FOREST PRODUCTS MARKET IN 2007
AND PROSPECTS FOR 2008
IN ROMANIA

1.General economic trends affecting the forest anfdrest industries sector

In Romania, the year 2007 represents the sixthemutive year of economical
increment. The preliminary data supplied by theidwet Institute of Statistics’
confirms this fact. So, the Gross Domestic Productt GDP increases in real terms, in
the first half year 2007 in comparison with the sameriod of 2006, by 5.8 %. Despite
all difficulties caused by the drought, the GDPraasing rate is kept up, though at lower
levels in comparison with these initially forsed@ime National Commission of Prognosis
estimates for the entire year 2007, an economicakment by 6.1 % and forsees an
increment by 6.5 % in the year 2008, the unempl®rdmate will lie around 4.4 %, and
it is forseen an inflation of 4.5 % for the endyefir 2007 and of 3.8 % in 2008.

In the year 2007 it is prognozed an agriculturaldpiction of 92 % from the
production of year 2006, the contribution of theri@agture to the GDP building
decreased, this generating in the first half-yegd72only 3.4 % from national wealth
(3.6 % in the first semester 2006).

An important weight in the GDS building, had in fitst semester, the services —
with 51.4 % the second placed being the industrth 7.1 %. The construction
generated 6.4 % from GDP, and, in accordance \wihldst estimates of the National
Commission of Prognosis for the entire year 200i, a@ntribute with 7.9 %, in the
coming year knowing a steady increment: 10 % froDPGt the level of the year 2010
(under the conditions of a GDP increment rate redriggween 5.7 % - 6.5 %).

National Institute of Statistics — Monthly Statisti Bulletin, nr. 7- August 2007; Official statenteiNr. 157, 160,

171, 172-August, September 2007
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The industrial production was higher by 6.3 % ie tinst seven month of 2007 in
comparison with the same period of 2006, thanksh® increment by 7.4 % of
processing industry. The highest increments wegestered in the industrial branches
with important weights, out of which: the constiant materials manufacturing and of
other non — metallic mineral products (+ 25.4 %) Wwood processing and wooden
products (+ 24.3 %); the pulp, paper and paperymisd(+ 13.1 %) and the furniture
production (+ 10.8 %).

The GDP evolution in the first half-year 2007, froine utilization point of view,
underlines a significant increment of domestic dedné&+ 12.8 %), and especially of
final consumption of individual people dwellings (4.0 %) and of the fixed capital
formation (+ 18.6 %), which are net superior in pamson with GDP increment. The
investments in new buildings increased by 31.1 &g these in the machinery
(including transport means) accounted an increrbgn2.9 % in comparison with the
first half-year 2006. In the first six month of ZQQvere finished 16,962 dwellings, (94.7
% from private funds), at 80June 2007 were in various stages of execution91d8,
dwellings, out of which these using the budgetands, accounded 9.8 %.

The FOB exports realized in the pericdJanuary — 3¢ June 2007, had a value
by 4.9 % in lei and by 11.3 % in Euro, higher thha same period of 2006. The CIF
imports value for the same period knew an increnign1.0 % in lei and 28.3 % in
Euro. The value of goods exchanges within EU, & tiirst half-year 2007, accounted
more than 72 % from the total exports, respectt@) imports.

The trade deficit FOB — CIF in the first half ye&07 was of 32,218 million lei
(9,662.5 million Euro), by 11,567.1 million lei ,3.5 million Euro) more than the
corresponding period of the year 2006.

The difference between the dynamic determined basinvalues expressed in lei
in those expressed in Euro, is the consequencatafnal currency appreciation in the
first half — year 2007, with values which lie withthe range of 3.9 % - 9.1 % in
comparison with the corresponding period of the p€96.

The economical analysis carried out at macro-ecacairtevel, appreciated that
the main indicators and presented trend will ndfesumajor changes in the forthcoming

months.



2.Legislation adopted in the last 18 month, which mght have a bearing on

trade markets of wood and forest management

In the analysed period, the main characteristithef activity in the legislation
field is the concern for legislation harmonizatiorRomania with the European laws. In
this context, is mentioned:

< The Law 265 / 2006 regarding the environment presteyn Together with the
measures of interest for the whole economy, as tamse regarding the re-
technologization of production processes to minimeabr eliminate the pollutant factors,
the Law contains, an appart chapter dedicated riestiy, being forseen a better forest
fund management through forest preservation pléorestry arrangement as well as
through elaboration of the afforesting strategy ahthe program for avoiding the soil
erosion.

< The Romanian Gouvernment Decision 475/2007 for@mrof National Plan
for R & D and Innovation in the period 2007 — 20B3nong the objectives of interest
for wood market are mentioned:

-the creation of products, processes and techredognd wastes turning into
account;

-the scientifical substantiation and the developmeh technologies for
preservation, reconstruction and enhancement &ddaal and ecological diversity;

-technologies for turning into account the enerfjpiodegradable wastes, as fuel
gases or liquids.

The Ministry of Economy and Finances elaborated diperational sectorial
Program“The economical Competitiveness Improvementhich answers to the first
priority of National Plan of Development 2007-2028e enhancement of economical
competitiveness and economy development based owl&dge, but assures also the
premises of economy competitiveness enhancemembngnterm. The document was

approved by the European Commission on th8 2@y 2007.



It is ongoing further, thé’>rogram of Products Competitiveness Enhancement,
approved by GD 357/2004n the year 2006, were finalized the overtake warkshe
Norms afferent to the Directives 89/106 EC, 98/87dhd 2001/405 EC.

The employment association in the field, have hent an efficient contribution
to legislation improvement, to supporting the ascas informations, as well as the
initiation of certain business relationship withnalestic and foreign companies.

In the period 2% — 30 June 2007, The Asociation of Romania Forest Ranger
was the host of th&hird Biannual Meeting of Partners within the FrameCOMFOR
Project, financed by EU. The assembly — seminary and wgpok— constituted a good
opportunity for the 31 participants from 10 coiedr to make informations exchange
regarding the work ergonomy, safety and performamderest exploitation¥.

In this year was established the Employers of Therminsulated Joinery

Manufacturers.
3.The impulsioning factors on the market

-The avaibility in the country of necessary woodv rmaterials resources, in
proportion of 90 %.

-The products take advantage of increasing domasdiket correlated with the
forseen improvement of main economic indicators Rfmania. The increment of
dwellings and officies construction representsa opportunity for the development of
furniture manufacturing companies, and implicitly maw materials and wood based
materials suppliers. The manufacturers shall, imi¢nsively to preoccupy themselves
for products diversification, design improvemenit blso for the services asked by the

customers before and post - sale.

X The Association of Romanian Forest Rangers — ASF@#Rormal Bulletin nr. 9 / 2007.



On the foreign market, the Romanian products ocaupyaditional share and
there are sure possibilities of extension, as f@n®le: the Russian Federation, the
neigh bouring or near countries. The European nayr@&evalorization led, but, to the
lowering of export efficiency, thus forcing manyngpanies to orientate in other ways
theer production, intended to domestic market. ddresequences of these changes wil
be perceived in the forthcoming years.

-It is an sector for SMM'’s establishment with lomvestment costs, which uses
local resources and contribute to solving the raralegional development programs. In
actual conditions, when due to the lack of certapportunities at local level, the
migration of work power became a problem of congcéris justifield the establishment
of same wood processing enterprises in such zaw®mns which could benefit of
structural funds through European Union Programs.

The existent production capacities can become meffecient through
modernizing and retechnologization actions whichl v@ad to the achievement of
competitive products on international market. Thastons require imperiously to be
intensified also to balance the negative effect€mftinuous increasing raw materials

and utilities prices.

The existance of certain investment projects forirenment preservation and

regional development .

4.Trends and developments on wood products market

a. Wooden raw materials (logs for conversion, pangland wooden fuel)

In the year 2007, the maximal volume of wooden masish may be harvestét
is of 18.5 million m, out of which 10.4 million rhfrom state ownership forest,
managed by the National Forest Administration, 20@8ion m® from forest rangers
owned forest, 4.4 million ifrom private owned forest. The calamities fromtpasars
as well as the wind fallen trees from July — Aug@607, have made difficult the

harvesting, skidding from the forest and logasport.

X) Romanian Gouvernment Decision 1548 frotfNbvember 2006



There were further affected the forest roads, baisg conditions under it is estimated to
be harvested only a raw volume of 17.5 millioh from the wooden mass till the end of
2007, out of which 39 %, respective 6.8 milliorf ooniferous. The coniferous share
increased from 30 % to 39 % in comparison with ftrest management plans, due to
wind fallen trees of about 2 million flogs which happened pre-eminently above all,
within those area.

Despite that there is in discussions a proposakiémplementation of wooden
mass put into exploitation in the year 2007, byrillion m®, it is estimated that due to
existent conditions, the harvested wooden mass heillmaintained within the above
stated limits.

To diminish the impact on environment, there areesearching and elaboration
“Solutions of wood exploitation from difficult taceess areas and in interaction with the
technics of forests cultures- research team: The National Institute of Wodlag
Institute for Research and Forestry Managementj fumiversity Transilvania — Bsav,

Under the conditions when the demands on conifesawn timber market
remain high, both on domestic market and for expbé netto volume of coniferous logs
estimated to be harvested — 4,700 thousahdithbe used for domestic production, and
the export is estimeted at about 250 thousafdTime same situation is valid for the
wood needed for panels and pulp, the whole voluramgo utilized for domestic
production and to this adding an report of abou ttbusand . It is forssen for year
2007 a volume of non-coniferous logs of 3,900 tlamdsni. The exports will not exceed
100 thousand tn The logs for panels and pulp will be intendeddtality to domestic
market, the imports being insignificant.

In the year 2008, the maximal volume of wooden m@ssh may harvested is of
19.5 million n? raw volume?. It is forssen the decrease further of harvestddme by
the National Forest Administration (53.3 % fromalptn comparison with 60 % in 2007)

and the increment of harvested volume from thegpeiwwned forests.

X Provisional data M.A.P.D.R.



The coniferous wood will represent 40 % from tofBhe domestic market of
round timber remains in the same parameters. Utltese conditions, there are not
forseen exports of coniferous logs, imports of ab@50 thousand ftyear, but the
export of non-coniferous logs lies at about 10Qutamd M The logs intended to panels
and pulp production will be also, destined to dameawarket, the same destination will
have also the timber for other industrial utiliba and the fire wood.

b. Energy from wood and policies for wood energy gymoting

The wood wastes consumption in the thermal statiohghe enterprises is
estimated to lie also in the year 2007 at the dtyaoit 1,600 thd. m

In accordance with Romanian Government Decision1882/2004, to set the
promoting system of electrical energy generati@mfrenewable energy sources in the
station with installed power less or equal with M@V, were put into operation or
modernized till in the present, about 625 steam lodwater boilers for industrial
warming based on biomass respectively on wood autiwests.

In accordance with the proposals of Romanian AgdacyEnergy Preservation
(ARCE), will be encouraged the companies and thizecis to invest in alternative
energy sources (among which also the biomass)haothe share of electrical power
produced from renewable sources to reach 33 % frational consumption, equivalent
to a total of 21.4 TWh.

In the present, the share of electrical energyywwed from renewable sources is

of 29 % (including the energy generated by thehydyo-electric plants).

c. Certified wooden products

In Romania have been afforded till in the preseasttificates of forest
management in system FSC to 1,124,412 ha of stat@ravate owned forest within the
areas of 8 Forestry Branches, and WWF supportedobitaining of the first FSC
certificate by a private forest (The Association\incea county Communities — the
Forest Range #uja, Vrancea county) and is preparing the cedifon the Forest Range
Baia Mare; also 30 companies from wood processeid ére certified in FSC system.

Obtained in 2005 with a validity of 5 years duratidhe FSC certificate is
annually monitorized. In the period 2006-2007, warenitorized throughNVoodmark
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Soil Association,a number of four Forestry Branches (RiteTargoviste, Neam
Suceava), being utilized tli@eneric Woodmark Standgrddapted to Romania.

The Informing Centre regarding the Forest Certifaoa established in the year
2006, develops an intensive activity within the nfea of the project for Forest
Management improvement, being ongoing by the WWHKhe Program Danube —
Carpathes in partnership with the company IKEA.

With a monthly traffic of more than 800 visitorofn Romania and abroad, the

Centre assures through it's web-site/w.certificareforestiera.roa large information to
the users, represents also an information sourcdofeign companies interested in
buying wood or certified products, represents aor@mriate advertising source for the
companies which want the promotion of a certairdpod or wish to sustain a credible
certification system (Forest Stewardship Counaidarby one of the biggest world-wide
NGO'’s (World Wide Fund for Nature).

d. High added value products

It is maintaing high the share @frniture production within the whole wood
products output. The industrial production volumereased in the first half — year 2007
in comparison with the first half year 2006, by8 0. The realized export in the same
period, in the value of 525 million Euro, showsiaarement by 8.25 % and is noticed
that 86 % from sales markets for Romanian furni@ane within the EU countries. It's
estimated that, for the whole year 2007, the amafirgales revenue and the exports
value in euro will register an increment by abo@b8trends which will be kept also in
2008. A significant increase has known the furgtimport, of 196 million Euro in the
first six month of the current year, estimatingiaarement by about 20 % of imports
value in the year 2007 in comparison with 2006, #redkeeping up of increment trend
in 2008. The interest in the furniture and Romarfianiture market, ensues also from
the great number of participating companies at3pecialty Fair — BIFE — TIMB 2007
Bucharest, which took place between 5-9 Septerdb@v, with a total number of 550
companies out of which 400 Romanian ones and 1i%gio companies, representing 17
countries?

) Informative Bulletin APMR — year XIllI, issue Mt51 — September 2007
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During the International Furniture Fair BIFE-TIMBook place a meeting of
social dialog partners from furniture field of tt&) member countries.

At the meeting attended: the President of Furnitweopean Union — UEA, mr.
Calixto Valenti, the President of (Furniture EurapeJnion) Commission mr. Rodrigo
Rodriques, the General Secretary of UEA Furnitwreogean Union, mr. Bart De Turck.

The construction sector in development, affectsitipe$y the production of
doors — windows, prefab housesgstimating also for this sector an increment bypap
20 % of the production and 18 % of the export (a8 % from doors — windows
production and 85 % from prefab houses are intetaéae export).

The manufacturers of high added value wooden pitsdand especially the
furniture and paper manufacturers face further witieries of problems generated by the
increasing prices of raw materials and energy. éhleancement of national currency
RON in comparison with the Dollar ($) and Euk0),(led to important looses in the
export activity.

So, if the export value expressed in Euro, increéasehe first half-year 2007, by
8.25 %, in the same period, the export value espasn national currency, in
comparable prices, represents only 98.7 %, fronvéhee realized in the first six month
of year 2006 (at on average appreciation of nakionaency in the first half year 2007
which reached 8.85 %).

In this background, the main concerns of the decisnakers in the field, are the
improvement of managing performances and the tdobimal modernizing. In
accordance with the Program resulted after the viinddizing “the Strategy of furniture
industry, wooden products, pulp and paper, havmgiew a more effective utilization of
wood resources for the sector competitiveness adment” — Beneficiary: The
Ministry of Economy and Finances, elaborators: Naional Institute of Wood — INL
Bucharest and the Institute of Research and DdsigRulp and Paper - CEPROHART
Braila.

It is mentioned also:

< the elaboration in the year 2007, by the Romawiasociation of Furniture

Manufacturers — APMR of théStrategy for integration within EU of Romanian
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furniture industry in the period 2007-2013%Vork of a real interest for the over 3,000
enterprises in the field.

< The initiation by INL Bucharest, in collaborationtiwthe National Association
of Standardization — ASRO, of some studies to séttlle manufacturing criteria and
prescriptions of environmental friendly furniture accordance with the requirements of

European and international norms and directives.

e. Coniferous sawn timber

Correlated with the wooden mass put into explatatit is estimated for the
year 2007, a production of 2,850 thousantiaoniferous sawn timber and for 2008 a
production of 2,950 thousand®m

Despite the demands on domestic market will inadhe export level remains
high (1,700 thousand ¥m 2007 and 1,750 thousand in 2008) — Further it remains
high the demand for coniferous sawn timber on ddimesarket and for export. thus
contributed in great extent, to sale price increimwsoth of the logs and of the sawn
timber. It shall be taken in to account also offaets: the utilities prince increment, the
poor equipment of some small mills which in theufet will be either closed or re-
equipped with modern machinery in order to facd el competition from quality and
prices point of view. The product will be analyzedhin a large research work titled
“The elaboration and implementation of a criterend quality systems for the products
of wood exploitation and processing, in accordanagd the European performance
requirements, which will be carried out by the Naél Institute of Wood — Bucharest in
collaboration with the University Transilvania —egov, having dead line the year 20009.

f. Non-coniferous sawn timber (temperate and tropial)

The non-coniferous sawn timber products of 1,9@usknd M shows in 2007
an increment by 2.7 %, on comparison with 2006 iargiforseen an increment in 2008
to 1,950 thousand InTo assure the domestic consumption, the expaimglthe entire
period will account for about 40 % from total protian.

There are not forseen significant imports.
10



g. Wood-based panels (particle boards, harddre boards, MDF, OSB, plywood)

Plywood — The domestic consumption is forseen to reach tHaevaf 70
thousand rflyear in the period 2007 — 2008 . Under the coomitiwhen the import is
estimated to reach 35 thousand/ymar, there are premises for an yearly expori06f-1
105 thousand Frin the years 2007 — 2008, from a domestic prodnatif 135 thousand
m® in 2007 and 140 thousand in 2008.

There are not planned new capacities or modifinataf existent capacities.

Veneer: after the increment registered in the productiolive in the year 2006,
73 thousand fhin comparison with 57 thousand®rim 2005, it is estimated minimal
increments in the year 2007 — 2008, respectivelardb 80 thousand incorresponding
to the existent production capacities. Under thleswlitions, the import will not exceed
the volume of 25 thousand’fyear, from which 10 thousand®mepresent tropical
species veneer. For 2007-2008 it is forseen anrerp60-62 thousand ftyear.

In the field ofwood particle board and fibre boards, the group Kronospan
Sebsg, is further the leader. It is estimated for thisay that theparticle boards
production (PAL) will increase by 21 % in comparison with 2006 g. 811 thousand
m® in comparison with 668 thousand.m

The values registered in the first seven monthiksywa0 forsee for the entire
year 2007, an import of 490 thousand amd an export of 465 thousand, nthe
domesting consumption being around the value oftB80sand rh The modernizing of
the particle boards line of Sehavill assure, in the year 2008, the productiorrenwent
till 850 thousand ryear.

In the year 2007, started the works to a partidartks installation with the
capacity of 2,000 thousand®iim Dornati — Suceava county, being an investment of th
company EGGER — Austria. It is planed the puttimga operation in the early monthes
of the year 2008. The company guarantees that é&we production unit, equipped
especially with production lines Siempelkamp, va# the most environmental friendly
particle boards plant in Europe. The company Egg#rpurchase wood wastes from
sawn mills, sawn dust and poor quality timber smgrcfrom a areas of 300 km around

the Radauti town.
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It is forseen an enhanced incremenO&B used in constructions, thus leading to
the imported quantities increment: 120 thousaridimm2007 in comparison with 75
thousand rhin 2006. In the same time it is forseen an invesinalso in Romania. The
company ALPSTRAT-ALPROM in Pit#i plans to built an OSB plant with a capacity of
100 thousand Frand putting it into operation in the year 2009.

The production ofwood fibre boards, of 444 thousand M total forseen for
2007, knows an increment of more than 30 thousand thmough a production
achievement of 350 thousand’/year in the MDF plant Sebkelt is estimated a total
export of 350 thousand 3mout of which 290 thousand*nMDF (85 % from MDF
production) and an import of about 395 thousant] this leading to an apparent
consumption increment to 489 thousant Because there are not forseen modifications
of productions capacities, the situation remaimssidime also in the year 2008.

h. Paper and pulp

In accordance with the Program of the sector deveént, were continued the
modernizing actions of paper machines, with thgdiaof quality improvement and the
alignement at the world costs.

During this year, was put into operation the modeueh paper machine tissue ,
from PEHART TEC Petrgi, reaching a capacity of 20,000 t/year, and atadbmpany
CELHART DONARIS Bdaila, the paper machine nr. 1 (which processed péper
printing writing) was reconverted for paper proaegsfor corrugated boards, at a
capacity of 70,000 t/year. For this capacity, was ipto operation also a new line for
spoilt sheets processing (60,000 t/year), the mogpallation producing only natural
cellulose. Under these conditions, it is estimatet the pulp production will reach an
increment by 21.6 % in 2007 and by 33.8 % in 20@8pmparison with the year 2006.

The paper and paper boards production will in@ebg 14.5 % in 2007,
respective by 31 % in 2008, in comparison with shee reference year 2006, reaching
515 thousand fin 2008. The paper and paper boards export willshow significant
increments. The import will be kept at high levedssuring more than 50 % from the

domestic consumption.

5. Tables
Forest products production and trade in 2005, 22067 and 2008
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