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Introduction to:
International WOOD MARKETS Group

« We are wood product industry cof®ultants and we
assist companies around the elop
ess\&

operational, marketing & b egies.
 We are known as glob iIndustry
experts/analysts on t@ er, er, panels & many

millwork produc @’@Id @e N.A. market & key
export market

 We pro g&% lient Reports: Europe & Russia;
Clearwoo lobal Lumber Benchmarking;

The Chmﬁ , WOOD Markets 2000, 2002, 2006,
2010; & OOD Markets Monthly Report

e
Woor -

AR B D AT O
ITRIIAL O



Presentation Outline

1. Global Perspectives + Export MarketQ
2. China: A) Wood Demand a\r@)
B) Log Imports @

C) Lumber I ts \

D) Russia 1? tTax

E) Profilé)o Chinese Industry
3. Chinavs. US mills
4. North Am ber Outlook

5. Sum mQ&%w&/
/\‘L
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1. Global Timber & Lumber Supply

Short Term to Mid Term Demand Issu S (2011 3):

« U.S. housing starts —returntoa‘“ \/ 5 million
units when? &

« Slow growth expected in U. Ss&&et f r 11 & 2012.
e EU demand to remain fIat 11%&@‘12 (due to debt

crisis and economic re y?)
* China’s growing dem@h (e@@{mg gap vs. demand).
 Rising demand i adl st & North Africa markets.
e Japan —rebui g af e earthquake & tsunami.

e Other Asi@%row%@ﬂarkets — steady increasing demand In
|

S.Korea, Taiw let Nam. Growing demand for softwood
logs and | In India.

/\ Woon'**



Global Timber & Lumber Supply

Mid to Longer Term Supply Issues (2011+):

Strategy of Timberland Investment Mg&J8rgan| Q&s
(TIMO’s) in U.S., New Zealand andw oung@yes.

Rising wood costs in Europe dug,tosbio demand
China’s ongoing timber suppd@gap”@a need for imports
Russia log export tax & WahpO¥ ggé@ rom 25% to 12.5%"?
BC mountain pine be aned @'expansion east).

Quebec (2nd Iargesgg lonit-€anada) — 25% reductions in
timber supply 0 f%@r reduction expected by 2013.

US/gIobaIQ'm\gér Iu‘{\&r supply gap looming by 20157
Other wildoar :varkets In India, Other Asia, sawmill

competitiver@ between regions and in export markets.
Ocean f a?t rates & currency fluctuations -

Woon ©
5 MARREL D



Global Softwood Lumber Production

Million m3 - net .

Global Softwood Sawnwood Production
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Global output to increase about 5% per year in 2011 & 2012
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Outlook for Traditional Asian/Oceania

Markets
China: Continuation of strong %owth{\QQ
South Korea \/ %)
e« Steady to increasing demand f gs & lumber
Japan O ‘b‘\
. Rebuilding wil irg@’ése @hand for logs and
lumber in 201 66

Australia

A
e Strong déén%n%sb%to rebuild flood damage &
stronQ‘&co .

 Very hig u%ber prices (US$325/m3;
US$ ogm f - nominal).
« Strong demand drivers in other parts of Agfal’



Emerging Export Markets + Europe

 Middle East and North Africa: huge lumber

panel market for Europeans, Russi&gs, SW@

Hemisphere, etc., but high frei s®®

* India: a growing import marke,
 New Zealand: exportgq'ﬁﬁ+ @ﬂon m3/yr of logs
» More softwood lu is g@ing to this market,
but traditionally a@ K/ lcal hardwood market.
* |S expected he ‘next China’.

e Vietham: co port softwood lumber

(little to ncgﬁ rests)
e Pakista arket for Europeans.

e Europe: W}@\ rices in Europe (US$270+/m3) could
create SO pportunities. Wooil



Global Sawn Lumber Prices

WOOD MARKETS Monthly Lum rlce

for three key wood market r rd —
June 2011 (mixture of produ

Japan = US$974/ or §: 4/m3
Europe = USS$7 sb'lbf @* 329/m3

U.S. = U@Q8 or $186/m3

Conclusmn t IS by far the lowest
priced Iur@b in the world.
Need cus on off-shore exports as

cantwalt@ ormalized U.S. market.

Mucb}sﬁmeen done in Canada (B.C.). Much
more ¢an be done! Woorr*



2. CHINA: Growing Role in Global Trade

China’s rank in wood products global production &

trade: Q
» Production: Global Ragk< \\Q

* Plywood #1 & @

» MDF #1 \@

e Furniture D\ “b»

e Hardwood lumber %’ @

e Particleboard

#
e Softwood Iucr.n&* Qafter US & Canada)

e Finished Pr ctsg%oarmg

 Imports QQ #2 (after the USA)
-Lumber m ?‘ #1 (in 2011 or 2012?27

e Exports q/ #1
China needs IMPORTED RAW MATERIALS WPE!IEE

10



China: Trends & Issues
Economic Growth & Wood Products Demand:

e Strong economic growth in China g\g@&nded
qguickly and strongly since earl
expected to continue at ~8- 90/

 China’s domestic Wood @emand growing
uge growth

at about 10-15+% per

trend Is forecast to @%\at least 2015
(Source: WOOD @QE\( he China Book).
 China cons 75-85% of its domestic

productio rowth and wood products
growth are tieghclosely.

AV
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Some Reasons Behind Rapid
Growth of Wood Demand

Chinese government plans to build milliq
Income houses (apartments) by r|v
housing starts of 18-20 million -60

million new houses by 2015

McKinsey estimates th @an population
will increase by 350 mu%w peo@ by 2025.

By 2025 China e @ve 221 cities over one

million populat u as 35 today).

China’s m(é’ @prOJected to double in next
cre y 350 million).

ten yezz‘
Govern b Ileves strongly they must improve

quality .{\ g for majority of people. Key to social
stabil ‘91,

Wlllll] ’
""'.‘:n'
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2A. China: Raw Material Gap
China’s total “wood” demand:

o |s expected to grow from 250 milli «@10 to
350 million m3 by 2015 (conser%@? %‘@ﬁaer year).

 The projected wood deficit ( of imports)
is expected to grow from 1 W m3 to 150
million m3 — Roundwoo UI nt (10% per year).
 However, Chmes ' recasts indicate that
China’s wood de grow more at a rate of
10-15% pery so the import gap could be
up to dou (s urrently forecast.

 Where will th additional 100-150+ million m3
(RWE) of){n“go\ts come from over the next 5 years??

R [ R
13 TIATENRE 1 )



China’s Fibre Deficit = Huge!

400

China Fibre Deficit
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Source: CNDRC &
Chinese Society
of Forestry

China’s

Ao

raw material supplies to be sustained!

201
d is growing at 8-10% per year =requires

14| China future =tied to plantation forests — but there is a gap MARKETS




2B: China: Softwood Log Imports

24,000

China: Softwood Log Imports by Major Country Q

20,000
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16,000
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2
9 12,000 O USA
o
W Australia
8,000 -
ONZ
4,000 - B Russia
Source: CC:
Forecast:
0 - WOOD
MARKETS
—\ . - Woon'*
1= | Russiastill dominates, but NZ, US & Canada exports rising MARKETS




US Log Exports to China

16
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BC Log Exports to China
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BC Log Exports to China
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BC Exports surpass 1984 high in 2010 and going higher! ?ﬂ‘EF?ETE




2C. China’s Lumber Imports = Soaring

15,000
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©
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3,000

China: Lumber Imports by Country
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18

O USA
B Canada
B Russia
Source: CC
2 2007 2008 2009 2010
. - . Woor
Likely to reach record 21-23 million m3in 2011! MARKETS




Canada (BC) Lumber Exports to China
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Canadi.c.) Lumber Exports to China Expected at 2.8 — Woor'™/
3.0 billion bf (net) in 2011(4 — 4.5 billion bf nominal).
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China Lumber Imports to Soar!

x000 m3

China: Lumber Imports by Major Country [ 5 ti00k:
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China lumber imports expected at over 20 mil. m3 in 2011
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e largest lumber
1 the world in 20117

—
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2D. RUSSIA: Timber Export Tax

For softwood logs, the tax has risen:
e from 6.5% to 20% (euro 10/m Jul&@&?
e to 25% (euro 15/m3) in Apul

Russian log export taxvrgﬁgp ij@ed by 50% to
67% after Russia joins :@ nknown

X\
Russian log prices d0a bGQ@driven higher and
this has caused @@e Industry to look for

new log and Il@& @kppllers to fill the gap.

Many Chl @% sawills (estimate 150-200
sawmll ?&en built in South East Russia to
avoid log t ntinues to grow.

/\‘1/

»
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AR B D AT O
ITRIIAL O



Russian Log Export Tax: Impact

Russian Log Costs & Margins - Delivered to Shanghai

COST CATEGORY COSTS COSTS OSTS
US$/m3@ US$hy S$/m3
Russian Log Export Tax @W @ @0%
Logging, Hauling, Stumpage, Rail % igz
Car Loading @ @
Rail Cost to Border/Border Charges \q’\ \
Importer Margin & Rail Costs to Shang%?\, ‘(b
Unloading & Transport to Shanghai M&
Total Costs é é%m $140 $140
Russian Log Export Tax \ % € 'a $21 $11 $0
Total Delivered Log Costs f#gNahghaj $161 $151 $140
Log Market Price (Apr, $170 $170 $170
Margin to Rus $9 $20 $30
Margin to Ru LOW MODERATE HIGH
Source: WOOQOD TS - Global Timber / Sawmill / Lumber
Cost Be arking Report 2011 - release date: June
Lower e%? ax improves logging margin, but this would likely =
lower Chinese market prices & then reduce logging margin Woon *

23
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2E. Profile of the Chinese Industry

Featuring the lowest cost s w/%llsé(&(h)e

world (low labour costs), b s@@ of the

highest | ts in th |
Ighest log COSSIH&%&;\®
Q

L P
SRS,

S

S N
Q vﬁ\(\

(\6

AV

Woor*
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Imported Log Prices Up

China: Softwood Log Prices

$240 in Wholesale Markets . QQ
$230 \
220
:210 ussian Red
Pine, 30 cm
5200 (Shandong)
::::3 -8-=Russian Larch,
= 24-28 cm
B $170 4 (Shandong)
g ::::: === RadiataPine, K
-Grade
514‘“ | (Zhejiang)*
ST = Russian Larch,
$120 5 - 14-20cm
$110 (\f’”’" (Suifenhe)
5100
55“ H,*HI source: Timber
FM’HJIJ H‘*; Markets in China
2007 Eﬂﬂ 2010 2011 Mote: 4 Meter Lengths
p—— Woor'”
o5 The tlmber supply gap is increasing log prices (in US$) MARKETS




Domestic & Imported Lumber Prices Up

China: Softwood Lumber Price in Wholesale Markets -
Dezhou, Shandong Province

$280

O
N
®®

$240
$220
t'E'J ‘ —#— Russia Red
B $200 ’ ‘ Pine
a -~ Domestic
e Larch

RN

160 ‘b@ 0@
$140
‘ Source: Timber
Markets in China
$120 N Tk s SONPLFMAMMRISONDU | | Note: 45 cm x
2005 0 2007 2008 2009 2010 2011 il
o The timber supply gap is increasing lumber prices (in US$) MARKETS




Chinese Prices Look Better to NA Mills..

Delivered Softwood Lumber: US vs China - Quarterly Prices

$350

$325 -

$300
[

US$/m3 - net

- $275
$225 \ ‘ —r=USA: BC W-SPF #2&Bltr,
$200 Ml % X
$175 &f
X

2x4 D'lvd Chicago

=X ==CHINA: SPF/Hem-Fir,
Green, #3 & Btr 1-7/8x4-
12 C&F

$150 = &? |

$125 X x%

$100 Q?Q
2003 2004 200%20 6

Source: WOOD Markets

27

BC, Or. , Washington mills now running for China
as it is’possible to make money selling to China!

¥
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SECOND
EDITION
& e

THE CHINA BOOK: |
Wood Products Industry
and Market Review

Y e

Won(+

AVAILABLE MARCH 2010

WOOD MARKETS’
China Bulletin

r-eaturing:
industry Trends &

Analysis, Statistics
+

Import/Domestic Log,

Lumber & Panel
Prices

The 5-year outlook; or monthly log/lumber prices/updates



3. China Impact on U.S. PNW Sawmills

e Logs are critical to China’s employment Ievels
GDP growth and (JIT) supply chaingso mo.r
will be imported from the U.S., C

 Russia log supply is aW|Idc% \&gﬁumber of
political and logistical |ssu

e Chinais able to mat @; ou US PNW mills for
logs at today’s U.S w es. Current US PNW

log price is abou 50/MDbf Scribner) or
about $165- $J$¢ﬁ hina port. Chinese mills are
still proﬂt@lﬁ h{sMog price.

e Continuing ure expected for PNW log supply
& prices, mas sawmilling industry is hungry
for increased log supply! Woorr

29




Comparison of Logs processed in U.S.
PNW vs. China Sawmills

US PNW Logs: Domestic Mills vs Logs Proc§ssed in Chi

COST CATEGORY US WEST CO WMILL
SAWM{% p rted US LoQgs)
Log Cost - US$/Mbf - Scribner @ 650
6 6.5

Log Conversion - Scribner to m3 @l

Log Cost - US$/m3 00 100
Ocean & Inland Freight Costs ‘ 55

Port and Handling Costs (both sides) é\o 30

Total Delivered Log Costs - US$/m3 0 185
Total Delivered Log Costs VANTAGE

Sawmill Recovery - Logsto L ADVANTAGE
Labour costs @‘ ADVANTAGE
Other cash conversio ADVANTAGE
Total Costs ’e‘ ADVANTAGE

Average By-Prod ADVANTAGE

Average Lumber Revenlé‘ ADVANTAGE
EBITDA Margin ADVANTAGE
EBITDA Margin BSTA AL LO OD A
Source: WOOD RKETS - Global Timber / Sawmill / Lumber Woor *

30 Cost Benchmarking Report 2011 - release date: June IARKETS




Frou the pulishers of WODD MARKETS MONTHLY INTERNATIONAL REPORT,

l

WOOD WMARKETS 18986, 20NN, 2002, 2006, 2070 and many other sirateqlc Industry reporis

The Seolid Wood Products Qutlook + 2011 to 2015

201 1 EDITION
JUU VALK

AN

A DETAILED ANALYSIS OF THL
NORTH AMERICAN WOOD PRODUCTS MAAXET

COVERING: Lumnmber, 0SB, Plywoaod, MDF ana Partic ‘e'ioard

FEATURING: A Five-Yaar Quilook for S.op 4, Dame~d
and Prices, includin: ¥ i Qaerating F ater

INCLUDING: an Sconomic Ao alysis or
the LS. Arucinz-Market Re_overy and
the Key Dem.z w0 Drivers

FPropared and puiished by
Imi >rnational WOOD MARKETS Group Inc.

LUM BER

FAMELBOARDS TIMBER EMGINEERED WOOD ECONOMICS MARKETS FORECASTS

4. US & Capnada

@‘ Excerpts from
our latest 5-
year forecast

Outlook for Lumber &
Panel Products

Released:

Dec 2010 Woor'
MARKETS




Forecast: N.A. Major Supply Drivers

 Timber supply availability ( lic v&@vate)
eL0og export volumes iIn

« Mountain pine beetle<@»p | é hs in B.C. and
Alberta;

*Reduced tlmbebs@’pp@QgQuebec

e Cost comp@@(\/; n€&s (log and mill costs)

. Transp(g%ttlo elivered costs to market;
. CuQé‘n %egé*\mnge rates;

o Impact@c oftwood Lumber Agreement;
. GPMQ Opportunities in export markets

|'J-



US Lumber Prices = Below Normal

W-SPF Lumber: Annual Prices

S
=
& $250
%)
-

e Need US $250+/Mbf for profitable operations at “average” mill ‘h"fEF?!ETS
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BC
INTERIOR

Mountain
Pine Beetle
Attack

Impact and Outlook on
BC Timber Availability and
Wood Products Production

Featuring

fibre availability by region and by year

t0 2028 under key assumptions

A modeling of BC lumber and panel Q
production by year @
An annual projection of the likely 6
supply of wood residuals (for pulp,

MDEF, particleboard, bioenergy an

wood pellets) in BC

BC's declining lumber output a

impact on the supply/demand hal e

in North America

A discussion of how higher Iumber or

timber prices will be required to 0‘

the looming North AmericangeMcit Potistied by

An examination of how pfOduging wn
regions/countries shculzﬁ M AHKETS

0t05 Courtesy ofi0re s Oval
Investment Ltd, and Bi i N sis
A proprietary modeling of BC timber @b

BC Interior:
Mountain Pine

%It! ck

@ecast
\ to 2028

he future of BC’s
harvest and wood
products production
produced by:

e Jim Girvan
e Murray Hall
* Russ Taylor
e Gerry Van Leeuwen

Released: Late wooif'-
March 2010  MAIRETS




BC Interior: Timber Harvest & MPB

75

70

65

60

55

50

45

Million Cubic Metres

40

35
30

BC Interior Timber Harvest & AAC
-incl. Crown & Private La

—— Interior AAC

KA —Oo— Interior Harvest

Potential Sawlog
Availbility

WOOD MARKETS'

Source:

BC Interior:

92 94 96 677@02 04 06 08 10 12 14 16 18 20 22 24  |MPB Outlook to 2028

¥

36

AAC: from 50 million to 70 million to ~40-45 million m3

W
MARKETS




Canadian Lumber Output: Sags by 2015

Canada Lumber Production

By Region g
<
36,000 @
32,000 <
28,000
I I O Atlantic
24,000
= I I Bl Quebec
P
c 20,000 :% B Ontario
—_— 3 : A’ B
S 16,000 d O Prairies
12,000 - “! Il | 'OBC Interior
8,000 4 H [ ’ 1 | HEBC Coast
4,000 |t 1N , |

Source: COFI;
Forecast:

\
90 Q4 9 98 00 02 04 06 08 10 12 WOOD Markets

0

BC Iumg output slows by 2013; Quebec harvest reduced by

Woor
37| another 10% in 2013; Reductions not offset by other regions MARKETS
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Canada Lumber Exports Rebound

Million Bf

Canada Lumber Exports
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O

Bl Other
B China
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' 'l
6,000 - I
| | | Source:
3,000 - COFI;
I I I Forecast:
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Markets
90(]7 4 96 98 00 02 04 06 08 10 12
; /\ ; ; Woon
China becoming most important market for BC lumber MARKETS
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BC Lumber Exports to China = Soar

Million Bf

6,000
5,500
5,000
4,500
4,000

3,500 -
3,000 -
2,500 -
2,000
1,500 -
1,000 -

500 -

Canada Offshore Lumber Exports

Source:

COH:;
Forecast:
| WOOD
§ Markets
90,\@, 94 96 98 00 02 04 06 08 10 12
. . . Woot
Huge upside for BC lumber exports in China. MARKETS




NA Wood Products Consumption: Up!

Million Bf or Sf

North America Lumber & Panel Consumption
80,000

70,000 A

60,000
50,000 | N\ /M \p

" %
v

40,000 6—66(\

<
Y

20,000 A

10,000 -

97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15

90 2

O

== NA Lumber
—r=NA OSB
==NA Plywood

Source:

40

WOOD MARKETS

¥

OSB will rebound to its 2006 highs by 2015; Not lumber

W
MARKETS




Potential Scenario 2020 = Lumber Gap

USA Lumber Supply & Demand

70,000 70,000 . QQ
60,000 - 60
ye H Other
50,000 R 000
\ I Europe
o | IRERERREE I I (Nominal BF)
§4O’OOO 40,000 1 Canada
o
530,000 30,000 HEE Shipments
== EXports
20,000 20,000
=== Consumption
10,000 10,000
Source: WWPA;
0 0 Forecast:
90 92 94(7( 00 02 04 06 08 10 12 14 16 18 20 WOOD Markets

Ga wiﬂe uire higher prices for logs, imported lumber, etc. | Wool
| q gher p gs, imp Wood




Canada Market Share of US Consumption

Import Lumber Market Share of US Consumption

<O

36%
32%
28%
524%
g 0% —=— Canada
ﬁ oo —e— EUurope
o 0 —— QOther
< 12%
= 0
= 8%
Source &
4% - Forecast:
N A ‘A S A 7 WOQOD
A—‘—"'“ \\\\\\\\\\\\\\\\\\\\ Markets

90 92 91’%98 00 02 04 06 08 10 12 14 16 18 20

¥

e The US starts to run out of Canadian lumber; Europe soars ﬁgﬁﬂuns
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US Prices to Soar by 2013-14

W-SPF & Composite Lumber Price Forecast

A

[

.

=== Composite

US$/Mbf

\Y

= == SPF Western 2x4
KD #2 & Btr* R/L
US$/Mbf FOB**

Source: Random Lengths;

Forecast: WOOD Markets

43

Brices to spike as high as US$500/Mbf in 2014 Wood




WOOD MARKETS: 2 Conferences:

CHINA

Sept. 12-15:

China International
SOFTWOOD Log &
Lumber Trade
Conference

Tianjin, China \@

September ]é@

Plus: Op#
Tour of Lo Ports lls

and Distribut

)

3-

(Sept.

O

\Y
R

44

VANCOUVER Bc:g
2012;
N

May

Woord'™
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D.

Summary: Global Perspectives/Trends

Key Demand Issues:

45

e Global softwood log demand g@vin ‘g@z%/yr
&

 US & global housing starts@@ 2] he
bottom!) - a slow/steady r@ un expected...

 European market als ec@r slowly...

* Rebuilding dema DI agad.

- Roaring demandn CRin3 to fill fibre shortage.

e Korea, Talwéh, @ m = all require imports.

. Middl%ﬁ NQ@ Africa = all require imports.
sAustralmar qm“res more imports.

. Indian@@country with major supply shortages

»
Woor -

AR B D AT O
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Global Perspectives & Trends

Key Supply Issues:

* Global timber supplies are gettingetight: \Q\Q
 North America: MPB & C té
reductions + TIMOs in t
» Russia: Log exports@e schgdule + WTO

 Europe: priv strategies’7
e China’s depe&& imported logs
. Troplcal h g harvests declining

. IIIegaI ng restricted
e AS tlmbe r, higher log prices are
expected + d product prices!

A lumber qﬁﬁber cycle” is coming...,(2014-2015?)
but will be\stpply driven, not demand driven! yggf-




Thank You!

SN
G. Van Leeuwe@ ngh

Vice &emde@\(b

Internatlonal ARKETS Group Inc.
@’ B.C., Canada

?ch 603 - 55 E. Cordova Street

q Vancouver, BC V6A 0A5

el: (604) 801-5996 / Fax: (604) 801-5997

/\ Email: retaylor@woodmarkets.com
www.woodmarkets.com
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