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There are forward-looking statements included in this document. As forward-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 competes
and other factors (some of which are beyond the control of Tenon). As a result of the foregoing, actual results and conditions
may differ materially from those expressed or implied by such statements. In particular Tenon's operations and results are
significantly influenced by the level of activity in the various sectors of the economies in which it competes, particularly in
North America. Fluctuations in industrial output, commercial and residential construction activity, capital availability,
housing turnover and pricing, levels of repairs, remodelling and additions to existing homes, new housing starts, relative
exchange rates, interest rates, and profitability of customers, can have a substantial impact on Tenon's results of operations
and financial condition. Other risks include competitor product development and demand and pricing and customer
concentration risk. As a result of the foregoing, actual results and conclusions may differ materially from those expressed or
implied by such statements.
All references in this document to $ or “dollars” are references to United States dollars unless otherwise stated.
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Six Months’ Highlights – 31 December 2014


US economy continues on recovery path





11 successive months of job creation > 200,000 per month
1 million jobs created in the 3 months to January

US housing industry data shows growth that is now underway
 Calendar ’14 housing starts of 1.0 million, up 9% on the previous year
 Builder’s confidence index reported 6 successive months >50 (indicating future expansion)
 Existing home sales (annualised) of 5.0 million recorded in December
 Case-Shiller 20-city home price index 29% up on 2012 low, and up 4% y-o-y (November)



US new home construction is forecast to grow strongly1over the next 2-3 years
 Industry forecasts ≈ 1.18 million housing starts in calendar 2015, up 18% on 2014
 Tenon has increased its exposure to the new home construction market
 This is projected to be ≈ 55% of US distribution revenues in FY ’15
 … up from (approx) 35% at the same point in previous cycle



Revenue of $209 million, was up $12 million on the corresponding prior period (“cpp”)
(i.e. for the six months to December 2013)



Net profit after tax was $2 million, compared with a breakeven result for the cpp



EBITDA2 of $6 million was up 20% on the cpp, and included  Average effective NZ$:US$ rate of 84 cents (cpp 79 cents)
 ≈ $1.5 million in retail store major line reset activity expensed
 … partially offset by a gain of $0.4 million on the sale of a residual forest asset



Earnings expected to improve further 1, as 






US macro-economic and housing market conditions continue to improve
The effect of the lower NZ$:US$ FX rate begins to flow through
Business re-engineering projects in US operations positively impact performance
Organic growth (regional and product expansion) is executed

Taupo site (NZ) capital projects are underway  Two manufacturing projects, with total capital investment of $6-7 million
 Expected cash payback of < 2.5 years
 Anticipated first project will be completed and operational in Q4 of calendar 2015



Closing debt (net of cash) of $49 million (cpp $53 million)
 $6 million of cash was generated from operating activities
 $3 million invested in capital replacement and expansion (e.g. Taupo capital projects)
 $7.5 million collateral ‘reserve’ released (January ’15) by banking syndicate



Share price increased 22% over the six-month period (from NZ$1.52 to $1.85 per share)





Compares with NZX50, ASX and Dow Jones indices up 8%, 1%, and 6% respectively
Future upside remains - Edison Research valued Tenon at mid-point of >NZ$2.50 per share 3
Share buyback program in place
Dividend policy under active review – intention to announce dividend during fiscal ’16 year1

1 Please also refer pages 6-7 of this Interim Report.
2 EBITDA (i.e. Earnings before Interest, Taxation, Depreciation and Amortisation) is a non-GAAP earnings figure that equity analysts tend to focus on for
comparable company performance analysis, because that number removes distortions caused by the difference in asset ages, depr eciation policies, and debt
: equity structures. EBITDA is calculated as Net Profit/Loss after Taxation of $2 million (2013 $nil), less income tax benefit of $nil million (2013 $nil), plus
financing costs of $2 million (2013 $3 million), plus depreciation and amortisations of $2 million (2013 $2 million). These numbers have been extracted from
our 31 December 2014 Interim Financial Statements – please refer to Note 6 to those statements.
3 September 2014 report, adjusted for subsequent change in NZ$:US$ FX rate from 82 cents when the report was released to 75 cents today.
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Operations and Finance
Tenon’s financial performance continued its momentum in the six months, in line both with
market guidance and the recovery in the US housing market now taking place. In this latter
respect, a quick review of recent US industry data shows this succinctly –


Housing starts for calendar ’14 were 1.0 million, up 9% on the previous calendar year.
Total starts in the six months to December ’14 were up 11% on the cpp. The single-family
home component of this figure at 0.7 million was at its highest in seven years.



Permits issued for new home construction, at 1.0 million (annualised) in December, were
up 6% on the June ’14 figure. Again, the single-family home component of the total
permit issuance was at a six-year high, and the home builder confidence index recorded
greater than a 50 (indicating future expansion) for the entire six month period.



December (annualised) existing home sales of 5.0 million, were up on the cpp figure of
4.9 million.



The Case-Shiller 20-city composite home price index increased 4.3% year-on-year
(November), and is now 29% higher than the 2012 low.



Existing home inventory ended the year at 4.4 months of supply, down 20% on the 5.5
months level prevailing at June ’14. New home inventory, at 5.5 months of supply was
also down, by 5% on the 5.8 months reported at June ’14.

As these data points indicate, over the past 12 months US new home construction has now
begun to lift to a new level, and this improvement in industry activity levels is beginning to
flow through into Tenon’s financial performance.
For the period under review, Revenue was up $12 million compared with the cpp. Gains
were made in all the pro-dealer regions we service, and these customers in turn supply the
new home construction market. Retail activity (measured by same store comps), which
typically lags new home construction, was flat in volume terms during the period, to some
extent due to the extensive 700 store resets that we are undertaking. These resets, which
began in June ’14 and are expected to be completed this October, are major in nature and
involve a complete ‘revamp’ of the layout and physical structure supporting the commodity
and decorative moulding aisles we service in the stores. Although store sales are impacted
as we undertake the reset activity, once completed we would expect strong year-on-year
same store comps to prevail. Revenue from our Australian activities lifted by $2 million, as
we began servicing 50 Masters stores.
Net profit after tax of $2 million was recorded for the six months, up on the breakeven
result in the cpp. Gross profit of $49 million was up on the $45 million recorded in the
immediately preceding six-months to June ’14, as margin percentage expanded in the
period, despite the unfavourable FX conditions experienced (see below). EBITDA2 at $6 million,
was up 20% on the cpp. This increase was recorded despite the expensing of $1.5 million in
store reset activity in the period, which cost was partially offset by a $0.4 million gain
recorded on the sale of a minor residual retained forest. This improved EBITDA result did not
include any benefit of the recent weakening in the NZ dollar, as that occurred late in the
period and cover taken earlier under our FX hedging policy had not run off. In fact, the
average effective NZ$:US$ FX rate for the period was 84 cents, which was some five cents
worse than we experienced in the cpp.
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We used some of the $6 million of cash generated from operating activities (cpp, $1
million) to initiate our previously announced capital investment plans, investing $3 million in
the period, primarily on the key optimisation projects at Taupo. The first of these projects is
designed to maximise the amount of clearwood that can be recovered from a given log. This
improved recovery will allow our Taupo site to increase the volume of high value products
that it can produce from the same volume of log into the sawmill. The optimisation
equipment is expected to be installed and operational in Q4 of calendar ’15, and the overall
project is targeted to have a $5 million capital payback of less than 2.5 years.
Our debt balance (net of cash) reduced across the period, to $49 million (cpp, $53 million).
Our financing costs declined y-o-y as a result.
Our recent financial performance has exceeded that projected when we entered our new
Bank Facility in September ’13, such that by the end of December we were able to generate
four successive quarters of fixed charge coverage (FCCR) in excess of 1.5 times (refer note 3
to our 31 December 2014 Interim Financial Statements for explanation of the FCCR). The practical effect of
this is that the $7.5 million ‘block’ reserve that the banking syndicate had previously held
against our borrowing collateral has now been released under the terms of the Facility
agreement, and is available for collateralised borrowing under our revolver facility. This is
just another indication of the financial results that we are now beginning to produce.
We announced at our Annual Shareholders’ Meeting (ASM), that we had implemented a
complete operational review of our North American manufacturing and distribution
operations. This is a fundamental ‘nuts and bolts’ review, with the goals being to –



Identify new opportunities for growth; and
Improve profitability in our existing activities, whilst at the same time improving the
service level we provide to our key customers.

By way of flavour of what we are undertaking here, is the installation of an advanced
product procurement system, which combines sophisticated demand-based forecasting with
an automated inventory replenishment system. Logistics management is a core Tenon
capability – it must be, as we are required to ship more than 8,000 40’ containers from
around the world (e.g. New Zealand, Chile, Brazil, Mexico) to our North American
warehouses, for subsequent delivery to our US national home centre customers (i.e. retail /
DIY) who have extremely demanding on-time fulfillment criteria, and to our pro-dealer
customers who have similarly demanding short lead time delivery requirements. The growth
in the size (volume and product) and complexity of our distribution operations has made this
logistics competency even more critical to us than it has been in the past. From product
order through to manufacture and delivery can be a 3-4 month lead time, so demand
forecasting and inventory management is a fundamental capability in ensuring we can
deliver our customer needs more than a quarter forward, based on what we know about
demand and market conditions today. The new system we are putting in place is designed to
ensure we can do just that, and once operational it should allow us to optimise inventory
levels (by product sku), lower operating costs, and increase sales. We will report more fully
on this and our other projects at the time of our Annual Result.
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Governance
Our last ASM was held in Wellington (NZ) on the 4th of December 2014. Over 84% of the
Company’s issued shares were voted at the meeting, and all resolutions were passed - each
with a majority in excess of 99%. These excellent voting statistics are a reflection not only of
the company’s consolidated share register, but also of the confidence that shareholders
have in Tenon’s future.
Our share price performance over the six months was very strong, increasing 22% across the
period. This compares very favourably with the 8%, 1% and 6% increases recorded by the
NZX50G, the ASX50, and the Dow Jones indices respectively over this same period.
Six months to 31 Dec'14
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Despite this strong performance, we still believe our traded share price to be below ‘fair
value’ at this point in the cycle, based on comparable trading data. This view is supported by
an Edison Investment Research report which implies a Tenon mid-point trading value of in
excess of NZ$2.50 per share (Report issued 22 September 2014, but translated here into NZ$ at the prevailing NZ$:US$ FX
rate of 75 cents rather than the 82 cents used by Edison at the time the Report was issued). We are confident that as we
continue to prove out our earnings potential to the market our share price will re-rate
further.
During the period we announced that we would be meeting our previously stated intention
to begin to return capital to shareholders, by implementing of a series of sequential onmarket share buyback programs. We began in August, by putting in place a 400,000 share
program, with the intention of making further such announcements in the future. Our
objective in implementing the program was to provide more liquidity into the market for
small volume daily trading. A buyback is a flexible cashflow program from the Company’s
perspective, and also from our shareholders’ perspective in that shareholders who do not
wish to sell will continue to benefit from any share price increase from Tenon’s future
performance. That is exactly what has happened over the period under review, and we
updated shareholders on this at our ASM in December. Over the two months since the ASM,
Tenon’s buyback has represented a relatively small percentage of the aggregate volume
traded on the market, at approximately 11%, however this percentage will change up and
down dependent upon ‘day-to-day’ buy-sell demand for our stock.
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Our intention is to also put in place a future dividend stream for shareholders. Our ability to
do so will be dependent upon our continued earnings recovery, and of course operating
within our bank covenants as we match the cash demand for organic business growth with
our desire to reward our shareholders. There is obviously some balancing of requirements to
be carried out here, but if things proceed as we currently expect them to - i.e. continued
recovery in the US housing market and broader economy, a weaker and more stable NZ
currency, with each flowing through to increased Tenon earnings - then we anticipate we
will be able to announce the introduction of dividends at some stage during our fiscal ’16
year.

Outlook
Macro conditions for Tenon are now clearly improving.
The US economy is entering a cyclical upswing, after six years of moribund performance post
the global financial crisis. By way of example, last month the US posted its eleventh straight
month of 200,000+ job creations – the longest successive ‘run’ of such a figure for almost
two decades – and in the three months to January the economy created one million new
jobs.
While the strengthening economy will ultimately see interest rates rise in the US, the pace of
those increases is expected to be gradual, as is their impact on housing activity. What this
will do however, is see the US dollar strengthen, and in the absence of the Reserve Bank of
New Zealand lifting domestic interest rates, then the NZ$:US$ FX rate should fall, which
would be a strong positive to Tenon’s future earnings and cashflow. In the immediate term,
Tenon is currently ‘hedged’ through to the end of March ’15, at an average rate for Q3 of 76
cents. We are unhedged beyond this period, so we will enjoy any falls in the cross rate that
occur in respect of Q4 and onwards into fiscal ‘16.
The second half will see us complete much of our required retail store reset activity, and also
see us conclude some of the key business re-engineering projects we have underway in our
US distribution operations. Each of these will require us to incur costs in the second half of
the year, but these will be more than offset by the rewards that will flow in fiscal’16.
We will continue our organic growth initiatives. These are focused on broadening the range
of products we supply into our national home centre customers (i.e. retail / DIY), and on
expanding the geographic reach of our pro-dealer activities. This latter growth will ultimately
see our presence in the pro-dealer market (i.e. new home construction) increase in
percentage terms relative to our retail activities. By the end of fiscal ’15, we believe this
weighting will have increased to almost 55% of our total distribution activities, from 50% last
year, and approximately 35% at the beginning of the previous cycle. As we believe new
home construction will likely recover strongly (refer chart on next page) and earlier than
DIY/retail, this is the right balance for us at this point in the cycle. Having said that, we are
continuing to actively seek growth in both markets, and we will be reporting more on this
with our Annual Result later in the year.
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New housing starts projections 4
calendar years - millions pa
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While there are always some unknowns that can affect earning projections 5 – the impact of
rising interest rates in the US, the path of future log prices, the current labour issue at US
West Coast ports, and the FX rate are good examples for us in the immediate outlook.
However, absent any surprises with these, we expect our earnings path to continue to
improve in the second half of the fiscal year.
Looking further ahead, the completion of our business re-engineering efforts, the
installation of the optimisation capital equipment at Taupo, the weaker NZ$:US$ FX rate,
and success with our organic growth initiatives, should cumulatively set Tenon up for a
strong fiscal ’16 year assuming macro conditions are supportive.
Finally, we would like to thank all of our stakeholders for their continued support. As always,
it is very much appreciated.

Sincerely,

Luke Moriarty (Chairman)

Tony Johnston (Chief Operating Officer)

18 February, 2015

4

Projections represent averages taken from the following data sources for the respective years 2015 – Fannie Mae, Freddie Mac, National Association of Home Builders, Mortgage Bankers Association, National Association for
Business Economics, National Association of Realtors, Forest Economic Advisors, Forisk Consulting, Joint Center for Housing Studies of
Harvard University
2016 – Fannie Mae, Freddie Mac, National Association of Home Builders, Forest Economic Advisors
Mid-cycle – Forest Economic Advisors, Forisk Consulting, Joint Center for Housing Studies of Harvard University, Goldman Sachs, Tenon
5
Please also refer to Note 4.2(a) Key Financial Risks of our 2014 Annual Report
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