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Growth is back

Survey confirms upward trend, sustainability increas-
ingly a necessity for future competitiveness

Results from 2013 economic outlook survey, including
sustainability behavior of companies in the forest prod-
ucts industry.

StepChange Consulting conducted a survey among the partici-
pants of the 28" Annual RISI North American Forest Products
Conference in October 2013 in San Diego, the results of which
have been compared to the last two years’ surveys to enable a
historical comparison and analyze changes.

The outcome of the survey provides an indication about the per-
ception of current economic and market developments in the in-
dustry, and which measures are currently being taken to address
the issues.

Key highlights of the economic outlook survey results

o Improved expectations: Almost three quarters of re-
spondents indicate that the industry will not see another
recession within the next 12 months

o Likewise, a majority of respondents believe that the econ-
omy is on an upward trend. More optimistic than in the
last few years as only less than one fifth of participants
believe that the economy is either in a downward trend or
trough phase

e Subsequently, more than half of the respondents indicate
that they have not started any planning process, or are
not aware of any plan, in order to deal with an upcoming
recession

e More than 80% of respondents expect higher raw mate-
rial and transportation costs and feel as well the pressure
of required levels of customer service increasing

¢ More than two thirds of participants (72%) expect to offset
the higher costs through higher selling prices and an in-
creased customer demand (67%)

e Measures to address developments are focused mostly
internally. Areas of focus being pricing & margin manage-
ment, cost reduction and marketing, customer service
and customer retention — while at the same time, they lost
importance compared to 2011 and 2012 results

¢ Talent management and development as well as mergers
& acquisitions and supply chain initiatives are the areas
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that gained considerably in importance of respondents
compared to previous years

¢ Cash flow management and working capital focus as well
as product development and innovation are the two areas
that significantly lost importance compared to 2012

e Compared to the small number of respondents (7%) who
stated that workforce reduction is in focus in 2011, no re-
spondent believed that this was an area of focus for 2012
and the same applies for 2013

Sustainability survey results

¢ More than two thirds of respondents agree that in the fu-
ture, sustainability will be an important source of compet-
itive advantage for a company operating in the pulp & pa-
per industry — even though very few respondents see the
topic as their top priority

¢ Almost 60% of the respondents believe that most compa-
nies engage in sustainability initiatives primarily for Public
Relations

e Slightly less than half of the respondents disagree that
legislation is setting the right regulatory environment to
support sustainability investments

e Almost the same number of respondents disagree with
the statement that sustainability targets set by public dis-
cussion are realistic and achievable

e Only one fifth of respondents state the opinion that com-
panies are not investing enough in sustainability
measures and development

Respondent demographics represent a wide spectrum of the in-
dustry including forestry & wood products, pulp manufacturing,
paper & paperboard manufacturing, converting, merchants &
distributors, financial services and management consulting.

Demographic of respondents
Participants by industry [%]
Forestry & Wood Products 31%
Financial Services
Paper & Paperboard Manufacturing
Transportation
Pulp Manufacturing
Management Consulting
Converting
Printing & Publishing
Merchants & Distributors
Technical Services
Other

Figure 1
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More than half of the survey respondents either work directly
within the forestry & wood products sector (31%) or belong to
the financial services sector (25%).

14% of respondents work in paper & paperboard manufacturing.
Within this group, two thirds of the respondents work for graphic
paper producers and almost half of paper & paperboard manu-
factures are in the segment of specialty and engineered papers.
Eight percent work in the transportation and logistics business.

Where appropriate, non-forest products or non-pulp and paper
responses were evaluated separately.

Question 1
Where do you see the economy heading in the next twelve months? [%]
73%

We will not see another recession 68%

We never came out of the recession

We are going to see another recession

2013
[ 2012
1 2011

We are already in a recession

Figure 2

Almost three quarters (73%) of respondents believe that we will
not see another recession within the next 12 months. However,
one fifth of respondents believe that we have never come out of
the last recession (20%)

Compared to 2011, the number of respondents who believe that
we will not see another recession has increased by a remarkable
40% points from 33% to 73% and even compared to last year
results the number increased by 5% points. Overall, 70% of the
respondents who do not expect another recession work either in
the forestry & wood products, financial services sector or for pa-
per & paperboard manufacturing companies and 30% thereof
alone in the forestry & wood products industry.

Taking a closer look by sector, the most optimistic sector is
transport — where 100% of respondents indicate that we will not
see another recession within the next 12 months.

According to paper & paperboard manufacturers, 78% believe
that we will not see another recession, in contrast, 22% believe
that we have never come out of the last recession.

70% of the forestry and wood products manufacturers do not ex-
pect another recession, while 5% believe we are going to see
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another recession and 25% believe we never came out of the
recession.

In the financial sector, traditionally an optimistic one, 75% do not
expect another recession, while 13% indicate that we did not get
out of the recession yet and 6% each believe we are either al-
ready in a recession or we are going to see one within the next
12 months.

More than three quarters of respondents believe their sector is
on an upward trend (79%) or at a peak (5%). Less than one fifth
of respondents have a rather negative outlook and believe their
segment of the industry is in a trough (5%) or on a downward
trend (13%).

Reflecting an optimistic mood in the industry, compared to the
last two years, the number of respondents who see the economy
on an upward trend has more than doubled, even though slightly
fewer respondents than in 2011 and the same amount as 2012
believe that the economy currently peaks.

Question 2
In your opinion, currently where is your area of the industry in the economic cycle? [%)]

78%
Upward trend

Downward trend

Trough

2013
2012
2011

Peak

Figure 3

This year especially the forestry & wood products sector sees
the economy on an upward trend or at a peak (95%), directly
followed by the financial services sector (75%). However, some
merchants & distributors, pulp manufacturers and logistic suppli-
ers also see the economy on an upward trend.

From the paper & paperboard manufacturers, more than half are
also optimistic (56%) and seem to be pleased with the current
economy, whereas the graphic paper segment is polarized:
while 50% see an upward or peak, the other half perceive the
current economic situation as being in a downward trend.
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Question 3
Is your company planning for a recession? [%]

| am not aware that any
such plan exists

We are in the process of
developing a plan

We have implemented a plan
42%

We have not started any
planning process

2013
2012
1 2011

We have prepared a plan
but not implemented

Figure 4

Results from 2013 clearly highlight that the majority of industry
sectors do not seem to be concerned about an upcoming reces-
sion. Only 8% of respondents indicate that their company has
implemented a plan. 22% have prepared a plan but not imple-
mented and 8% are in the process of developing a plan. How-
ever, more than 50% of the participants mention that they are
not aware that any such plan exists (43%) or that they have not
started any planning process yet (20%).

There seems to be a major change compared to 2011 in that
almost five times less respondents in this year's survey stated
that they have implemented a plan to deal with recessive mar-
kets and the trend from last year continues although less accen-
tuated.

Still preparing for an upcoming recession are mainly the re-
spondents from the graphic paper sector — only 17% of them are
not aware of any plan to tackle a potential recession. Taking a
closer look at the participants who answered that they are not
aware of any plan, half of the respondents are from the forestry
& wood products sector. This is in line with the previous question
where most of the respondents from this sector had a positive
outlook.

From the respondents in question 2 who see the economy on a
downward trend (13%), one third answered that their company
has not yet started any planning process, or they are not aware
that any plans exist. 67% have prepared a plan, or are in the
process of preparing a plan. Interestingly, none of them have yet
implemented a plan.

In all cost categories participants are signaling an expected in-
crease of costs, even more than 2011. 86% expect further in-
creases in raw material costs — this represents a more than dou-
bling versus 2012. 83% believe that transportation cost did not
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yet peak and will go up further — this is 21 percentage points
more than last year.

Reflecting an optimistic view, most participants (72%) expect
higher selling prices combined with an expected increase in cus-
tomer demand to offset the expected higher costs. Both signs
are very positive as they clearly indicate a trend. In terms of sell-
ing prices, the share of participants that perceive them to have
increased went up from 45% last year. In terms of customer de-
mand, 29% indicated a demand increase in 2011. In 2012 the
share increased to 43% and for 2013 more than two thirds (67%)
expect that customer demand will go up further. Only 20% per-
ceive a deterioration of selling prices and only 12% perceive
lower demand - this is a clear trend down from 50% in 2011 and
20% for 2012.

Question 4
What trends are you seeing in the market relative to last calendar year? [%)]

Raw material costs

Transportation costs

Selling price

Required level of
customer service

Availability of

Customer demand |
financing |

Customer complaints

Late payments &
bad debts 2

Figure 5

On the other hand, more than one fifth of responses indicate that
they expect customer complaints to increase — this is an in-
crease vs. last year but does not reach the level of 2011.

In more detail, 55% of respondents who see increasing selling
prices are from the forestry & wood products sector or paper and
paperboard manufacturers.

Fiscal stimulus seems to have finally arrived at the real economy
as recognition that availability of financing went up as it more
than doubled from 18% in 2012 to 42% in 2013. Those that judge
availability of financing to have decreased went down from 33%
in 2011 to 14% in 2013. Improved payment behavior deterio-
rated a bit in 2013 with polarized views — 17% each see an in-
crease on late payments and bad debts as well as a decrease in
the same category.
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Question 5
What are your company's current priorities? [%]

Pricing & margin management

Cost reduction

Marketing, customer service & retention
Talent acquisition and development
Product development and innovation
Cash flow and working capital

Mergers & aquisitions

Supply Chain development
Sustainability development

Restructuring & consolidation

Workforce reduction

Figure 6

Answers from non-pulp and paper related respondents were ex-
cluded from the evaluation of question 5 to get a more industry
specific view.

Companies take both internal and external measures in manag-
ing profitability. The top three areas are internal initiatives. Top
priority with less significance than last year remained pricing and
margin management (56%). Cost reduction initiatives gained rel-
evance once again, although they continue to be lower than
2011.

Cash flow and working capital measures went down the priority
list, which is in line with the previously stated availability of fi-
nancing. Respondents further identified marketing, customer
service and retention (35%) as a top priority for their company
along with talent acquisition and development (32%).

With still increasing cost pressures (see question 4) it is surpris-
ing to see that cash flow and working capital reduction activities
have lost significance versus 2011.

Product development and innovation (43%) and customer ser-
vice and retention (40%) are seen as an enabling priority in dif-
ficult times and scored in the same region as previously in 2011
and 2012.

Sustainability development initiatives, which ranked as the sixth
highest priority in 2011 by one third of respondents, dropped to
tenth place in 2012 with only 7% of respondents indicating sus-
tainability as a priority in their company. In 2013, with higher
prices and increased customer demand, sustainability develop-
ment measures are gaining importance once again (17%).
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Mergers & acquisitions improved in priority among survey re-
spondents compared to 2011 and 2012 and went from 16% in
2011 up to 24% in 2013.

While the economy recovers and unemployment rates drop, ini-
tiatives to manage talent acquisitions and development of hu-
man resources gained in relevance, up from 23% in 2012 to 32%
in 2013. Workforce reduction is not seen as a priority as evi-
denced by that fact that in 2011 7% saw the reduction of staff as
one measure and none of the participants indicate this as a pos-
sible option in 2012 or in 2013. Initiatives in the supply chain
area increased in relevance in 2013 to 24%, compared to 17%
in 2012.

In 2013 it is clearer than ever that industry sectors have differing
priorities. Paper & paperboard manufacturers indicate three
main priorities. 78% of the respondents state pricing and margin
management as a top priority, directly followed by 67% who in-
dicate cost reduction initiatives and next 56% cash flow and
working capital as other top priorities.

For the respondents of the forestry & wood products sector, the
single most important priority is talent acquisition and develop-
ment (40%). The second priority for 35% of respondents are in-
itiatives around mergers and acquisitions as well as manage-
ment of pricing and margins. Cost reduction and restructuring
initiatives are considered a top priority only for 10% of respond-
ents.

Respondents from non-pulp and paper related industry sectors
(e.g. financial services) have very broad and diverse perspec-
tives on priority areas — talent and acquisition of human re-
sources being considered the single most important focus area
by 31% of respondents while 25% of respondents see on the
other hand, reduction of workforce as a main priority.

Sustainability in the forest products industry survey results

The institutional framework for sustainable development and a
green economy in the context of sustainable development &
poverty eradication continues to be a focus area for the G20.
Therefore, the goal of this survey section was to explore how
companies in the paper and forestry industry currently engage
in sustainability initiatives and how focus has developed since
last year.

More than two thirds of respondents (72%) of this survey
strongly agree or agree that sustainability will be an important
source of competitive advantage for a company operating in the
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pulp & paper industry. This is a slight increase over last year.  Question7
- . . Is your company currently participating in a sustainability initiative? [%)]
22% share a neutral opinion about this topic. ! o0t ’ /
Question 6 75% 7%
Sustainability - How do you evaluate the following statements? [%)] *
In the future, sustainability will b . . .
imporiant scurce of competive advartage | 2013 o~ |4t
for a company operating in the P&P Industry | 5012 2% 5% = 48%
24%
Most companies engage in sustainability 2013 2%~ 29% 53% Eo%
initiatives primarily for Public Relations 2012 27% 48% I3% - 7% o
2012
Currently, companies are investing enough 2013 20% 4% l4% ves No N;"ab#r:inw: t’:l)re 2013
in sustainability measures and development 2012 25% 3%
Figure 8
Sustainability targets set by public 2013 6% 4% 2% . . . . . e
discussion are realisic and achievable | 2012 2%° 4% [7% While 15% of respondents to question 5 indicate sustainability
development to be a priority within their company, 75% of survey
islation i i i 2013 8%~ 41% 16% §2% . . . . . . .
areroent o st ety | oot g B 790/' participants indicate that their company is currently participating
investments 0 e 0

Agree Il Strongly agree
Figure 7

Strongly disagree Disagree

Almost 60% of the respondents agree with the statement that
most companies engage in sustainability initiatives primarily for
public relations — this has also increased versus 2012. On the
other hand, almost one third does not agree with this statement.

Respondents seem to be less polarized concerning the question
whether companies are currently investing enough in sustaina-
bility measures and development. While 45% agree with this
statement, only 20% do not agree and 35% have a neutral opin-
ion.

Participants of the survey continue to agree that legislation is not
setting the right regulatory environment to support sustainability
investments. However, the perception has significantly improved
as 18% agree legislation is setting the right regulatory frame con-
ditions, in contrast to only 9% in 2012.

A similar picture can be observed for the question, whether sus-
tainability targets set by public discussion are realistic and
achievable as only 22% agree versus 47% who disagree or even
strongly disagree.
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in a sustainability initiative. Interestingly, in 2012 another 7%
stated that they were planning to participate in such initiatives,
but this didn't happen as the 75% represents 15 percentage
points less than 2012, when 90% of participants indicated that
their companies were participating in a sustainability initiative.
None of participants from the forestry and paper related indus-
tries answer that it is currently not a priority.

Question 8 shows details from the viewpoint of the respondents
who indicate that their company is currently participating in a
sustainability initiative.

Question 8
Please specify the focus areas of your company's sustainability initiative [%]

Increasing energy efficiency

Reducing greenhouse gas emissions

Improving forestry practices

Increasing usage of renewable energy

Increasing paper recovery for recycling

Improving logistics and transportation

Reducing water consumption

Forming strategic alliances outside industry sector

Improving supplier base

Substituting carbon intense products w.
fiber based ones

Figure 9

For respondents the top three focus areas for sustainability initi-
atives are within the areas of energy efficiency (61%), reduction
of greenhouse emissions (56%) and improving forestry practices
(55%) followed by increasing usage of renewable energy (50%).
For the paper industry being an energy intensive industry this is
not a big surprise. The fact that improving logistics and transpor-
tation is only a focus area for 42% of respondents is rather a
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surprise, since 83% of respondents perceive higher transporta-
tion costs (see question 4, figure 5) as a major trend.

Increasing paper recovery for recycling is seen as a focus area
by 45% of respondents up from only 33% in 2012. The number
of initiatives for reducing water consumption also increased sig-
nificantly from 20% to 39%. Although less companies indicate
that they are currently participating in a sustainability initiative,
the number of focus areas has increased further indicating that
those companies currently involved in sustainability initiatives
take the topic as a whole, and prefer holistic approaches rather
than single initiatives.

Summary

In summary, the industry seems to go forward with far more pos-
itive expectations than in 2011 and even 2012. Most respond-
ents do not see a recession in progress or on the horizon within
the next year, which is supported by the latest economy results.
It has been perceived, that the global economy gained momen-
tum in the second quarter of 2013 after a relatively weak start of
the year. The main impetus behind this pick-up in activity has
come from the OECD economies, with a healthy performance in
the US and the Euro-zone returning to growth after eighteen
months of recession. For this reason, most companies probably
do not see the necessity to get prepared or implement a plan for
an upcoming recession. In the US especially, strong growth in
the second quarter in combination with the expansion of its man-
ufacturing sector has been supportive to the global economy.

The perceived pressures in the areas of increasing raw material
and transportation costs appear to be offset by increasing de-
mand and selling prices in most segments, except graphic pa-
per.

Pricing and margin management is currently still the top priority
for all sectors, followed by cost reduction initiatives.

Cash flow and working capital management has lost the most
importance in terms of priorities that it had in the prior year along
with product development and innovation.

Reflecting the lower unemployment data and the increasing war
for human resources, talent acquisition and development is the
priority area that most increased vs. last year.

Mergers and acquisitions were mentioned as a priority slightly
more often than in 2012 by almost a quarter of participants.
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The last questions of the survey reflect that sustainability contin-
ues to be of importance to the industry. Three quarter of the re-
spondents indicate that their company is engaged in a sustaina-
bility initiative. However, only a few indicate that sustainability is
seen as a priority. Obviously, when compared with other priori-
ties, sustainability cannot compete with more important topics as
listed in question 5 but nevertheless is seen as a necessity.

The paper and forestry industry, as a highly energy intensive in-
dustry, for the most part agrees that companies are still not in-
vesting enough in sustainability initiatives and that legislation
needs to set the right regulatory environment to support sustain-
ability measures. Respondents agree that increasing energy ef-
ficiency and reducing greenhouse gas emissions will be a step
in the right direction conceming sustainability measures.
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About StepChange Consulting

TAKING StepChange is an industry focused and independent

THE RIGHT TuRNS management consulting company with a proven track rec-
WOOD - PAPER - PACKAGING

ord in supporting clients to achieve sustainable value.
StepChange provides support to top tier organizations in
the industry from strategy development to implementation
of operational improvements. With an international team
of industry experts StepChange can hit the ground run-
ning. StepChange provides innovative and yet pragmatic
solutions, placing an emphasis on delivering measurable
business results.

For further inquiries and comments regarding this Point of
View please contact us at leapfrog@stepchange.com.

priviNe CHANGE
TO DELIVER RESULTS
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