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How many forecasters are here
today?
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To Forecast Is to Error . . .
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But to be paid forit ......
IS divine!

Tuesday, May 22, 2007



DNR Economic and Revenue
Forecast

e Simulation of expected revenues produced
by DNR

e Used as a basis for the department and
beneficiaries budget.

 Not an unbiased forecast but subjectively
risk weighted to the down side.

e Stumpage prices are an important part of
our forecast
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"...over the long term, timber prices are
residual values determined by national and
International markets based on what the
final product market will pay for timber,
rather than supply competition at the local
level.”

The Future of Washington’s Forests and Forestry Industries
College of Forest Resources, University of Washington
October 2006
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" ..Ya but we all live in the short run”
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". .. Orjust maybe we have reached
the long run?”
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Figure 3.5: Real Timber prices
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Figure 2.5: Lumber and DNR Stumpage Prices

$450

- $400
- $350
- $300
- $250
- $200
- $150

$/mbf Lumber Scale

$100

- $50

2000 2001 2002 2003 2004 2005 2006 2007
Calendar Year

1 Diff Lumber and DNR Stumpage ——4 Qt Avg Margin —#—DNR Stumpage —e—Lumber Prices

Tuesday, May 22, 2007 13



DNR Stumpage = f( West Coast Lumber)

e Adjusted R?=8.7%
« X Coefficient = $.66 Log scale (Is)

“Margin” 2000:1-2003:4 = $275 mbf (Is)
“Margin” 2006:3-2007:1 = $175 mbf (Is)
Diff = -$100
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Figure 2.6: Log and DNR Stumpage Prices
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DNR Stumpage = f( PS Domestic #2 sawlog)

e Adjusted R?=61.7%
¢ X Coefficient = $.77 (Is)

Margin 2000:2-2003:4 = $190 mbf (Is)
Margin 2006:3-2007:1 = $220 mbf (Is)
Diff =+$30
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Figure 2.7: Lumber and Log Prices
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PS Domestic #2 sawlog = f( West Coast Lumber)

e Adjusted R =12.8%
o X Coefficient = .81 (Log scale)

Margin 2000:2-2003:4 = $85 mbf (Is)
Margin 2006:3-2007:1 = -$45 mbf (Is)
Diff = -$130 mbf
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Change margin stump to log $30/mbf
+Change margin log to lumber -$130/mbf
=Change margin stump to lumber = -$100 mbf
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Why the increase in margin from
stump to log by $30/mbf?

e Fuel ?
e Other?
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Figure 2.7: Lumber and Log Prices
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Good question

How can the margin for
converting logs to lumber go
from $85/mbf to a -45/mbf?

A net change of -$130/mbf
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“For the first time since the early
1990’s a period of tighter global
timber and log supply, leading to
higher log and lumber prices,
could be looming”

Wood Markets
Monthly International Report
February 2007



Why?

o Growth in ROW greater than U.S. and weak U.S. dollar

— While U.S. lumber prices have been trending down over the last
two and a half year they have increased in Europe and Asia.

— North America has become a net exporter of lumber
e Canadian timber harvest
— B.C. harvest will soon fall because of Pine Beatle
— reduced allowable cut in eastern Canada.
— Softwood lumber agreement reduce returns
— Strong Canadian Dollar
e Log export restrictions
— Russia is phasing in a log export tax of 80% by January 2009
— BC also moving to control log exports
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| ocal

* Increasing lumber capacity
— Highly efficient mills (when running)
— High capacity mills (need a lot of wood)

« TEMOs now control 70 % of timber supply In

Western Washington
— Part of their strategy is to sell into strong markets

— Able to let the timber grow during weak markets (log
shortage?)
* High prices for woodchips (mills being squeezed
on both sides)
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Figure 2.8: #2 Log Prices and Premium
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Figure 3.5: Forecast Sales Prices
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Figure 3.5: Forecast Sales Prices
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In conclusion:

Are Coastal Stumpage Prices going up or
down?
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Yes, but not necessarily right away
And not necessarily in that order!
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