportunities 
available to the company. Our growth strategy was canvassed in considerable detail in the Tenon 

2009 Annual Report, which was circulated to shareholders last year. This document is also available on 
¢ŜƴƻƴΩǎ ǿŜōǎƛǘŜ ŀǘ www.tenon.co.nz. 

 

OUTLOOK 

¢ŜƴƻƴΩǎ ǊŜƭŀǘƛǾŜ ǇŜǊŦƻǊƳŀƴŎŜ Ƙŀǎ ǘƻ ŘŀǘŜ ōŜŜƴ ǎǘǊƻƴƎ ƛƴ ǿƘŀǘ Ƙŀǎ ōŜŜƴ ŀ ƭŀŎƪ-lustre 
ƻǇŜǊŀǘƛƴƎ ŜƴǾƛǊƻƴƳŜƴǘ ŦƻǊ ǘƘŜ ŜƴǘƛǊŜ ǎŜŎǘƻǊΦ Lƴ ǘƘŜ ŎǳǊǊŜƴǘ ŎƻƴŘƛǘƛƻƴǎΣ ¢ŜƴƻƴΩǎ priorities for 
2010 will be those outlined earlier in this Report ς i.e. the focus will be on: 

Á Ensuring the business is run hard, to tight day to day operating disciplines, in order 
to maximise short term performance and cash generation in the current 
environment, and  

Á Increasing our long-term earnings base and value, by implementing our organic and 
acquisitive growth strategy, and cementing our leadership position in the market.  

Macro-economic conditions can be expected to show on-going volatility in 2010, with US 
unemployment being a key activity driver, particularly as it impacts home foreclosures and 
home inventories for sale. When the US economy enters its recovery phase and 
unemployment eases, then the home improvement markets will also begin to grow again. 
The leading Indicator of Remodeling Activity (LIRA) report released by the Joint Center for 
Housing Studies at Harvard University in January this year, projects a remodelling upturn in 
2010, stating:  ς άLǘ ŀǇǇŜŀǊǎ ǿŜ Ƴŀȅ ōŜ ƴŜŀǊ ǘƘŜ ōƻǘǘƻƳ ƻŦ ǘƘŜ current remodeling cycle. With signs 

of stabilization in the national economy, homeowners are once again planning home improvement 
ǇǊƻƧŜŎǘǎ Χ ǊŜƳƻŘŜƭƛƴƎ ƛƴŘǳǎǘǊȅ ŦǳƴŘŀƳŜƴǘŀƭǎ ŀǊŜ ƎŜƴŜǊŀƭƭȅ ōŜƎƛƴƴƛƴƎ ǘƻ ǘǳǊƴ ǇƻǎƛǘƛǾŜΦ {ŀƭŜǎ ƻŦ ŜȄƛǎǘƛƴƎ 
homes are on the rise and home price declines are moderating in most markets across the country. 
CƛƴŀƴŎƛƴƎ Ŏƻǎǘǎ ŀǊŜ ŀƭǎƻ ŦŀǾƻǳǊŀōƭŜΣ ŀƭǘƘƻǳƎƘ ŎǊŜŘƛǘ ŀǾŀƛƭŀōƛƭƛǘȅ ǊŜƳŀƛƴǎ ǘƛƎƘǘ ŦƻǊ Ƴŀƴȅ ƘƻǳǎŜƘƻƭŘǎΦέ  
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LŦ [Lw!Ωǎ ƻǳǘƭƻƻƪ ǇǊƻǾŜǎ ǘƻ ōŜ ǘǊǳŜΣ ǘƘŜƴ ŦƛǎŎŀƭ нлмм ǎƘƻǳƭŘ ǇǊƻǾƛŘŜ ŀ ƳǳŎƘ ǎǘǊƻƴƎŜǊ ŜŀǊƴƛƴƎǎ 
platform for Tenon than either fiscal 2009 or 2010.  

We would like to take the opportunity to thank all our shareholders for the continued 
support of the Company. ²Ŝ ǿƛƭƭ ǊŜǇƻǊǘ ǘƻ ȅƻǳ ƭŀǘŜǊ ƛƴ ǘƘŜ ŎŀƭŜƴŘŀǊ ȅŜŀǊ ƻƴ ǘƘŜ /ƻƳǇŀƴȅΩǎ 
progress towards its key goals for 2010. 

 

Luke Moriarty      Tom B Highley   
Chairman      Chief Executive Officer 
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