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FOREWORD

The Advisory Committee on Paper and Wood Products (ACPWP) is a technical statutory body of the Food
and Agriculture Organization of the United Nations (FAO). It was originally established in 1959 as the
Committee on Pulp and Paper, and later, in 1996, merged with the FAO Advisory Committee on Wood-
based Panels.

The Committee is FAO’s main contact with the private forest industry. Its mandate is to advise the FAO
Director-General on activities that industries consider could usefully be undertaken by the Organization in
the forestry sector. Furthermore, the Committee provides a privileged avenue of communication between
FAO and the private sector, ensuring both that activities undertaken are relevant to the current issues faced
by industry and that the information presented is accurate and useful.

The committee is composed of a maximum of 25 members, appointed by the FAO Director-General, based
on their experience and knowledge of the industry. Typically senior executives of companies or associations,
the members come from all regions of the world and currently represent over 90 percent of the global pulp
and paper industries sector. FAO gratefully acknowledges the contribution made by Committee members
who so generously donate their time and their organizations’ resources in support of FAO’s work

This year’s session took place in Rome, Italy. FAO expresses its gratitude to all participants for their
contribution to the success of this meeting.

an Heino
Assistant Director-General
Forestry Department
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EXECUTIVE SUMMARY

The Fiftieth session of the Advisory Committee on Paper and Wood Products (ACPWP) was held on 26 May
2009 in Rome, Italy.

This report presents the subjects discussed by the Committee and the recommendations made to FAO.
In particular, the Committee recommended that FAO:

1. Water

Continue to document the important role of forests with regard to water quality and utilization, including the
known issues and existing knowledge, with a view to making recommendations to the sector for best
practices, further action and research. This also includes working on common definitions related to water and
forestry, resulting in a “Forest Water Lexicon”.

2.  Climate change

Document the contribution to carbon sequestration of harvested wood products as a substitute for more
carbon intensive material and articulate the benefits of sustainable forest management in the international
climate change dialogue.

Monitor and report on the development of carbon trading markets, including the voluntary market, for
facilitating the reporting of forest and wood product carbon stocks and flows through the exchange of
information and development of methodologies.

Conscious of the timetable for post 2012 negotiations, the Committee further recommends FAO take all
opportunities to participate in key LULUCE related meetings prior to Copenhagen and beyond if necessary.

Close collaboration over this period will be essential and it is proposed that FAO establish a regular
communication channel with the ICFPA climate change working group. It is expected that contacts will be
frequent - perhaps every two weeks — and will be open to all those from each group interested and able to
contribute. The objective should be to use collective knowledge of the negotiations to achieve a higher level
of awareness and preparation.

3. Poverty alleviation and economics
Continue working to document the contribution of the forest sector to job creation and alleviation of

poverty.

4. Communications

Sustain its support for the Forest Communicators” Network by further gathering, refining and disseminating
data for relevant communication, including the collection and summarising of relevant information, and
streamline data accessibility together with ICFPA.

5. Possible Future of the Forest Industry

Together with ICFPA, convene in the coming eight months an experts’ workshop, duration approximately
two days, which will examine the results of the CEOs round table and use the documentation prepared for
that round table to deepen further understanding of the possible future for the global forestry industry.






REPORT

The FAO Advisory Committee on Paper and Wood Products held its Fiftieth Session in Rome, Italy, on 26
May 2009. Mr. Avrim Lazar chaired the session, which was attended by 36 participants from 21 countries.
This report summarizes the main results of the session.

ITEM 1. Opening of the Session and welcome address

Mr. Avrim Lazar, Chairman of the Committee, opened the Session and welcomed Mr. Jan Heino, Assistant-
Director General of the Forestry Department of FAO, Professor Davide Pettenella from the University of
Padua and participants.

Mr. Heino welcomed the participants on behalf of FAO and thanked the FAO team for the preparation of
the meeting. Since this was the 50th anniversary of the ACPWP, Mr.Heino recalled that the Committee was
founded at the 10th session of the Conference on Pulp and Paper in 1959. In 1996 the current ACPWP was
formed, which since that time also covers wood products, besides pulp and paper. The purpose of the
Committee is to give advice concerning FAO’s work in the fields of pulp, paper and wood products,
including wood fuel and climate change. It also serves as a common platform for discussions and information
exchange. Mr. Heino thanked the Committee for its support and work for the benefit of the industry and
FAO over the past 50 years and expressed the wish that such fruitful co-operation and work will continue in
the coming years.

The main issues having arisen since last year were the current economic crisis and aspects of climate change.
Mr. Heino expressed his hope that these two issues will give greater thrust to “green” products available as
pulp, paper and wood products. In conclusion, Mr. Heino expressed his appreciation to Mr. Alfonso
Ocampo from Colombia, who had left the Committee and welcomed Mr. Rudolf Rahn Zuniga, Vice-
President from Smutfit Kappa Carton de Colombia, succeeding him.

Mr. Lazar then kindly requested Mr. Davide Pettenella, Professor of Padua University to welcome
participants on behalf of the host country, Italy. He referred to two topical aspects that the forest industry is
facing at the moment: One is the call to use more wood in house construction for the rehabilitation and
reconstruction of buildings damaged and destroyed by the recent heavy earthquake in the Abruzzo region,
based on the observation that wooden constructions seem to be more earthquake resistant than those in
stone and concrete; nevertheless, he regretted that there was not more strenuous lobbying to convince
government institutions of the advantages of wood as a solid construction material. Secondly, Italy, as the
world’s second largest furniture exporter, is feeling the effects of the economic crisis like other countries;
however, there is some hope that the stimulus given by the Italian government through reduced taxes on
construction and furniture will help the industry to better manage the economic crisis in the sector.

ITEM 2. Adoption of the provisional agenda
The agenda was adopted.

ITEM 3. Review of actions taken by FAO on the recommendations made at the
49th Session of the Committee, and at the preparatory meeting held in Rome on
20 October 2008

Mzr. Jan Heino, Assistant Director-General, described the actions FAO has taken since the 49 Session of the
Committee, held in Bakubung, South Africa, which requested FAO to:

. Promote the contributions of sustainable forest management to climate change mitigation.

e FAO and ICFPA undertook a joint study “The climate profile of the global forest products industry”. The
tindings will be used to profile the role of the global forest products industry (if confirmed by the
study) at the UNFCCC’s COP-15 in Copenhagen in December 2009. The study is expected to be
available by 30 September 2009 at the latest;

e FAO issued a new Unasylva International Journal of Forestry and Forest Products No 231/232 on
Adaptation to Climate Change.



Inform on further analysis and forecasts regarding the evolving relationship between liquid
biofuels, food and fibre, and the impacts on forest and forest product sectors.

FAO in partnership with IEA Task 31 is finalizing the publication on “Criteria and Indicators for
Sustainable Woodfuel”. Completion is due before COP-15. Upon completion the publication will be
provided to the Committee members.

Involve the private sector in the Global Bioenergy Partnership (GBEDP).

At the request of the Committee during the preparatory meeting on 20 October 2008 in Rome, Ms.
Michaela Morese from Global Bioenergy Partnership Secreteriat (GBEP), located at FAO Natural
Resources Management and Environment Department, reported on the links to the private sector activities,
objectives of the Global Partnership, which aims at promoting bioenergy for sustainable development.

Analyze the impacts of forest-based industries’ operations on availability and quality of
watet.

At the request of the Committee during the preparatory meeting on 20 October 2008 in Rome, Mr.
Tomas Hofer addressed the recommendation. Mr. Hofer gave a presentation on recent
developments in forests and water, focusing on (a) quality, (b) quantity of water on global scale, (c)
adaptation to climate change and (d) disaster risk mitigation;

FAO published a report on forests and water, FLAO Forestry Paper 155. This state-of-knowledge
publication will be of interest to the private sector. www.fao.org/forestry/publications/en

Expand the analysis on the contribution of the forest sector to GDP, including contribution
to communities’ and individuals’ well-being;

Mr. Arvydas Lebedys briefed the Committee during the preparatory meeting in Rome on 20 October
2008 and made a presentation addressing forest sector employment and impact on GDP.
Employment in the forest sector was decreasing globally slowly but steadily from 15.7 million (1990)
to 13.7 million jobs in 2000;

Early March 2009, before the COFO/WFW, FAO FO made a statement - Forests and the global
economy: ten million new jobs. FAO stated that the forest sector has considerable potential to play a
catalytic role in the world’s response to the global economic and environmental crises. The
information is available at www.fao.otg/news/story/en/item/10442/icode/;

Financial crisis issues were addressed at COFO/WFW special event on 20 March 2009: Impacts of
Global Economic Turbulence on the Forest Sector. The event was addressed by Teresa Presas.

Facilitate private sector participation in the World Forestry Congress 2009.
FAO is organizing a series of side events, facilitating private sector participation, including:
e FPorestry and climate change - To Copenhagen and beyond
e FPorests and energy - Balancing risks and opportunities
o Special event 1: "Investment and financing forum" ;
o Special event 2: "Business networking day".

Build on the European Forest Communicator’s network for a global reach with a focus on
deliverables.

UN-ECE/FAO European Communicators Network (FCN) held a meeting in Rome on 20t
October 2008 www.fao.org/forestry/foris/data/efw/FCNAgenda.doc. The meeting discussed global
dimensions of forest communication;

FAO is working with the UNECE Timber Committee on the issue of focusing on deliverables.
Because of the leadership change in the Timber Committee, the task may require more time to
complete.

Map and analyze green public procurement systems and green building initiatives related to
forest-based products.

A Workshop entitled “I'he Roles of wood in green building and green building effects on the forest sector in the
UNECE region” was held during European Forest Week on 20 October 2008. The workshop was
organized by UNECE/FAO Team of Specialists on Forest Product Markets and Marketing. The event
mapped and analyzed green building initiatives www.fao.otg/ forestry/foris/data/efw/GBDAgenda.pdf.



9. Organize an informal interim meeting in conjunction with the European Forest Week on
October 20, 2008 in Rome.

e The preparatory meeting was held on 20 October 2008 in Rome as agreed.

10. Hold its 50th Session in Brazil during the first week of June, 2009.
e Subsequently the venue was changed to FAO HQ in Rome on 26 May 2009.

ITEM 4. Forests and climate change: the Road to Copenhagen

Ms. Susan Braatz briefed the participants on recent status of UNFCCC negotiations and forestry related
issues being deliberated in the lead up to an agreement in Copenhagen on 7-18 December 2009. In particular,
she reported on i) issues relevant to the industrial forest sector, ii) the status of UNFCCC negotiations, iii)
issues related to mitigation management, iv) adaptation with emphasis on most vulnerable countries and v)
engagement of the forest industry in the UNFCCC process. The latter could be done through providing
views and inputs to the negotiators, by delivering statements and policy issues messages and by holding side
events at UNFCCC sessions.

At the questions and answers session following the presentation, participants raised some concerns about the
actions taken in favour of the industry: the draft on harvesting (ICFPA) will not be ready for presenting in
Copenhagen. Among other interventions, participants noted that pulp and paper are not considered in the
deliberations on carbon accounting for harvested wood products. Concerning the voluntary market, it turned
out that this is much smaller than expected and that the CDM is not favourable for forestry at the moment.
Some participants and members of the secretariat expressed the opinion that the outcome of Copenhagen
negotiations will be important, and that intense work will most likely have to be carried out after
Copenhagen. Therefore, participants agreed to formulate strong recommendations with regard to intensifying
the work on forests and climate change.

ITEM 5. The impacts of the financial crisis on forest industry

Mr. Jukka Tissari introduced the topic of global impacts of the financial crisis on the forest industry
wortldwide. He mentioned that almost all countries have been affected by the economic down-turn, but while
some countries are projecting eatly signs of recovery, in other regions the crisis has not bottomed out yet.
However, common to many countries is the importance attached to the forest sector on the political agenda
which aims to overcome some of the unprecedented challenges at national and even global level.

Mr Tissari also pointed out that the on-going restructuring is a correction move to reduce overcapacity and
reduce finished products inventories. It is hoped that this will allow fast up-turn once the crisis is over and
the real economy bounces back again. It is expected, that mergers and acquisitions will accelerate after cyclical
turn for the better.

FAO was invited to study the future demand for pulp, paper and wood products, as well as a review of the
supply side in the geopolitical context, taking into consideration the future supply of land, water and energy in
competition with agriculture and energy production.

In the second presentation under Item 5, Mr. Davide Petennella presented additional information on the
development and perspectives of forest industries in Italy. He reported on how the current financial crisis had
affected the forest industry and how the impact of the crisis may lead to the creation of different structures in
the future. The Italian pulp and paper industry is now discussing an adaption strategy to overcome the
economic crisis. The elements of the strategy will be first of all energy saving, then new efforts to improve
public opinion of the pulp and paper industry, which is presently dominated by wrong and negative
perceptions about what the industry is doing, and lastly to increase the domestic supply of raw material by
using even more recycled material and intensifying utilization of raw material from domestic poplar
plantations.

ITEM 6. Communication of joint messages

Mr. Bernard de Galembert and Mr. Ingwald Gschwandtl introduced item 6 - Communication of joint
messages, an item which has such a high relevance for the industry that the Committee put it on the agenda
for the third time since the Shanghai meeting in 2007. Although the image of the forest industry has



improved in recent years, Mr. de Galembert said that there is still a need to issues raised by NGOs and the
general public regarding environmental issues and forestry practices. Many people still have an erroneous
perception that using wood products is congruent with destruction of forests. To successfully improve the
image of the forest industry, coordinated and concerted strategies are needed. Unfortunately, wrong
perceptions are very persistent in the public opinion and a poor image is difficult to correct. Since NGOs and
the public opinion are generally emotive, whereas the industry responds with dry facts and figures, make
improving the industry’s image very difficult. The industry should address the emotional slogans and try to
demonstrate that the industry works in a responsible manner. FAO’s role should be to disseminate
information about the sector and facilitate dialogue by acting as a neutral forum. Mr. Ingwald Gschwandtl
mentioned that one resource to improve the image of the industry is the Forest Communicators” Network,
which operates from Vienna and stands ready to help fill information gaps. The network is also mandated to
develop a communications strategy for UNECE member countries. Mr Gschwandtl pointed out that
improving the industry’s image and overcoming wrong public perceptions about what the forest industry is
doing will be a long process. However, there were also positive examples, such as the European Forest Week
(October 2008) or the World Forestry Week held in conjunction with COFO 2009, which were jointly
organized with many partners and were well receptive to the media and public.

ITEM 7. Summary of country reports, including the social impacts of forest
industries

The country reports mostly focus on the economic situation of the industry in 2008, but also cast light on
national and regional policy developments and trends, as well as touching on social aspects. Some country
reports also cover environmental impacts of the industry. The country reports and the executive summary of
the reports were not presented due to time constraints, but the chair strongly urged participants to read this
informative document which was included the meeting folder.

ITEM 8. Participation in the XIll World Forestry Congress, 18-23 October 2009 in
Buenos Aires

Mr. Olman Serrano and his team, including the Argentinean representative, provided the participants with
detailed information on the different events of the World Forestry Congress which FAO holds once in six
years together with a host country. In particular, Mr. Serrano highlighted four side events, which may be of
special interest for ACPWP members. These are: Forestry and Climate Change - to Copenhagen and beyond;
Forests and energy - Balancing risks and opportunities; Business networking day; and Investment and
financing forum. The most attractive Congtress days for the industry will be concentrated between Wednesday
and Friday, 21-23 October 2009. The participants also decided to hold the ACPWP interim meeting 2009 in
Buenos Aires on Friday 23 October, in conjunction with the WEFC. It was agreed that this time the format
should be a joint ACPWP/ICFPA half-day meeting.

ITEM 9. Recommendations of the Committee to FAO for 2009 - 2010

The Committee requested FAO to undertake the following actions:

1. Water

Continue to document the important role of forests with regard to water quality and utilization, including the
known issues and existing knowledge, with a view to making recommendations to the sector for best
practices, further action and research. This also includes working on common definitions related to water and
forestry, resulting in a “Forest Water Lexicon”.

2. Climate change

Document the contribution to carbon sequestration of harvested wood products as a substitute for more
carbon intensive material and articulate the benefits of sustainable forest management in the international
climate change dialogue.

Monitor and report on the development of carbon trading markets, including the voluntary market, for
facilitating the reporting of forest and wood product carbon stocks and flows through the exchange of
information and development of methodologies.



Conscious of the timetable for post 2012 negotiations, the Committee further recommends FAO take all
opportunities to participate in key LULUCF related meetings prior to Copenhagen and beyond if necessary.

Close collaboration over this period will be essential and it is proposed that FAO establish a regular
communication channel with the ICFPA climate change working group. It is expected that contacts will be
frequent - perhaps every two weeks — and will be open to all those from each group interested and able to
contribute. The objective should be to use collective knowledge of the negotiations to achieve a higher level
of awareness and preparation.

3. Poverty alleviation and economics
Continue working to document the contribution of the forest sector to job creation and alleviation of

poverty.

4. Communications

Sustain its support for the Forest Communicators’ Network by further gathering, refining and disseminating
data for relevant communication, including the collection and summarising of relevant information, and
streamline data accessibility together with ICFPA.

5. Possible Future of the Forest Industry

Together with ICFPA, convene in the coming eight months an experts’ workshop, duration approximately
two days, which will examine the results of the CEOs round table and use the documentation prepared for
that round table to deepen further understanding of the possible future for the global forestry industry.

ITEM 10. Election of Chairperson

Mzr. Avrim Lazar will chair the 51st Session.

ITEM 11. Date and place of the next session

Japan offered to host the 51st session, most likely on the 24-25 May 2009. Exact dates and place have to be
confirmed.

ITEM 12. Any other business

Mr. Klaus Windhagen referred to the ICFPA memo (ICFPA/024/09), on the subject of the CEPI Statistics
Network group, shortcomings related to the FAO Pulp and Paper Capacity Survey and proposed possible
solutions. Mr. Heino informed participants about FAO intention to invite private sector representatives to
participate in a High-Level Meeting on how to feed the World in 2050, to be held in Rome at the end of the
yeat.

ITEM 13. Closing remarks

The Chair closed the meeting at 14.45 hours and thanked all participants for this productive meeting.






PAPERS PRESENTED

ITEM 5. The Impacts of the Financial Crisis on Forest Industry
Mr. Jukka Tissari

INTRODUCTION

During the 19th session of the Committee on Forestry (COFO) in March 2009, FAO member countries
debated the impacts of economic turbulence on the forest sector. The result underlined the need for
countries to breakaway from the “real economy” crisis now affecting the forest sector. The need to raise
FAQ’s responsiveness in advising members was also highlighted.

Almost all countries have been affected by the economic down-turn, but while some economies are
projecting carly signs of recovery, in other regions the crisis has not bottomed out yet. The situation is
genuinely imbalanced as regards the pursuit of global economic recovery. But what is common to many
countries is that the forest sector figures high on the political agenda which aims to overcome some of the
unprecedented challenges at national and even global level.

Governments and central banks have swung into action to counter the ctisis in a coordinated manner. Almost all
countries are currently implementing financial packages to increase credit availability, boost growth and increase
consumer demand. Yet considerable uncertainty exists regarding when the decline will bottom out and how soon
markets and consumer confidence will return to the pre-crisis situation, enabling the reversal of real economy back
into black. The best case scenario is a recovery within the next couple of years, while the worst case situation
implies further decline and a prolonged period of gradual recovery.

This paper looks at the impacts of the economic crisis on forest industries in the major producing and
consuming regions of the world. Some solutions are proposed to ride out of the crisis, and these will be a
major theme for discussion at ACPWP-50.

POTENTIAL IMPACTS ON FOREST INDUSTRIES

Exposure to globalization and trade finance

Being an integral part of the larger economy, the forest sector will not remain immune to the overall economic
slump and the different segments will be affected in varying degrees depending on the extent of their linkages with
sectors impacted by the crisis. Forest sector has opened up significantly in the past two decades as global supply
chains, outsourcing and expansion of foreign trade have enabled inter-continental operations. Now the fast-
declining demand for forest products coupled with the credit crunch is having a chilling impact on new
investments in all wood industries. As existing capacities remain under-utilized and closed down, investments in
new capacities are being deferred or dropped. The current crisis has restricted also trade finance flows into the
sector. Asian buyers of logs, for instance, have reported setious problems in obtaining letters-of-credit (I/C). Also
Latin American companies are suffering from shortages of trade finance.

The crunch in international trade finance will be addressed through the April 2009 G-20 agreement to ensure
the availability of at least US$250 billion of trade finance over the next two years through export credit and
investment agencies, and through the multilateral development banks, including up to US$50 billion of trade
liquidity support over the next three years through the IFC’s Global Trade Liquidity Pool. (IMF, 2009)

Declining demand for wood products and scaling down of production

The collapse of the housing sector, which has been at the epicentre of the current crisis, is a major blow to
the wood industries sector. Annual rate of new housing starts in the United States has declined from about
2.1 million in 2005 to an estimated 432,000 in 2009 (Figure 1). A slow bettering to 553,000 units in 2010,
reaching the one-million mark by 2012, is projected by the Western Wood Products Association (WWPA).
Although not of the same magnitude, there has also been a similar contraction of the housing sector in
several other countries, especially in Western Europe.



Impacts on mechanical wood industries

As today’s crisis has once again demonstrated, the demand for sawnwood and wood-based panels is strongly
correlated with housing sector activity, igniting immediate and strong fluctuations in building product markets. The
resulting scenatrio is declining prices of wood products, mill downtime and closures of excess capacity. Jobs will be
permanently lost and shift of production capacity to lower-cost regions will continue.

Country news
Building and construction, both residential and non-residential, consumes most mechanical forest products (75%
of sawn softwood, OSB and plywood in the US). The decline in North America’s consumption started already in
2006, while it spread into Europe later during 2007-2008. Consumption declines in nearly every segment of the
U.S. wood products industry have been significant:

¢ Softwood lumber demand down 50% since 2005;

¢ Hardwood lumber down 35+%;

*  Structural panels down 37% since 2005; and

*  Engineered wood products (EWP) down 30%.

Since January 2006 job losses in wood products manufacturing have totaled 126,000 (22% of the total industry
employment). Log demand in the U.S. in 2009 will slide to the lowest level in modern history. A slow recovery is
expected for 2010, according to the Western Wood Products Association (WWPA). It predicts U.S. lumber
demand in 2009 coming down almost 30% from 2008 totals and lower by more than 55% since the peak in 2005.

In Canada’s sawmilling, total softwood lumber production declined 20% in 2007-2008. Exports to the U.S. show
a record fall of neartly two-thirds between 2005-2009. An annual 35% drop is projected in 2008-2009 alone. Five
major Canadian sawmilling companies (2 in Quebec, 1 in Ontario and 2 in B.C.) reduced their 2008 output by one-
third or mote. The forest industries in the Province of British Columbia have laid off 20,000 workers since 2004
(20% of workforce).

Sawmilling output in New Zealand contracted 26.7% between Q4/2008 and Q4/2007. Export earnings stayed
higher than in 2007, mainly thanks to the steady depreciation of the NZ dollar. Supply of domestic logs is
adequate, but uncertain demand for the processed product causes problems. 24 sawmills closed operations in 2008.
Radiata pine log exports have resumed to Japan and China, aided by the weaker NZ dollar.

Chile’s export earnings from sawnwood and mouldings declined about 10% in 2008, which led to closures or
reduced operating levels on sawmills. 4,000 jobs were cut in the last quarter of 2008. Direct employment in Chile’s
forest-based industries was 125,000 people in 2008 (CORMA, 2009).

Russia’s plans to impose the prohibitive EUR 50/m? log export tax have resulted in lower putrchases of
unprocessed roundwood by Finland (-24% Q4-08/Q4-07) and China (-32%). But the policy has failed so far to
attract significant investment projects to ramp up domestic processing. A plan to impose the taxes is on hold until
the late 2009, and may be abandoned due to massive downsizing of forestry and industry output in Russia.
Sawnwood production went down 24% and plywood 40% from Q1-09 to Q1-08. Fibreboard and particleboard
plummeted 43% and 29%, respectively.

Indonesia’s plywood industry is facing the prospect of a further 40% drop in exports, because the major
importing companies of the US, the EU and Japan have yet to place any orders with Indonesian plywood
manufacturers for 2009. Plywood exports from Brazil’s Para state dropped 41.4% in volume in 2008, compared
to 2007, according to the Timber Exporting Companies Association of Para (AIMEX) (Wood-based Panels
International, 2009).

In Europe’s sawmilling industry, a heavy overcapacity and challenging raw material supply balances, both in Baltic
Sea area and in Central Europe, have led to mill downsizing by the big players like StoraEnso (at mills in Finland,
Poland, Austria). UPM is re-organizing its plywood mills. Finland’s sawnwood output went down by 20% in Q4-
08/Q4-07.

Impacts on pulp and paper industries
Today’s global fibre flows are a result of a strategic model whereby:



1. Pulp is produced next to fast-growing plantations to exploit the low-cost production factors (raw
material, labour, energy, chemicals) at maximum size new mills.

2. Paper is produced as close as possible to the markets, to minimize transportation costs to final
customet.

3. As aresult of the above, international trade in market pulp has expanded, and mixing of different
pulps to optimize paper processing and paper grade quality is a common practice.

FAO estimates that world’s plantation forests can presently contribute up to 66% of global industrial wood
supply, depending on region and harvesting rotations. Forest plantations in China will help provide most of
the needed pulpwood resources for domestic chemical pulp demand, but a shortfall will be met by imports of
market pulp from Brazil, Russia and Indonesia. Latin America harbours large areas suitable for planted
forests, but the credit crunch is currently affecting expansion plans (see Box 1).

BOX 1. Less available capital to support a new mill in Uruguay

The Spanish paper company ENCE is planning a pulp mill southwest of Montevideo, designed to produce about
one million tons of Eucalyptus pulp. The company is currently in negotiation with a number of investors regarding
the financing of the mill, but this process has slowed as the result of the financial crisis. ENCE currently manages
about 170,000 hectares of plantations in Southern Uruguay, which will be the main supply source for the plant.

Moreover, Soporcel of Portugal and StoraEnso of Finland have developed plantations and carried out studies on
sites of pulp mills in Uruguay.

Source: Wood Resources International LLC, March 2009
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FIGURE 2. Trends in the World Softwood Sawnwood Consumption
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Pulp business is vulnerable to curtency fluctuations, stock/capacity changes between integrated and matket pulp,
competition over fibre from bio-energy industries, energy/transportation costs, and future policies on energy and
climate change. Pulp export prices lost 3% of their value between mid-2008 to Q1/2009. In May 2008, NBSK
price was up at US$906/ton, but it went down to US$615/ton in January 2009.

In the paper and paperboard sector, the long-term growth drivers have been:
e Packaging demand growth in export-oriented manufacturing industries, especially in Asia.
e Wider use of communication, packaging and personal care papers in the emerging and developing
countries, where per capita consumption is still very low.
e Information and communication technologies (ICT) and home office working development, which
used to spur printing and writing paper use.
e Intelligent papers and packaging products being developed (RFID, nanotechnology, etc.).

Growth prospects were perceived to be high, which led to a structural overcapacity, in particular as regards printing &
writing papers. Several of the world’s largest pulp and paper mills were built in the emerging countries with immediate
access to high-growth plantation forests. But saturation in the market demand lowered growth rates, especially in
North America, where the rise of electronic media penalised printed media. This has resulted in lowering of per capita
consumption of printing and writing papers and newsprint in the U.S. Newsprint is expected to continue declining as
digital information carties on reducing the demand for printed media.

CEPIFINE statistics indicate a 20% fall in European demand for coated woodfree papers, and -16% for
uncoated woodfree papers Feb.09/Feb.08.

CEPIPRINT data show that in newsprint, a 8.5% decline occurred in the European demand, March
09/March 08. In SC papers, the market bounced back with a 3.7% growth over same petiod.
The decline recorded in March 2009 was significantly smaller than in the previous two months.

Future demand growth for pulp and paper consumption will remain strongest in Asia as the region’s per capita
income rises, so too will their demand for paper and paperboard products. Europe and North America will see their
share of global production decline as capacity expansion for pulp and paper production is focused in China, Russia
and Brazil. Packaging grades are expected to perform better, thanks to Asia’s manufactuting exports.



Pulp and paper industry restructuring

The pulp and paper industry in “the old world” had already embarked on a restructuring before the financial
and real-economy crises unfolded. There has been an on-going shift in global paper and paperboard
production, away from the US, Japan and Canada, being offset by fast rising production in China, and to a
lesser degree in SE Asia and Latin America. The relatively older capital stock has made these industries less
competitive in North America and Russia than in other major regions. The newest stock of mills is in China,
Finland and Germany. Rationalizing production capacity by closing down inefficient units and focusing on
the more energy and material efficient ones will be an important stepping stone to greener industry by the
pulp and paper industry.

The European pulp & paper industry held on to its shares of the world output until recently. A major
restructuring in pulp and paper industries in Europe has now started. It has led to permanent closures of the
oldest pulp and paper mills in Central Europe and in the Nordic region. StoraEnso is slashing its production
bases in Finland. The devaluation of the Swedish &rna makes mills in Sweden more competitive. UPM and
M-Real have both closed several mills.

The financial turmoil and falling orders have accelerated the cost competition between companies and
individual paper mills. Even within a corporation, mills in different countries are benchmarked against each
other and orders are transferred to the lowest-cost units.

The on-going is a correction move to erase overcapacity and lower finished products inventories. It will allow
fast up-turn once the real economy springs up again. Most likely mergers and acquisitions will accelerate only
after a cyclical turn for the better is confirmed in the major markets.

Country news

According to the American Forest & Paper Association, total printing-writing paper shipments decreased 21.9% in
March 2009 against 03/2008. Uncoated free sheet paper (UFS) shipments were 16.0% below last year. Coated free
sheet (CFS) shipments posted a 37% decline and coated mechanical (CM) plummeted by 40%.

Wood fibre demand in North America alone is projected to fall by more than 20 million tonnes by 2009
(RISI, 2008). The most prominent closure is AbitibiBowater, the world’s largest newsprint producer, which
filed for Chapter 11 of the United States Bankruptcy Code.

Canada plummeted into a forest industry crisis early due to its dependence on the US market. The Canadian
forest, paper and packaging industry shows extremely poor financial results Net earnings (in Cdn § millions):

Year Canada West Canada East Canada
2007 -$386 -$106 -$492
2008 -$641 -$954 -$1,595

The Conference Board of Canada predicts that the forest products industry in Canada will to lose another
$750 million to $1 billion dollars in 2009 (Source: International Wood Markets, 2009).

In Asia, China continues to increase its pulp and paper output, albeit at a lower 7-8% annual growth rate.
This is well below the two-digit growth rates recorded in the height of the global economy in 2006-2007.
China’s paper industry may overtake the United States in total output within the next five years if current rate
of expansion continues. India too is continuing to grow, even though the volumes are much lower than in
China. Both countries have large domestic markets to sustain growth when export markets are in the
doldrums.

In Japan, Nippon Paper Group (NPG) is taking unprecedented action to adjust to prevailing market
situation. It is shutting permanently 15 paper and board machines and coaters by the end of September 2009.
The closutres are expected to reduce output by 875,000 tonnes/yr, over 10% of NPG’s total capacity.
Extended downtime and service breaks are added to lower output, as well as temporarily halting production
on other machines at its mills in Japan.

In Finland, paper and paperboard production declined 18% in Q4-08/Q4-07. Stora Enso is planning to
reorganise its operations and it has closed down several mills. The aim is to reduce annual costs by EUR 250
million by the end of 2010. Up to 2,000 employees will be affected, mainly as a result of the leaner management



structures. Furthermore, the company is ceding the buildings and most of the Summa pulp mill site in Finland to
the Google Group of Companies for approximately EUR 40 million. The company has decided to defer its final
decision regarding the proposed pulp and paper mill project at Nizhny Novgorod in Russia to a later stage. UPM is
restructuring its supply chain operations in Northern and Central Europe to facilitate centralised steering of
operations. Technical innovations of UPM concentrate on integrating RFID tags and inlays into printed media,
which will help bridge the divide between traditional print and online magazines.

Finally, Russia’s wood pulp production went down 26% and paper 12% from Q1-09 to Q1-08. Paperboard
declined 20% in the same period. Russia’s experimental export tax on roundwood has been a negative incentive
(i.e. discourages exports of unprocessed products rather than encourages exports of processed products). It has
produced a reverse result and may be revoked. At a high-level seminar in Pushkino (November 2008), both the
Russian logging companies and pulp and paper industries expressed their frustration about the negative impacts
of log export taxes on their businesses.

Despite Russia’s commanding share of the world’s forest resources (22%), it is not in a position to quickly
take over a proportionate share of the global forest products industry. It has to become competitive
compared to other regions, many of which have much more favourable physical, operational and legal
conditions for forest industry. Foreign investors like IP have shown that they may also shut down plants in
Russia if operations run into trouble due to policy or governance failures.

WAY OUT: FROM RESTRUCTURING TO LOW-CARBON ECONOMY

Green building

Increased building with wood and development of wooden building systems are both strongly encouraged in
many European countries. Governments and wood industry associations are looking seriously at fighting
climate change and substituting wood for non-renewable building materials. UK’s Wood for Good campaign,
for example, is communicating technical facts about the CO» footprints of wood products, carbon storage in
harvested wood products and the positive substitution effects of replacing other building materials with
wood. The Forest Industries Federation of Finland has embarked on a similar science-based promotion of
wood-frame building. Several similar moves are taking place in other countries. Higher-storey and larger
dwellings and public buildings are allowed for by relaxing some of the building and fire codes.

While mechanical industries of Europe have turned to survival mode, the IIASA of Austria is predicting that
the green building movement could support the renaissance of Europe’s sawmilling and woodworking
industries. This is based on the assumption that a strong climate policy backing is given to carbon contained
in harvested wood products, energy efficiency targets and materials substitution in building and construction.
They would put wood as a material in a favourable position over concrete, plastic, gypsum and steel.

In Canada, FPInnovations - Forintek has launched analysis of so-called displacement factors of wood
product use. This quantifies the amount of CO; emission reduction achieved per unit of wood use, in
comparison to using non-wood material (in Sathre, R. and J. O’Connor. 2008). This can be a potentially
strong tool in communicating the carbon-savings and influencing individual consumer’s decisions.

Closer integration of biofuels and green chemicals with forest industries

Increasing oil prices and the growing concern about climate change have led to an unprecedented investment
boom in biofuel production during the last few years. A sharp decline in oil prices and the deceleration of
economic growth have cast considerable uncertainty on investments in bioenergy. This will particularly affect
the development of more efficient second and third generation technologies and the persistence of less
efficient biofuel production that to some extent have added to land use conflicts and diversion of food crops
to energy production.

Global overall energy sector development and especially global bio-energy development will be crucial for the
development of the conventional forest industry in Hurope. Land politics, climate policies, and energy
policies are likely to be conducive to the implementation of a substantial bio-energy sector in Europe (ILASA,
2009).



Some of the leading international forest corporations have nevertheless announced their intention to integrate
biofuel production. Two of the leading Nordic companies, UPM and StoraEnso, have both decided to invest
in liquid biofuels, albeit on different product platforms:
e UPM is conducting trials to produce biodiesel, bioethanol and heavy fuel oils from forest residual
biomass like bark, stumps, branches, etc.
e StoraEnso has formed an alliance with Neste Oil of Finland for developing a new gas purification
technology related to generation of clean synthesis gas from wood and use of the Fischer-Tropsch
process to produce crude biodiesel from the syngas.

Integration of such biofuel and chemical extraction methods into pulp mill processes is a major target in
revamping the competitiveness of chemical forest industries. There are far-advanced research groups in
North America and Europe developing the biorefinery concept into industrial scale. The goal is to increase
dramatically the total value of wood fibre. There are two possible technology platforms:
1. The sugar platform: fractionation of woody biomass into sugar components followed by
fermentation.
2. The thermo-chemical platform: thermo-chemical conversion of wood into synthetic gases (syngas),
which are either burned to generate electricity and steam or further processed into other chemicals
such as liquid fuels.

On the traditional wood energy market, wood pellet production worldwide has climbed to 10 million tons.
It is expected to double in the next 4-5 years. The current downturn has brought down the costs of wood and
residues considerably, which bodes well for pellet manufacturing. Pellet factories in some sites compete
directly for roundwood and residues with pulp and wood-based panel mills.

Europe has been the frontrunner in pellet consumption, especially Sweden, Germany, Benelux and Finland.
Canada (British Columbia) is the prime exporter. The new U.S. administration is expected to lend clear-cut
support to renewable energies, which would open up markets for Canadian pellets across the border. This
may open up opportunities for large-scale production in Latin America, Russia, Asia and Africa (Wood
Resources International LL.C, 2009).

ISSUES FOR DISCUSSION: WEATHERING THE ECONOMIC STORM

1. Is the on-going financial and real-economy crisis an opportunity to undertake the long overdue
restructuring of the forest industry?

2. How can the world’s forest industry best adjust to a fundamental geographical shift of demand and
production into the emerging economies?

3. Can such a restructuring lead to a wider perception that forest industry and the green cluster around
it can become important stepping stones into a low-carbon economy?

4. What are the crucial steps in product and process development to steer the industry into the next
level of development?

5. How can wood industry best tap the opportunities of the green building movement: what type of

incentives must be provided to consumers/builders who select materials?

How can the paper industry rejuvenate by connecting traditional and new media?

How can the forest industry best integrate bio-energy and renewable fuels into its strategies?

How can the forest industry provide an optimal impact on the mitigation of climate change?

Will there be more or less room for promoting SMEs as “local green alternatives” vis-d-vis a

consolidated production structure of multi-nationals?

10. Finally, how can FAO raise its responsiveness in advising countries on how to ride out of the
economic storm into a new growth in low-carbon economy?

Lo
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ITEM 7. Summary - Country Reports

The following is a summary of the main emerging issues and business developments that the wood and paper
industry is facing around the world, as described in the country briefs prepared by ACPWP members.

The country reports mostly focus on the economic situation of the industry for the year 2008, but also cast
light on national and regional policy developments and trends, as well as social aspects. Some country reports
also cover environmental impacts of the industry.

The ACPWP members were asked to report on the following questions:

1. What are the emerging issues facing the industry in your country (e.g. national political situation,
climate change, water, illegal logging, SFM certification, energy market reform, etc.)?

2. What are the most important business developments within your industry over the last year
(economic situation, legal developments, investments etc.)?

3. What new information do you have on the socio-economic contributions of the forest industry in
your country (formal and informal employment generated by the forest industry, contribution to
rural and urban development, health, education, poverty alleviation, etc.)?

Most of the country reports reply to the three questions and provide important information, which is briefly
summarized below.

EMERGING ISSUES FACING THE INDUSTRY

The global financial crisis, which had been threatening for a while, really started to make itself felt in the
middle of 2007 and into 2008. Around the world, stock markets have fallen, large financial institutions have
collapsed or been bought out, and governments in even the wealthiest nations have had to come up with
rescue packages to bail out their financial systems. The impact of the global financial crisis on the forest
industry is analysed in depth under Agenda Item 5.



In addition to economic challenges, during 2008 most countries faced challenges relating to climate change, emissions
trading schemes, water, certification/codes of conduct, energy markets and corporate social responsibility.

Climate Change

Awareness of the significance of climate change within the industry and the general public is reported as
increasing in all member countries. The European forest based industry will need to conform to an action
plan released by the European Commission in 2007, requesting ambitious and binding targets for the
reduction of GHG emissions, energy efficiency gains, a 20% share of renewable energies and a 10% bio-fuels
target, to be accomplished by the year 2020. Moreover, Japan and some other countries are committed to
achieve challenging targets, and are promoting the use of (more) wood in construction, through the
implementation of green building codes.

On a five-year averaged basis from fiscal year 2008 to fiscal year 2012, fossil energy consumption per unit and
CO2 emissions per unit derived from fossil energy should be reduced by 20% and 16% respectively,
compared to 1990 levels. Industry’s forest plantation should be expanded by 700,000 hectates by 2012 in
order to absorb or fix carbon dioxide (Japan). New Zealand reports a target of additional 250 thousand
hectares of plantations to be established by 2020. Argentina, Chile and India also reported an expansion of
their plantation area during 2008.

Emission Trading Schemes

Closely related to climate change issues are the concerns of the European pulp and paper industry and of
some countries regarding large scale auctioning of emission credits, planned by 2013 in the EU. Some
countries and regional organizations predict that this could lead to market imbalances. Nevertheless, the
political framework on the Emissions Trading Scheme (ETS) has been set by the governments from end of
December 2008. For the years 2009 and 2010 countries and industry have to be prepared to develop
implementation strategies. Up to now it is not clear whether the European paper industry will be able to meet
carbon linkage criteria.

Water

Some countries are facing their worst droughts in recent years, which is having significant impact on water
allocation, forest fires and forest plantations. Even in countries with sufficient or increasing water supply, the
debate on industry’s impact on water quality is emerging. In particular, intensive farming operations with their
high nitrogen discharge levels are held responsible for negative impacts on the water quality. Already, New
Zealand is discussing a system to establish a nitrogen trading system for nitrogen runoff for non-forested
land, so as to force the main polluters to pay.

Swedish commitments on reduction of emissions of nutrients to the Baltic Sea will be costly for the industry.
Implementation of the Water Framework Directive is stricter in Swedish legislation than in other European states.

Certification

Independent, third-party certification has continued to grow in many countries. New Zealand reported that
over 55% of the country’s forest plantations are now certified. Germany reported 100% of the wood supply
and 85% of the pulp supply as having proofs of origin, documenting that the resources are from sustainably
managed forests. It is hoped that this positive trend will improve the image of the industry, convincing the
general public that industry is managing and using the forest resources in a responsible and environmentally
friendly manner.

In Argentina, around 30% of the forested land is certified by some environmental, labour or sustainable
standard (ISO 14000; OSHA 18000, FSC). Accordingly, in 2008 progress was made on a federal rule on
forest certification which may be approved by PEFC as well as on establishing a FSC National Initiative. It is
expected that the two programmes will be operating in 2009.

India has reported difficulties faced by industry relating to forest certification. The bulk of the raw material is
obtained from small farm and agro-forestry holdings, with tens of thousands of private owners, and it seems
to be practically impossible at present to get these smallholdings certified.



Energy market

Due to high energy costs and political directives at national and regional (EU) level, growing competition between
use of wood for industrial processing and for energy, the share of renewable energy is targeted to be 20% of the
total energy consumption in the EU by 2020. The 20% target raises concern about availability and accessibility of
wood at reasonable market prices. It is estimated that in the EU alone an annual gap in the supply of wood could
amount to 260 million cubic metres of roundwood by the year 2020.

Industry therefore proposes mobilization of all wood resources available and, in addition, the establishment
of fuelwood plantations for energy generation. To ensure that sufficient wood resources are at the disposal of
the processing industry, some countries now request codified priority settings in favour of wood for the
production of wood based products.

During 2008, in many countries progress was made in investments related to bio energy. Pellet-production
increased and cogeneration systems have been installed for the production of energy from waste.

Corporate Social Responsibility

Corporate social responsibility has been defined as the ethical behaviour of a company towards society, in
recognition of the fact that not only shareholders, but multiple stakeholders, have a legitimate interest in the
activities and performance of a business and that companies need to be responsive to their concerns.

This public interest is increasing and is being addressed by certification schemes and national initiatives.
Important steps forward have been made in many countries, in particular those countries with a significant
indigenous population, in order to increase involvement in the forest industries sector. This includes changes
in land ownership and business and employment opportunities.

BUSINESS DEVELOPMENTS

Economic situation

The rapid deterioration in the business situation has negatively affected profitability in all main sectors. The
downturn in the global economy in the latter part of 2008 and during the first part of 2009 substantially
weakened the demand for nearly all paper and wood products, on a global scale. The current economic crisis
has already led to insolvency of several companies and closing of small and isolated operations. In the long
run, this could help to reduce overcapacity and thus allow for consolidation.

Some countries are trying to establish comprehensive development programmes for their forest sector.
Among these, Finland has chosen three priority sectors to further develop its forest industry: development
and utilization of forest resources; increase in the added value of wood products; and the creation of
operating conditions conducive to competitiveness. In Argentina, companies are redesigning their strategies
to overcome this situation, which is estimated to show the worst scenario in 2009. The sector has sought to
reduce costs and improve productivity.

The European pulp and paper industry has beens hit very severely by the economic and financial crisis. This
is reflected in several ways:

o Loans are more difficult to obtain, despite interest rates cuts

o No economic recovery is foreseen before end-2009, or even beginning 2010

o Retail sales, as well as consumer confidence, have plunged

o Advertising expenditures are expected to decrease by at least 1% in EU in 2009

o At the end of 2008, the paper industry recorded a real decline in its activity

e Most pulp and paper grades have seen their markets deteriorating, despite downtimes taken by

companies
o Decreasing production costs and raw material prices is a relief
o Preight rates have substantially decreased, making competition even tighter

Still, some investments planned before the crisis are going on (in Portugal and UK), but many others have
been suspended or delayed. On the raw material side, Russia has announced the postponing of the tax on
roundwood exports that was supposed to rise to S0EUR/m? as of January 2009. This delay will not impact



significantly on imports of Russian wood by the Nordic companies, since they had already adapted their
procurement policy in anticipation.

The Confederation of Finnish Industries EK's Business Tendency Survey, conducted in January 2009,
revealed a dramatic weakening in the business situation of Finnish companies at the end of 2008. The current
situation is characterised in almost all sectors as significantly weaker than normal.

Expectations for the first half of the coming year are also dismal. A very pessimistic outlook faces us. Declines in
production volumes are expected across the board in different sectors. The exceptionally uncertain economic
situation calls for a rapid ability to adjust, as well as for measures to improve productivity and competitiveness. As
export demand wanes, the significance of cost competitiveness is further emphasised.

THE SOCIO-ECONOMIC CONTRIBUTIONS OF THE FOREST INDUSTRY

In the current context of lay-offs, closures (temporary or definitive), depressed wood prices, etc., it is difficult
to deliver positive information on the socio-economic contribution of the industry during 2008 and first part
of 2009.

The U.S. forest products industry faced strong headwinds from a weak economy during 2008, which affected
both the paper and wood products sectors. The wood products sector had been in decline since mid-2000,
while the paper business held up relatively well until mid-to-late 2008, when it contracted sharply.

Argentina reports that the development of forest services and professionalization of rural workers have
continued, leading to progress in the measures taken for social and environmental sustainability. The forest
industry in Argentina generates direct and indirect employment for over 500,000 people. According to AFoA
estimates, foresting generates one job every two planted hectares and one job in the industry per every
harvested hectare.

Forest-based Chilean industry employed more than 125.000 people in 2008, and a similar number of indirect
jobs is estimated. The livelihood of more than a million people in Chile depends on forests, taking into
account both the workers and their families.

South Africa reported on significant developments during 2008 leading towards the Gazetting of the Broad
Based Black Economic Empowerment Transformation Charter for the Forest Sector. This Charter, called for
under the terms of the Broad Based Black Economic Empowerment Act, seeks to bring about socio-
economic transformation in the forestry sector which will facilitate greater participation of previously
disadvantaged people in South Africa as well as growth in the forestry sector. A key challenge will be to
ensure that ownership transfer will not result in existing timber plantations being converted to other land
uses.

The financial crisis hit the Swedish forest industry quite severely through decreased demand and decreased
production. This resulted in a fall in exports and in an annual drop of GDP of 0,2 percent 2008 over 2007.
The number of people given notice increased sharply as the labour market weakened. Some of the decline
was due to mills being closed down.

ITEM 8a. Participation in the XIll World Forestry Congress
FORESTRY AND CLIMATE CHANGE - TO COPENHAGEN AND BEYOND

Background

Forests are linked with climate change in various ways - they are affected by climate change, when degraded
or removed, they contribute to climate change through greenhouse gas (GHG) emissions, and they contribute
to climate change mitigation by sequestering carbon dioxide from the atmosphere during afforestation and
reforestation. Furthermore, the use of wood for products and fuel reduces GHG emissions from competing,
more carbon-intensive products.

At the 13th Conference of Parties in Bali in December 2007, Parties to the UNFCCC included in their Bali
Action Plan the reduction of emissions from deforestation and forest degradation in developing countries,
conservation, sustainable forest management and enhancement of forest carbon stocks in developing



countries. A decision for both Annex I and Annex II countries on whether and how forestry will be dealt
with in the post 2012 climate arrangement is expected to be taken at the UNFCCC COP 15 scheduled for
early December 2009 in Copenhagen, Denmark..

The WFC represents an excellent opportunity for the global forest community to discuss advances on
technical aspects related to questions such as: how forests can contribute to mitigating climate change and
how the impacts of climate change on forests and people can be addressed. The Roundtable on Forestry and
Climate Change session aims to develop a recommendation on how to include forests in the 2012 regime in
an effective way; the recommendation will be presented to the world forestry community at COP 15 (latest
information is available at: www.cfm2009.org.

Objectives
e Views on the challenges and opportunities for forestry in the context of climate change are shared;
e The knowledge of WFC participants on issues related to forestry and climate change is strengthened.
e Interchange of different views on the role of forestry and climate change in post-2012 regime to be
negotiated in COP 15 takes place.

Outcomes
e A shared understanding of the challenges and opportunities for the forestry sector in the climate
negotiations;
e Recommendations on technical issues of the global forestry sector to UNFCCC COP 15 at
Copenhagen.

ITEM 8b. Participation in the XllIl World Forestry Congress
FORESTS AND ENERGY - BALANCING RISKS AND OPPORTUNITIES

Background

Interest in bioenergy has increased over the last decade, due to factors such as: high oil prices; concerns about
energy security; and commitments to reduce carbon emissions. The use of wood for energy is an important
component of the bioenergy sector and includes both the use of wood for heat and power production as well
as the use of wood to produce liquid biofuels.

In many developed countries, advanced bioenergy production systems have been used to produce heat and
power from wood for many years. In most developing countries, the use of wood for energy is very
important, but is currently dominated by traditional uses of fuelwood and charcoal. However, some of the
larger developing countries also have ambitions to increase bioenergy production using modern technologies.

Most recently, the production of liquid biofuels has rapidly increased. Almost all of this production is
currently derived from agricultural crops, but the technology to produce liquid biofuels from wood is
improving and production is expected to increase greatly in the future.

The above developments present both opportunities and challenges for the forestry sector. For example,
liquid biofuel production will increase the demand to convert forest land to biofuel crops. However, the use
of wood for energy production will also increase demand for roundwood and wood residues. These new
demands will not only affect the forestry sector, but will have a wider impact on the environment and the
people living in and around forests.

The economic, social and environmental impacts of increased bioenergy production on forests are
complicated and will be strongly affected by the policies and mechanisms used in countries to influence these
developments. These policies are currently at an eatly stage of development in many countries and forestry
policy makers may not have a good understanding of many of the issues at present. Therefore, a Roundtable on
Forests and Energy will be organized during the 13th World Forestry Congress, with the following objectives:
e to assess and share the current state of knowledge about the risks and opportunities for forestry in
future bioenergy markets; and



e to assist forestry policy makers to provide informed inputs into national and international policy
discussions on bioenergy.

The outcome of the roundtable will be a better understanding of the issues and impacts related to forests and
bioenergy development so that policy makers can identify suitable policies and measures that will balance the
risks and opportunities in the sector (latest information is available at: www.cfm2009.org).

ITEM 8c. Participation in the XIll World Forestry Congress

SPECIAL EVENT 1: Xlll WFC SPECIAL EVENTS FOR THE PRIVATE SECTOR
Business networking day

Theme
Strengthen your global business networks in this major international forestry event.

Background

As today’s forest products trade is increasingly global, the XIII WFC offers a unique platform for intensified
networking on technical and commercial interests to participants from all over the world. The host country,
Argentina, and Latin America as a whole, represent an attractive and dynamic forest and industry base for the
rest of the world to engage with.

This innovative platform is the Business Networking Day, which will be organized within the programme of
the World Forestry Congress. A proven methodology and software developed by trade promotion
organizations will be applied to match forest products companies from different countries, and to set up a
schedule of one-to-one meetings.

Objective

XHI WFC will offer a vivid networking environment to connect Latin American and African wood industries
with Asian, North American and European buyers, investors, technical experts and out-sourcing industries.
The range of business opportunities will range from concessions to planted forests, from wood and non-
wood forest products into pulp and paper, not forgetting forest-based carbon and other ecosystem services.

The event will be organized in a format that fosters sustainable business relations and builds up a sense of
community among private sector participants as key forest stakeholders. The combination of bilateral talks
with the rich technical content of the XIII WFC thematic presentations will assist to private sector
participants strengthen their business networks and stay one step ahead of emerging challenges and business
opportunities. Their voices will also be heard in the broader context of the Congress, helping to make the
event truly representative of the forest industry and trade.

Format

During the opening, a short summary of global market trends affecting forest industry and trade will be
presented. The Working Rules of the Business Networking Day will be pre-distributed to all participants, but
a short re-cap of modus operandi will be announced. All one-to-one meetings will be pre-arranged using a
time chart and numbered tables. Each meeting will last 20-30 min. depending on the number of participants.
The activity may run until 8.00 p.m. A nominal charge of $100 is payable by each participant in the event. No
translation services will be provided.

Target Group
e Managers of natural and planted forests;
o Producers and traders of solid wood, wood-based panels, components and value-added
products, pulp and paper;
o Investors, technical experts, non-wood forest product suppliers, forest carbon project
developers;
o Business delegations from all over the world.

Partners
o Export promotion organizations of Latin America;
e Import promotion organizations of Asia, Europe and North America;



o Industry associations and forest products trade networks;
o International organizations working on trade promotion.

ITEM 8d. Participation in the XllIl World Forestry Congress

SPECIAL EVENT 2: Xlll WFC SPECIAL EVENTS FOR THE PRIVATE SECTOR
Investment and financing forum

Theme
Breakaway strategies from credit crunch to low-carbon green growth in the future.

Background

During the World Forest Week in March 2009, the international community debated about the impacts of
economic turbulence on the forest sector. It endorsed the need for countries to breakaway from the “real
economy’’ crisis affecting the forest sector. While some economies are projecting early signs of recovety, in some
regions the crisis has not bottomed out yet. The situation is genuinely imbalanced as regards the pursuit of global
economic recovery. But common to many countries is the priority being given to the forest sector on the political
agenda so as to overcome some of the unprecedented challenges at national and even global level.

In response to this, the XIII WFC is organizing an investment and financing forum, carrying forward change-
oriented thinking and demonstrating how forest-based industries can show leadership in fostering green
growth for economic rebound. The event will focus on private sector solutions, including corporate strategy
turnarounds, new business line development, innovative investments and financing for restructuring the
sector for a sustained future. Considering the forest-dependent business cluster in a wider context may
provide important stepping stones into a low-carbon economy. The host country, Argentina, and Latin
America as a whole, represent an important base of forest resources and industries for the rest of the world to
engage with.

Objective

This Special Event will build on a dynamic dialogue between the producers and the financing community. It
will compare the survival strategies of large forest industries, and debate with other business sectors operating
in and around forests (renewable energy, bio-tech, forest-based carbon, ecosystem services). A necessary
catalyst is the financing community, which can steer change through its evolving criteria by supporting
industry restructuring, green growth, and promotion of a low-carbon economy.

The ultimate objective is a revised vision of forest-dependent business clusters in the new economic era, and
a roadmap out of the crisis. Novel financing criteria and instruments are coupled with restructuring needs to
provide a realistic path into a truly sustainable business model on forests.

Target Group
o Large forest corporations, bio-energy, bio-tech & pharma, forest-based carbon, ecosystem
services firms;
o TIMOs, forest and investment funds, private equity funds, banks, government/state investment
bureau;
o National and international paper and forest based industry associations;
o Financial and development institutions.

Format

A web tool will involve stakeholders in a moderated debate, as a preparatory discussion before the event.
During the event, two experienced moderators will lead the debate, strive for solution models and summarize
results. Working languages will be English and Spanish, with simultaneous interpretation provided. The
tentative programme outline is below. Presentation details will be added as registrations proceed.



1. Morning

Session: New Strategies, Restructuring and Investments

Introduction and keynote speech;
Corporate strategy turnarounds, new business line development, restructuring and innovative
investments;
Experiences from forestry industry:
Pulp & paper industry: North American/European integrated bio-refinery and bio-fuel
concepts, green chemicals, positions of the industry associations;
Wood products industry: energy efficiency, green competitiveness, materials substitution;
Forest-based carbon trade and forest-based renewable energy;
Experiences from other sectors: presentations on liquid/solid bio-fuels, bio-tech & pharma,
payments for ecosystem services, alliances between banks and green construction.

2. Afternoon Session led by Moderator 2: Financing for Change

Introduction and keynote speech;

The financing community’s criteria for supporting innovative forest-based investments, new
business models and industry restructuring;

Presentations by multi-lateral financing institutions, regional and national development banks,
large private banks with forest industry portfolios, institutional investors

New financing instruments, forest bonds, TIMOs, carbon financing;

Views of insurance companies, pension funds, sovereign wealth funds, SRI funds.

By the end of the Forum, participants will have received an overview of unfolding recovery strategies. Closed-
doors meetings of smaller groupings will be encouraged and facilitated.
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Agenda item 4

FORESTS AND CLIMATE CHANGE:
THE ROAD TO COPENHAGEN

50th ACPWP
Rome
26 May 2009

Susan Braatz
Forests and Climate Change Officer

ACPWP 50th Session 26 May 2009, Rome, Italy

Issues relevant to industrial forest sector

» Impact of CC on forests

» Access to forest lands

« Competition for land

* Energy prices

» Availability of raw materials

* Incentives to use low-emissions technologies
« Carbon markets

* Markets for bioenergy

* Product competitiveness

Adapted from WRI , 2008 “Trees in the Greenhouse"

ACPWP 50th Session 26 May 2009, Rome, Italy [

Status of UNFCCC negotiations
* Lead up to Copenhagen (7-18 December)

Bangkok,
28 Sept.-8 Oct.
AWGs

Bonn, 1-12 June Bonn, 10-14 August
SBSTA, AWGs AWGs

TBA, 2-6 November
AWGs

» Negotiations in two working groups: LCA and KP
* Key issues in AWG-LCA

— “Vision”; adaptation, mitigation, technology, financing
* Key issues in AWG-KP

— further mitigation commitments by A1 countries, incl.
emissions trading and project based mechanisms

and LULUCF

ACPWP 50th Session 26 May 2009, Rome, ltaly

Issues relevant to industrial forest sector

MITIGATION
AWG-LCA:
« NAMAs
- REDD

AWG-KP:

« land-based or activities-based accounting

« accounting methods for forest management
« treatment of harvested wood products

« CDM project eligibility

ACPWP 50th Session 26 May 2009, Rome, ltaly ;

Issues relevant to industrial forest sector

ADAPTATION

* emphasis is on most vulnerable countries,
populations and/or ecosystems

» possible decision that all countries will have to
formulate and report on national adaptation plans

« financial support and transfer of adaptation
technologies to developing countries, including
forestry adaptation

ACPWP 50th Session 26 May 2009, Rome, ltaly

Engagement of forest industry in UNFCCC process

* Work through your negotiators
< Deliver statements and issue policy messages

* Hold side events at UNFCCC sessions

ACPWP 50th Session 26 May 2009, Rome, ltaly L
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50t Session of the FAO Advisory

Committee on Paper and Wood Products
Rome. 26 May 2009

Outline

Introduction

The Impacts Of the Italian pulp & paper sector: at the end of

the recession?

financial crisis on pulp and Adaptation strategy in a period of turmo
- . B Energy costs reduction
Pa Per lnd UStI‘y- Italy B PR activities: > public support
B Further greening of the industry
Davide Pettenella B Increasing the domestic supply of raw material

use and Agro-forestry Systems i
University of Padova — Italy COﬂC'USlOﬂS
davidepettenella@u

Industrial structure

(Source: Assocarta)

1 ] I I‘Itl“Od UCtiOI'I (pre-crisis condition)

Companies
o

Italy in Europe: 4th paper largest producer (after G,
FIN, S), 5t considering also pulpwood
15t in tissue paper production
4t in packaging paper
5t in printing paper (with some specialization in high value
products)

European production of pulp and paper

ver 10000 ton 25000 ton 50000 ton 106,000 ton 100 000 ton ToTAL

® Germany 1998 2 a s 3 25 2 207
. 1909 a1 2 s 3 2 2 20

| Finland 2000 3 201
1 Sweden 2001 50 | Closing down of smaller, inefficient plants ‘ z 200
2002 2 E = 7 7 2 200

n France 2003 32 36 49 31 23 25 196
| Italy 2004 33 37 50 27 2 25 194
& Other | 2005 5 3 “ 3s 2 2 191
countries 2006 34 2 2 3 2 2 18

Trade (quantity and value — M€) and
consumption (Source: Assocarta)

Raw materials (Source: Assocarta)

Waste paper The Europan industry uses 42% of recycled fibres

Rate of use
Internal supply Consumption of waste
paper
10007 10007 % %

Recycing
Production Import Consumption e Imp / Consumption rate
1000

10007 varm 10

1000t Vard % %
37493 45611 54.4

1998 8390.4 39349 - 10074.7 e 5 46626 537 447
1999 86856 41735 104222 4655 5089.1 557 45.9
2000 1314 45438 11076.0

2001 964 - 4604 - 10802.8

4730.1 & g 51465 575 a7.6
50107 52729 s6.4 a72
2002 93562 4663.7 111784

5227.0 - 5287.7 55.7 a7.0
2003 94910 4677.3 12521

2004 667.1 5046.9 114655

55925 5474.2 566 a7.7
57918 E 5188.2. 549 a7.6
2005 9999.4 51923 17325

6000.5 1 55776 55.7 a7.4
2006 10008.4 52623

2007 52965

51665 5560.5
Pulpwood

Production value

Productio Consumption Exp/Production  Imp/Consumption

balance
Varth, 10007 10007 %
6216 50 2164 455.7 351856

6324 17 2167 440.4 E 35432 8.0

4335 1 3389.9 - 878

762 4145 - 31888 8.7
717:

Rising production and added value
Tz 7 w3

5
6905 - 2727

4502 - 36743
4779 3846.4
918 2844 014 - - 37592

7065 2990 si56 3996.2.

7660 30
3207

502.1 E 3949.9
4983 - 3953.0
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6% of industrial production

(quite a lot for a country with no raw material)

Total added value of Italian Pulp&Paper
industry

Energy production
from wood processing

Paper
production

Source: Assocarta. 2008

2009: indicators of general
industrial supply

Probably we are Industrial turnover New orders
getting close to | A

the lowest level,
but at a rate
that is
decreasing

March 2000

Indices of industrial turnover and ordars in manufacturing

Tndex numbar Percentags changes
2005=100

Tiarch 3008 Ton Wiar 3905
campared & camy

Maren 2009 red to
Warch 2008 Jan. - Har. 2008

Source: ISTAT

Total employment effects of Italian
Pulp&Paper industry

Energy production -
from wood processing %
i

§ A e

Paper
production

| ]
titt |

L5445 HE

L e el e

Source: Assocarta. 2008

2. Italian pulp & paper
sector: at the end of
the recession?

e P&P production: 94 M ton

; -8.5% in FIN; -4.7% in UK; -4.5% in Fr and Sp; -2.0% in

G; -1.7% in Sw)

e P&P production value: 71 billion € comparing
to 2007 level)

¢ Huge

e The

2009:
(production in the first 3
months of 2009 is decreasing at the same rate)
¢ One important positive market signal: in Q1-2009
orders for packaging papers are increasing

Industrial turnover in March
2009 (2005 =100)

B Esbiarione & mines i da cave o risiere
C Anhvt manitmariere

CA e almermy, bevande £ mhacen

(8 hduiie mad dbgleenn pel ® scoman

1 Fabbrienrions S cok ¢ prosom pescides rinas

CE Fatiorcanion 8 prodom e

OF Erazns 0 peodctl Bamaceucl  bace & préstrst Brmacen

O Fabbrcazions 3 Aol 1 QAT & makne SRIChe. 8 Drodes dels
lavarazone & mnersh ron Teabfen

CH Matabiogin m Litbrcariorm & prskt

i Fablerarens 4 corputer e o levenien &
P T e

T FsbbricATCne B BOpMeCChaRRe einche ¢ BODIPECCNINAE [ 150
oo non setiiche

¥ Fasbricasione d macchings » strestre nca.

L Faskeeamioes d merri 8 vaszene

CM v e mumtaniress, raararions & neirions S macckine ed
appareezhianee
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New orders in March 2009
(2005 =100)

Gen-har 09
Gen-ar 08

Industrie teseli, abbigliamento, pelli & acesszon

Fabkricazioni di prodotti chimici

Produzions di prodofti farmaceutici di kase & preparafi farmaceutici

Metallurgia e fabbricazions di prodotti in metallo (ssclusi macchine & impianti)

Fabbricazione di computer, prododti di elettronica e oftica, apparecchi
eletromedicali, apparecchi di misurazione & orologi

Fabkicazione & spparecchiaiure elettriche e apparsochiature per uso
domestic non elefriche

Fabbricazione di macchinari e atirezzature n.ca.

Fabbeicazions di mezzi di trasporte

Strong product specialization

No large production of paper products for mass
production, but strong specialization in high Added
Value products: tissue and sanitary paper, coated
papers and other special printing papers

Printing paper (60%)

Other paper Pulp (14%)
products (26%)

The hot issue of biomass
procurement

= Italy: large internal
+ 1st world importer of fuelwood
and 2 of chips and wood residues
in the use of (subsidized)

CEPI report: the use of wood
biomass for P&P production and recycling is
creating 6 times more employment
opportunities and 4 time more Added Value
than biomass combustion for energy

28

Strenghts and weakness

High energy
costs . .

High level of recycling

High energy Relative small use of waste paper
Product
action

Industrial

districts

Weakness Strenghts

Industrial districts

= In the North-East (3 Regions): 31% of
national production of printing paper

m Considering other 2 regions (almost
60% of national production)

= Tuscany: 20% paperboard production
(= packaging)

FLEGT, ENA-FLEG and new EU
regulation on due diligence

= Italy: the of wood
products in Europe

= UK: 80% of imported wood FSC or PEFC
certified; no information available about
Italy; no clear public procurement policies
implemented >

= No effective interest and action by the State
authorities (lack of Inter-Ministerial
coordination)
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= No initiative
related to VPA
under the FLEGT
Regulation

m 14th country in
the WWF FLEGT
barometer

http://barometerwwforguk/barometerasp

aaddaARGESS

Energy consumption

= The most relevant energy source: (25 billion cubic meters)
= P&P industry: more than
consumption (20 billion cubic meters): 55% for thermal energy
production and 45% for power production

n per unit of product.
but still a very energy intensive sector

Source: Assocarta

m To contrast this trend: an increasing
lobbying organized by the Consortium
(created in 2001) Made up of in
the most energy intensive industrial
sectors (s billion cm gas) for promoting a

3 Adaptation strategy in
a period of turmoil

B Energy costs reduction
W PR activities: = public support
W Further greening of the industry

W Increasing the domestic supply of raw
material

= 2004-08:
with other EU countries

m Still de facto control of prices by a
(ENI): lack of intervention by State and
EC authorities

Gas price differentials with other EU countries (taxes excluded)

wFrancia w Beloios Olirkda s Spaona » Germanis

Source: Assocarta

Further greening

of the sector
Environmental performances

Special attention to the small
P&P plants: support by Assocarta
to the ISO 14001 and EMAS

Regulation implementation ! “::"w
(Guidelines; Standard EMS e
Manual and standardized

documentation)

Creation of an Environmental Observatory >
Annual Environmental Report of the P&P sector
DB of env legislation relevant for the P&P sector
(more than 800 national regulations) + link to the
CEPI DB
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PR activities CoC FSC certificates in Italy; 1997-2009
14.000 13.043
10.000

8.000

s,
6.000 4,045 4370
3220
4000 1,083 2:568
2000 s 1 119 ﬂ H ) )
o L& 2o 88 new in the first

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 mag. 5 months of 2009
2009

CoC FSC certificates in Italy; 1997-2009

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 mag.
2009

m FSC CoC certificates (443; 35.5% in the

02004 @ 2007 0 2008 O mag-09

Forest works

Wood packaging

Printers &editors

Slmllar Timber trade
trends with Pulp & aper

PEFC (183 . —

CoC =

certificates) 0 ‘ ! 60

FSC certificates

Increasing the domestic supply of
raw material 4. Conclusions

e Severe impacts of economic crises on the
P&P industry
Negative trends are exacerbated by some
special features of Italian P&P sector (export
oriented production, weak internal demand,
PRO-POPULUS energy cos_ts, lack of domestic production of
raw material, ...)
Negative short term prospects, but with
some weak signal of future demand increase

project

30



Advisory Committee on Paper and Wood Products — Fiftieth Session — Rome ltaly, 26 May, 2009

The road towards
a full recovery
is still long ...

Main sources of information

Assocarta Le attivita di Assocarta nel 2007

Edizione Tecniche Nuove
http://wwwassocartait/it/assocarta/AttivitaAssocarta 2008pdf

Assocarta 2008 Rapporto Ambientale 2008

Edizione Tecniche Nuove
http://wwwassocartait/it/assocarta/RapportoAmbientale 2008pdf

IPI L'industria della carta e del cartone wwwridittit/documenti/Cartapdf
Gruppo di Lavoro Nazionale APAT-ARPA Analisi ambientale per comparto

produttivo; APAT. 2003 http://wwwapatgovit/site/ files/Industria_Cartariapdf
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The Impacts of the Financial Crisis on
Forest Industry

Jukka Tissari
50" ACPWP
FAO, Rome

26 May 2009

i’@ Structure of presentation

. World’s Financial Crisis

Influence on Forest Industries

Global Forest Products Consumption
. Way Out

Points for Further Discussion

o s wN s

€89 1. World’s Financial Crisis

* World economy is
undergoing one of the most |y
dangerous financial shocks '.1‘.'. i | o
since the 1930s. i a b 1,

+ The IMF has sharply 'R W
lowered its economic I
forecast: the world waran |
economy will shrink for the VR T
first time in 60 years during
2009.

» A “downward spiral in loss
of confidence”.

» Countries are in different
phases of the crisis.

2009 US new housing starts at 458,000.

Housing starts are expected to remain weak
at least until the second half of 2009-2010.
N-Am. structural wood production:

Softwood lumber demand down 50% since 2005
Hardwood lumber down 35%

Structural panels down 37% since 2005
Engineered wood products (EWP) down 30%

Effects of housing problems rr:pple through

entire wood products value-chain American building material prices are the

lowest since the Second World War

Housing Starts:
North America vs. Europe
24
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3. Global Forest Products Consumption 1/5

Global Softwood Sawnwood Consumption

1@ 3. Global Forest Products Consumption 2/5

Global Pulp and P&B Consumption
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3. Global Forest Products Consumption 3/5

European Fine Paper Consumption

@ 3. Global Forest Products Consumption 4/5

European Newsprint & Mechanicals Consumption
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3. Global Forest Products Consumption 5/5 4. Way Out 1/3

North American Consumption
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* Green building:

— mitigating cl
through substituting wood
for non-renewable building
materials

— inherent low CO, footprints
in wood products, carbon
storage in harvested wood
products (HWP), energy
efficiency, building systems
and low building costs

— carbon displacement factors
communicated

— professional wood
promotion and awareness-
raising among builders and

X -
Crormg
Green
Viow % Ml s e kel i bl
LN PR (el S
R

—_— e A

owners

4. Way Out 2/3

* Integrating pulp with biofuels and green
chemicals: biorefinery

More valuable products from wood: pellets, liquid biofuels, gasified
fuels, sugar-based chemicals and polymers, wood composites, sulfur-free

lignin for polymer, polyurethane, syngas production. 2

Frorestrys

€29 4.way Out 3/3

What needs to be
changed?

Who finances it?

In the short term (2009-10)
investors remain risk
averse.

Less debt and more equity:

collaborating with venture
capital and private equity
firms to make the best use

of limited R&D funding.

Potential demand
exists!

| o | wi | ms

[ | [ | =
1] 4 I & T 5
o e + :
———T——T—=2
L e ;

Source: Finnish Forest Association
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5. Points for Further Discussion

1. Can forest industry restructuring lead to a wider perception
that the “green cluster” can become an important stepping
stone into low-carbon economy?

2. What are the crucial steps in product and process
development to steer the industry into the next level of
sophistication?

3. How can wood industrg best tap the opportunities of the green
building movement: what type of stimulus must be provided to
consumers / builders who select materials?

4. How can the paper industry rejuvenate by connecting printed
and electronic media?

5. How can the forest industry best integrate bio-energy and
renewable fuels into its strategies?

- AND: What is expected from FAO?

SFSretty?
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HOW 10 DESTROY CAMADAS
ANCIENT BOREAL FOREST
3 E 5

i o T Rt
BT

Joint Communication for the Forest Industry

« Indirect consequences of
ENGOs campaigns

e

Frrully, skectionic tickats 369 more serermantaly frisndly,

Elrvinating paper tickets wil sve the equivalent of 50.000

mature tress par year or abowt 5 square kilometres of

2 square mios of forsst -
La factiwre dectromique powr niduine b consommaton e papor ——

En novembre 2005, France Télécom s"est associde au WWF pour inciter ses clients & abandonner la
Tacture papaer au profit d'une facture sur le Mel. Ce partenarial repose sur un mécanisme ample © pour
chaque nowvelle factare sur le Met souscrite, France Télécom s'engage b soutenir le programme
préservation de ka fordt des Maures mené par le WWF.

L) e

T e e

Y
a®a
They speak through We respond ~ “E®F!
emotions facts and figures

al

35



Advisory Committee on Paper and Wood Products — Fiftieth Session — Rome ltaly, 26 May, 2009

What can we do

The industry FAO

*Address the

emotional slogans .
* Faci

*Show we are
reponsible industry

| St e v T

» Spread facts

litate dialogue

What do we have to be proud of?

*Sustainable Forest management
*Benefits of RES

*Climate change mitigation

*A natural and renewable sector

*A whole lot more............

What resources do we have?

*Forest Communicators’ Network
*Wood for Good, Le Bois c’est essentiel, etc.

*Abundant Forests Alliance RS aaw——

ey

«Certification systems o
. o)

*ICFPA and its members
PEFC

*The entire value chain and its associations

o

. campaigns

=0y

How do we do it?

*Build joint messages for the entire sector
*Ensure we all use the same language, facts and figures
*Pick our fights (real issues and real opinion leaders)

«Stick to our guns and remain positive
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More?

Thanks for listening!
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orest ..ommunication at '_uropean '_evel

hallenges and -~olutions

Ingwald GSCHWANDTL Rome

Communication usually fails
except by accident. osmo A. Wiio

The probability that communication
works is low. Niklas Luhmann

Forests mean different things [g
to different people
By 9T

*»

N

niplexity b g
iflicting interest .

What | will talk about

Why communicate on forests at European level
How to do it - a strategic approach
Who would do it

The European Forest Week 2008
as example for concerted action

The UNECE FAO Forest Communicators Network

language batrriers,

cultural differences,
personal/institutional discrepancies,
lack of attention in critical moments,
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Why communicate
at European level?

EU
MCPFE S
UN-FCCC g %
UN-CBD "‘h-
UNFF
e.da.

—1

Relevant decisions are taken internationally

y/Czech Republic 9 June 2009

Urbanisation and Globalisation
forms peoples minds

Forest Facts
=

Good news

»Forest area increasing
) »>Growing stock increasing
bt > Vitality and health improvec
i »Biodiversity is supported

by SFM
L. L7

Bad news
> Forest fires
»>Storms

download at
www.mcpfe.org/publications/pdf/
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NGO's have increasing
influence

Growth patterns of IGOs and I-NGOs (1891-2004)
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Facts are facts,

but perception is reality.
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Feelings:
Forests are ,,nature”

Forests are threatened

zech Republic 9 June 2009

Percentage [%]
40

Edi}

‘Wood is a beautiful material
Wood is a natural material

Wood is a strong material

i)
TR
75 4

Wood is a very versatile material
Wood is expensive
Sxensive

Wood is a fashionable material

-20

[-6] Wood is a material for the future

-20

[9] Wood is high-tech

- 25

5] Modern wood does not rot

OSlightly disagree [ Strongly disagree 0 Slightly agree O Strongly agree.

.. link to positive forest perception is visible (,,nature*)
- general perception sets the tone for applications (positive & negative)

Wood as energy source

»low prices and environment protection are priorities
»renewable energy sources are strongly supported

»solar, wind, hydroelectric are preferred

»awareness of biomass for energy often limited

Energy price
Renewable energy sources
Energy supply

Limited energy sources.
Nuclear energy
Envronmental issues

Fuel

Energy consumption
Nothing/Dorit know

Others

Energy issues EU25
(Eurobarometer 2007)

epublic 9 June 2009

a
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o o TUNCTIONS AND CONBTIONS

Wood & substitute materials

Wood is good

Forests are threatened

Wood is good,
but nature and
recreation is better

Republic 9 June 2009

== Domestic wood
Glass
Tropical wood

Steel

Aluminium

Plastic

0% 20% 40%

| very envir. friendly

60% 80% 100%

@ rather envir. friendly O neither nor

@ rather envir. harmful ® very envir. harmful

etsteifier 1997

Knowledge gaps

> Perception on biomass and biofuels,
forests and climate change
e ,Forests are good for the climate, cutting

trees is bad'

» Comprehensive picture

e one Europe wide perception survey

e work in progress

> Perception development
e perception survey in regular intervals

public 9 June 2009
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The mass media
communication dilemma

Sex, conflict and
desaster sells.

Good news are bad
news.

y/Czech Republic 9 June 2009

make yourself understood!

ORES UNICATION at F-UROPEAN | EVEL igwald| GSCHWANDTL Sen

Communication Process

> long term oriented systematically.
carried out communication process
based on
e sound data
o reliability
e openness and transparency
e fairness
e continuity

40

A Reporter at Large
The Stolen Forests

Inside the covert war on illegal logging.
by Raffi Khatchadourian October 6, 2008

Message:
Forests are
a problem

Timber in the train station at Suifenhe, China.
The country is now the world’s largest importer of logs and exporter of finished wood products.
Photograph by Lu Guang.

‘OREST COMMUNICATION at EUROPEAN LEV gwald GS{ Senohraby/Czech Republic 9 June 2009

Purpose

> Closing the gap between public
perception and facts regarding
forests and forestry

> Gaining more influence on
political decisions relevant to
forests

Systematic communication

Status Quo

Communication
Evaluation Objectives
simple, achieveable

measureable

Target Audience

Implementation precisely defined
Message
clear, concise

comprehensible, credible
Communication plan

Measures, Means, Timing, Resources
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Who would do it ) Forest Communicators Network §

> European Institutions and Organisations
Ministerial Conference on the Protection of Forests in

Europe »>Established by UNECE and FAO

FAO European Forestry Commission

ECE Timber Committee

European Commission »>Current mandate 2008 - 2013

EUSTAFOR

CEPF ) )
CEPI >ECE region (pan-Europe and N-America)
EFI

» National Institutions, Organisations and

Enterprises > Participation open to all

sharing the overall objectives
Concerted actions!

http: //tlmber unece. org/lndex php?id=95

y/Czech Republic 9 June 2009 ‘oresT Com PEAN L ngwald GSCHW/ Senohraby/Czech Republic 9 June 2009

- Forest Communicators Network
Overall Objectives
Over 100 people

“improve communication on forests from 32 countries and
18 Organisations and Institutions
< foster international cooperation from both public and privat sector
to this end

. I I . Leader: Ingwald Gschwandtl

>»mutual learnin

g Deputy Leaders: Kai Lintunen
Colin Morton
Tomas Kotovits

}jo int activities Marta Gaworska

ic’ 9June 2009 ORES [CATION at” EAN LEVEL WANDTL Ser lic 9 June 2009

Forest Communicators Network § @ Towards a European

Forest Commumcatlon Strategy

»>EU Forest Action Plan
Workshop ,Taking us out of
the Woods' Pardubice/CzR

> informal interaction : .
e-mail : - : >Forest Communicators

; " : Network
meetings A, Task Force on strategic

Subgroups and Task Forces ; 8 aspects .
' "5 . *Recommendations
publications e ! addressed to communication
. 0 - partners
workshops (Train the Trainers)
fully dependent on contributions CALBE PR PAD CUElS e
eProposals for overall

of individuals and institutions objectives and actions

OReST COMMUNICATION at FuROPEAN LEVEL gwald GSCHWANDTL Senohraby/Czech Republic 9 June 2009 ORES CATION at PEAN LEVEL gwald GSCHWANDTL Senohral Republic 9 June 2009
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Concerted Action

Communication
Strategy

://www.europeanforestweek.org/home/en

PEAN |EVEI ngwald GSCHWANDTL Ser (Czech Republic 9 June 2009

The central Message

Europe’s forests enrich our lives
and help save the planet

They cover 44 percent of Europe’s land area and
continue to expand.

They combat climate change by continuously
absorbing and storing harmful greenhouse gases.

Communication Objectives

Increased awareness about the potential
forests provide for the future.

Increased awareness about impacts
forests are subject to.

Increased profile and credibility of the
forest sector, its institutions and
organisations at European and national
level.

Outreach to other relevant sectors.

zech Republic 9 June 2009

Communication partners

> At European level

e decision makers (policy makers, parliamentarians, DG'’s,
!:ObbYIStS, NGO'’s) from various sectors relevant to
orests,

= inter alia: climate change, energy providers, agriculture,
forest based industries, construction industry,
environment, tourism

¢ media
e celebrities
> At national level

In our changing_c/imate our olc{est _renewab/e 5 et ralEiad SElalEEs

source of material and energy is still the smart o stakeholders from other sectors

choice in the 21st century. » schools, universities, children, youth organisations
The European Forest Week is about increasing e civil society organisations

understanding of the importance of our forests » media

and the value of using them.

UNICATION at FUROPEAN LEVEL igwald| GSCHWANDTL Ser h Republic 9 June 2009 ORES NICA at EAN LEVEL gwald | G Sen lic 9 June 2009

A big event in Rome

150 events
in 30 countries

organised around
one central message

Remarkable

media coverage orest '_ommunication a uropean evel

a call for
A steping stone?

oncerted /~\ction

Ingwald GSCHWANDTL Rome 26 May 2009

d| GSCHWANDTL
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ARGENTINA

Dr. José Urtubey

Asociacion Forestal Argentina
Grupo Tapebicua
Jutrtubey@tapebicua.com.ar

1. What are the emerging issues facing the industry in your country?

The forest-based industry in Argentina is supplied 90% from cultivated forest. With 1.2 million hectares
planted—mainly pine, eucalyptus and salicaceae- annual production is estimated at 20 million cubic meters of
wood, approximately, half of which is used — around 10 million m3. On the other hand, it is estimated that
around 2.5 million m? of the waste, resulting from thinning forests and sawmills, are unused. This shows the
dimension of the possibility of industrial investment which is not currently exploited in Argentina.

Good news in the forest sector was the extension of the Law for the Promotion of Investments in Cultivated
Forest. [Ley de Promocion de Inversiones en Bosques Cultivados| for an additional 10-year term — up to 2019- which
has been a sign of continuous public support to the expansion of foresting in the country. Accordingly,
Argentina has at least 2 million hectares of high-productivity forest lands, which do not compete with
agriculture or native forests, available for foresting.

On the other hand, the so-called Forest Law [Ley de Bosques| was passed, whereby provinces are required to
undertake land use planning in order to classify native forests for a better management and exploitation
thereof. This Law recognizes the payment of Environmental Services provided thereby. The Law has been
recently regulated (February 13, 2009) and the provinces are making progress in land use planning. This tool
is essential for the expansion of cultivated forest and the sustainable exploitation of native forests.

Argentina has high-productivity forest lands available and around 10 million m3 of wood for the industry. We
believe that the greatest challenge for the forest sector and related industries in Argentina is to create a
business environment attractive for the investments required to exploit the country’s forest potential.

2. What are the most important business developments within your industry over the last years?
Undoubtedly, the financial crisis and the decrease in demand in the main wood markets —especially in the
United States- are having a strong impact on companies. Exports have decreased at the same time the
domestic market shows signs of retraction.

Most of the companies are redesigning their strategies to overcome this situation, which is estimated to show
the worst scenario in 2009. The sector has sought to reduce costs and improve productivity.

The forest area has shown an expansion of mechanization in forest harvesting. Development of forest
services and professionalization of rural workers have continued, making progress in the measures taken for
social and environmental sustainability. It is estimated that around 30% of the forested land is certified by
some environmental, labor or sustainable standard (ISO 14000; OSHA 18000, FSC), and that such area will
grow. Accordingly, in 2008 progress was made on a federal rule on forest certification which may be
approved by PEFC as well as on establishing a FSC National Initiative. It is expected that the two programs
will be operating in 2009.

The investments in the industry have not significantly increased the production of pulp and paper. During
2008 no progress was made in any greenfield investment, although there is at least one significant project
waiting. The main investments were focused on improving the environmental management of the industry
and expanding and optimizing the productive processes in the existing plants.

Wood production is particularly affected by the crisis, and thus, production is estimated to have decreased in
comparison with 2007. It has been reported that many small sawmills have closed down and that the payroll
of bigger wood-producing companies has been reduced. To date (February 2009), the companies report a
two-month-production stock.



On the other hand, during 2008 progress was made on the investments related to bio energy. A pellet-
production factory started operating (in addition to another factory which was already operating) and
cogeneration systems have been installed for the production of energy from sawmill waste.

3. What new information do you have on the socio-economic contributions of the forest industry in
your country (formal and informal employment generated by the forest industry, contribution to rural
and urban development, bealth, education, poverty alleviation, etc).

According to estimates made on the basis of the input-output matrix, the forest industry generates in
Argentina direct and indirect employment for over 500,000 people. According to AFoA estimates, foresting
generates 1 job every two planted hectares and one job in the industry per every harvested hectare.

On the other hand, the forest sector is leading the implementation of a Labor Competency Certification and
Continuous Training Program for forest as well as industrial workers. The sector is working jointly with the
Ministry of Labor, trade unions and the academic sector in order to accomplish such purpose. The goal is to
reduce labor risks, improve workers employability and the quality of job training.

The first 700 assessments of rural workers showed that only a minority of such workers -2%- had completed
middle school. Most of them — 50%- only completed elementary school, while 35% of the workers have not
completed elementary school and 12% has not finished high school.

This education profile of workers describes them as a “vulnerable group”, - those that show high levels of
unemployment, low income and high rates of industrial accidents-. With this Program, recently implemented
in Argentina, the forest and forest-industrial sector aims at improving the employability of workers and the
continuous training system, permitting to reduce labor risks and improve labor productivity of the forest
sector and related industries.

Some data:

According to data from the Secretariat of Agriculture, livestock, fisheries, and Food (SAGPyA) an estimated
1, 2 million hectares were planted as of 2008. Additionally, there are 33.2 million hectares of native forest. It
is estimated that about 80% is in Mesopotamia.

Forest products exports were estimated in 1 billon US dollars and imports in 1.4 US billons in 2007.






BRAZIL
THE ECONOMY AND THE PULP AND PAPER SECTOR

The Brazilian economy was growing strongly in 2008 with a rate of 6.4% in the third quarter/2008 compared
with same quarter of 2007. Once the global crisis was intensified in late September, the Brazilian economy fell
sharply due to lack of credits and consequently decreased in consumption. With the sharp drop of activities in
the last quarter/2008, the Brazilian had an annual GDP growth of 5.1%.

Brazil, well inserted in the global economy started to suffer the impact of the slowdown in commodities
demand in prime markets and the consequent fall of international prices.

With high inventories of its products and sudden drop in domestic and global demand, companies of the
Brazilian pulp industry had to manage their levels of production through planned downtime, reducing
production by 150 thousand tons of pulp duting NovemberDecember/2008.

The continuous investments in modernization of its facilities and in the expansion of the installed capacity,
and considering the good performance of industry during the first half of 2008, led, however, Brazil to jump

from the 6" to the 4" position in the world leading pulp producers, with a total of 12.8 million tons produced.

h
The Brazilian production of paper reached 9.2 million tons in 2008, maintaining the 12 position among
world producers.

In light of the planned investments in the past which will come into activity in 2009, we should expect to
increase the installed pulp capacity by 10%. Brazilian investors did not cancel announced investments.
However, the expansion projects of the pulp installed capacity were postponed and are awaiting the definition
of a new postcrisis economic scenario.

At this time the forecasts are not prominent in the business world. With the current global economic
situation, prudence is the rule. The uncertainties generated by the global crisis, will certainly impact further on
global supply and demand of pulp and paper, presenting a new and totally different scenario. Thus, there is
no precise identification of the trend of this market for 2009. The present objective of Brazilian industry is

maintaining the 4" position in the world pulp production, in 2009.

However, it is quite clear that the crisis is conjuncture, and that the sector in Brazil is the world most
wellstructured. The global crisis may result in opportunities for markets with the sustainable and technology
level found in Brazil.

BEST PRACTICES OF THE PULP AND PAPER INDUSTRY IN BRAZIL

The industry has 1.7 million hectares of planted pine and eucalyptus forests and 2.8 million hectares of
preserved forests, totaling 4.5 million hectares of forests. Of this total, 2.25 million hectares of forests are
certified, representing 42% of certified forest area in Brazil (5.4 million hectares).

Moteovert, the initiative's program of forest fostering encouraged the association of more than 10 thousand
forest farmers, and occupies an area of 380 thousand hectares. This program aims to reach 30% of the wood
demand for the industry, besides being an important mechanism for the expansion of the planted atea,
generating income and maintaining the economic activity in rural areas.

The Brazilian pulp and paper industry is also committed to the challenge of climate change and contribution
to reduce emissions of greenhouse gases GHGs. The forests planted by the sector are major carbon sinks and
contribute significantly to absorption of CO2 from the atmosphere. The genetics study and development of
various types of pine and eucalyptus for decades, has allowed a better use of land space and a large increase in
the productivity of Brazilian wood. It is estimated that one hectare of pine absorbs 27 tons of COZ2 per year,



and one hectare of eucalyptus can absorb between 18 to 39 tons of CO2 per year. The sector also contributes
to the recovery and protection of degraded areas.

The production processes have been greatly improved and modified, contributing to reduce GHG emissions,
such as the use of renewable fuels, solid waste management, methane capture and treatment of liquid
effluents, biomass energy generation and production of ethanol from cellulose.

In Brazil, the social responsibility takes different dimensions: economic, environmental, spatial, political,
cultural and social.

Improving the life quality in rural areas where the companies are located, is closely related to the restoration,
preservation and conservation of the environment as well as the affirmation and strengthening of
environmental management practices in projects related to employment generation and family income, the
extension of services as access to safe water, sanitation, waste removal, safe energy, education, culture, and
health services.

Thus, the social and environmental responsibility of companies is assuming a strategic and sustainable profile,
not only because it brings image and reputation benefits to the companies or ensures a license to operate,
instead they will understand that plants are not isolated production units, but a business community formed
from an ecosystem.



CHILE

WHAT ARE THE EMERGING ISSUES FACING THE INDUSTRY IN
YOUR COUNTRY?

Chile’s forest industry, as well as the rest of the world, is facing the international crisis. Thus, by this year, we
expect a fall between 15% and 18% in our export earnings. This is explained by two main reasons. First,
sawnwood and moulding exports fell more than 10% in 2008, due to wear. As a result, several sawmills went
bankrupt, mostly small and middle-sized businesses, and many others are running at operating rates of 70%
or less.

Sawmills have slashed about 4,000 employments since 4Q08 and in the beginning of this year, more than
1,500 employees have taken collective holidays, due to temporary reductions in level production.

A second reason is the continuous drop of pulp prices, which has lost more than 35% of its value from mid
2008 through 1Q 2009.

On the other hand, in mid 2008, the native forest law was promulgated, which is expected to promote the
native forest sustainable management. Thereby, a new productive source is available to utilize. Chilean studies
estimate that extracting only 60% of the forests growth, about 9 million of cubic meter could be available for
energy generation. All this could benefit approximately 50,000 small and mid-sized native forest owners.

Finally, at the end of 2008, CORMA worked with the Government in preparing a brief submission in regard
to planted forests and their contribution to the fight against climate change via CO» sequestration. This
document was sent as a Chile’s viewpoint, to the AWG-KP of the UNFCCC.

WHAT ARE THE MOST IMPORTANT BUSINESS
DEVELOPMENTS WITHIN YOUR INDUSTRY OVER THE LAST YEAR?

During 2008, continuing with its trade agreements policy, Chile signed a Free Trade Agreement with
Australia, which starts in March 2009. With this agreement, 97% of the products will be free of taxes, and it
will rise to 100% by 2015. In addition, three negotiations for free trade agreements continue in course;
Malaysia, Vietnam and Turkey.

In mid 2008, the Government of Chile presented the New Environmental Institutionality Law Project, which
intends to replace the current structure.

Much of the industrial sector believes that change will make more difficult and slow approval of projects, in
their environmental aspects, weakening national economy with no actual improvement of the environmental
management.

The new law will create new Departments and Services (Ministry of Environment, Environmental Evaluation
Service, Environmental Superintendence, among others) affecting negatively the development of industrial
projects, entrapping environmental approvement processes.

What new information do you have on the socio-economic
contributions of the forest industry in your country?

Exportts of forest-based industry in 2008 amounted to US$ 5,445 million, 9.8% more that 2007. It means that
forest industry contributed with a 7.8% to the whole exports of Chile.

Forest-based Chilean industry employed more than 125.000 people in 2008, and it is estimated a similar
number of indirect jobs. If we consider the workers and their families, more than a million of people live
from forests in Chile. In addition, most of the forests are located in south-central and south of Chile, mainly
in rural areas. It promotes decentralization and stimulates economy and well being in poorer provinces of the
countty.

Promoting a continuous improvement of safety and timely preventive actions, the accident rate of CORMA’s
member companies has been increasingly reduced, reaching an average of less than 2% by mid 2008. In
addition, CORMA has been developing a voluntary system of Competence Certification, which allows
evaluating a worker’s capabilities, knowledge and aptitudes to perform certain tasks, as a result a certificate is



issued stating his/hers working competence by the entrepreneurial association and recognized in the labour
market. Last year it reached a new record, bestowing 4,770 certifications. Since 1994 more than 25 thousand
certificates have been issued to nearly 20 thousand workers.

Regarding social contribution of the forest industry, main companies of the country have carried out
manifold activities, focusing on generating jobs, productive development and raising education levels in
communities in the vicinity of plants and forest lands. By way of illustration, in 2006 about 70 companies
invested more than US$ 4.3 million in this kind of activities.

Recently, in answer to a foreseen increase in unemployment, because of the international crisis, CORMA
proposed specific actions to the Government of Chile, for creating new employments through afforestation.
To achieve this goal, it was proposed, among others things, to extend the reach of Decree Law 701 for
forestry development, incorporating more potential beneficiaries and improving the amount of rewards. As a
result, Government incorporated these proposals in its action plan, recognizing the role of forest industry in
the employment generation. These measures will provide work precisely in months with high rate of rural
unemployment and major beneficiaries will be small and mid-size forest owners.



FINLAND

In 2008, the Finnish forest industry has been forced to adjust its operations level to the raising energy and
raw material costs, weakened market situation, and reduced use of Russian wood due to the unprofitability of
the import and the export tariffs Russia has announced.

Emerging issues facing the industry in Finland (eg. national political situation, climate change, water, illegal logging,
SEM certification, energy market reform etc.)

EU's renewable energy and climate targets increase competition of wood
The EU set a target for Finland in which 38% of all energy must be derived from renewable sources by 2020.
The present level of renewable energy in Finland is 28.5%.

The Finnish forest industry can contribute to reaching the target by tripling the use of forest residues
(branches, tree tops and stumps). This would form a significant share of the needed increase in renewable
energy. The increase is a challenging, yet still attainable objective.

Direct subsidies to the energy use of wood would distort the raw material markets. Safeguarding the raw
material use of wood supports the goal of increasing the share of renewable energy as the forest industry is by
far the largest producer and consumer of renewable energy in Finland. Nearly 70% of Finland’s renewable
energy is generated by the forest industry. Harvesting residue, wood bark and other wood unsuitable for
processing is used to produce more than 20% of all the energy produced in Finland; this figure is more than
five times the EU average.

To attain the overall EU energy and climate targets, however, all renewable and low-emission energy sources
need to be developed further.

More domestic wood needed on the market in the long run

Annual growth in Finland’s forests is almost 100 million cubic metres. Finnish Forest Research Institute
calculations show that 72 million cubic metres of wood per year could be harvested without jeopardizing
sustainability. The actual amount harvested in 2008 was about 53.5 million cubic metres.

In Finland, forest industry production is based on the domestic supply of a raw material coming from
sustainably managed forests. Over 80% of the wood raw material that the industry uses is procured from
privately-owned forests, most of which are the property of ordinary families.

Close to 90% of Finland’s forests are certified, which means that practically all forests outside conservation
areas are certified. Finland mainly uses the PEFC but FSC system is also used. The Finnish PEFC-standards
are being updated in 2008-2009. The Finnish FSC-standard is presently being updated.

Finnish forest industry companies have reduced the share of imported timber in their raw material supply in
preparation for increased Russian roundwood export duties. It is not possible to replace all imported timber
with domestically sourced raw materials, however, because sufficient quantities of birch, for example, are not
available in Finland. Companies have been forced to look for substitute raw materials and, in some cases, to
switch the raw material used in their production lines from birch to softwood species.

For many years, Finland’s forest industry has been an important partner for Russia in the development of the
Russian forest sector.

The most important business developments within the Finnish forest industry over the last year (e.g
economic situation, legal developments, investments etc.)



Overall deterioration in industry business cycle in Finland
The Confederation of Finnish Industries EK's Business Tendency Sutvey conducted in January 2009 revealed
a dramatic weakening in the business situation of Finnish companies at the end of 2008. The current situation
is characterised in almost all sectors as significantly weaker than normal.

Expectations for the first half of the coming year are also dismal. The most pessimistic outlook is in
construction. Declines in production volumes are expected across the board in different sectors.

The rapid deterioration in the business situation has been negatively affecting profitability in all main sectors.

Global economic slump effects on forest industry - Production contracted towards end of
2008

The downturn in the global economy in the latter part of the year 2008 substantially weakened demand for all
Finnish export industry products. Forest industry companies had to cut production in several countries. The
weakening export demand has serious impact on Finland especially as some 90% of the domestic paper and
paperboard production is exported. The sawmilling and wood products industries export 60% of their
production.

The exceptionally uncertain economic situation calls for a rapid ability to adjust as well as for measures to
improve productivity and competitiveness. As export demand wanes, the significance of cost competitiveness
is further emphasised.

Because the greater part of the forest industry’s production inputs are sourced in Finland, it is vital for the
industry’s competitiveness to keep domestic cost developments under control.

Gross value of Finnish forest industry production was €20 billion in 2008

In the fourth quarter of 2008, the volume of forest industry production in Finland was about 15% lower than
in the corresponding period of 2007. Total forest industry production in 2008 fell by about 10% compared to
the previous year.

The gross value of forest industry production fell by about 12% to slightly less than €20 billion. The
industry’s exports fell by more than 10% from the corresponding period of the previous year. The value of
the Finnish forest industry exports was estimated to decline to €11 billion euro in 2008.

Reduction in operations, intensified efforts in R&D and innovations

Finnish forest industry is going through a structural change and is secking new strengths through research
and innovation with simultaneous efforts to improve the cost competiveness of the current products. The
development of new manufacturing technologies, new products and new ways to organize production are all
necessary forms of innovation.

In spring 2007, the forest industry together with equipment and chemical manufacturers, two research
institutions and four universities launched a strategic centre of expertise, Forest Cluster Ltd. The new
innovation boosting company has launched its first research programs comprising of projects related to
resource efficient production technologies and development of biorefinery concept.

The wood products industry published a common research strategy in late 2008. With the help of a common
strategy and by establishing a joint R&D organization the companies aim to create a broader, competence-
based foundation for the sector as well as to provide support for the generation of new, robust business
activities for the industry in Finland.

High level working group to prepare measures to improve the long-term operating
conditions of the forest industries in Finland

In the end of 2007, the Prime Minister appointed a working group to prepare proposals for measures to
improve the long-term operating conditions of the Finnish forest industries and the forest sector, including
proposals for immediate action to secure the supply of timber in Finland.



According to the working group's vision wood is a valuable, renewable and recyclable material that is suitable
for a wide range of various uses. In the global economy, wood represents a significant national source of
added value and its sustainable utilization will contribute toward solving the climate, environmental and
energy challenges.

The working group proposed a comprehensive development program covering the entire forest sector. Three
priorities were chosen: the development and utilization of forest resources; an increase in the added value
available from wood; and the creation of operating conditions conducive to competitiveness. The point of
departure in the development program was that the success of the Finnish forest sector will be based on a
high level of competence, technology, innovations and the competitive edge provided by the forest cluster.
Global demand for wood-based materials, now intensified by climate, environmental and energy concerns,
will create favorable conditions for the implementation of such a strategy.

New information on socio-economic contributions of the forest industry in Finland (e.g. formal and
informal employment, bealth, education, poverty alleviation etc.)

Active support to areas of structural changes

The production of Finland’s forest industry rests on a domestic supply of renewable raw material. The
industry uses a higher percentage of domestic production inputs than any other sector, which highlights its
importance for the national economy. Forestry and the forest industry are especially important for sparsely
populated rural areas by offering jobs and income.

Decisions to adjust operating capacity to the changes in demand have affected several locations in Finland
where the forest industry has been one of the most important industrial employers. These areas which have
faced significant regional economic effects have been named "areas of structural changes" by the Finnish
government. These areas are entitled to well-targeted support and actions aiming to recovery of the local
economic activities and creation of new jobs.

New basic qualification for the process industry to be introduced in autumn 2010

The new educational basic qualifications for the process industry that has been introduced in Finland will
unite the eatlier vocational basic diplomas of the paper, panel, sawmilling and chemical industries. The new
qualifications will be taken into use in August 2010 in all secondary level institutions that provide education in
the above mentioned fields.

The new qualifications have the aim of promoting the development of versatile skills and this will make
graduates more prepared for work in the different tasks and competence requirements of the forest industry
than earlier training programmes did. The first graduates will be leaving school in 2013.






FRANCE

EMERGING ISSUES FACING THE PULP AND PAPER INDUSTRY IN
FRANCE

Issues specifically connected to the French political agenda influential on the pulp and paper industry are:

e Environmental regulation: the multi-stakeholders discussions on environment (Grenelle de
I'environnement), has delivered two pieces of regulation during 2008, not yet formally adopted (one is on
the verge of being approved by the MPs, the other will be discussed by the parliamentarians during the
spring). Some provisions of these regulations will have a direct impact on the pulp and paper industry:
increased targets for the use of biomass (higher competition with the fibre resource used by the industry),
risk of taxation of some papers (those considered as generating too many wastes), kilometric tax on trucks,
mandatory decrease of the paper consumption in the State offices, environmental labelling of consumer
products,....

e Terms of payment. A piece of regulation adopted in August sets up a maximum duration for the
payment (60 days as of the release of the invoice). This modifies how payments are undertaken between
suppliers and customers.

e Regarding the electricity market, energy-intensive sectors have welcomed the approval by the
European Commission of the consortium set up by a pool of electricity purchasers (among them are p&p
companies, but also, steel, aluminium, and chemical companies). This pool (Exeltium) has nevertheless
not started yet to be operational. Regarding the organisation of the electricity market, all industry
associations are waiting for the outcome of a Commission set up by the government with the objective to
propose a market organisation taking into account the existing system of fixed prices and an open EU
electricity market.

e Changes of some aspects of the tax system. French business associations criticise for many years a tax
based on the material assets of a company. This tax (“Taxe Professionnelle”), all the more important that
the tax paying company is capital intensive, deters investments and is acknowledged by many politicians as
“silly”. The long announced reform of this tax is now on a good track, but many uncertainties remain on
the future mechanism that will be implemented (carbon tax? Tax based on value added?).

Some issues derived from EU policies are also of paramount importance, but will not be presented any

further in this report:

e Adoption of the “energy-climate” package by the EU institutions in December 2008 (with two main
directives, one on the trading of CO; allowances, and the other on the development of Renewable Energy
Sources);

e On going discussions on the FLEGT regulation;

e  Check-up of the Common Agricultural Policy (with consequences on the “starch restitution” regime).

Most important business development

Like the world economy, France has been struck by the economic crisis and the p&p industry as of course
been severely affected by the deterioration of the situation during the second half of 2008. French GDP
growth should be close to 0.7% in 2008, but following a severe contraction in GDP in Q4 2008, a major
setback is still expected 2009, given the historically low levels hit by the majority of business climate
indicators and the continued fall of industrial production. Economic forecasts institutes envisage that the
contraction in GDP will continue at least until the middle of the year before a fledgling and fragile recovery.
The upturn will be favoured by a combination of factors: consolidation of international trade, measures to
boost the economy and stock effects. However, it will remain hostage to a number of unpredictable events —
notably the time needed to shore up the balance sheets of banks in countries where the financial crisis is
extremely harsh. Growth is expected to emerge at -1.4% in 2009, which represents by far the deepest
recession since the end of the Second World War.

In this dull context, regarding the business profile of the pulp and paper industry in 2008, noticeable features
are:

e Decreased consumption of paper and board (+ 4.0%) down to 10.68 million tons.



e Decreased production (- 4.2%) amounting to a bit less than 9.5 million tons, as a consequence of 7 mills
having shut down and a reduced production particularly during the 4™ quarter of the year. The closure of
these mills represents a capacity of 6% of the production capacity.

e Decreased imports (- 2.2%) and exports (- 2.2%).

e A decrease of the price index of the different grades. This index (100 = average for 2000) has reached the
value of 96.6 at the end of 2008. Between January and December 2008, the index has decreased of more
than 5% (but the various paper grades have different price evolutions).

Regarding investments, opportunities will be given to four mills that have been selected in 2008 by the
government as producers of biomass-based electricity producers.

Socio-economic contribution the pulp and paper industry

It is obvious that the pulp and paper industry, as any other industries, generates many indirect jobs. Its
specificity is certainly that both these direct and indirect jobs are to a large extent in rural or remote areas. No
comprehensive or pulp and paper specific study on this issue exist in France. Nonetheless, in the context of
mills closure, the number of employees in the industry is on a decreasing trend.

Corporate Social Responsibility policies are more and more frequent, especially in international companies
implementing in each mill a policy decided at corporate level.



GERMANY

General economic situation in Germany in 2008

The German economy was affected by the international financial crisis in the second half of 2008. The real
gross domestic product was up only 1.3% after growth of 2.5% in 2007. The decline was driven by a drop in
both external and internal demand.

In the first half of 2008 the German economy was still benefiting from its competitiveness on the world
markets and exports of industrial products. But demand declined rapidly in the second half of the year.
Nevertheless over the year exports still grew by 3.9%. Consumer spending remained at the same level on
average.

The increasing recession has not so far had a dramatic effect on the labor market, as many industrial
companies try to keep their staff on a short time work basis. But in January 2009 alone about 380,000 jobs
were lost. However the unemployment rate that month was still lower than in the same month of the
previous year.

The Federal Government expects a decline in economic growth of 2.2% in 2009. Nevertheless it has
introduced a large-scale economic stimulus package and the economy — thanks to structural reforms in the
recent years — seems to be better prepared than in the last economic cycle.

Performance of the pulp and paper industries in 2008

Germany's paper-grade pulp production declined by 3% to 2.9 million tons in 2008, with 1 Mio tons being
exported. Most of the pulp used in German paper mills came from other countties. Some 5.1 million tons of
paper-grade pulp were imported.

The German pulp and paper industry developed similarly to the economy as a whole in 2008. So even in
quantitative terms, it was not a successful year. For the manufacturers of paper and board in Germany, 2008
brought a 2%decrease in production to 22.8 million tons, after it had increased by as much as 2.3% in 2007.

Germany's total capacities did not increase in 2008 on average, the decline in production leading to lower
utilization of paper machines. Capacity utilization was down on average from 97 to 95%.

The backlash caused by the current crisis has led to several company insolvencies and the closing of isolated
operations.This could present possibilities for consolidation and reduction of overcapacities. Nevertheless
with the 2008 record result, the German pulp and paper industry remains no. 4 worldwide, after the US,
China and Japan, and no. 1 in Europe.

Apparent paper consumption declined by 1.7 % to 20.5 million tons. Since imports dropped down by 1% to
11,7 million tons, the import rate rose to 56,9%.

The earnings situation in the German pulp and paper industry has become even more unsatisfactory.
Although the erosion of paper prices has come to a halt and, in the case of some paper grades, prices are up
again, the difficult competitive situation and, in places, the much higher costs for raw materials, transport and
above all energy, again brought the German pulp and paper industry a low cash flow of 5% and a pre-tax
profit of 0% in 2008. In 2001, cash flow was 18%, and profit stood at 11%. For the capital-intensive pulp and
paper industry, the 2008 earnings figures were again far from adequate.

SPECIAL ISSUES

Emission trade

The recent decision of the EU Commission to gradually impose full-scale emission trading by 2013 still does not
make it clear whether the paper industry will be able to fulfill carbon leakage criteria. Installations in sectors or
subsectors exposed to a significant risk of carbon leakage will be allocated 100% of allowances free of charge at the
level of the benchmark of the best technology available. The final decision will be made in 2010 and will be based
on the criteria of intensity of trade and the expected increase in production costs with full-scale emission trading.

If introduced without carbon leakage exemptions, full-scale emission trading would cost the German pulp



and paper industry more than five times its annual earnings. In fact this would be the first direct EU tax by
which the climate policy will collect funds that will be used partly to finance competitors to EU industries in
developing economies. The unlevel playing field that this would again produce in Europe will ultimately harm
European competitiveness. Full auctioning is not needed to ensure a propetly functioning carbon market or
carbon price and will not help industry to meet the required targets but it will unnecessarily damage European
industry. ETS sectors need to reduce by 21% compared to 2005, not by 100%.

Bioenergy

The recent adoption by European governments of the climate package, including the proposal for the EU
Renewable Energy Directive, sets the target of increasing the share of renewable energies in total energy
consumption up to 20% in 2020. To this end, each member state has to prepare a national renewable action
plan by 2010 showing all measurements for reaching the national targets.

In 2007 the share of renewable energies in total energy consumption in Germany was 8.6% (biomass: 5.6%).
It is not certain whether increasing the amount of solid biomass in energy consumption will be possible in
view of the alternative of using wood as a raw material.

Reliable surveys predict that the demand for wood in Germany will increase by up to 142 million solid cubic
meters in 2010 (an increase of 15% compared with 2007). In Europe the wood supply and demand situation
will be similar in the future.

The German and European pulp and paper industry is concerned about a possible shortfall in European
wood supply of at least 260 million solid cubic meters per year in 2020, which would endanger forest-based
industries. The pulp and paper industry therefore proposes to increase the mobilization of wood resources
and the planting of wood for energy. Furthermore the use of wood as a raw material first and then for energy
production is essential if competition between the two sectors is to be reduced.

With regard to the EU biomass action plan, which was presented in December 2005, the German
government is currently developing national action plans for the use of biomass for sustainable energy supply
and as a raw material. Both drafts are currently being considered by national stakeholders.

Code of conduct

After the European Pulp and Paper Industry Federation adopted its code of conduct against illegal logging,
national paper industry associations started to monitor the origin of pulp and wood imports to their member
companies. A recent VDP survey (wood and pulp supply of German pulp and paper mills in 2007) revealed that
proofs of origin were available to document that 100% of wood and 84% of pulp came from legal sources.

GERMANY FIBRES FOR THE PRODUCTION OF PAPER AND BOARD (1.000 tons)

2007 2008 2008 : 2007
(e) in %

CHEMICAL Pulp for
Paper Production 1.545 1.520 -1,6
- Exports 842 905 7,5
+ Imports 4.708 4.819 2,4
= App. Consumption 5411 5.434 0,4
MECHANICAL Pulp for
Paper Production 1.456 1.383 -5,0
- Exports 135 96 -28,9
+ Imports 263 285 8,4
= App. Consumption 1.584 1.572 -0,8
Recovered Paper
Collection 15.907 14.884 -6,4
- Exports 3.546 4.255 20,0
+ Imports 3.631 3.717 2,4
= App. Consumption 15.822 15.422 -2,5
FIBRES in total
App. Consumption 22.817 22.428 -1,7

(e) = estimated



GERMANY PAPER AND BOARD(1.000 tons)

2007 2008 2008 : 2007
(e) in %

Production 23.319 22.848 -2,0
Exports 14.241 14.014 -1,6
Imports 11.795 11.685 -0,9
App. Consumption 20.873 20.519 -1,7
Export Quota 61,1 61,3

Import Quota 56,5 56,9

(e) = estimated




HUNGARY

In 2008 the performance of the Hungarian economy was determined by the internal balance-improving efforts and
measures on the one hand, and the spillover effect of the crisis on the real estate market reaching Hungary mainly
in the second half of the year, followed by the impacts of the financial and economic crisis that has spread on a
global scale on the other hand. For the whole of the year the growth rate of the Gross Domestic Product was
down to 0,6% from 1,1% in the previous year. On the production side decreases or stagnation were observed in
the areas sensitive to external market processes. Consumer prices increased by 6,1% and unfavourable changes
were observed also on the labour market: the unemployment rate rose by 0.5 percentage point to 7.9%. The deficit
of current account and the external financing demand significantly increased.

Pulp
The only pulp mill produced last year 20 thousand ton pulp from flax. All this quantity was exported.

Paper

Paper consumption and production developed in the last 5 years as follows:

thousand metric tons

2004 2005 2006 2007 2008
Production 579 571 553 552 424
Export 307 389 366 356 354
Import 659 697 758 775 840
Consumption 931 879 945 971 910

In line with the weak performance of the Hungarian economy, the paper consumption decreased by approx. 6%.

Also paper production declined last year by 23%, due to the fact that in 2008 two paper mills closed down its
production. With this measure a production capacity of approx. 160 thousend tons has ceased in the country.

The enlargement of the production capacity of the Dunapack Ltd. started in 2007 continued also in 2008.
The new paper machine with a finished reelwidth of 7800 mm will produce 350.000 tons of brown testliner
and corrugating medium from 100% recovered paper in the range of 70-150 g/m?. It will start the production
in July 2009.

The breakdown of the Hungarian paper production by main grades is shown in the next chart:

2007 2008 2008/2007
000 tons 000 tons %
Total paper and board 552 424 76,8
Newsprint 0 0 0
P-W paper 117 18 154
Sanitary and household paper 39 28 71,8
Linerboard 98 91 92,9
Fluting medium 207 189 91,3
Kraft wrapping and packaging 14 9 64,3
Other paper and board 77 89 115,6

For this production the country used 387 thousand tons of recycled paper reaching a utilisation rate of 91%.

The major emerging issues that the industry has to face in Hungary are:
high energy costs
weakness of domestic and external paper demand
unstable currency exchange rates



INDIA

General

Global meltdown of the financial sector has its impact on the Indian scene too, though not as severe as the
advanced economies, primarily due to the country enjoying a better growth picture as compared to the
world average, largely on account of about 85% of the GDP finding local utilization with a unique scenario
of the economic reforms showing better support to the growth plans even with a growing human
population. The downturn impacts are more in the form of shrinkage of demands with export volumes
coming down and a need to exercise maximum conservationist approach in the prevailing business
environment. The Government of India as well as the central bank of the country have been quite alert in
arranging a slew of packages to stimulate demands and bringing down the interest rates etc respectively.

Forestry and Wood resource

Nevertheless, there is hardly any respite on the pressure on the forest produce with about 41 percent of the
forest cover in the country already being degraded and dense forests are losing their crown density as well as
productivity. Moreover, at present 70 percent of forests have no regeneration and more than 55 percent are
prone to fire.

Thus, apprehension of scarcity of wood will be there. The annual fuel wood requirement in India is
estimated to be about 200 million tons. Considering the capacity expansions of the wood based industries in
the country, requirement of woody raw material in years to come would continue to grow faster. Currently,
even as per the Government’s own estimates, it is 82 million CUM. Therefore, undoubtedly there is an
emerging imbalance between demand and supply of wood in the country. It is estimated that by the year
2010, while demand will go up to 95 million CUM, supply will not go beyond 70 million CUM. It is feared
that the gap between demand and supply of wood raw material is bound to rise from 24.5 million CUM in
2010 to 52.3 million CUM in 2020.

Pulp & Paper Sector

The pulp & paper industry is particularly plagued by inadequate availability of quality raw material. At
present supply is supplemented from other sources such as agro-forestry. In absence of the Government’s
enabling policy for promoting Industrial Plantation, IPMA Member Mills have taken initiative on hand and
approx. 0.25 million ha. of degraded land of marginal farmers has been scientifically utilized to grow
pulpable varieties of trees. Also, courtesy India’s liberalized industrial and trade policy, industry is able to
import wood pulp, waste paper etc. to meet its fiber needs to quite an extent.

Environmental Governance
The Government of India’s new instrument of governance is called National Environment Policy (NEP)
2006 which seeks to:
» Encourage adoption of science-based and traditional sustainable land use practices.
o Promote reclamation of wasteland and degraded forestland.
» Encourage watershed management strategies, for arresting and reversing desertification, and
o expanding green cover
» Promote sustainable alternatives to shifting cultivation where it is no longer ecologically viable.
o  Encourage agro-forestry, organic farming, environmentally sustainable cropping patterns, and
adoption of efficient irrigation techniques.

Government is also considering registration of nurseries and forest reproductive material.

Handicaps for the Indian Paper Industry

The most striking handicap is the conspicuous absences of a dedicated industrial plantation policy which can
help build up a robust raw material base for the wood based industries. Though the industry is meeting
substantial part of its current requirement of wood based raw material from the farm/agro forestry, these
sources can not be said to be dependent models from economic sustainability point of view, as the wood
production / procurement rates are quite high compared to international benchmarks. Government’s
afforestation policy has set a target of achieving a 33 percent green cover by 2012 as against 23 percent forest
cover at present. This would require afforestation of nearly 34 million ha in the next 4 years which is quite a



gigantic task, more so when the pulpwood plantations of less than 2 mn ha asked by the IPMA (the Paper
Mill Association) since so many decades for developing captive plantations has not materialized so far.

o Government’s Biodiversity Act - Under this act, the paper companies cannot claim land for
plantations. Instead Joint Forest Management (JEM) of existing forests are advised, the
mechanism of which does not permit participation of private industries in afforestation.

o Government’s Tribal Rights Act — Produce in the forest lands produced by the inhabitants of
the forests (the tribals) are now accepted under this Act. This creates further pressure on natural
forests.

New Mechanism for Resource Mobilization — Multi Stakeholder Partnership (MSP)
Despite the handicaps, the Industry is pursuing the Multi Stakeholder Partnership (MSP) model as briefed
below:

o The MSP model has been developed for augmentation of existing land resources by involving
the Government Departments as the owner of the resources, inhabitants/users/local
community dependent on these resources for their daily livelihood and the Industry proposing
to organize effective use of these resources for meeting the raw material requirement.

o The MSP framework is proposed in a fashion that it is :

o Not a lease document, but

o Legally enforceable MoU partnership between
- Company/user group, public ot private
- Local community
- Forest department/land owning agencies

However, with the country currently in its general election mode, this initiative cannot be pursued as per the
Code of Conduct during this period till a new Government takes office.

Industry’s Recent Hallmarks
Notwithstanding the above, the Industry continues to make its serious efforts in plantations to report the
following important hallmarks:

o 250 000 ha of farm forestry plantations

o Multiple species worked upon Eucalyptus, Casuarina, Leucaena, Acacia

o Successes in bio-technology based on research on Clonal multiplication

o 3 to 5 time increase in wood yield through Clonal technology

A few significant projects by IPMA Members are worth mentioning which have been recognized or merit
recognition by the Government authorities and/or other International Schemes for improvement of planting
stock through Tree Improvement Programme on for environmental improvement. These are as below:

o ITC Ltd (Paperboards and Specialty Papers Division)

e 7 projects already registered with UNFCCC to generate cumulative CERs to the extent of about
1.4 million.

o 90 000 ha. of plantation with a potential to sequester 12 million tons of carbon, reducing 43
million tons of CO2 having a carbon credit value of US § 172 million in the first commitment
period ending in 2012. The Project 1s under development but presently utilized to reduce CO2
foot print and ITC is a carbon positive company.

o TNPL — its bio-methanation project is first CDM project implemented in the paper industry to
generate 37 000 CERs a year. TNPL has about 82 955 CERs to its credit.

o JK Paper - The World Bank‘s Bio Carbon fund has signed an Emission Reduction Purchase
Agreement (ERPA) that will enable small and marginal farmers to earn additional revenue
through carbon credits. JK Paper Ltd. project covering 3500 hectares of severely degraded lands
of marginal farmers for afforestation stands approved as a first ever project of its kind by World
Bank.

o A P Paper Mills — Over the last 10 years, it has promoted farm and social forestry on more than
55 000 ha of degraded lands of small and marginal farmers and is developing a PIN to enable
these farmers earn additional revenue through carbon credits.

o Emami Paper Mills — Have developed a reliable system to burn the primary sludge from the
ETP in the AFBC Boiler thereby not only solving the solid waste disposal problem, but also
saving fossil fuel (coal) by harnessing the heat value of the sludge. About 150000 CERs over a
period of 10 years shall be generated by this process which is the first of its kind in the country.



Overseas Acquisition

o Ballarpur Industries Ltd. has recently acquired 97.8 per cent equity in Sabah Forest Industries
(SFI), Malaysia.
o SFlis the largest integrated paper & pulp facility in Malaysia with a 144 000 MT Paper plant
and a 120 000 MT Pulping unit.
o SFI has forest concessions of 289 000 hectares valid upto 2094. The enterprise value is US$
261 million.

New Vistas

O

@

Forest Stewardship Council (FSC) certification is becoming a non trade barrier for Indian paper
companies. As bulk of the raw material is obtained from farm and agro-forestry, the farmers (huge
numbers, running into hundreds of thousands with small holdings) find it practically impossible to
form groups and obtain the FSC certificate. Though the farm forestry is a sustainable model
promoted by the paper industry, the FSC principles and criterions are difficult to be satisfied for
issuing of certificate. In this connection, GOI is thinking to establish Indian Forest Stewardship
Council to help the process of certification.

Research work taken up to control diseases and pests by Semio-chemical, biological control on out-
break of the pests which are reducing survival and productivity of Eucalyptus plantations. Forest
Research Institutions, Agricultural Universities and the Indian Council of Agticultural Research along
with Indian Paper Manufacturers Association (IPMA) have drawn up a plan and strategy on control
measures as well as introduction of new germ plasm (species) in order to fight this menace so as to
ensure availability of wood based raw material on continuous and

sustainable basis.



JAPAN

Emerging issues facing the Japanese pulp and paper industry

1.

Worldwide economic recession triggered by subprime crisis in the U.S. has been severely
affecting the Japanese economy. The recession caused significant decline of domestic demand
for paper and paperboard, which forced paper manufacturers to curtail production in order to
balance supply and demand.

Domestic shipments of paper and paperboard in 2008 decreased by 3.0% from 2007. Especially,
shipments for the fourth quarter of 2008 dropped by 12.1% compared to the same period of the
previous year. It is forecasted that sluggish demand will continue through 2009 due to the continued
economic slowdown, and JPA forecasts that domestic demand for the year will drop by 8.0% from 2008
to 28,256 thousand tons, that was a similar to the level in the year of 1993.

Global Warming is one of the most important issues for the industry in Japan.

Under the Committed Action Plan for the Environment, JPA promotes the use of energy saving
equipment and the conversion from fossil fuels to biomass, as well as the expansion of forest plantation
areas for absorbing and fixing carbon dioxide. JPA is committed to achieving the following targets:

¢ On a five-year averaged basis from fiscal 2008 to fiscal 2012, reduce fossil energy consumption per
unit and CO; emission per unit derived from fossil energy by 20% and 16% from the level of fiscal
1990, respectively

o By fiscal 2012, expand the industry’s forest plantation at home and abroad to 700 thousand hectares
through promoting forest plantation activities.

In 2008, Japanese government launched the scheme “experimental introduction of an integrated
domestic market for emissions trading”. Total number of participants in the scheme is 501 companies
and organizations, of which ten participants are pulp and paper companies. So far the trial of this
emission trading has not started yet.

Corporate Social Responsibility

In the beginning of 2008 there was news in media about falsified recovered paper content between
actual and specified number in paper product. In order to regain credibility from users we established
verification system including auditing by customers and third party, and already started the operation.

Japanese pulp and paper industry’s economic/business performance for 2008

Japanese economy in 2008

* Real GDP growth rate for 2008 is negative 0.7% (preliminary results).

Performance of the Japanese pulp and paper industry in 2008 over the previous year.

o Paper and paperboard production decreased by 2.0% to 30,625 thousand tons.

¢ Domestic shipments of paper and paperboard fell by 3.0% to 29,322 thousand tons.

o Imports of paper and paperboard dropped by 6.1% to 1,291 thousand tons.

e Exports of paper and paperboard rose by 5.0% to 1,454 thousand tons.

¢ Recovered paper consumption decreased by 1.6% to 19,006 thousand tons, while utilization rate rose
by 0.4 points to 61.8%. Recovered paper recovery rate grew by 0.6 points to 75.1%. Both rates are
the highest numbers in the record and main reasons are due to time lag between collection of
recovered paper and shipment of paper and paperboard, and more reduction of paper that utilize less
amounts of recovered paper comparing to paperboard.

o Recovered paper exports dropped by 9.2% to 3,491 thousand tons, of which 2,925 thousand tons
were shipped to China accounting for 83.8%.



NEW ZEALAND
EMERGING ISSUES

Climate Change policy

Climate Change will generate major changes for New Zealand forestry. These will not only relate to the
impacts of climate change on growing conditions and forest management through enhanced risks from fire,
wind and pests, but also to the vatious mechanisms being put in place globally to enhance forestry’s
contribution to climate change mitigation.

The domestic climate change policy for New Zealand announced last year has stalled as far as its potential to
stimulate forestry. The new government elected at the end of 2008 has required the Emissions Trading
Scheme (ETS) to be reviewed by a special select committee of Patliament. The new National (centre right)
government is committed to retaining measures to address New Zealand’s Kyoto obligations, but will be
reviewing the extent and timing of emissions reductions. That said, the FOA considers that an Emissions
Trading scheme will be retained. Indications are that a modified ETS will be implemented late 2009.

Although there is uncertainty surrounding future policies and mechanisms addressing climate change,
opportunities should still arise from the:

e  Generation of carbon credits from forests under an ETS, with likely effects flowing onto species
choice, management practices and regime length;

e  Greater demand for wood as a sustainable substitute to materials that produce intensive greenhouse
gases;

e Enhanced viability for using woody biomass as an energy source arising from increasing demand for
sustainable fuels and the implementation of an ETS.

An ETS will have significant implications for the forestry sector. The currently enacted, but being reviewed,
ETS is the first internationally linked domestic emissions trading scheme where forest sinks can be used by
emitters to meet obligations to surrender units. Although billed as all sectors, all gases, the ETS is not yet that.
The only sector at this stage that is in, with rules that apply from 1 January 2008, is the forest sector. Other
sectors are proposed to be brought in with varying requirements at later dates. Agriculture will be the last
sector with a proposed starting date of 2012.

While the rules now apply to forestry, the legislation has not yet been passed. As it is likely changes will be
made to the ETS, and it is not known when or if other sectors will be included, this has understandably
created investment uncertainty in the sector, particularly the market for carbon which has seen a number of
pending deals fall over or be postponed. The proposed approach has created numerous schisms amongst
forest growers. Post-1990 forest owners are treated very differently to pre-1989 owners. Post-1990 owners of
large forests are subject to a heavy deforestation tax while owners of small blocks are exempt. Owners of pre-
1990 forests, who also purchased their forests after 2002, may receive less compensation than those who
purchased pre-2002. Adding to the uncertainty and confusion, the rules by which carbon will be measured
and can be traded have yet to be developed.

Allowing owners of post-1989 established forests the option of selling Kyoto compliant carbon credits
introduces a market opportunity but one that comes with some risks and forest management implications.
For some it will provide a viable alternate revenue stream especially those whose forests were planted shortly
after post-1989 and who are managing multiple age classes rather than a single, even aged, stand. Prices in the
carbon market relative to the wood market could be an important future determinant of whether, and when,
harvesting is undertaken. This is likely to have a positive impact on forest planting but, this will be tempered
by the cost of acquiring land (price have doubled in the last 5 years) and the fact that agriculture does not
currently face any emissions restrictions. Many will also chose to exercise the option because of the harvesting
liability risk and the compliance costs.

Government has set a target of an additional 250,000 ha of forest by 2020 from 2007, or just under 20,000
ha/annum. In addition to the boost anticipated from carbon credits the government has also introduced an
Afforestation Grant Scheme (AGS) as an option for those who do not want to enter the world of carbon
monitoring and trading. This will involve a 10 year contract arrangement with government providing a grant



but retaining the credits and liabilities. The AGS is also likely to encourage some planting despite the
constraints above. In the absence of carbon related measures to encourage planting there would be little new
afforestation. However, both these schemes have had limited success in attracting investment in new planting.

Aside from domestic policy the industry has identified a number of issues within the Land Use, Land Use
Change and Forestry Rules of Kyoto that need addressing before New Zealand signs up to the next
commitment period. These include recognition of the role of harvested wood products and the inadequacy of
the instant oxidation assumption, the length of the next commitment period and the need for flexible land
use arrangements for planted forests.

At present if a pre-1990 forest is harvested and replanted in the same location the owner gains neither credits
nor debits. If the same forest, absorbing the same amount of carbon, is relocated however the owner still
receives no credits but is instantly liable for all the carbon absorbed in the forest. From an atmospheric point
of view and the objectives of Kyoto, this is a nonsense that NZ will seek to have addressed. A significant

research programme is also being funded as part of a Plan of Action for Sustainable Land Management and
Climate Change (SLMCC).

Many of these are detailed further at www.maf.govt.nz/climatechange/poa-investment-sheets and include:

Life cycle analysis of sustainable biofuel options;

e Carbon stocks and change in NZ's soils and forests;

e Developing a method for valuing forests and forest land in New Zealand in the presence of carbon
pricing;

e Life Cycle Assessment (LCA) for building materials in New Zealand;

e Carbon trading and forestry decision-making; and

e Land-use mapping and LULUCF accounting

1 hectare of radiata sequests approx 25 tonnes CO2 per year. So NZ plantation forests sequest
approx 45 m tonnes of carbon per yr. (Source: NZFOA Facts and Figures)

Water

New Zealand now faces real challenges, of varying degrees and causes across regions, in ensuring there is
sufficient water in our lakes, rivers, and aquifers; protecting freshwater ecosystems, in limiting and
remediating degradation of water quality; and in ensuring that society gains the greatest benefit from the
allocation of available water.

While in general New Zealand is endowed with plentiful rain, its geographic distribution, and unfettered use,
is now presenting significant ownership and allocation issues. For forestry this is manifesting itself in the
form of catchment “no-go” zones for forestry on the basis that forest cover reduces the amount of water for
downstream users such as dairying and viticulture. This, notwithstanding that many of the catchments were
originally covered in native vegetation. Restrictions on establishment of forests based on water yield
considerations usually ignore the positive benefits that forests can have on water quality (less sedimentation,
reduced peak flows, less chemicals compared with some alternative land uses) and on other factors such as
reduced soil erosion and greater carbon sequestration and storage;

Water quality issues are also emerging, largely attributable to an intensification of agriculture. About 30
percent of the country’s lakes are considered likely to have poor water quality due to excessive nutrient levels.
One third of the monitored groundwater has elevated nitrogen levels and 20 percent shows signs of
contamination with fecal matter. However, streams draining indigenous forests and maturing plantation
forests generally have high water quality and low concentrations of nutrients and suspended solids.

A key issue for non-forested land is nitrogen runoff and nitrogen trading is being investigated as a solution.
The initial allocation under such a system is a point of contention given forestry’s low level of N output
which is penalized if grand-parenting of emissions is the allocation mechanism chosen. An alternative of
providing only a catchment level average across all land users based on hectares would be an abrupt shock to
a number of intensive dairying farming operations that produce nitrogen discharge levels many times this
level. The issue is destined to be resolved in the Environment Court.



The government has proposed a National Policy Statement for Preshwater Management. However, the
NZFOA considers that the NPS should be withdrawn unless the focus on “Land Use Development” is
changed to “Land Use”. The challenge for the Proposed NPS is to address the quality and quantity of
freshwater resources in New Zealand. Logically it would seem that the focus needs to be on takes, uses and
discharges to water as opposed to focussing on land use or land-use development. Reference to, and the
concept of, land-use development which is central to the NPS as currently drafted is flawed. The proposed
definition of land-use development lacks clarity and creates uncertainty.

An NPS should treat water polluters equitably, regardless of whether they are existing water users or
proposed. The underlying basis, as is the case with the Resource Management Act when it is correctly applied,
should be for the polluter to pay.

Drug and Alcohol Code of Practice
The forest industry has agreed to work toward an accident-free workplace. In doing so, we recognized that
because of the threat they pose to health, safety and performance there was no place in our workplaces for

people affected by drugs and alcohol. Several years work has culminated in the production of a significantly
enhanced NZFOA Drug and Alcohol Code of Practice.

The 2008 Code of Practice is a further step toward an accident free industry. It is intended for adoption by all
forest owners and industry employers, as part of a campaign to ensure that drug and alcohol abusers are not
permitted to compromise the health and safety of their co-workers and themselves.

The Code is a quality management program with three main elements: education, drug and alcohol testing of
all workers in safety sensitive positions and rehabilitation. All these elements are essential if the program is to
be effective, lasting and compliant with NZ law. As a Code of Practice, it has similar status in law to a NZ
Standard. As such, all forest owners have been advised to adopt drug and alcohol policies based upon the
Code.

Biosecurity Funding and Decision-Making

As part of the development of a new Biosecurity Surveillance Strategy the Ministry of Agriculture and
Forestry (MAF) is reviewing who should decide whether an exotic organism is contained or eradicated, and
who should pay. Industry representatives are working with MAF representatives on a proposal for joint
decision making and resourcing. It is proposed that MAF and affected industries would make significant
strategic, financial, and operational decisions jointly for specific readiness and response activities.

The forest industry has welcomed all proposals to more formally involve the primary sectors in preparing for
and dealing with incursions. The following principles have been incorporated into the draft agreement:
e there can be circumstances where it would be appropriate for an industry to contribute to an
incursion response
e cxacerbators are expected to be identified where possible and made to contribute in any response

e the efforts of the industry to prevent or minimise the impact of an incursion through surveillance,
research etc, are to be taken into account. The forest growing industry is the only primary industry in
New Zealand to have a formal surveillance programme for plant pests and diseases, funded by
growers themselves. This was recently subject to an independent review and achieved a glowing
report.

Certification

Independent third-party certification has continued to grow — with 55 percent of the 1.8 million hectares of
plantation forest area in New Zealand now certified. In New Zealand the only internationally recognised third
party certification that has been pursued to date is FSC. The industry is thus highly supportive of FSC.

Fifteen managers of significant plantation holdings in New Zealand already hold Forest Stewardship Council
certification. In total this represents around 1 million hectares.

In addition, information supplied from NZFOA FSC certificate holders in New Zealand shows that around
50% of the volume produced by forest growing companies (9.8 million cubic metres) is currently captured by

an FSC Chain of Custody.



The group of “certified” plantation managers has formed an FSC cluster to co-operate on FSC issues of
common interest. It has already funded, and will continue to fund, industry good activities related to
certification. The cluster is supported by NZFOA.

This group, in conjunction with NZFOA, has collaborated closely with Australian FSC forest interests, and
more recently established links with Canadian and United States certificate holders (the CANZUS group
represents over 20 million hectares).

FSC International has recently initiated reviews of two key areas of policy for plantation forest owners. Firstly
a review of the policy applying to Plantation Forests and secondly a review of pesticides used in such forests.
Both reviews are very important to planted forest growers.

The pesticide review was undertaken by the Pesticide Action Network UK, which is an environmental
organisation focused on eliminating pesticide use. Several pesticides commonly used in New Zealand have
been designated highly hazardous and require “derogation” (consent) from FSC to use. Derogation is not
guaranteed and a successful derogation lasts for five years with a presumption of non-renewal. Also
derogation applications must have the support of environmental and social groups, which is cleatly not
guaranteed.

Several NZ pesticides are essential for biosecurity, pest control and economically sustainable primary land
use. In particular NZ forestry cannot successfully operate completely without the use of some pesticides and
is therefore at considerable risk of losing the ability to hold FSC certification. The FSC Pesticide Policy also
threatens the ability of N’Z to manage and/or respond to existing and new biosecurity threats (i.e. possums,
buddleija, painted apple moth, Asian gypsy moth).

New Zealand has just received the response to its application for derogations and will now be working
through this. There is already a level of concern, however, that the decisions by FSC reflect a lack of
understanding about local conditions, e.g. suggestions for trials that have already been undertaken.
Nonetheless the industry is committed to, and has discussed with FSC, a continual improvement process that
would quantify progress towards the objectives of the derogations and the goal of minimizing use.

NZ Wood

Wood has a great story to tell as a renewable resource with relatively low embodied energy. The NZ Wood
program (jointly funded by industry and government) was launched towards the end of 2007. This marked
the first promotional phase of presenting the environmental credentials of NZ forests and wood to the
building and design sector.

The programme is a joint initiative between the wood processing and forest industries under the pan-industry
WoodCo “Asssociation of Associations” and in partnership with government. The common goals increased
wood consumption and greater awareness of the environmental credentials of wood and forests, particularly
in the fight against climate change.

Much activity has taken place over the last year with significant positive feedback both from within, and from
outside, the industry. The website http://www.nzwood.co.nz is under continual development.

The programme involves promotion and advertising, research, website and information channels, a NZ
Wood brand, design resources and training initiatives. Additional NZ Wood resources are continually being
added to the site or published, such as the recent release of television advertisements promoting timber use,
to the publication of the “Living with Wood — For a Better World” pamphlet. To firmly secure wood’s place
as a preferred environmental choice a sustained multi-year campaign is required.

INDUSTRY SITUATION

Production Forestry Sector
Today there are 1.8 million hectares of plantation forests, which cover 7 percent of New Zealand’s land area;
93% privately owned. Plantation forests are dominated by radiata pine (89 percent by area), with Douglas fir



accounting for 6 percent by area. With the maturing of the plantations established in the 1970’s and 1980’s,
there is capacity to increase the sustainable annual harvest by up to 50 percent over the next 12 years.

The current New Zealand production forest sector operating environment is characterised by:

e An historically low level of new planting, although most harvested forests are replanted, as NZ
Forest Owners struggle with low investment returns, high land costs, and lack of certainty in the
legislative environment

e Harvest level significantly lower than available supply

e A negligible indigenous harvest, and all of it on a sustainable basis

e Domestic consumption of approximately 30% of the harvest, with this forecast to grow at a much
slower rate than the volume available for harvest

e Processing in New Zealand of around 65% (roundwood equivalent) of the harvest

e Increasing importance of environmental management and social responsibility to consumers and the
public. Non wood products supplied by forests are becoming more important, with the industry
struggling to find a way to value these (water quality, recreation, landscape, etc) in a manner which
provides a suitable return to the forest owner.

Unprecedented levels of deforestation that took place leading up to the start of 2008 have not reoccurred as
owners have become liable for the carbon associated with these stands. In addition, the major driver for
conversions, namely soaring dairy returns, is no longer as significant as dairy prices have significantly
declined. Growing concerns about environmental sustainability mean that attention is increasingly focusing
on the “environmental services” provided by New Zealand’s forests. These are wide ranging and largely
unvalued. They include the maintenance of biodiversity, the mitigation of soil erosion, the maintenance of
water quality, the sequestration of carbon, landscape values and the provision of recreational opportunities.

New Zealand’s geographic location and the cost of shipping ensures that the markets of the Asia-Pacific
region will remain the focus for New Zealand’s exported wood products for the foreseeable future.
Development of high value products capable of competing on European markets presents a challenge in the
current financial environment. Tight market conditions and investment uncertainty generated by the global
financial crisis and the confusion around emerging climate change policies also means that forest planting
remains subdued.

Economic situation

The US, UK, Europe and Japan have all entered severe recessions after the banking crisis of last year.
Forecasts for world economic growth continue to be slashed. The global growth outlook for 2009 is worse
than the recessions of the eatly 1970s, 1980’s or 1990’s. The New Zealand economy is set to slow markedly
this year, as firms face a squeeze on profitability from the global financial crisis. In New Zealand, in the short
term, it appears interest rates will continue to drop as the NZ Reserve Bank continues to set policy to
stimulate the market.

Falling world demand has, and will continue to cause a decline in New Zealand’s forest exports. A lower
NZD will spread some of the pain for exporters, as will significantly lower shipping costs. Freight rates are
expected to continue to be weak in the short to medium term but to come up off the uneconomic levels
reached in the first 2 months of 2009. Slowing economies globally, in particular lower housing starts in New
Zealand, Japan, Korea, Australia and the United States as the housing markets undergo a substantial
correction, are already significantly affecting demand. Lower exports from countries such as China are also
reducing the demand for packaging lumber. This has lead to an oversupply situation in these markets,
creating challenging market conditions, despite a weakening NZ$ and shipping rates reaching historic lows.

On a positive note, in the medium term, trade benefits can be expected if New Zealand is successful in
achieving a free-trade agreement with India. Initial benefits are likely to be an increase in processed wood
exports, reducing the current domination of log exports to the Indian market. Also potentially very positive
for New Zealand wood product exporters, the proposed Russian log tax, possibly moving from 25% to 80%
in early 2010, will if it is implemented offer New Zealand log and lumber exporters, particulatly to China,
excellent opportunities to improve market share and prices.



Socio-economic contribution of the New Zealand Forest Industry

New Zealand’s plantation resource is the foundation for NZ’s wood processing industries, which include
about 370 sawmills, seven pulp and paper mills, three medium density fibreboard (MDF) mills, three
particleboard mills, six plywood and laminated veneer plants and about 80 remanufacturing plants.

In the year ended March 2008, 20.6 million cubic metres of roundwood were harvested in NZ, of which 99.9
percent came from plantation forests. About 70 percent of the harvested volume (roundwood equivalent) is
exported, earning $3.5 billion in the year ended March 2008, or approximately $2,000 for every hectare of
plantation forest existing in that year. In the same year, the forestry sector accounted for about 10 percent of
the total value of New Zealand’s export trade. The forestry sector directly contributed 3.8 percent to GDP
for the year ended March 2008.

Forestry and sawmilling employed approximately 20,000 people in New Zealand as at February 2007. There is
potential for the current harvest of approximately 18 million cubic metres to increase by at least a third and
this would result in expansion in all sectors of the forest industry. Expansion of the harvest is dependent
upon market demand which is likely to remain depressed until the current correction in the housing markets
is completed, and global trade recovers — creating demand for packaging materials.

Forest sector employment has a number of beneficial characteristics associated with it including being spread
among settlements small and large, and providing mostly year-round fulltime rather than seasonal and part-
time. The sector also attracts and employs a higher proportion of young people (aged 15-39 years). This
younger, permanent workforce assists communities retain schools, active sports clubs, etc.

Forest companies generally have a strong community involvement through, for example, provision of
firewood, involvement in local community fire-fighting units and enabling access to recreational opportunities
in forestry blocks such hiking, orienteering, biking, four-wheel and rally driving, horse riding, hunting and
fishing.

Forest management in New Zealand provides an undisturbed environment for maintaining archaeological
remains, historical monuments, sacred cultural sites and burial grounds which are identified and protected. It
is also utilized for improving the social landscape through visual screening, e.g. of industrial or mining sites,
and as a noise barrier. Forests are also important in maintaining water quality and management of erosion
prone soils. Plantation forestry in New Zealand has provided particular benefits for Maori who are
significant, and increasing, owners of forests.

From the 1960’s Maori found themselves owners of large areas of relatively unproductive land that
was not suitable for farming. Financial reserves for development of the land were limited and Maori
land was not able to be used for security to raise capital for investment. There was also a significant
and on-going drain of young Maori from the rural lands to the urban centres.

Leasing arrangements with government who subsequently developed forestry have provided a means of
transitioning many Maori groups. Over time, as the forests managed by the Crown are harvested the bare
land will be handed back to Maori who are then able to utilize their share of the stumpage income to replant
and manage the second rotation crop.

With the cash-flow hurdles overcome, and the lands secured, Maori are able to take on the forest
management business. It is a business that is managed with a view to the long-term and according to Maori
cultural relationships with the land. It is also a business that provides for their economic well being. The
ability to create stable, inter-generational, employment has been one of the strong appeals of forestry which
has provided career management paths for many. The numbers employed do at times involve a trade-off with
machinery which is dictated by economic efficiency and safety. Funds have been used for establishing
educational scholarships, Marae development, and cultural and health initiatives. As well as improving
confidence and optimism, the forests have provided important paid hunting and other recreational
opportunities as well as fuelwood supply.



PORTUGAL

Luis Deslandes
Member of the Board, Portucel Soporcel Group

GENERAL ECONOMIC SITUATION

Throughout 2008 the effects of the turbulence in the world economy — namely the overall sharp increase in
commodities prices - spread on to Portugal and by year-end it was officially recognised that Portugal had also
joined the recession process that was hitting some of the major economies across the world.

The Portuguese GDP stagnated (0%) in 2008, and for 2009 the EU latest projections point to a drop of
1.6%, with exports retreating by 3.8% and imports contracting by 2.8%. Inflation stood between 2.6% and
2.7% in 2008 and is expected to come down to 1.0% in 2009.

Unemployment is thought to have reached close to 7.8% of the working population, and is set to further
deteriorate in 2009 — to 8.8%, according to the latest EU forecast.

Emerging issues

The country has been governed since 2005 by an absolute majority of the Socialist Party, which showed a
reformist drive towards certain sectors of the economy and society during the first half of its mandate. This
impetus dwindled as from the end of 2007 and the first signs of the international crisis, in 2008, impacted a
country that already showed indications of serious weaknesses on the domestic front. Three electoral acts will
take place in Portugal in the second half of 2009: elections for the European Parliament, local elections, and
parliamentary elections (which will shape a new Government).

In the areas directly related to the Forestry Industry, the Government has transposed into national law a
series of directives and regulations, namely on water (creating a tax on water resources), the energy market
(making a strong bet on renewable energies in general, with a certain emphasis on biomass) and social

responsibility.

The Government has remained quite inactive on the issue of certification of sustained forest management —
seen as a market instrument of exclusive interest to the economic agents — having proceeded to a third
organisational reshuffling of the Forest Services Department in four years, significantly reducing its dedicated
human and material resources. Hence the possible tertiarization of many of the activities currently under the
State’s responsibility, such as the management of public uncultivated woods (“baldios”) held by the State or
the local communities, being today a matter of public debate in the Portuguese society.

The economic agents have attentively followed the project (and the consequent amendments by the
European Parliament) of a draft European Union Regulation on illegal logging, while the national official
authorities failed to engage on any type of dialogue with them on this matter.

The position taken by the private sector is that illegal logging must be fought with effective instruments and
policies, ensuring at all times that the new EU rules enforce a number of basic principles, namely viewing:
o anon bureaucratic process aimed at reducing the risk of illegal timber entering the economic circuits;
o the existence of a National Authority with the capacity to supervise this process in each Member
State;
o acceptance of the principle that in the EU Member States it is always and primarily the responsibility
of the respective national authorities to make sure that raw materials and forest products are legal;
o aprocess that does not erode the competitiveness of the European industries of forest products.

Business developments

Except for forest resources, Portugal lacks other autonomous or abundant natural economic resources and
has therefore developed an open economy based on services and tourism, very dependent on the European
economy. Consequently, its situation was not particularly healthy even before the current economic crisis, as
there was in recent years a decline of industrial sectors whose competitiveness relied on low wages and poorly



qualified labour (such as the textile industry) as well as the closure of industries with an uncompetitive
dimension or suffering from prior economic difficulties. The global crisis at the end of 2008 further
aggravated this situation, and even in strong and traditional sectors such as cork there have been closures of
plants and significant layoffs.

The pulp and paper industry has stood as an exception to this panorama in so far as the two largest groups
operating in Portugal — both national — are pursuing important investment and industrial expansion plans.
While the ALTRI group (the second largest) is increasing the capacity of its bleached eucalyptus kraft pulp
(BEKP) mills from little over 350 thousand tonnes to more than 700 thousand tonnes, the Portucel Soporcel
group (the largest in the country and in Iberia) will soon (August 2009) conclude the installation in its Setabal
complex of the world’s largest Paper Machine with a capacity of 500 thousand tons of uncoated fine papers.
All in all, these represent a total investment of around EUR 1.4 billion, whose only theoretical weakness lies
in the low productivity and lack of dynamics of the Portuguese eucalyptus forest.

On the positive side, we would mention the low occurrence of forest fires in 2004 and from 2006 onwards: in
fact, a fortunate combination of factors, namely, improvements in the national fire fighting and prevention
system and excellent weather conditions, have spared the Portuguese forest from the devastating fires that
ravaged it in 2003. As regards the Pine Nematode, which was detected in April 2008 in the centre and north
of Portugal (spreading from the southwest, where it emerged in 1998), there is evidence that it is already
present in Spain, along the border with Portugal.

Since April 2008 EU regulations require all pine products to be treated in Portugal, even domestic shipments.
At European level it has been discussed whether all European pinewood should also be treated.

Socio-economic contributions of the forest industry

Despite some ongoing initiatives and surveys aimed at assessing the social and economic contribution of the
forest industry to the national economy, the truth is that the last global estimates already date from some
years back, pointing to 113 thousand direct jobs (2% of the working population), 10% of total exports and
3% of the gross added value (the forest industry’s labour data were included in the 2008 meeting report).

With regard to the forest cluster, more recent surveys estimate a total employment figure of 228 000 people,
i.e., 5.13% of the country’s total employed population, broken down as follows

o Porestry, logging, hunting and related services —34 300 people
e Forest industries —69 300 people
e Other forest related industries —80 900 people
e  Other forest related services —43 300 people

The economic relevance of the pulp and paper sector in the context of the Portuguese industry, is very high,
as shown in the following chart from a recent survey.

NAV (National Added Value) ®

Non metallic minerals 0.549
Wood and cork 0.548
Metallurgic 0.532
Pulp and paper 0.482
Textiles 0.465
Metal products 0.437
Clothing 0.429
Rubber and plastic 0.409
Food and beverages 0.404
Electric machinery and appliances 0.403
Chemical products 0.386
Leather and footwear 0.384
Machinery and equipment 0.329
Radio, TV and Communications equipment 0.285
Cars 0.266

(1) Increase in the value added to the country resulting from an increase of 1 unit in the production value



This survey also determined the following indicators regarding the environment friendly nature of main
sectors of economic activity:

CO ; emissions per GAV unit (Grooss Added Value)

Cement 43.943
Glass and Ceramics 22.717
Base metallurgics 15.146
Pulp and paper 14.364
Chemicals, Rubber and Plastics 9.644

Note that the bulk of the energy consumed is produced by the sector from biomass, i.e., a non fossil carbon source.

This sutvey also concluded that the Pulp and Paper sector is not only of huge importance to the Portuguese
foreign trade (accounting for nearly 4% of the national exports), but also one of the few industrial sectors
with a positive contribution to the balance of trade, and one that, as described, shows a high national added
value coefficient per unit produced.
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In 2007 and the first part of 2008, Russia continued to experience robust economic growth and in particular
growth in Russian pulp and paper output. However in the second half of 2008 there has been a drastic
change in the situation (Tables 1, 2, 3, fig.1). The growth in Russia’s paper and paperboard output turned to
the slump caused by the global economic crisis.

In this period of time Russia is characterized by political stability and economics transfer to decrease.

The export-oriented forest sector of Russia and prevailing raw material structure of exports have led to the
fact that the global economic crisis has made great impact on the Russia’s Forestry Complex as a whole. In
late 2008 — early 2009, a drastic change took place both in the structure of exports of forest and paper
products and in the internal market. The slump in industrial production in the countries — importers of the
Russian round wood coupled with increased duties on exports has resulted in decrease in round wood
exports mainly to Finland. Decreased consumption of convenience goods in U.S.A. and West Europe has led
to decrease in their production in China and as a result to decreasing consumption of packaging paper and
paperboard. The increase in market pulp stores caused by this fact has resulted in a drop of global market
pulp prices and in simultaneous drastic shrinkage of market pulp exports from Russia to China. Reduction in
kraft-liner exports to China has also taken place.

At the same time, because of significant changes in exchange rate of Ruble as related to Euro and USD
(Table 4), competitiveness of a number of products has increased (office paper, newsprint, etc.) both in the
internal and external markets.

In the last years, tissue paper was responsible for more than 20% of total paper and paperboard imports to
Russia. The changed exchange rate of Ruble has contributed to increasing output of this paper grades in
Russia. New capacities have been put into operation at the Syassky Pulp and Paper Mill in 2008 in Syktyvkar.
It is planned to put into operation an enterprise of the SCA Company not far from Moscow.

The current economic crisis has actually produced a stoppage of a number of so called priority projects
developed in the last years and oriented to in-depth processing of wood in a region of trees growth.

The important forest sector policy developments of 2004-2009 in Russia were as follows:

e Changing structure of forest and paper exports caused by the global economic crisis and changed
exchange rate of Ruble as related to Euro and USD;

e Decision made by the RF Government in late 2008 about one-year delay in introducing a new level
of export duties on round wood (new level of export duty on round wood in 2007-2009-2011,
implementation of the Government decree No.75 of February 2007 concerning stage-by-stage
increase in export tax on round wood. Dissimilar reaction to this action was demonstrated in the
world and a negative one - in Nordic countries).

e Entry into force of a new Forest Legislation — Forest Code.

e  Establishment of the Forestry Complex Council headed by the Premier Minister V. Zubkov, who has
become the First Vice Premier in May 2008.

e The Kyoto Protocol ratification by Russia (and its coming into effect in spring of 2005 with new
efforts to monitor carbon emissions).

e A new alliance formation between “International Paper” and “Ilim Pulp Enterprise”- «Ilim
Group», and commencement of its activities in October 2007.

e The use of space satellite monitoring for preventing illegal timber cuttings.

e Investment programmes started to be implemented.

e The Federal Agency of Forestry, the key structure of forest management, being a constituent of the
Ministry of Natural Resources has been incorporated into the Ministry of Agriculture in May 2008.

e Russia’s entry into UN FAO.



e Establishment of the Russian Forestry Technological Platform and its interaction with the European
Platform.

e Shutdown of the Baikal’s Pulp Mill.

Both demand and output of pulp and paper products increased in Russia through 2004-2007 and into the
first half of 2008. However in the second half of 2008 there was a slump in production of both pulp and
paper & paperboard. This setback in production has been continued also in January-February 2009 (Table 1,
2).

Owing to relative economic and political stability established in the country since the major currency
revaluation of 1998 and more expansionary macroeconomic policy under President Putin since 1999, there
has been a continuous increase in output of pulp, paper and paperboard in Russia, more than doubling since
1996, although output has yet to reach previous record levels of 1988-1989 pre-transition periods (in the late
Soviet era).

In 2007-2008, the Russian pulp and paper sector continued to expand production of pulp, paper and
paperboard, particularly the output of paperboard for packaging. During 2007, Russia’s total output of pulp
(both pulp for paper and paperboard and market pulp) decreased by 0.9%, the output of market pulp
increased by 1.6%, and the output of paper and paperboard increased by 2.3%, including a 4.2% increase in
output of paperboard.

Exports of pulp and paper products hold a dominant position in the total Russian exports of forest-based
products, and the overall structure of forest product exports still has a pronounced raw material character. In
terms of round wood equivalents, round wood timber exports and sawn wood exports accounted for 83.8%
of Russia’s exports in 2006, while pulp and paper accounted for only 16.2% of exports (Table 2).

In 20006, exports of pulp and paper products continued to increase (Fig.2,3). Exports of pulp, paper and
paperboard were progressively increasing since 1990 and reached a peak level in 2006. However, Russian
exports as a percentage of production have remained largely unchanged since 1996, with exports comprising
about 80% of output for market pulp, and around 40% for paper and paperboard. (Table 3). Major export
destinations for these Russian products are China (market pulp, kraft linerboard), Ireland (market pulp, kraft
linerboard), India (newsprint), and Turkey (newsprint).

Although the tonnage of Russian paper and paperboard exports greatly exceeds the tonnage of imports, the
trade balance in value has continued to deteriorate, as Russia has expanded imports of higher value paper
products. The annual trade deficit in paper and paperboard has been negative since 2001, and in 2005 it was
more than a 0.87 billion USD). The higher value of imports of paper and paperboard as compared to their
exports is mainly due to the fact that Russia is importing rather expensive products such as high quality
materials for container and packaging, coated paper, and tissue, whereas less expensive commodity products
such as newsprint and kraft linerboard are being exported.

In present time the biggest Russian Enterprise produced 75% market pulp, 80% paper and 50% paperboard
(Table 6). 25.10. 2006 was announced new alliance formation between “International Paper” and “Ilim Pulp
Enterprise” — “Ilim Group”. In October 2007 the Ilim Group started its activities and implementation of
major investment program. The Ilim Group is planning to put into operation a neutral sulfite semichemical
pulp plant of capacity 900 tons a day at the Kotlas Mill in 2009.

Reconstruction and restructuring of the Russian pulp and paper industry is continuing, with some progress
being made towards higher value products with better processing of wood raw material. As an example,
International Paper Company announced recently plans to speed up an uncoated free-sheet machine and add
50,000 tons per year of production capacity at the paper mill in Svetogorsk (about 200 km from St
Petersburg). The mill is also reportedly installing a coater on a liquid packaging machine to add 15,000
tons/year of capacity. More than 500 million USD have been put into reconstruction of the mill in recent
years. Office paper produced by the mill supplies presently more than 60% of the Russian market demand. In
addition, a new 200,000 tons per year aspen-based BCTMP pulp line beginning work in 2008, according to
International Paper, which will supply pulp to paper mills in Europe and elsewhere.



It can be noted that future development of Russia’s pulp and paper sector is linked to expanded production
of more technologically advanced products (such as coated printing and writing paper rather than newsprint
for example), and also more integrated utilization of forest resources.

Implementation of important environmental projects provides examples of steps being taken towards
applying the new Russian environmental laws adopted in late 2002 (based on comparison of environmental
indices of individual mills and those of “best available technology”, or BAT). For instance, new systems of
wastewater local treatment with the use of KWI floatators were constructed at the International Paper
Svetogorsk. Furthermore, in connection with ratification of the Kyoto Protocol, a number of mills (the
Arkhangelsky pulp and paper mill, for example) initiated work on inventorying of greenhouse gas emissions.
Such accounting for carbon and greenhouse gas emissions is being done at the Arkhangelsky mill and
elsewhere to prepare for limits on emissions and perhaps trading in carbon emissions.
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Table 4.

Exchange rate of Ruble as related to Euro and USD.

Date US $ / Ruble Euro / Ruble
01.08.2008 2342 36.58
01.09.2008 24.58 35.23
01.10.2008 25.37 35.50
01.11.2008 27.10 34.40
01.12.2008 27.60 35.72
01.01.2009 29.39 41.43
01.02.2009 35.41 45.68
01.03.2009 35.72 45.35
Table 5

Exports of market pulp, paper and paperboard from the USSR (1980 — 1990) and from
Russia (1993 — 2007), thousand metric tons

Year
Market pulp Paper and paperboard
Output Exports | Percentage of Output Exports Percentage of
exports exports

1980 2457 821 33.5 8688 1018 11.7
1983 2840 1012 35.6 9556 1034 10.8
1986 3233 1105 34.1 10395 1188 114
1987 3371 1088 32.3 10566 1252 11.9
1990 3255 600 18.4 8325 900 10.8
1992 2109 856 40.6 5750 1568 27.3
1993 1682 1077 64.0 4462 1418 31.8
1994 1328 1028 77.4 3410 1264 37.1
1995 1736 1362 78.5 4070 1690 41.5
1996 1267 1095 85.7 3220 1380 42.9
1997 1193 1008 82.8 3331 1507 45.2
1998 1311 1056 75.8 3540 1783 50.4
1999 1725 1350 78.3 4467 2019 45.2
2000 2000 1635 81.8 5239 2355 45.0
2001 2136 1753 82.1 5595 2350 42.0
2002 2233 1866 83.6 5921 2453 41.4
2003 2301 1905 82.8 6174 2550 41.3
2004 2404 1866 77.6 6653 2590 38.9
2005 2429 1952 80.4 6948 2700 38.9
2006 2379 1896 79.7 7145 2552 35.7
2007 2421 1900 78.5 7382 2590 35.1
2008 2287 7466

Sources: Goscomstat of the USSR, Goscomstat of the Russian Federation, PPB-express, Moscow, authot's data

handling




Fig. 2. Exports of market pulp, paper & paperboard from the
USSR and Russia, thousand metric tons
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Table 6.

Russian exports and imports of paper and paperboard in 20002007 (million USD)

Exports Imports Trade balance

2000 920 731 +189
2001 927 1012 -85

2002 887 1200 -313
2003 967 1465 -498
2004 1184 1774 -590
2005 1331 2107 -876
2006 1428 2547 -1119
2007 1599 3246 -1647

2008 (I-III q.) 2787

Sources: State Customs Committee, Pulp. Paper. Board Magazine, PPB-express, PPB Exports, PPB Imports,

author’s data handling

Table 7.

Russian exports and imports of pulp, paper and paperboard in 2006—2007 (million USD)

Exports Imports Trade balance
2006 2279 (851+1428) 2589 (42+2547) -310
2007 2658 (1059+1599) 3319 (73+32406) -661

Sources: State Customs Committee, «Pulp. Paper. Board.» Magazine, PPB-express, PPB Exports, PPB Imports,

author’s data handling
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Table 8
Major Russian Pulp, Paper & Board Producers (2007)

Total Output, Market Pulp, Paper, Board,
x 000 t x 000 t x 000 t x 000 t
Ilim Group 2647 1590 260 797
e Kotlas 945 354 260 331
e Bratsk 734 515 219
e  Ust-Ilimsk 721 721
e St.Petersburg 247 247
Arkhangelsk 771 211 82 478
Syktyvkar 836 622 214
Kondopoga 733 733
Volga 579 579
Solikamskbumprom 418 418
Svetogorsk 411 333 78
Segezha 283 232 53

Sources: State Customs Committee, Pulp. Paper. Board Magazine, PPB-express



SOUTH AFRICA
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The South African economy 2008/09
Significant political changes occurred in 2008 with the State President stepping down prior to the end of his term of
office and a General Election coming up in April 2009.

GDP growth slowed and for the first time in over a decade there was contraction of 1,8% in the last quarter of 2008.
Major fuel price increases impacted heavily on inflation in 2008 which reached over 13% in November but was back
down to 8,1% y/y in January 2009. PPI for January 2009 was 9,2% up y/y. Lending rates have decreased by half a
percent to 14% p.a. and the exchange rate (Rand to US$) has fluctuated dramatically. It is currently (March 2009) at
R10,53 to US$1.00. In spite of the weaker Rand the export sector has not benefitted much, because of the slump in
global demand.

Notwithstanding Government’s expanded public works programme focussing on infrastructure development, the
Accelerated and Shared Growth Initiative of SA (ASGISA) as well as capital expenditure programmes associated
with the 2010 Soccer World Cup which is to be held in South Africa, official GDP growth estimates have been
revised downwards from 6% to 1,2%. Following the contraction seen in the last quarter however, even this may be
optimistic. Exports plunged more than 25% in January, widening the country’s trade deficit to a record R17,4bn.
Several of SA’s main trade partners Britain, Europe, the US and Japan are in recession, and this has eroded demand
for SA exports. This presents a bleak outlook for the rest of 2009 for manufacturing production, which dived a
record 22% in the last quarter of 2008.

On a positive note most of the inflation experienced in South Africa was imported inflation driven by the spike last
year in the oil price. Similarly the widening current account deficit and fluctuating currency have more to do with the
global market crisis than South Africa’s economic fundamentals. On this issue it should also be noted that none of
South Africa’s financial institutions have required State funding interventions.

The Forestry and Forest Products Sector in relation to the economy
A year ago domestic and international demand for SA forest products was outstripping supply by about
15%.

Given the current global financial turmoil, short-term demand has fallen off dramatically. Last year
roundwood sales recorded by FSA amounted to 16.9 million tons whereas forecasts for this year are
below 15 million tons. Having said this, the medium and longer-term forecasts still suggest that to meet
demand over the next 25 to 30 years we should be increasing our planted area by a minimum of 25,000
hectares p.a. Unfortunately there are limited areas available for new afforestation and the restrictive
regulatory burdens imposed on applications to plant timber, are further hampering the issuing of licences
where areas are available to plant.

2008 was a record year for pulp and paper with paper production up by 27% on 2007 and paper imports
down by 6% (this also being affected by a weaker domestic currency). This increased reliance on local
products is good for the industry. With the current downturn however, the only grades of paper still
showing robust demand are newsprint and tissue paper.

Pulp production for February 2009 is 30% down year on year which reflects the decreased global demand.

South Africa is probably one of very few countries in the world currently experiencing recovered fibre
shortages, despite an increasing recovery rate of 54.5%. The weaker domestic currency further aggravates
the supply problem as importing recovered fibre is not an attractive option.

Emerging issues facing the industry
Emerging issues of importance facing the industry are timber supplies, support to new entrants into
forestry, fires, pest and diseases, competitiveness and climate change.



Timber supplies

As discussed above, the medium to longer-term shortages of roundwood supplies into all market
segments are of major concern. Increased imports, improved yields, better utilisation of logs, lower
plantation losses, will all be necessary, but the critical ingredient regardless, has to be an increase in the
rate of new afforestation. Although the target should be 25,000 hectares p.a., in reality given water,
environmental, climatic and agricultural constraints, a target of 10,000 hectares p.a. is more realistic. The
chances of achieving this are however not that good as South Africa’s water stress situation makes it
extremely difficult to obtain authority to plant trees through the acquisition of mandatory afforestation
water use licences. Forestry is the only dry-land cropping activity subject to such licensing requirements
and the Industry is making huge efforts to change Governments perspectives on this. Broad
misconceptions on Forestry’s water use exist, despite scientific evidence and global experience dictating
otherwise.

Support to new entrants

Through statutory black economic empowerment initiatives and a strong land reform and redistribution
programme, close to 60% of the current forestry estate is likely to be transferred to new ownership over
the next 10 years. Industry and Government are working closely to ensure that new entrants into the
sector are empowered to manage their newly acquired forestry assets, derive meaningful benefit from
participation and ownership and that the sustainability of the sector is ensured. To this end the Minister of
Land Affairs endorsed post-settlement support models to deal with land claims involving forestry land.

The support received by FSA from the FAO for the development of small grower toolkits was immensely
valuable. The toolkits have been produced in all the relevant official languages and have assisted FSA
greatly in leveraging major funding from the Forest Industries Education and Training Authority for the
training of new entrants into forestry in the application of the toolkits. This training has been initiated and
will continue throughout 2009.

Forest fires

Following the disastrous fire season in 2007 where close to 64,000 hectares of plantation was destroyed, in
2008 about 25 000ha were lost to fire again causing great financial loss and placing additional strain on the
short, medium and long term supply situation.

Pests and diseases
Amongst Pine plantations serious problems continue to exist due to infestations by the Sirex Woodwasp.
The incidence of new infestations has however decreased significantly due in large part to the excellent
biological control strategies being implemented throughout the country. Fusarium or Pitch Canker is again
becoming a big problem, with mortality arising therefrom for the first time being seen in older age class
compartments of Pine.

Serious problems are also being encountered in stands of Eucalyptus throughout the country as a result of
infestation by Thaumastocoris peregrinus. Cold tolerant Ewucalyptus nitens is also being attacked by the Cossid
Moth. During 2007 a new pest by the name of Lepfocybe invasa arrived in S.A. which is considered a major
threat to plantations of Eucalyptus. In all, 15 — 20% of the entire Forestry state is being impacted upon by
various pests and diseases resulting in unaffordable timber losses. The Government has provided funding
for the combating of Sirex and has commissioned the development of an integrated protection strategy to
deal with pests, diseases and fire to help counteract these problems.

Competitiveness

With profit margins being under such pressure for the first time in several years, there will undoubtedly be
a move towards increased mechanisation and investment in newer and more efficient production,
processing and manufacturing capabilities. This may result in a decreased dependence on human capital
which may also be affected by the soon to be released increased minimum wages for forestry workers and
the continuing impact of HIV/Aids in South Aftica.

Reduced global demand has left South Africa with its liberal trade regulations vulnerable to dumping
which needs to be vigilantly monitored.



Other emerging issues

(i) HIV/AIDS

The HIV/Aids prevalence rate amongst the population ranges between 11% and 20% depending on age
category, with infections having increased by almost 50% since the year 2000. It was reported that 362,000
people were expected to die from HIV/Aids related illnesses during 2007, which amounts to almost 1,000
people per day. The epidemic is already having a catastrophic effect on the population.

In the Forestry Industry the effect is particulatly severe, given the rural nature of the business, with up to
40% of its labour force in certain areas being infected. The cost in lives, in human misery, in productivity
and on competitiveness are huge. Major efforts by the Government and business are being made to
combat the scourge although it is going to take super-human efforts by all to be successful.

The cost to business of managing this situation are becoming massive and the sector is gradually being
recognised by government as a social partner in combating this disease and other health challenges
particularly in rural areas.

(ii) Climate Change
While the world a year ago was almost singularly focussed on global warming, the global financial crisis
has eclipsed almost every other key issue.

This does not however diminish the threats posed by climate change which cannot quickly nor easily be
stopped or reversed. Some of the impacts of climate variability are being felt already by the Forestry
Industry with plantation yields dropping in specific areas and mortality as a result of fires and pests and
diseases increasing. Extensive research on its impacts was done in 2006 and continues to be done by both
Industry and Government, with attention being focussed on greater site-species matching and variation in
genus and species being planted, amongst others.

Opportunities for tree planting activities under the C.D.M. are also being investigated although it still does not
yet recognise plantations as a legitimate mitigation strategy. This is in spite of the fact that forests as a land use
are unparallel in their ability to sequester carbon.

(iii) Sustainable Forest Management-Forest Certification

Even through 85% of South African Timber plantations are already certified under the FSC, much
attention is now being put on making certification much more accessible to small plantation owners.
Currently 20,000 plus small black emerging growers are being assisted in this regard through the
development of a small grower FSC certification programme commonly referred to as the SLIMF
programme (Small and Low Intensity Managed Forests). As part of this Government and Industry in
South Africa are currently developing a National Certification Standard which should be in place during
2009 and which will form the basis for certification by all certification bodies.

(iv) Profile of Plantation Forestry

South Africa is no exception when it comes to the profile of plantations and a lot needs to be done to
improve this. Misunderstanding and misrepresentation of the facts about tree plantations is more often
the norm than the exception. The industry is working hard to remedy this, and the Code for Planted
Forests developed by the FAO in this regard is being of great assistance.

The FAO also funded, through its NFP facility, the production of a sector promotion and awareness
raising strategy which has been immensely useful. The document accurately reflects all the key messages of
global and local importance in forestry in South Africa and describes the key target audiences, media and
role players which should be involved in addressing and delivering the messages.



BUSINESS DEVELOPMENTS DURING THE PREVIOUS YEAR

Forest sector transformation charter
A significant development during the last year has been the finalisation and Gazetting of the Broad Based
Black Economic Empowerment Transformation Charter for the Forest Sector. This Charter, required in
terms of the Broad Based Black Economic Empowerment Act, seeks to bring about socio-economic
transformation in the forestry sector which will facilitate greater participation of previously disadvantaged
people in South Africa and growth in the forestry sector. The objectives of this Charter are to:
o promote meaningful participation of black people in the entire forestry value chain;
o achieve sustainable change in the racial and gender composition of ownership, management and
control structures and in the skilled positions of existing and new forest enterprises;
o increase the extent to which black men and women, workers and cooperatives own and manage
existing and new forest enterprises; and
o use the forest industry as a catalyst for empowering rural and local black communities to access
economic activities, land and infrastructure.

To achieve these objectives Industry participants will have to comply with a transformation scorecard
which comprises 7 elements. Briefly these are:

(i) Ownership
25 +1% of Industry to be owned by black people within a period of 10 years.

(ii) Management Control
50% of management (Board level, Executive and Senior) to be in control of black people within 10 years;

(iii) Employment Equity
75% to 80% of all employees, by grading, to be black people within 10 years;

(iv) Skills Development
4% of total annual payroll to be spent on skills development for black people within 10 years.

(v) Preferential Procurement
70% of total procurement spend to be spent on black owned or black empowered business within 10
years.

(vi) Enterprise Development
3% of entities net profit after tax to be spent on enterprise development for black people and
communities within 10 years;

(vii) Socio-Economic Development
1% of entities net profit after tax to be spent on socio-economic development activities for black people
and communicates within 10 years;

Whilst the abovementioned will place enormous responsibility on the Industry to achieve, and will come
at a high cost, all Industry participants have accepted the challenge and have committed themselves to its
implementation. Of major concern, as already mentioned, is how to ensure that ownership transfer will
not result in existing timber plantations being converted to other land uses. Even a small change could
have significant implications for the future sustainability of the Industry, given the current and future
timber supply situation.

Privatisation of state forests

The privatisation or restructuring of state forests has been ongoing for almost 9 years, and in the process
has created considerable investment uncertainty. During 2006 the last, but biggest portion of State Forests
was successfully bid for, but then stopped by the Competition Authorities. Resulting from this the
Government then announced that it would retain ownership and control. A revised strategy was touted



for the privatisation of this asset but again more recently the Government has indicated that the asset will
not be privatised for the foreseeable future.

Growth and development strategy for the forest sector

Flowing from a report prepared by the consulting firm Genesis Analytics in 2005, entitled “The
Contribution, Cost and Development Opportunities of the Forestry, Timber and Pulp and Paper
Industries in South Africa”, the South African Department of Trade and Industry in collaboration with
the Sector itself has recently completed a sector growth and development strategy which has been
approved by the Cabinet. Resulting from this the Forest Sector has been classified as a major sector
earmarked for growth through the country’s recently released National Industrial Policy Action Plan. This
has also been embedded in the Broad Based Black Economic Empowerment Charter in an attempt to
ensure that government and industry work together on ensuring growth in the sector, but to date the
efforts of government on facilitating the expansion of forestry and the ensuring the availability and
affordability of enabling infrastructure (road and rail in particular) have not been successful.

It is hoped that the major constraints and challenges being felt by the sector will serve as a catalyst for
increased government focus on these and other binding constraints to forestry in South Africa.

SYNOPSIS OF INDUSTRY PROFILE - 2000 vs 2008

FORESTRY SECTOR
CRITERIA Unit 2000 2008 Change
Planted area Ha 1,330,944 1,266,194 (4.9%)
Roundwood Production m®/p.a. 16.7 million 20.3 million 21.6%
Value of Roundwood Sales Rand 2.6 billion 5.2 billion 100%
Percentage by value of Agricultural output % 8.7% 21% 137%
(crops)
Plantation losses (fires, pests & diseases) ha 23,000 25,000 9%
FOREST PRODUCTS SECTORS (all sectors excluding Paper)
CRITERIA Unit 2000 2008 Change
No. of Plants 167 178 6.5%
Roundwood Intake m? 17.1 million 19.8 million 15.8%
Value of Sales Rand 12.9 billion 18.5 billion 43.4%
Contribution to Mnfg. G.D.P. % 3.6% 4.3% 19.4%
Foreign trade balance Rand 4.6 billion 2.4 billion (47.8%)
PULP, PAPER AND BOARD SECTOR
CRITERIA Unit 2000 2008 Change
No. of Plants 23 33 (43%)
Pulp Capacity tons 2.6 million 29 million 11.5%
Paper and Board Capacity tons 2.6 million 3.0 million 15.3%
Per Capita Consumption kg 42.0 55.7 32.6%
Production
- Pulp tons 2.2 million 2.4 million 14.3%
- Paper and Board tons 2.1 million 2.6 million 23.8%
Value of Exports Rand 5.0 billion 9.3 billion 86.0%




SWEDEN

EMERGING ISSUES FACING THE INDUSTRY: CLIMATE CHANGE, WOOD RAW
MATERIAL AND ENERGY

There is an increased demand of wood from the bio energy sector, which puts pressure on the supply of wood
to the forest industries. The Swedish Forest Industries Federation has investigated the possibilities to increase
energy production from the forests without hampering the industry raw material. The amount of branches and
tops for energy production could be almost doubled from 8 to 15 TWh. New selections for energy production:
stumps, longer tops etc., could amount to 12 TWh. In total, the possible energy selections in the forest today, at
retained production and harvest, could be 19 TWh. If the forest production could be increased (see below),
another 4-9 TWh can be added. Note that figures here refer to TWh wood fuel— not electricity or heat.

After some years with a large demand for wood raw material leading to higher wood prices the financial
crisis led to lower demand and the market changed into a situation with oversupply and lower prices.

The risk for even higher Russian export taxes has increased the wood price on the entire market which has
sharpened the financial situation for the industry. This has led to decisions on mill closures.

The Swedish Forest Agency has launched Forest Impact Analysis, presenting the result of four different
scenarios comparing forest policies for increased growth with policies for higher biodiversity
considerations. The analysis shows that the annual harvest in the Swedish forests can continue on the same
high level as the recent years for 3 decades and then increase.

The Swedish Forest Industries Federation has launched a climate campaign, focusing on the remedial
effect of the growing forests to climate change and promoting the use of more wooden products

Sustainable transportation will become one of the main challenges for society and for sectors such as the pulp&
paper industry. The priority to improve sustainability records is growing. The Board of the Swedish Forest
Industry Federation has agreed on common sustainability goals and submitted them to the Swedish Minister of
Environment. The goal was set that by 2020 the forest industry shall have reduced its emissions of fossil CO2
from transportation by 20 per cent.

Most important business developments: economic situation, legal
developments, investments

In the 4th quarter of 2008, the financial crises hit the real economy quite severely through decreased
demand and decreased production. This resulted in a fall in exports of seven percent in the fourth quarter,
while they increased by five percent year-on-year 2008/2007. Also, in the fourth quarter GDP fell by 4,9
percent, resulting in an annual drop of 0,2 percent 2008 over 2007. The number of people given notice
increased sharply as the labour market weakened. The inflation rate declined towards the end of 2008,
consumer price index in December was 0,9 percent annual rate, while for year-on-year 2008 over 2007 the
CPI was 3,4 percent.

In 2008, Swedish paper production fell by 2 percent to 11,7 million tonnes. Some of the decline was due to
mills being closed down. Exports fell by 2,4 percent and amounted to 10,1 million tonnes. Market pulp
production declined marginally at 4,1 million tonnes, while exports fell by three percent to 3,4 million
tonnes.

Pulp and paper production and exports have declined sharply in January- February 2009 compared with
corresponding period 2008.

Companies continue efficiency and cost reduction programs. During 2008, several announcements of
personnel reductions were made, affecting over 1600 jobs (of 25 000 in the pulp and paper industry). Stora
Enso closed its Norrsundet pulp mill (300 000 tonnes bleached sulphate), and Rottneros its Utansjé mill
(160 000 tonnes CTMP pulp) during the year. Holmen shut down one paper machine at the Hallsta mill
(110 000 tonnes mechanical printing paper) and the Wargén mill (145 000 tonnes mechanical printing



paper). Arctic Paper has closed its Héfrestrom mill (160 000 tonnes fine paper) in 2009. Increased raw
material and energy costs are major reasons.

Investments in the pulp and paper industry were 667 million euros in 2008, and are projected to 592
million euros in 2009 (same exchange rate both years). Investment plans mainly concern energy efficiency
programs or energy generation.

In March this year, the Government presented a Bill on Energy and Climate. The Government proposes
to change the policy on nuclear power. Hitherto the policy has been to phase out the 10 nuclear reactors
when new electricity production based on renewable fuels is at hand. The proposal is that it shall be
possible to replace the existing reactors by new ones at the same sites. Upgrading of the production
capacity in the existing reactors as well as building of new reactors will be examined according to Swedish
Environmental Law. No subsidies will be granted by the State.

Among other proposals are:

o The objective of the electricity certificate system is to increase the production of renewable
electricity with 25 TWh in 2020. The existing target is 17 TWh by year 2016 compared to
year 2002.

o Wind power should be planned to produce 30 TWh in 2020.

o Renewable energy shall be 50% of total supplied energy.

o Renewable energy shall be 10 % in the transport sector 2020.

« Emissions of greenhouse gases in the non trading sector shall be reduced by 40 % 2020.

o Supplied energy related to GDP shall be reduced by 20 % 2020 compared to 2008.

o Taxes on carbon dioxide and energy are proposed to increase as from 2011.

o The second step to reduce the carbon dioxide tax in the trading sector to reach EU minimum
level planned for 2010 is proposed to be postponed till 2011.

o The Government also likes to promote sinks in the forests and in forest products. To cease
deforestation is another important task according to the Bill.

Swedish commitments on reduction of emissions of nutrients to the Baltic Sea will be costly for the
industry. Implementation of the Water Framework Directive is stricter in the Swedish legislation than in
other European states.

Development of criteria for green public procurement of wood-based products: also social aspects might
be included which is not the case for competitive materials.

Socio-economic contribution of the forest industry

Please refer to the presentation at the ACPWP session in June 2006: Contribution of the paper
and forest products industry to employment and income generation — the Swedish perspective.

The close-down of mills affect severely the rural area where the mill was located.

New figures show that the indirect employment generated by the pulp and paper industry increased
between 2000 and 2005 (based on input/output matrixes for those years, which are the latest available).
This could be an indication that companies concentrate even more on core activities and procure more
goods and services from suppliers.



THAILAND
THAI PULP AND PAPER INDUSTRY IN 2008

Executive Summary

For the year 2008, total short fiber pulp’s production was 1.1 million tons with total utilization rate of 92%.
Total pulp consumption was 1.3 million tons almost the same as theprevious year. It was estimated that total
pulp consumption will grow to 1.4 million tons in year 2013. Thailand total pulp import was 374,000 tons
whereas total pulp export was 193,000 tons. (Annex 1)

Total capacity of Paper and Paperboard Industry in 2008 was 4.9 million tons. Kraft paper was the major
portion of the industry with total capacity of 62% followed by Printing & Writing paper, Paperboard,
Newsprint and Tissue paper.

Total Paper and Paperboard production declined by 3% with total production of 4.2 million tons. The
industry utilization rate in 2008 was 87% the same rate as year 2007. In 2008 consumption of Paper and
Paperboard was 3.5 million tons, down by 2% from the previous year. Main portion of the decreasing came
from lower consumption of Newsprint paper and Printing &Writing paper. Paper consumption per capita in
2008 was 55 kg. The consumption rate is expected to reach 65 kg. in year 2013.

Total import of Paper and Paperboard in 2008 was 892,000 tons increased by 3% from previous year mainly
came from Paperboard paper and Tissue paper import increased by 60% and 24% respectively. While
Newsprint paper imports declined by 21% and 15% for Printing & Writing paper.

Export of Paper and Paperboard dropped by 5% from the previous year. Total export volume was 1,102,000
tons. Kraft paper was a major portion which consisted of 46% of the industry export followed by Printing &
Writing paper, Tissue paper and Newsprint paper. The industry main export destinations were South Korea,
Taiwan, Hong Kong and Southeast Asia countries.

In 2008 Thai economy growth was 2.6% and is expected to slow down to (-3.5)-(-2.5)% in year 2009. (source:
National Economic and Social Development Board ; NESDB) Mainly driven by the sluggish of global
economy and the economy of Thailand’s major export countries. Thanks to global trend of environmental
awareness that would improve consumption rate of the industry which has been almost 100% recyclable
therefore it is estimated that demand of Paper and Paperboard will grow by 3% and estimated to reach 3.5
million tons in 2009 and will reach 4.1 million tons in year 2013.

For Recovered paper, the industry recovery rate in 2008 was 59% improved by 14%from year 2007. Total
Recovered paper consumption was 3.3 million tons which provided by domestic collection of 2.1 million tons
and importation. Recovered paper consumption is estimated to grow by 3% in parallel with Kraft paper
industry’s growth.

Pulp Industry

* Capacity

In 2008 total pulp capacity was 1.2 million tons improved a bit from year 2007. Totally 6 pulp manufacturers
are as following;

* Production
In 2008 total pulp production was 1.1 millions ton declined by 5% from the previous year. Utilization rate was
92%, down 6% compared to year 2007.

* Consumption

Total pulp consumption was 1.3 millions ton almost the same as the previous year. As Thailand produced only
short fiber grade, totally 880,000 tons of short fiber consumption were produced within the country, the rest
was long fiber grade mostly imported from Northern Europe and Northern America regions. Slow growth of
pulp demand was an impact of substitution effect from virgin pulp to recycled pulp of paper manufacturers in
order to be cost efficient manufacturers and also environmentally friendly awareness.



1. Thailand Economy in 2008 :

Thailand 2009 2005 2007 2006 2005 2004
Key Economic Indicators Forecast | (2551)
GDP growth (1938 price, %) (-3.5)-(-2.5)| 26 4.9 5.2 4.5 6.3

GDPF Current prices (Billion Baht) 8832 9,105 8,403 7841 | 7,088 | 6490

Investment (1988 price, %) 6.2 1.1 1.3 39 11.1 132
- Private =37 3.2 0.6 41 10.9 16.2
_Public 5.0 -45 3.4 33 113 5]
Consumption (1988 price, ) 20 e 27 29 55 6.1

- Private 0.4 25 1.6 2.0 4.3 6.2

- Public 113 0.5 9.2 24 13.7 5.6
Export value (Billion TUSD) 147.2 175.3 1500 127.9 109.2 949
CGrowthrate (%5 s e s T e T e | e
Import value (Eillion TJISDY) 140.7 175.1 1385 126.9 117.7 935
-Growthrate (%) | 196 | 264 | 91 | 79 | 255 | 257
Balance of Trade (Billion TISTY) 2.3 02 116 1.0 8.5 1.5
Curreent Account (Billion TJSD) 2.3 0.2 14 2.3 -7.9 2.8
Inflation {%0) (-0.5)-(0.5) 5.5 23 47 45 27
Population (Mullion) 63.39 6339 | 6304 | 6283 | €242 | 61.97
Source: BOT

Source : National Economic and Social Development Board (NESDB) and Bank of Thailand (BOT)
(as of May 25, 2009)

Pulp Import — Export

Total pulp imported was 374,000 tons declined by 9% from year 2007, of which 315,000 tons were long fiber
and 59,000 tons were short fiber. Imported of long fiber down by 15% from year 2007. Canada, Sweden and
United States were Thailand major pulp exporters. Thailand exported short fiber pulp of 193,000 tons, down
by 34% from year 2007. Thailand major pulp export destinations were China, South Korea, Taiwan, Indonesia
and Vietnam.

* Trend of Pulp Demand and Capacity

Domestic pulp consumption is estimated to grow by 2% per year in line with the growth of Printing &
Writing paper industry which was its major consumption. It’s estimated that demand of pulp industry would
reach 1.4 million tons in year 2013.

Recovered Paper

* Local recovered paper collection

In 2008, total volume of recovered paper collection was 2.1 million tons, a rise of 12% from the previous year.
Thanks to an effective waste management schemes and environmental concerns, the industry recovery rate
was 59% significantly improved by 14% from year 2007.



Pulp Manufacturers in Thailand

Manufacturer m?—.ifﬁ%m Grade
1. Advance Agro 560 Eucalyptus
2. Phoenix Pulp and Paper 235 Euca%yptus, Bamboo, Leucaena,
Acacia
3. Panjapol Pulp Industry 110 Eucalyptus
4, SCG Paper 105 Eucalyptus, CTMP
5. Siam Cellulose 86 Fucalyptus
6. Environment Pulp and Paper 100 Bagasse
Total 1,196

* Consumption

Recovered paper consumption was 3.3 million tons increased by 22% from the previous year. According to
the industry aware of friendly environment in accordance with a rising cost of energy and virgin pulp prices,
which motivated the use of recycled pulp thus push to boosting trend of recovered paper consumption.

* Recovered Paper Import - Export

Import of recovered paper in 2008 was 1,217,000 tons, improved by 20% from the previous year. Old
corrugated carton (OCC) accounted for 72% of total imports, while mixed waste and old newspaper
accounted for 16% and 12% respectively. United States, Japan and Singapore were major exported countries
to Thailand.

* Trend of Recovered Paper demand and collection

The recovered paper consumption is estimated to increase by 3% per year along with Kraft paper industry’s
growth. It is estimated that the country recovery rate would improve significantly due to Global trend of
environmental awareness would lead the industry to utilize more in recycling material, thus would enhance the
industry usage in recycling material. In addition, an establishment of Thailand Institute of Packaging
Management for Sustainable Environment (TIPMSE), sponsored its initial fund by all related packaging
material manufacturers in Thailand, is as well to reduce packaging wastes composition such as paper, plastic,
glass and metal in the municipal wastes. TIPMSE’s vision is to establish integrated management system for the
packaging, packaging wastes and solid wastes, in harmony with the sustainable development. Several pilot
projects at local universities and communities in order to turn waste to money, are implemented efficiently and
disseminated broadly. With such intention and execution will boost up local collection rate for recycling
materials especially paper hence will certainly improve the industry recovery rate.

Paper and Paperboard Industry

* Capacity

Total capacity of Paper and paperboard was 4.9 million tons dropped by 5% from year 2007. Due to the
permanent shut down of Printing & Writing paper mills. Kraft paper continued to be the largest portion of the
industry with total capacity of 62%, followed by 23% of Printing & Writing paper, 9% of Paperboard paper,
3% of Newsprint paper and Tissue paper respectively.

* Production

Paper production in 2008 down by 3% with the total production of 4.2 million tons compared to 4.3 million
tons in year 2007. Major cause was from the slow growth of Thailand exportation. Kraft paper production
volume was 2.5 million tons, down by 4% from the previous year. With the utilization rate of 83% the same
rate as year 2007. Printing & Writing paper production was 1.1 million tons with the utilization rate of 95%.
Utilization rate of Newsprint paper was 99%, 91% for Tissue Paper and Paperboard paper was 79%. In 2008
total utilization rate of Paper and Board Industry was 86% compared to 84% in year 2007.



Unit: Thousand Ton

Estimated
Year 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 2013
Consumption
- Short Fiber 914 895 1,167 830 887 915 §34 852 4971
- Long Fiber 338 431 122 407 415 424 432 441 450
Total 1252, 1326, 1,289 1287 1,313 1,339| 1,360| 1,393| 1421
Capacity
- Short Fiber 1,143 1,146 1,189 1,196| 1.3%| 1,736 1,736| 1,736 1,736
- Long Fiber - - - - - - - - -
Total 1,143 1,046, 1,089 1,39 1,3% | 1,756 1,736| 1,736| 1,736
Production
- Short Fiber 1061, 1,129 1,169 1,106 1,3% | 1,736 1,736| 1,736| 1,730
- Long Fiber - - - - - - - - -
. Total | 1061 1,129 1,169 1,106| 1,3% | 1,736| 1,736| 1,736| 1,736
Surplas (Skortage)
- Short Fiber 148 234 3 226 499 821 802 784 765
- Long Fiber (338)] (431)] (122)| (407)| (415 (424)| (432) {441) {450)

* Consumption

In 2008, total Paper and Board consumption was 3.5 million tons, a decreased of 2% from 2007. Major impact
was from the slump demand of Newsprint paper and Printing & Writing paper. Paper and Board
consumption per capita was 55 kg. compared to 56 kg. in 2007. It is estimated that per capita consumption
would reach 65 kg. in year 2013. Kraft paper consumption was 1.9 million tons down by 4% from prior year,
primarily impact was from the economy slow down of Thailand export markets especially the key export
market as USA. Printing & Writing paper consumption was 0.7 million tons, 8% down from the prior year.
The same as Newsprint paper consumption was dropped by 10% to 0.2 million tons. On the other hand,
demand growth of Tissue paper was up by 47% and Paperboard paper, mainly used for inner packaging for
consumers and foods related products, grew by 17%.

* Import - Export of Paper & Paperboard

Import

Paper and paperboard imports in 2008 improved by 3% from the previous year mainly from an upward trend
of Paperboard paper and Tissue paper import which increased by 60% and 24% respectively. While Newsprint
paper, Printing & Writing paper and Kraft paper import dropped by 21%,15% and 3% respectively. Japan,
Canada, Germany, and USA were Thailand’s major exporters.

Export

Total paper and board exports declined by 5% to 1.1 million tons in year 2008. Major portion of export slow
down came from Newsprint paper and Tissue paper export declined by 41% and 30% respectively. While
Paperboard paper exports up 18% form the previous year. Main exportation countries are South Korea,
Taiwan, Hong Kong and Southeast Asia countries.

* Trend of Paper & Paperboard Demand and Capacity

The GDP growth of Thai economy in 2009 is expected to decline to (-3.5)-(-2.5) % from 2.6% mainly driven
by the sluggish of global economy and the economy of Thailand’s major export countries. Total demand of
Thailand Paper and Paperboard industry is expected to grow by 3% and total consumption will reach 3.6
million tons in year 2009 with estimated paper consumption per head of 57 Kg.



Grade Estimated
2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 20011 | 2012 | 2013
Eraft Paper Consumption 1,706 1,784 1,993 2,012 1,933| 1,991 2051| 2,112 2,175 2241
Capacity 2,400 2673 3283 3178 3023| 3,053 3083 3,083 3,053 3,083
surp[uB(Shoﬂag-e} ...................................................... 6 94 ........ 839 ..... 1290 ..... 1,166 ..... 1'121 ..... 1,063 ..... Lms ......... g 41 ......... s 78 ........ 3 13
Frinting & Writing Faper Consumption 657 744 893 a7 721 746 772 799 827 856
Capacity 1,082 1.2e4| 1,271 1248 1,132) 1,132 1,132) 1,132 1,132 1,132
surp [ug {s hnﬂage} ..................................................... 425 ........ 520 ......... 3?3 ........ 459 ......... 411 ....... 335 ........ 35[] ........ 333 ........ 305 ......... 2;&5
Faperboard Consumption 2201 28l 315|417 487 515 544 875 &08 643
Capacity 300 300 248 460 443 4439 443 4449 4445 443
Surplus (Shortage) 80 39 33 43 (38) {66) O3) | (126) | (159 (194)
Mewsprint Faper Consumption 266 276 229 275 248| 243 248 245 248 248
Capacity 135 135 135 135 135| 135 135 135 135 135
Surplus {(Shortage) (131)| (141)| (94)| (140)| (13| @13 | (I | @13 | (11| (11
Tissue Paper Consumption 54 70 83 71 104 110 116 122 128 136
Capacity 91 129 136 124 125| 125 125 125 125 125
Surplus (Shortage) a7 54 53 53 21 15 9 3 @| (an
Total Paper and Paperboard Consumption | 2,004| 3,134| 3513 3561| 3493| 3,610 3,731 3856 3957 4124
Capacity 4009 4501| 5173 5142| 4895 489 4595 4895 4595 459
Su[plus (shoﬂage} .................................................. ; ,1{]5 ..... 1,35? ...... . ,ﬁﬁ[] ..... 1581 ...... ; ,4,02 1, el 1,164 ..... : ‘ P e =
Population (Million Man) €1.9 £2.4 628 £3.0 624 634 634 63.4 634 £3.4
Percapita c.,m..m,m“ . {Kw‘Head] .................. .p ........... 50 .......... 55 ........... 55 ........... 5 5 ........ 57 ........... 5 g- ......... 51 .......... 53 ............ 55 N

Unit : Thousand Ton

The Industry and Sustainability Development

Pulp and Paper Industry has been widely accepted to be one of environmentally friendly industry. Since
throughout its life cycle, start from Eucalyptus plantation is considered to be renewable resources. Thai
forestry company named “Siam Forestry Co., Ltd” has been certified FSC (Forest Stewardship Council)
standard for Forest Plantation and received FSC’s CoC (Chain-of- Custody) management certification for pulp
products in 2008.

For finished products, Thai paper products, such as Printing & Writing paper, Paperboard and Kraft paper
have been awarded “Green Label”. The Green Label is an environmental certification awarded to specific
products that are shown to have minimum impact on environment. The scheme was initiated by the Thailand
Business Council for Sustainable Development (TBCSD) and formally launched by Thailand Environment
Institute (TEI) in association with the Ministry of Industry.

In addition an increasing trend of recovered paper usage in substitute of using virgin pulp has been accepted
widely for the industry new product development. Recently, an initiative project of “Life Cycle Inventory
Database; LCI” for Thai Pulp and Paper Industry has been implemented. This project is to establish the
industry product database and allow the industry to the further step of “Life Cycle Assessment; LCA” which is
an analysis and assessment of a product’s environmental impacts throughout its life cycle by taking production
process, raw materials, energy, wastes and disposal of the product into considerations. With the main purpose
of the study is to identify potential areas of improvement to minimize the product’s overall impacts to
environment.



UNITED STATES

Introduction

The U.S. forest products industry faced strong headwinds from a weak economy during 2008, which affected
both the paper and wood products sectors. The wood products sector had been in decline since mid-2000,
while the paper business held up relatively well until mid-to-late 2008, when it contracted sharply. While the
outlook remains murky, most economists believe that the overall economy and the housing sector will stop
declining by mid-2009 and, perhaps, start on a gradual recovery either later this year or in early 2010.

Paper and Paperboard Consumption and Production

Following a 3.4% decline in 2007, U.S. apparent consumption (production plus imports minus exports) of
paper and paperboard contracted another 6.7% in 2008 to 81 million metric tons, marking one of the largest
two-year declines ever recorded. Production of paper and paperboard registered somewhat smaller declines
than consumption, dropping 0.6% in 2007 and 4.3% last year, to 79.6 million metric tons. Production held up
better than consumption during the past two years because exports rose and imports declined.

The production declines for 2008 ranged from 7.5% for printing-writing papers and 6.1% for newsprint to
3.8% for containerboard and 3.1% for boxboard. Tissue production held stable in 2008. Total U.S. paper and
paperboard production was especially weak towards the end of 2008, trailing year-ago levels by 12% in
November and 19% in December.

Long-term production declines (from 2000 through 2008) have been particularly sharp for newsprint
(-36%) and uncoated woodfree paper (-21%). Even after last year’s drop-off, containerboard production was
up 2% since 2000 and tissue paper production was up 6%.

Total U.S. exports of wood pulp and paper and paperboard exceeded 18.8 million metric tons in 2008, a 9.4%
year-over-year increase. However, the positive trade picture began to deteriorate in the last months of the year
as export demand began to decline due to the severe global economic downturn. Exports of recovered paper
edged up to a record 17.7 million metric tons in 2008.

Leading these increases were exports of wood pulp, up 14% to 7.07 million metric tons, kraft linerboard, up
5.3% to 3.77 metric tons, and bleached kraft paperboard, up 9% to 1.77 million metric tons. Exports of
printing and writing paper were practically unchanged in 2008, up 0.5% to 2.2 million metric tons.

The paper industry is unlikely to recover until the economy improves, and the outlook for the economy is
extremely cloudy. U.S. GDP began contracting during the second half of 2008, posting annualized declines of
0.5% in the third quarter and 3.8% in the final quarter of the year. Most economists expect that GDP will
decline in the 4-5% range during the first quarter of 2008 and 1-2% in the second quarter, followed by a slow
rebound in the second half of this year. GDP is projected to decline by about 1% for full-year 2009, following
a 0.2% decline in 2008.

Those economists who expect GDP to begin to expand in the second half of this year point to the large
economic stimulus package recently enacted by the U.S. Congress. However, a minority of economists believe
that the economy will contract through 2010 because consumers need to work off a lot of personal debt and
the banking system will remain fragile for several years to come.

Wood Product Shipments

In a typical year, more than three-quarters of U.S. lumber and panel consumption goes into new residential
construction or residential repairs and remodeling. Hence, it is not surprising that the wood products sector
has been hurt by the sharpest housing downturn in decades.

Total U.S. new housing starts contracted from 2.07 million units in 2005 to 903,000 units last year. Moreover, starts
weakened throughout 2008, falling to a seasonally-adjusted annual rate of 560,000 units in December and just 466,000
units in January 2009, marking their lowest level since the seties began in 1959.

Wood products production, as measured by the Federal Reserve Board, declined 22% between 2005 and 2008
and was off 38% relative to 2005 levels by the end of 2008.



A number of factors are working against the housing sector. Falling prices encourage prospective buyers to
wait in anticipation that prices may decline further. Many families are concerned about job security and will,
therefore, postpone buying a new home until labor markets improve. Finally, credit standards have been
tightened making it more difficult to qualify for a mortgage.

On the other hand, the easing of mortgage rates and lower home prices make homes more affordable than
they were two or three years ago. All in all, many economists anticipate a very gradual recovery in new home
construction beginning in the second half of this year or in early 2010. The consensus view points to 2010
housing starts of about one million units.

U.S. wood product exports were off slightly on a value basis, down 0.9% in 2008 to $6.78 billion, as the
weakening international business environment constrained demand in many markets. U.S. imports of wood
products declined 24% to $14.1 billion, as imports from Canada and Brazil each dropped by about 30%.

UNITED STATES POLICY INITIATIVES

lllegal logging
The United States enacted a law in May 2008 that makes it a federal crime to import into the U.S. plants or
plant products — including all wood and paper products — where the plant was illegally harvested in its country
of origin. Known as the Lacey Act Amendments, the new law also requires a declaration from importers for
certain plant and plant products they bring into the U.S. In a notice published on February 3, 2009, the U.S.
government announced a phase-in schedule for the declaration requirement and provided a list of products
that fall within the phase-in schedule. The following are the proposed dates, although some slippage may
occur in the schedule as the U.S. government sets up a system for the electronic filing of the declaration form:
e Lumber and certain primary wood products will be subject to the declaration requirements effective April
1, 2009.
e Plywood and other more processed wood products will be subject to the declaration requirements effective
October 1, 2009.

e Wood pulp and other pulps will be subject to the declaration requirements effective October 1, 2009.
e  Primary paper and paperboard products will be subject to the declaration requirements effective April 1,
2010.

e  Certain articles of wood and certain wooden furniture will be subject to the declaration requirements
effective April 1, 2010.

The declaration must contain, among other information, the scientific name of the plant, value of the
importation, quantity of the plant, and name of the country where the plant was harvested. For paper and
paperboard products containing recycled fiber, the declaration also must include the average percent of
recycled content without regard for species or country of harvest. Finally, packaging materials used for the
transport of other goods (pallets, for example) and sundries that ordinarily accompany the product (tags,
labels, manuals, for example) will not require a declaration.

The American Forest & Paper Association (AF&PA) has supported the implementation of the amended Lacey Act
as a tool for fighting illegal logging. AF&PA worked with U.S. government agencies to ensure that the provisions
of the amendment do not pose undue burden on companies engaged in legal trade. For more details on the Lacey
Act, please visit www.aphis.usda.gov/plant_health/lacey_act/index.shtml.

Role of Forests in Carbon Policy

AF&PA serves as the Secretariat for the development of a new consensus U.S.-Canadian standard on
measurement and accounting for carbon in forests and forest products, using procedures accredited by the
American National Standards Institute (ANSI). Once developed, the standard will be available for adoption by
governments, carbon traders, and markets, as well as by other private and public groups. The Forest Carbon
Standards Committee (FCSC), which will be responsible for developing the bi-national standard (or
standards), consists of approximately 45 individuals representing a balance of interests and expertise in existing
protocols.



ATF&PA also is participating in the development of and has endorsed the Forest Climate Working Group
(FCWG) policy platform. FCWG is a broad coalition formed to develop consensus positions on the inclusion
of forests in U.S. federal climate policy. FCWG includes participants from a variety of environmental
organizations, forest industry/landowner interests, and others. The FCWG has held numerous discussions
focused on elements of forest carbon offset projects, the role of other policy mechanisms in promoting forest
carbon sequestration, and forest adaptation efforts. The outcome of each discussion was a set of “consensus
principles” outlining areas of agreement, which formed the basis for the FCWG policy platform.
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CEPI

1. What are the emerging issues facing the industry in your country?
(e.g. national political situation, climate change, water, illegal logging, SFM certification, energy market
reform, etc.).

At policy level, 2009 will be a transition year, because of the election of the European Parliament as well
as the renewal of the Commission (José Manuel Barroso seems to be candidate for re-election, but other
possible candidates are lining up).

Climate change and energy are still on top of the EU policy agenda, with the need to implement the
commitments made in 2007. The implementation of the Renewable energy directive requires the
development of national energy action plans that will include biomass mobilisation elements. At the same
time, sustainability requirements for biomass are being discussed at different levels (EU Commission,
MCPFE, CEN, etc.)

The Buropean Commission is preparing to launch on April 1st a green tax package, which contains the
proposal for a revised Directive on taxation of energy products (the Energy Tax directive) and a proposal
for a Council Directive on reduced VAT rates for environmental purposes. Both proposals are highly
contested as is the date of April 1st, just before European Parliament elections. The proposal makes a split
between CO2 tax and Energy Tax and sets the minimum tax rates on energy at 10 euro/ton, fuel
independent. It will be made complementary to the EU ETS - applying the CO2 tax to those companies
not falling under the CO2 emissions trading system. In the draft proposal clear exemptions are made for
energy production from biomass. There would no longer be an exemption for fuel use in forestry and
agriculture.

The political framework on the Emissions Trading Scheme (ETS) directive has been set by the heads of
state and governments in December 2008. In 2009 and 2010 implementation and translation will take
place. The two key processes are the determination which sectors are eligible for free allocation (carbon
leakage sectors) and the determination of the benchmarks, (which will be the basis for free allocation).
There is no ready made paper industry benchmark available. DGEnvironment has hired a consultant,
Ecofys (in combination with Fraunhofer and Oeko-Institut), which has now proposed principles that
should be established for all industry benchmarks. The Ecofys report has been made the default option by
DGENV. Ecofys has been asked to meet all sectors to discuss, finalise draft report by May 15% and
produced a final proposal for industry benchmarks by September this year.

With the joint signature by the chairmen of the 3 leading forest sector organisations in Brussels (CEPF,
CEI-Bois, CEPI) of a statement on climate change, the industry is developing its message to the
negotiators of the climate change convention, with a view to raise awareness about the positive
contribution brought by the sector to climate change mitigation. The industry’s intention is to stress the
carbon storage in harvested wood products element that was not taken on board by the Kyoto Protocol.

On the raw material front, the question of the legality of wood placed on the European market has led the
Commission to draft a Regulation that would require operators placing wood on the EU market (either via
domestic harvest or via imports) to exercise a due diligence to minimise the risk of making available illegal
wood and wood products. The approval of the Regulation — via a trilogue — is expected during the second
half of 2009.

The process of revising the BREFs (Best Available Techniques Reference documents) is going on in the
context of the revision of the IPPC (Integrated Pollution Prevention and Control) Directive and this is
valid for pulp and paper as well. The previous version of the BREF for the industry is 8 years old.

The EU is working on an industrial policy geared towards more sustainable consumption and production.
The scope of the activity covers:
» Eco-design



» Revision of the EU ecolabelling scheme
» Revision of EMAS
> Implementation of Green Public Procurement

This process is part of the Community Lisbon Programme for 2008-2010.

There is an emerging debate, fuelled by some consultants and ENGOs, concerning the issue of water and
the idea of a water footprint (the pulp and paper industry is presented as water incentive, e.g. some
unverified calculations estimate the water footprint of an A4 sheet to be 10 liters). This would cover the
use of water from the forest to the mill. The industry needs to be ready to engage in the discussion with
firm data and arguments. The debate should not only address the issue of the quantitiy but also the quality
aspects.

On the research side, the issus of biorefinery has gained in importance with the publication of a joint call
on biorefinery related research by several DGs of the European Commission. Some 3 forest-related
research projects have been short-listed. The European Forest-based sector Technology Platform (FTP)
has made of biorefinery one of its priorities, and intends to set up a Biorefinery JETI (Joint European
Technology Initiative).

On 11% February 2009 the Report on the Eurovignette Proposal (a Directive of the European Parliament
and the Council amending Directive 1999/62/EC on the chatging of heavy goods vehicles for the use of
certain infrastructures, so-called “Eurovignette 111”’) was voted on in the Transport and Tourism (TRAN)
Committee of the European Parliament. The aim of the proposal is to promote sustainable road transport
by reducing its external costs.

Together with European transport federations, CEPI highlighted the ineffectiveness of the Proposal with
respect to enhancing road transport sustainability and its negative impact on competitiveness. Greener
transport would be better achieved by completing the Internal Market, removing regulatory and
administrative barriers for road freight transport services and allowing the use of more efficient and
innovative vehicle concepts like the European Modular System — strongly advocated by CEPI.

2. What are the most important business developments within your industry over the last year?
(economic situation, legal developments, investments etc.).

At the economic level, the European pulp and paper industry is hit very severely by the economic and
financial crisis. This is reflected in several ways:

Loans are more difficult to obtain despite interest rates cuts

No economic recovery is foreseen before end-2009, or even beginning 2010

Retail sales as well as consumer confidence have plunged

Advertising expenditures are expected to decrease by at least 1% in EU in 2009

At the end of 2008, the paper industry has recorded a real decline of its activity

Most of pulp and paper grades have seen their markets deteriorating, despite downtimes taken by

companies

Decreasing production costs and raw material prices is a relief

Freight rates have substantially decreased, making competition even tighter

YV VYVVVVVY

Still, some investments planned before the crisis are going on (in Portugal and UK), but many of them
have been suspended or delayed.

On the raw material side, Russia has announced the postponing of the tax on roundwood exports that was
supposed to high up 50EUR/m?> as of January 2009. This delay will not impact significantly on the
imports of Russian wood by the Nordic companies, since they had already adapted their procurement
policy by anticipation.



3. What new information do you have on the socio-economic contributions of the forest industry
in your country (formal and informal employment generated by the forest industry,
contribution to rural and urban development, health, education, poverty alleviation, etc).

In the current context, of lay-offs, closures (temporary or definitive), depressed wood prices, etc., it is
difficult to deliver positive information on the socio-economic contribution of the industry.



Advisory Committee on Paper and Wood Products — Fiftieth Session — Rome ltaly, 26 May, 2009

ANNEX 4 - MINUTES INTERIM MEETING 20 OCTOBER 2008

109



Preparatory meeting for the 50" Session of the ACPWP

FAO, Rome, 20 October 2008

Summary Report

The preparatory meeting for the 50% Session of the Advisory Committee on Paper and Wood Products
was held in FAO, Rome, on 20 October 2008. The meeting was attended by 34 participants including 13
Committee Members from nine different countries (see Annex). Avrim Lazar, Chairman of the ACPWP,
opened the meeting, welcomed the participants and thanked them for their continued support of the
Committee’s activities. Jan Heino, Assistant Director-General of the Forestry Department, welcomed the
members and participants of the meeting on behalf of FAO and invited them to participate in the events
of the European Forestry Week, which was taking place from 20 - 24 October 2008.

The provisional agenda was adopted.
The following items were discussed:
1. Presentation “New Strategy of the Forestry Department”

Mr. Douglas Kneeland briefed the participants about the status of the new strategy, which was mandated
by COFO and IEE, responding also to the UN and FAO reforms. Concern was raised by participants
about whether the new strategy would sufficiently cover the cooperation with the private sector, as it had
done in the past, because the paper and wood industry would like to maintain their close collaboration
with FAO. Mr. Kneeland confirmed that this was not at risk and that the Forestry Department would
continue its work with the private sector, and would reflect this also in the strategy.

2. Presentation “Latest developments on forests and water”

Mr. Thomas Hofer gave a presentation on recent developments on forests and water. Main aspects of his
presentation were (a) quality and (b) quantity of water on a global scale, (c) adaptation to climate change
and (d) disaster risk mitigation.

The Committee recommended that FAO should continue to work on the water issue in order to
disseminate more information based on facts rather than assumptions. It further recommended that FAO
should work on the impacts of different land-uses on water (the land-use —water foot print).

3. Presentation “Latest developments on Planted Forests”

Jim Carle reported on outlook scenarios and the latest planted forests assessment (2005). The total area of
planted forests has reached 271 million ha (2005) and has the potential to supply 65 percent of the global
industrial wood demand. Forest plantations also sequester 1.4 giga tonnes of carbon annually. It is
expected that their share of wood supply for industrial processing will increase in the future.

The Committee underlined the importance of this work for the industry and recommended to continue
with the data collection and the work on the supply of wood from planted forests. It further
recommended that FAO map the use of the voluntary guidelines on planted forests.

4. Presentation “Contribution of the forestry sector to employment and GDP”

Mr. Arvydas Lebedys made a presentation on forest sector employment. Employment in the forestry
sector is decreasing globally slowly but steadily, from 15.7 million (1990) to 13.7 million (2006).

The meeting participants mentioned the importance of collecting and presenting socio-economic figures,
as well as the need to analyse them from different perspectives: what do they mean for the industry? The
meeting recommended that FAO should go on with the monitoring on forest employment, productivity,
as well as a cluster perspective showing the multiplier effect.

5. Presentation “The image of the forest industry”

Messrs. Bernard de Galembert and Joachim Lorbach reported on the progress made by the working group
established at the 48th session on this subject. The meeting requested FAO, rather than working further
on the paper “Public perception of the industry”, to prepare an action plan for the activities to be
initiated. The action plan should consider which activities are to be covered by FAO and which by
industry. The committee also recommended FAO to add communication elements to documents
produced relevant to the committee.



6. Presentation “Information on the Global Bioenergy Partnership”

Ms. Michela Morese from the Global Bioenergy Partnership Secretariat (GBEP) in FAO, Natural
Resources Management and Environment Department, reported on the activities and objectives of the
partnership which aims at promoting bioenergy for sustainable development.

7. Private sector participation in FAO events

Mr. Wulf Killmann informed the meeting about forthcoming events at FAO and invited the members to
actively participate through side events and exhibitions etc.

The next COFO will take place from16-20 March 2009 in Rome. In conjunction with COFO, a world
forestry week event will be prepared - another opportunity for the ACPWP to be actively involved.

Concerning climate change issues, Mr. Killmann drew attention to the negotiations to prepate a post 2012
climate agreement. The meeting requested FAO to clearly follow up the process and to directly provide
information to the parties, including the ACPWP. Mr. Killmann pointed out that FAO only holds
observer status with the UNFCCC and therefore its main role will be to provide technical information to
negotiators. He advised the meeting that, in addition to FAO’s participation, it will be important that
industry provides national negotiators with aspects they want to see brought forward during the
negotiation process. The committee recommended that FAO provide technical information and expert
guidance on the role of planted forests in climate change mitigation, to climate change negotiators and the
general public.

Mr. Olman Serrano informed the meeting about the XIII World Forestry Congress, which will take place
18 — 25 October 2009 in Buenos Aires, Argentina. He proposed that ACPWP should take the lead for
area 5 “Forest Sector: Development opportunities” and invited the meeting to consider attending this
important congress as well as taking part in the exhibition and the side events . The committee agreed to
do so with ICFPA and recommended a key note specifically on climate change. It further recommended
that the ICFPA participate in the conclusions committee.

8. Next Meetings

The 50th ACPWP meeting is planned to take place in Brazil in the last week of May 2009. The meeting
agreed to hold the preparatory meeting for the 5Ist session of ACPWP during the World Forestry
Congress in Argentina.

9. Any other business and closing remarks

There was no other business. The Chairman adjourned the meeting at 12:00 hrs and thanked FAO staff
and all other participants for their good work.



