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Logsandwoodproductsarenowgloballytradedcommodities.Inrecentyears

thewoodtradehaswidenedoutsideoftraditionalmarkets. TheNordiccoun-
triessupplyvolumesofsawnwoodtoJapan,NewZealandsellstotheUSAand

Chie to W.Euope. Asfor al commodly tade wecan expect price fuctuations
in each product  category.

In 1993 unprecedented

highs in the prices of logs and sawn products were coun-

terbalancedbylowpulpprices.In1995thereverseapplied.Inlate 1997the
“AsianCrisis"causedaperiodofreduceddemandinAsiaforwoodproducts.
ThisresultedinfewerNewZealandlogsexportedoverallandsomesharply
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acoss the boad. Pruned log prices have stayed frm  because expot demand for
bothprunedlogsandprocessedknotfreewoodhasbeenhighandavailable

supplies  are imited. The graph below shows the most recent expot patems
NewZealand'smajorlogbuyers.(Source:MAF)

NEW ZEALAND QUARTERLY LOG EXPORTS
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In the net fve yeas wood pices wil  be o, covemed lagely by cumrency
exchangeeffects. TheeconomicgrowthofwoodusingcountriesinAsiahas
slowed,andwillprobablyremainlowforthemediumtermaslocaleconomies
gothroughaperiodofretrenchment. Thevolumesofwoodimportedbyour
fraditionalcustomersofAustralia,JapanandKoreahaveprobablypeakedand
maydeclinesomewhat.Woodusersswitchingfromnaturalforesttimbersto

plantation gomn wood wil have to ater their processes and spediications to
hande the new spedes.  Avaiabiity of newsources of plantation wood over the
next 10 years wil not aways perfecy maich evoving  demand. Owners of stand-
ing cops of tees can defer havest for atime whenpices fa, if the cop is
enrely  equty funded. Honever lage ocoporates  wil  aways be diven o main+
tain base levels of cash flow to senvice bomowings and infrastructure. In bad
fmes pushing exdra woodinto sot makets depresses prices  further.

Past  industrial wood usage trends have dosely tracked increases  in population

gromthandpercapitawealth. TheVWord'spopulationisnow6hilion,andis

expected o be 7 biion by 2010 and 82 hilion by 2020. Fify-nine percent  of
ths population is located in the Asa Padfic region. Inceased wood usage per
capla folons eqandng per capia goss naiond  podud, w o te el o the
developed  countries, where inceases in consumpton  flattens of, or decreases
duetoimprovedefiicencyinwooduse.

FAOrecordedglobalindustrialroundwoodusageas1.490bilioncubicmetres

peryearin1996. Historicallythequantiiesofwoodusedhaveshownsteady

godh, tough the bt e yeas hae been faly een FAOSs kiest  preddions
forfutureannualworiddemandforindustrialwoodissome1.872bilionme-

fres by 2010, anincease of 382 milon aubc meres over 199%6. Ths incease s
lessthanpreviouspredictions. Thenewpredictionsaremodelledonreduced
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inoeases in goss domesic produdt and incoporate  the impact of expected  rises
in pice folowing  restictions in supply, which wil reduce demand. Forecast
fom other amalyss cover arange in wood usage of 228 © 151 biion for year
2010.

Much of the gowth in usage is expeced 0 be in the wesem haf of the Padfc
RimandSouthEastAsia. 1996 productionandimportvolumesofthemain
counies  using wood in Asa are presented  below.Source: FAO1998 (1996 daia)

PRODUCTION, TRADE AND CONSUMPTION OF WOOD PRODUCTS IN EAST ASIA

Country Pop GDP Production (000 m?) Imports (000 m?) Exports (000 m®) Consumption (000 m?)
Cagiet); Round | Sawn Panel | Round | Sawn | Panel |[Round | Sawn | Panel Round | Sawn Panel
millions $US wood wood |product | wood | wood [products| wood | wood [products wood | wood | products
Japan 125.6 | 39,640 | 22,897 | 24,493 | 7,048 |47,860 | 11,528 | 6,704 7 10 34 | 70,750 |36.011 | 13,718
China 1243.7 620 |108,718 | 26,969 | 15,349 | 7,169 | 2,684 | 4,612 | 3,480 753 483 | 112,407 | 28,900 | 19,478
Hongkong 6.2 22,990 0 441 41 816 636 | 1,277 336 427 818 480 650 500
Korea 45.7 9,700 1,994 | 3,440 | 2,136 | 9,066 | 1,161 | 1,644 2 24 120 | 11,058 | 4577 3,660
India 960.2 340 | 24,989 | 17,460 348 336 17 20 23 27 20 | 25,302 | 17,040 348
Indonesia 203.5 980 | 47,245 | 7,338 | 10,128 178 33 47 683 429 | 8,302 46,740 6,942 1,873
Phillipines 70.7 1,050 3,394 313 596 636 567 278 13 145 41 4,017 735 1,760
Thailand 59.1 2,740 2,818 325 493 939 | 2,296 124 388 45 181 3,369 | 2,576 454
Singapore 34 26,730 0 25 355 55 758 657 26 268 325 29 515 687

t can be seen tat

e Japan, China and Korea are big importers and net users.

o Mdaysa and Indonesa ae the big regona  exporters;

e Inda and Chna ae bg net usas onagoss bass, but not in reaion 1 ther
vast  populations. Both counties  havwe recenty  increased  ther  imports.  This
5 ot eleded n the Bbe doe

DemandofNewZealandproductsislargelywoodforuseinpackagingandcon-

cete formwok  Diect  use in constuction s sl ony imted though products
suchaslaminatedveneerlumberaremakinganimpact. Mostdemandforprod-

uct fom NewZedands puned Radiata logs s cureny  locaed ouside of Asa
Asian pywood manufactiurers use knotty Radiata for core veneer. Tropical  hard-
woodveneerisusedforplywoodfaceshbecauseRadiataisregardedastoosoft
andtheyareusedtotheappearanceofhardwoods.Whentropicalhardwood
supplybecomesconstrainedbysupplyand/orprice, Asianplywoodmanufac-

turers  may change over to Radiata

TheUSAisdrivingthe presentbuoyantmarketdemandforknotfreeRadiata

products.NewZealandcanexpectstrongercompetiionfromChileinthese

tages are ocounter baanced by

e the hgher oot of fingeroning shot deas together from unpuned timber,
and;

* colaterdl losses  flom wese in the process.
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Zealand in Perspective

Apuned log can be seen to have locked in the cost of process in comparison to
energy and capital costs required to convert unpruned wood to a simiar  prod-
ut

Whie tere are varations in proecions of wood demand, there s genera  agree-
ment that the stongest divers are popuiaion  and GDPgowth.  There s consen
sus that both wil increase, causng arnse in demandfor wood. Such arnse in
demand may resut  in better conversion rates, new products which require  less
roundwood and substitution with other materias. These developments are lkely
to dampen, but are unikely to prevent the rise in demand.

Cosed natrdl  forests  ae esimated t cover some2700 miion  hedares  worid-
wide. Forest plantations cover afuther esimated 93 milon hecares or just
(36%) of the todl foest aea Naurad foess dominae woid wood supply. The
threelargestproducershave83%ofthestandingvolumeandsupplyabout77%

ofthecurrentdemand:
WORLD WOOD SUPPLY IN THE PACIFIC RIM (% VOLUME)
Country Proportion of Standing Timber Proportion of Supply in Pacific Rim
Russia 57% 30%
Canada 14% 13%
USA 12% 34%
New Zealand 0.003% 1.3%

The tree major suppliers  wil confnue t dominate the wold market for wood
for sometme to come. For these three major suppliers average yelds per hec
tarehavebeendiminishingandforestscutnowaregenerallymoreremoteand

teefoe  moe cosly O et

Envionmenial  legisiation, particulary n Noth Ameica, 5 epeded © inoease
costsandlimitsupplies.NorthAmericanroundwoodexportstoAsiahavede-
clinedfrom29milionm %in1990t020.9milionm 3by1996.

Demandinthe USAforNewZealandwoodhasbeenincreasing. NewZealand
Radiata pine expots to the USAincreased by 153%over the last three years to
reach345,000m 3intheyeartoJune1999(MAF). TheUSAisnowNewZea-
lnds second lagest  sawn tmber  expot  destination ater  Austdia.

Lack of infrastructure is amaor impedment for Russia to increase wood sup-
pies o Asa Oncete wolds lagest tmber producer, ouput hes fdllen  67%
betveen 1988 and 1994. Russa does havwe the capacty to increase suppies  Sig-
nificarty, but sofar inceased ouput fom s far easem foess  has been mod-
estwithonly4.5millionm ®oflogsgoingintoJapanin1998(JapanLumber

Importers  Assodiation). Inceasng producion ocosis ae key 1 keep the poss

be epanson of podudon N Russa in e wih inoeasng  wold maket  prices,

but ths maybe balanced by the faing  Roube combined wih Russas abity
intemally source most costs of machinery, materia, fuel and labour.  BExports
o Koea fom Russa in 1998 are repoted t be a less than cost price.
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Matching of Supply and
Demand

In SouthEast Asa, asin most topcal  regons, forest aea s diminishing rap-
idy. Worddwde forest losses ae assessed by FAOat 113 miion  heclares  per
year, due O havesing andor converson  of forest O agicire or degradation
o s, 29 mion hedaes of tis lbss 5 in te Asa Padic regon.  Suppies
offogsfortimberandwoodbasedpanelsfromSouth-EastAsiaareexpectedto

dop by 50%over the next 25 years (source: FAO, FLCReed). This reducion  of
some46milioncubicmetresismorethanthreetimesNewZealand'scurrent

harvest TheAsianregioncombinesanincreaseinprojecteddemandwithdi-
minishingsuppliesandisanaturalmarketforNewZealandsupplies,because

of podmty and gowing trade links in other industies.

Global forest  plantation resources ae esimated a 9B miion  hedares, of which
NewZealands cument 15 miion  hectares  constiutes only 16%. NewZealand
foests  ae more significant in tems of ouput because of ter high produciv
iy, but compared 0 wold wood supples it is avery smal suppler.

Only Chie, NewZealand, Austala  and South Afica have predictable increased
supplies of large dimension logs in the Pacfic Rimregion. Together they are
expected to increase annual producion by 30 milion  cubic metres of conifer-

ousroundwoodbetween1998and2010. The Nordiccountriesalsohavesur-

pus capadly in sofwoods that can be dveted t the Padfic rm, i pices ae
adequate. Russia aso has huge suppies if the cost of producion  can be met

Indonesia,Malaysia,China, India, Canadaandthe USAareexpectedtoreduce
orlimitsupplyoverthenextdecade. ThechangesintheUSAandCanadawiil
bedependentonGovernmentaction. Howmuchextraresourcewilltheylock

up, f any? Only slow growth in producion is expected for North America over
thenexttenyearsto2010(FAO1999).ForMalaysiaandindonesiathereduc-
tioninvolumesofhighqualityhardwoodfromthenaturaltropicalforestis

inevieble, shce it 5 not beng repaced by smiar plantation poduct Pt
tons in these counties ae mosty producing shot roteion  pulp grade logs.
FAOpredictsareductioninoutputofsome40milionm Softropicalhardwood
logsfromthesecountriesbetween1996and2010.

IN1998bothindiaandChinahaveintroducedorannouncedsharpreductions
indomesticharvestingtoconserveforestsresources.Chinahasannounceda

3%reducion  in s immedate annual ot for 10 years. This equates O a reduc-
tionofaround24milionm 3perannum.Chinahasalowpercapitawoodusage

of 0085m3ear. This is haf the Woid average figure.  In comparison NewZea-

land uses 2Im3Aear per capia

Supplyanddemandwillalwaysmatch,whilepriceswillvarydependingonthe

changes that wil tke pace. In the shot term higner prices incease supply, as
wasdemonstratedfollowingthetimberandpulppricerisesin1993and1995

respectively. Subsiit.tion for dmension lumber by reconstitted or engineered

wood products,  steel,  aluminum, cement and plasic is taking place and likely

o connue whenpices for soid wood incease  relatve D these maerids. This
process however can be reversed if the costs of produdng these  substiutes in
crease.Substitutestosolidwoodinparticularrequirenon-renewableenergy

and raw material  resources.  Increases  in the costs of energy mayresut  fom an
increase  in energy demand and a possble  introduction of cabon taxes. This in
tumwouldincreasethedemandforandpriceofsolidwood.
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Prospects for New Zealand
Radiata Pine

Ontheotherhandadvancesinprocesstechnologyandhigherpriceswillpro-
videtheimpetustofurtherimproveconversionrates, reducewasteandmake
regdng Mo aradive.

Higherpriceswillalsoencouragemorepeopletogrowwood,ashasalready
happenedinNewZealand. itshouldbenotedthattheareaofplantationthat

woud need o be esiabished  nowto repace dminshng  nawral  forest  supplies
woud be lage. There are significant constraints limiting expanson of pant-
fons in manycounties ie.  capidl, management expertise and access O Suit
ay &k bd

Inthemediumandiongtermdiminishingsuppliesfromnaturalforestsandan

increase  in demand for products now madefrom woodis very likely to resut  in
higher prices.  This siuation povdes excelent  long tem prospeds  for  pant
on grown timber.

InthelongtermathreattomarketsforNewZealandwoodwouldbeverylarge
investmentsinplantationforestselsewhere.AcomparisonbetweenNewZea-

land and other producers however shows that only few other places in the word
canmatchthegrowthratesachievedinNewZealand,andproducerelatively

lage logs in avey shot tme of ony 25t 30 yeas. The trees our competiors
wil be seing have dready been paned and there are not too many of those as
dscussed  above. Interest in plantaions has been shown in tropical aeas in re-
centyears. MostAsianandSouthAmericanplantationprojectsaregrowing

shot rotion  cops for pulp and paper producton. The competive ~ srength  of
the NewZedland forest groming industy is producion of lage logs to subst-
e for logs fom natural vign forests  in Noth America and Asa

BExpanding  plantations in Brazl, Unuguay and Argenina indude both hardwoods
andsoftwoods. lftheirfutureprogrammeswereincreasedandmaintainedata

high level they coud become signficant ad affect  the profibiity of future
cropsplantedinNewZealand.Forthenext25to30yearssuchcompetitionis

unikey o have a signiicant impact on markets for lage dimenson  sawlogs.

Predictedworldimplicitgapsinsupplyanddemandofbetween291and 675

miion  cubic metres in 2020 have to be scaled against future combined annual
outputsofNewZealandandChileof50-60milioncubicmetres. Manypoten-

tal  plantation forest aeas which could approximate NewZeadand growth rates
in counies  such as South Afica or South America are dsant fom pots, lack
infrastuciure ad hae stong ocompetion  for te awidde bnd for atemaive
s

Recent financal wmol in Asa conbued 1 fals  in pices of ked NewZea
land foresty  companies shares. These fals  were due o aperceved  loss of fu-
ture foresty  expot eamings. The main market event affecting NewZedand was
areducion in eqot wvoumes to Korea, our main expot log destination. These
have since recovered to near preCisis levels.  Quite probably log prices wil
reman soft over the shot tem, as the maor Asan economies reum 0 a gowth
pah
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Over the next decade, wood product prices  ae not exeded © rise  significanty.
Manyregionshaveampleproductioncapacity. Thecurrentworldeconomic

somdown wil futher  miigate  prices. Lage dimension sawlogs, particulary
the hgher gades, maybe the excepion.  Though ary pice rses Wl be restained
by the aveishity of subsilies.

Inthelongertermhowever, thefundamentalsofsupplyanddemanddescribed
previouslyremainunaffected. Confidenceintheresultstobeobtainedfrom
newplantingorstandstobeaharvestedinthelongtermshouldremainunaf-
feed by these recat events.

NewZealand has ganed considerable  experience  in growing  plantation forests.

The research and development that has taken place duing the last 70 years has
provideduswiththeknowledgetomanageforestswell,produceoutstanding

gonmh and make considerable improvements  in the qualty of the logs produced.
There are il opportuniies to futher improve our skls in gowing radiata
pine,buttheknowledge, skilsandtechnologyavailablegivesNewZealand

forest groners aconsiderable  competve  advantage for sometme to come.

NewZealandplantationgrownwoodisarenewableresourcegrownforexport
anddomesticconsumption,whichallowsustomanagemostofourremaining
naturalforestsforotherpurposes. TheResourceManagementActprovidesa

famewok for the protection of water and sol vaues and an assurance that the
ThisintumprovidesanexcellentbasisforecoHabelingandenvironmental

management certification, which are lkey to be requred by someof our future
customers.

Despitetherecentproblemsthemediumandlongtermoutiookappearstobe
sound.Suchoutiookisbasedonananalysisofthefundamentalfactorswhich
wil shape fuure makets. These are

* projecteddemand,and

e changes in technology and producton  costs.

TheselongtermfundamentalsremainunchangedbytheAsiancrisis. Indeed,

the economic rerenchment cumenty  undeway in Asa wil be of fuure  benefit
byensuringeconomicgrowthinNewZealand’swoodmarketswillbe more

soundly based and sustainable.

PF Olsen and Company Ltd have given, and have not withdrawn before delivery of a copy of the
Prospectus for registration, its written consent to the distribution of the Prospectus with its report
included in the form and context in which it is included herrein.

PF Olsen and Company Ltd has not advised on the preparation of this Prospectus and does not hereby
make any presentation concerning any of the content of the Prospectus, other than its report included
herein.

PF Olsen and Company Ltd may provide professional advice to the issuer of the Prospectus from time to
time. However, neither PF Olsen and Comapnay Ltd, nor any of its shareholders or directors, is presently
or intends to be, a director, officer, or employee of the issuer of the Prospectus.
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