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Overview of B.C. Forest Sector

» Includes forest management, harvesting, reforestation, wood
product manufacturing, and paper product manufacturing.

»» Plays a key role in the provincial economy, especially in many
communities outside the lower mainland.

» Is export-oriented, depending heavily on global markets and
exchange rates.

% Is cyclical, affected by the global forest commodity markets.
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Overview of 2012

B.C.’s forest sector sales remained steady in 2012, even though wood product
prices increased notably.

The U.S. economy continued slow improvement, as seen in the employment status
and housing market, and this was reflected in higher forest sector exports to the U.S.

The recent emergence of China as the 2"-largest export market for B.C. continued
to play a key role in B.C.’s forest sector and helped to make up for low US demand.

Employment remained relatively steady in the B.C. forest sector. Employment was
still well below pre-recession levels.

The B.C. forest sector has not recovered to previously normal levels, but has
improved greatly from 2009, the worst year of the worst downturn in its history.
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B.C. Forest Sector Manufacturing Sales and Exports
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Overview Indicator 1 — B.C. forest sector manufacturing sales in 2012 were up 20% from 2009 and
accounted for 28% of B.C. total manufacturing sales. Exports were up 34% from 2009, and accounted for
32% of B.C. total merchandise exports. Sales and exports were down about 40% from 2000. 5
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Forest Sector's Share of the B.C. Economy
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Overview Indicator 2 — In 2010, the forest sector accounted for 2.9% of the province’s gross domestic
product (GDP) and 12.6% of goods-producing industries. 2009 was the height of the recession for the B.C.
forest sector. 6
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B.C. Forest Sector Direct Employment
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Data source: Statistics Canada, Labour Force Survey. Includes Wood Product Manufacturing and Paper Manufacturing, and Forestry and Logging with support
activities.

Overview Indicator 3 — B.C. forest sector direct employment was 56,400 in 2012, up 6% from 2011 and 10%
from 2009, and accounted for 2.4% of B.C. all-industry employment. Since 2002, forest sector
employment has decreased by roughly 34%. 7
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Products

* Wood Products, especially Lumber: In 2012, B.C. produced 29.0 million cubic
metres of lumber, or 53% of Canada’s total softwood lumber production. B.C. sawmill
sales (primarily lumber) were $3.8 billion* in 2012, or 58% of Wood Product
Manufacturing sales.

L)

% Pulp and Paper Products, especially Market Pulp: B.C. pulp mills sold 4.5 million
tonnes of market pulp for $2.5 billion in 2012, or 61% of Paper Manufacturing sales.

% Logs: In 2012, 67.5 million cubic metres of logs were harvested. Exports of 5.7 million
cubic metres (8%), mostly from coastal areas, were sold for $0.6 billion.

s Energy Products: In 2012, about 25% of the total biomass harvested was used to
generate energy. B.C. exported 1.2 million tonnes of wood pellets, more than any other
province.

*Excludes shake and shingle mill sales. 8
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B.C. Wood Product Manufacturing Sales
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Products — Wood Products — Wood Product Manufacturing sales totaled about $6.6 billion in 2012.
Sawmill sales accounted for 58% of Wood Product Manufacturing sales. From 2011 to 2012, 9
sawmill sales increased 5% and other wood products increased 11%.
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B.C. Softwood Lumber Production
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Products — Softwood Lumber — Softwood lumber production volume held steady in 2012. B.C.’s share of
Canada’s lumber output increased to more than half over the past decade. The Coast accounted for 12%
of B.C. production, down from 24% in 2000. 10
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B.C. Softwood Lumber Production (29.0 million m3)
Share by Species, 2012

B Spruce, pine and fir

Other Softwoods

Data source: Statistics Canada, based on volume in cubic metres. Total lumber production was 29,043,000 m?.

Products — Softwood Lumber — In 2012, 83% of softwood lumber production volume was spruce, pine or

fir, and 17% was from other species such as cedar and Douglas fir.

11



e

BRITISH -
cotUaat, | Ministry of Forests, Lands .
and Natural Resource Operations

B.C. Paper Manufacturing Sales
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Products — Pulp and Paper — Paper Manufacturing sales totaled about $4.5 billion in 2012. Pulp decreased
16% from 2011 to 2012, but still accounted for 61% Paper Manufacturing sales. Paper and Paperboard
sales trended down 34% since 2004. 12
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B.C. Market Pulp Shipments and Share of Canadian
Shipments
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Products — Pulp — B.C.’s market pulp shipments in 2012 were unchanged from 2011. B.C.’s share of
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Canadian shipments increased over the past decade due to decreases in other provinces. Compared with

lumber, market pulp shipments were quite stable over the past decade. 13
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B.C. Pulp Export (4.5 million t) Share by Product, 2012
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Data source: Statistics Canada. Based on air dry tonnes. Exports of 4.45 million tonnes account for 99% of the 4.49 million tonnes of market pulp shipments.
Products — Pulp — Bleached sulphate (kraft) pulp dominates B.C.’s pulp exports. High-value dissolving
pulp accounts for 2.8% of the export volume and 5.3% of export value.

14
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B.C. Timber Harvest Volume
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Data source: FLNRO. All logs, special forest products, species and grades billed excluding waste, reject and Christmas trees, data run on March 1, 2013.
Includes both Crown and Private lands.

Products — Logs — Total harvest volume (67.5 million m3) was down 3% from 2011 and up 38% from 20009.
The Interior accounted for 74% of the harvest, and the Coast for 26%. 15
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Coast Harvest Volume
Share by Species, 2012
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Interior Harvest Volume
Share by Species, 2012
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Products — Logs — Hemlock and Douglas fir make up more than half the harvest on the Coast. In the
Interior the main species is lodgepole pine, followed by spruce.

16
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Products — Energy Products — In 2010, harvested biomass was used mostly for lumber (8.7 million tonnes
of wood), bio-energy (7.5 million tonnes, including bark), and pulp and paper (5.4 million tonnes).
Almost all thermal energy produced from biomass was consumed on site for manufacturing.
Enough electrical energy for almost 150,000 homes was produced, of which half was sold off-site.

17
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Markets

s The U.S., China and Japan are the top three export markets for the B.C. forest sector.
% The U.S. is the largest, but has decreased considerably since 2005.

% China has increased substantially since 2006 and is now in a strong second place.

% Japan has decreased since the late 1990s and remains in 3" place since 2009.

s Other export markets and domestic sales each equalled about half the value of exports
to China in 2012.

18
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B.C. Forest Product Exports by Market
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Markets — The U.S. was the #1 export market by value, even after the U.S. housing market crashed. China
became the #2 market in 2009 and was the key driver of the forest sector’s improvement in 2010 and 2011.
Japan was #2 for many years before 2009 and is now #3. 19



e

BRITISH A
COLUMBIA Ministry of Forests, Lands

$14

$12

billion $

$10
$8
$6
$4
$2
S0

TR
"If‘*n

and Natural Resource Operations

B.C. Forest Product Exports to the United States
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Markets — U.S. — The U.S. is B.C.’s largest market. Exports to the U.S. increased 14% in 2012. The U.S.’s
share of B.C.’s forest product exports decreased from a high of 68% in 2005 to 43% in 2012.
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Markets — China — B.C. forest product exports to China stabilized in 2012. Lumber and log exports grew
the fastest in recent years, in response to Russia restricting log exports, but pulp still dominated with 53%
of the value of B.C. exports to China. 21



BRITISH
COLUMBIA

Ministry of Forests, Lands
and Natural Resource Operations

$4.5

billion $
W
Y
o

$3.5

$3.0
$2.5 -
$2.0 -
$1.5 -
$1.0 -

$0.5 -

$0.0 - T

. 1%
v I 9%

A% 11.09%12-3% 13 39, 12.4%

1

11.8% 11.2%|

I 5
T 13.0%

%
%

%

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

I Logs

Data source: B.C. Stats.

mm Softwood Lumber  mmmPulp  mmmOther Forest Products

e==% of B.C. Forest Product Export Value

45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

Markets — Japan — B.C.’s exports to Japan decreased about 75% from the peak years in the mid-1990s, but
have been relatively steady in recent years. Lumber has the highest share of value with 59% in 2012.

22
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B.C. Softwood Lumber Exports by Market
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Data source: B.C. Stats.
Markets — Softwood Lumber — Over the past decade, B.C.’s export markets changed from U.S.-dominated
to a more even distribution among the U.S., China and Japan.
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B.C. Pulp Exports by Market
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Data source: Statistics Canada.

Markets — Pulp — China had a dominant 58% share of B.C. pulp exports in 2012, followed by the U.S. (16%),
Japan (6%) and other destinations (20%). Over the past decade, exports to China have tripled while
exports to Europe and other nations have shrunk. 24
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B.C. Log Exports by Market
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Data source: B.C. Stats.

Markets — Logs — The value of log exports stabilized in 2012. China remained the largest destination.
South Korea took fewer logs, while the U.S. and Japan took more than in 2011. Over the past decade,
Chinareplaced the U.S. as the main log export market. 25
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Competitiveness

s Prices and Costs: Over the past decade, B.C. forest sector companies faced rapidly
changing product prices, currency exchange rates, and interest rates. Combined with
comparatively high production costs, these factors created a challenging business
environment.

L)

% Investment: Forest sector investment in equipment and mills increased in 2012,
reflecting increased confidence in the sector’s future.

% B.C.'s Share of Canadian Production: B.C.’s increasing share reflected positively on
the competitiveness of the B.C. forest sector within Canada.

<+ Government Revenues: Government revenues increased in 2012, but were still well
below historical levels.

26
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SPF 2x4 Lumber Prices and Housing Starts
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Data sources: Madison's, U.S. Census Bureau, JAWIC and Statistics Canada.

Prices and Costs — North America’s housing market improved in 2012, but housing starts were still low. It
may take several more years for the U.S. housing market to recover to historical levels. Lumber prices
recovered in US$ but, due to the rising C$, the value to B.C. mills was still low. 27
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Softwood Lumber Mills' Variable Costs (2012)
vs. Lumber Prices (2012)
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Prices and Costs — In 2012, B.C. Interior softwood lumber mills had the second lowest variable costs, just
3.5% above the lowest cost U.S. South. In 2011, the B.C. Interior was lowest cost region, but in 2012 it
moved to second primarily due to increased delivered wood cost. 28
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Market Pulp Prices
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Prices and Costs — Pricing of pulp in U.S. dollars provided B.C. producers with a foreign exchange profit
that has disappeared in recent years. High costs of production are now more difficult to cover.
29
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Market Pulp Mills' Variable Costs (2009)
vs. Pulp Prices (2012)
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Prices and Costs — In 2009, B.C.’s Coast pulp mills had the highest average variable costs of production
compared with four other North American regions and three international competitors. Interior pulp mills
had the second highest costs. 30
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USS Exchange Rates
Indexed to 2000
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Prices and Costs — Over the past decade, the US$ depreciated about 25% relative to the Chinese Yuan and
Japanese Yen, and about 33% relative to the C$. North American forest products are generally priced in
USS$, so Chinese and Japanese buyers found it easier to buy them. B.C. forest sector producers, 31
however, earned fewer C$, making it more difficult to pay their input costs priced in C$.
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Prices and Costs — The cost of borrowing decreased to record lows over the last decade. Low short-term
rates in the early 2000s contributed to the U.S. housing bubble of 2004-2005. After the financial crisis of
2008, short and long-term rates were lowered to stimulate the housing market and 32
investments by industries.
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B.C. Forest Sector Capital Expenditures
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Investment — B.C. forest sector capital expenditures ($567 million) increased 42% from 2011, and were up
82% from 2009. Paper Manufacturing accounted for 48% of the total, followed by Wood Product
Manufacturing (35%) and Forestry & Logging (17%). 33
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Data source: Statistics Canada.

B.C.’s Share — B.C. forest sector exports improved after the 2009 low faster than the rest of Canada,
mainly due to B.C.’s promotion in and access to China, and reduced allowable harvests in Ontario and
Quebec. 34
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B.C. Government Forest Sector Revenue, by Fiscal Year
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Data source: FLNRO. Corporate and personal income taxes are not included in these figures.

Government Revenues — In 2012, the B.C. government received direct forest revenues estimated at
$522 million. Stumpage paid on harvested timber decreased from $1 billion in 2004/05 to just under

$100 million in 2009/10 and 2010/11, and has since doubled to $208 million in 2012/13. a8
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QOutlook

Lumber prices are expected to increase over the next several years with stronger
demand (mainly from China and a recovering U.S. market) and weaker timber
supply (Mountain Pine Beetle impacts).

Pulp prices decreased from peak levels of over US$1000/tonne in June 2011.
Slow but steady price increases that began in the last few months of 2012 are
expected to continue.

Foreign market demand for wood pellets and logs is expected to continue to be
strong.

The U.S. economy, especially housing starts, showed signs of improvement in
2012. Further increases in the U.S. housing market are expected over the next few
years.

China continued as the world’s largest importer of logs and lumber in 2012, and
Chinese demand is projected to grow. 36
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Conclusions

B.C.’s forest sector held relatively steady from 2011 to 2012 after improving from
the severe low of 2009.

Promotion in and access to China, along with log export restrictions in Russia,
played a large role in the B.C. forest sector’s improvement after 2009.

B.C.’s forest product markets are diversifying with increasing shares for China
while shares for the U.S. and Japan remain below earlier levels.

More robust and diversified global demand would support further improvement in
the B.C. forest sector.

Innovations and investments in markets, products & technologies will make the
sector more competitive.

37
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B.C. Forest Sector Manufacturing Sales

$25 —41.6% 50%
43.9%

44.6% 43.6%

billion $

w

N

o
!

- 40%

29.8%  29.2%

85 - $11.9 $10.8 $11.5 $10.7

20%

- 10%

SO I I I I I I I I I I I I o%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Wood Products I Pulp & Paper Products =% of B.C. Manufacturing

Data source: Statistics Canada.

Overview Indicator 1a — B.C. forest sector manufacturing sales ($11.0 billion) decreased 2% from 2011, but
were up 20% from 2009.
39
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B.C. Forest Sector Exports
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Data source: B.C. Stats. Does not include products shipped to other regions of Canada.

Overview Indicator 1b — B.C. forest product exports ($10.2 billion) increased 2% from 2011, and 34% from
2009. The forest sector’s share of total B.C. export value trended down from 2000 to 2008, and has been
relatively constant since 2008. 40
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Selected Sectors' Shares of B.C. GDP, in Current Dollars
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Forest (Forestry and Logging, Wood Product Manufacturing, Paper Product Manufacturing); High Tech and Tourism sectors calculated by BC Stats; Oil and Gas (Extraction only); Mining (Mining, Primary Metal
Manufacturing, Non-Metallic Mineral Product Manufacturing); Agriculture (Crop and Animal Production, Food Manufacturing). All sectors include their support activities, except Oil and Gas support is included in
Mining. Data suppression (due to too few companies) resulted in incomplete data (dashed line) for the Mining sector (1998-2001 and 2003-2004) and omission of Petroleum and Coal Products Manufacturing.

Data source: Statistics Canada. Current dollar data. 2010 is the latest available year.

Overview Indicator 2a — Since 1997, the Forest sector’s share of B.C. GDP decreased from 8% to 3%, while
the High Tech, Mining and Oil and Gas sectors’ shares increased. Tourism and Agriculture declined
slightly. GDP in current dollars is suitable for comparing sectors (GDP in chained dollars is not). 41
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Forest Sector’s Share of B.C. GDP,
in Current Dollars
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Data source: Statistics Canada.

Overview Indicator 2b — GDP in current dollars allows comparisons between sectors, industries
(subsectors) and the provincial economy as a whole. It does not adjust for inflation. Wood Product
Manufacturing and Forestry and Logging experienced the largest decreases in their share of 42
B.C. GDP (from 3-4% down to 1%).
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Forest Sector’s Share of B.C. Goods Manufacturing GDP,
in Current Dollars
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Data source: Statistics Canada.

Overview Indicator 2c — GDP in current dollars allows comparisons between sectors, industries

(subsectors) and other sectors such as the Goods Manufacturing sector. It does not adjust for inflation.
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Industry Shares of B.C. Forest Sector GDP,
in Current Dollars
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Data source: Statistics Canada.

Overview Indicator 2d — The share of Forestry and Logging has decreased, but still adds more value than
Paper Manufacturing. Shares of GDP in current dollars allow comparisons between industries

(subsectors) and does not adjust for inflation. 44
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B.C. Wood Products Manufacturing GDP,
in Chained Dollars
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Data source: Statistics Canada. Use of the 2002 base year was discontinued after 2011.

Overview Indicator 2e — This chart shows the cyclical nature of the Wood Product Manufacturing industry
and its improvement since 2009. GDP in chained dollars adjusts for inflation. The base years 2002 and
2007 provide differing results, with the 2007 base showing that the industry is providing about 45
one-quarter less value added since the early 2000s.
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B.C. Paper Manufacturing GDP,
in Chained Dollars
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Data source: Statistics Canada. Use of the 2002 base year was discontinued after 2011.

Overview Indicator 2f — This chart shows that the value added by the Paper Manufacturing industry
decreased since 2007. GDP in chained dollars adjusts for inflation. The base years 2002 and 2007
provide differing results, with the 2007 base showing that the industry is providing about 46
one-third less value added since the early 2000s.
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B.C. Forestry and Logging and Support Activities GDP,
in Chained Dollars
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Overview Indicator 2g — This chart shows that the value added by the Forestry and Logging industry
decreased since 2000. GDP in chained dollars adjusts for inflation. The base years 2002 and 2007
provide differing results, with the 2007 base showing that the industry is providing one-third 47
less value added since the early 2000s.
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B.C. Forest Sector Direct Employment
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Data source: Statistics Canada, Labour Force Survey.

Overview Indicator 3a — B.C. forest sector direct employment increased to 56,400 in 2012, a 6% increase
over 2011. Expansion in employment since 2009 is from increases in Forestry and Logging with Support
Activities and from Paper Manufacturing. 48
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B.C. Interior Timber Harvest Volume
80

60 -
40

o]IIIIIII"'[

20
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

million m3

B.C. Coast Timber Harvest Volume

. 80
S
860—
%40—
20 - 6.1 5.9 2 6.4 6.0 5.8 4.2 5.2 4.1
OIIIIIIIHH---_

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

® Crown Land Private/Federal Land

Data source: FLNRO. All logs, special forest products, species and grades billed, excluding waste, reject and Christmas trees. Data extracted March 1, 2013.

Products — Logs — Total harvest volume (67.5 million m3) was down 2.7% from 2011 and up 38%
from 2009. The Interior accounted for 74% of the harvest, and the Coast for 26%. Most of the 49
harvest from private and federal lands was on the Coast.
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Data source: B.C. Stats.

Products — Exports — Share of B.C. forest product export value by main product in 2012: Logs (6%),

Softwood Lumber (41%), Other Wood Products (14%), Pulp (28%) and Other Paper Products (11%).
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B.C. Softwood Lumber Export Volume (24.2 million m3)
Share by Product, 2012
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Data source: B.C. Stats. Total lumber exports were 24,180,592 m?3 or 83% of total lumber production.
Products — Exports — Softwood Lumber — Spruce-Pine-Fir lumber is still by far the highest-volume lumber
product exported from B.C., followed by Western red cedar, hemlock-fir, and Douglas fir.
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B.C. Log Export Volume and Share of Harvest
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Products — Exports — Logs — Log export volume increased by 4% in 2012, and was up 132% from the low
in 2009.
52
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B.C. Log Export Volume (5.7 million m3)
Share by Species, 2012
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Data source: B.C. Stats. Other includes pulp logs of all species, plus saw logs of other softwoods and hardwoods.
Products — Exports — Logs — Almost half of the volume of logs exported from B.C. in 2012 was Douglas fir,
followed by hemlock, spruce and other species.
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B.C. Forest Product Export Value Share by Market
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Data source: B.C. Stats.

Markets — From 2005-2011, the U.S. share of export value fell dramatically and China’s share grew rapidly.
This trend ended in 2012; China’s share fell slightly, while the U.S.’s increased for the first time since
2005. 54
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U.S. Softwood Lumber Consumption vs. Housing Starts
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Data source: Western Wood Products Association and U.S. Census Bureau.

Markets — U.S. — U.S. softwood lumber consumption followed the same trend as U.S. single family

housing starts: increasing from the 2009 trough, but still far from the peak level in 2005. ot
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Supplier Share of U.S. Softwood Lumber Consumption
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Data source: Western Wood Products Association.

Markets — U.S. — U.S. softwood lumber consumption has relied primarily on U.S. domestic supply, with the
foreign share decreasing after 2006.
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China Lumber Imports by Supply Country
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Data source: Wood Markets China Bulletin. All species, including hardwoods.

Markets — China — In 2012, Canada narrowly beat out Russia as the largest supplier of China’s lumber
imports by volume. Canada provided 31%, Russia 30%, the U.S. 11%, and 28% came from other countries.
In 2006, Canada’s share was just 7%. 57
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China Sulfate (Kraft) Wood Pulp Imports by Supply
Country
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Data source: Wood Markets China Bulletin.

Markets — China — In 2012, Canada was again the largest supplier (20%) of China’s kraft market pulp
imports, followed by Brazil (17%), the U.S. (13%), Indonesia (12%) and other countries (38%).
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China Log Imports by Supply Country
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Data source: Wood Markets China Bulletin. All species, including hardwoods.

Markets — China — In 2012, Russia was again the largest supplier (29%) of China’s log imports, followed by
New Zealand (23%), U.S. (10%), Canada (7%, 95%+ from B.C.) and other countries (32%). In 2006,
Canada’s share was only 0.3%. 59
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Japan Lumber Imports Japan Log Imports
(6.7 million m?) by Country, 2012 (4.4 million m?) by Country, 2012
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Data source: Japan Wood-Products Information & Research Center.
Markets — Japan — Canada accounted for 34% of Japan’s total lumber import volume (89% from B.C.) and
30% of Japan’s total log import volume (99.9% from B.C.) in 2012.
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Softwood Lumber Exports: B.C. and Canada
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Data source: B.C. Stats.

Competitiveness — B.C.’s Share — B.C.’s share of Canada’s total softwood lumber export value was 74% in
2012, and has remained relatively constant over the past 4 years.
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Canada Softwood Lumber Export Value
($5.7 billion) Share by Province, 2012
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Data source: Statistics Canada.
Competitiveness — B.C.’'s Share — B.C. is the dominant supplier of Canada’s softwood lumber exports,
followed by Quebec, Alberta, New Brunswick and other provinces.
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Pulp Exports: B.C. and Canada
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Data source: Statistics Canada.

Competitiveness — B.C.’s Share — B.C. accounted for 44% of Canada’s total pulp export value in 2012.
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Canada Pulp Export Value
($6.4 billion) Share by Province, 2012
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Data source: Statistics Canada.
Competitiveness — B.C.’s Share — B.C. is the largest supplier of Canada’s pulp exports, followed by
Alberta, Quebec, Ontario and other provinces.
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Data source: B.C. Stats.

Competitiveness — B.C.’s Share — B.C. accounted for 26% of the value of Canada’s total forest product
exports to the U.S. in 2012. B.C. exports increased by $0.5 billion and exports from Canada as a whole fell
$0.2 billion. 65
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Data source: Statistics Canada.

Competitiveness — B.C.’s Share — B.C. accounted for 76% of Canada’s total forest product exports to
Chinain 2012.
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Forest Product Exports to Japan: B.C. and Canada
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Data source: Statistics Canada.

Competitiveness — B.C.’s Share — B.C. accounted for 84% of Canada’s total forest product exports to
Japan in 2012.
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B.C. Interior Harvest Volume and Total Stumpage Revenue
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Data source: FLNRO. All logs, special forest products, species and grades billed, excluding waste, reject and Christmas trees. Data run on March 1, 2013.

Competitiveness — Government Revenues — Government stumpage revenue decreased 3% on the Coast
with an 8% reduction in harvest, and was up 43% in the Interior with a 1% reduction in harvest. 68
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Data source: FLNRO.

Competitiveness — Government Revenues — In 2012, Interior average stumpage increased $1.60/m3 (46%)
while Coast average stumpage continued decreasing slightly, down $0.04/m? (0.8%). Both have trended
down since 2000. Coast average stumpage has been more volatile over time. 69
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