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The year ahead looks bleak for forestry company's after a terrible 2007
Monday Dec 17 2007

Craig Wong, THE CANADIAN PRESS

VANCOUVER - It's hard to see how 2007 could have been tougher for Canadian lumber companies.

A loonie near parity with the U.S. dollar, a tanking housing market south of the border, a new export tax, falling lumber prices, a pine beetle epidemic, the list goes on.

And the light at the end of the tunnel might be a train as many see further woes in 2008 and do not expect a turnaround in the pivotal industry until 2009.

"I don't think anyone is expecting it to turn around next year and that it will be a pretty tough year," said Ric Slaco, chief forester at International Forest Products Ltd. (TSX:IFP.A), a big West Coast lumber producer.

"There will be further consolidation and further rationalization I think that will occur as a consequence of the downsizing to take further supply out of the system."

Hardly a day went by through the fall that a lumber company in all parts of Canada didn't announce a shutdown of some sort as companies rushed to reduce production.

Tens of thousands of forestry workers, in mill towns from B.C. to Newfoundland, lost their jobs as sawmills were shut down and paper machines were mothballed. The industry sought and got financial assistance from some governments to cushion the blow.

Slaco's own company curtailed production at its Adams Lake sawmill in the B.C. interior for an indefinite period in November and last week made permanent its temporary shut down of its Queensboro sawmill in New Westminster, B.C., where the company spent $25 million to upgrade operations just in 2005.

Canfor Corp. (TSX:CFP), Canada's biggest lumber company, slashed production, cutting shifts at some mills and closing others indefinitely eliminating millions of board feet of production and throwing hundreds out of work.

In Eastern Canada, AbitibiBowater Inc. closed several mills and cut one million tonnes of production in a move that affected more than 2,600 workers.

One of the most notable casualties of the year was Oregon-based Pope and Talbot which filed for creditor protection in Canada and Chapter 11 bankruptcy in the United States.

The 158-year-old company which has extensive operations in Canada, said low lumber prices, high priced pulp chips and sawdust and the strong Canadian dollar all took their toll and forced it to seek court protection from creditors for its restructuring.

Forestry analyst Kevin Mason of Equity Research Associates said there could be more restructurings or bankruptcies to follow next year.

"The evisceration of the Canadian paper and forest products industry will continue through 2008," he said.

Mason pointed to Quebec-based Tembec Inc. (TSX:TBC) and Western-based oriented strandboard produce Ainsworth Lumber Co. Ltd. (TSX:ANS) as companies that could be in for a tough 2008.

"Tembec looks like it would probably be the next likely candidate and Ainsworth will be shortly thereafter," Mason said.

The turnaround in the industry has been swift.

At the beginning of the decade, lumber producers were in a boom. Low interest rates and cheap mortgages in the U.S. fuelled a housing explosion and demand for lumber to build new homes, especially in the so-called U.S. Sun Belt states of the southeast and southwest.

Lumber producers in Canada, which supply about a third of the U.S. lumber market, rushed to bring new capacity onstream to ride the boom.

And the collapse was just as severe.

An explosion of the U.S. sub-prime mortgage business dried up demand and pushed down U.S. new housing starts by up to 40 per cent in many markets.

Lumber prices began to fall, seemingly without finding a bottom, triggering the export taxes agreed to under the 2006 softwood lumber agreement, all while the Canadian dollar flirted with parity against the U.S. dollar cutting further in to the bottom line of lumber companies.

Then a strike by thousands of forestry workers all but shut down the industry on the B.C. coast for three months.

And on top of it all, the U.S. has taken Canada to an international arbitration tribunal alleging Canada has violated the softwood lumber agreement. A ruling is expected next year.

Craig Campbell of the forest practice of consultants PricewaterhouseCoopers said the main fundamentals are lined up against the industry.

"The unique thing this time is that we don't see the end of the cycle in 2008, virtually nobody is talking about an upturn before 2009, so that's a very long, deep cycle," Campbell said.

Campbell said even the pulp industry, which has seen strong pricing in U.S. dollars, is seeing its upswing undermined by the strength in the Canadian dollar, which cuts revenues and profits for Canadian companies who translate their U.S. dollar finances into loonies on their balance sheet.

A 30-year veteran of the forestry industry, Slaco has seen upswings and downturns in the market, but he says this time it's different because while the general economy remains strong, the forestry sector is suffering because of weakness in the U.S. housing market.

"You don't have to talk to too many people and look at too many balance sheets to see that they industry is definitely facing one of its harshest times that I've ever seen," Slaco said.

But Slaco, a survivor of the downturn of the early'80s, opted to look for the silver lining to the black cloud hanging over the industry.

"It was during those lows that I learned the most, about people, about companies, how one can manage the downside to success if you have a good attitude," he said.

"It's not very nice out there, but it is really an opportunity to make some changes when times are tough."
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