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Pulp & Paper

Pulp & Paper: Sep-11 Pulp Stats Better than Expected; Near-term Outlook Still
Challenged

We believe pulp prices will be under pressure in coming months with markets coming back
into balance early next spring - Where we previously expected a heavy fall maintenance
season to balance markets; we now believe a recovery in NBSK pulp prices will be pushed
out for 3-6 months. This backstops our Market Perform rating on the pulp names as we do
not expect the equities to appreciate in the face of falling commodity prices in the near-
term. We expect Chinese demand to improve after the Chinese New Year in early Feb-11
helping balance global NBSK pulp markets by the spring. Longer term, we maintain our
bullish long-term investment thesis on the pulp sector which is predicated on long-term
reductions in global NBSK pulp capacity and the increased usage of paper products per
capita in developing countries. We believe the factors that pushed NBSK pulp prices to a
record USS$1,040/mt in Jun-11 still exist and do not forecast extended periods of low prices
that have traditionally characterized pulp down-cycles.

Sep-11 pulp stats improve but inventories still on the high side of balanced — The Pulp and
Paper Product Council’s Sep-11 pulp stats revealed a 99% NBSK operating (key grade for
Canadian producers) as global inventories fell from 34 days to 32 days, while still remaining
above balanced levels of ~30 days. Geographically, Sep-11 shipments to North America and
Western Europe were relatively weak falling 1.1% and 10.3% respectively y/y while YTD
shipments to each of these markets are down 5.5 % and 6.4% respectively. Shipments to
China displayed unexpected strength, however, improving 35% y/y for Sep-11 and are up
57% YTD.

Backward looking pulp stats do not necessarily reflect the near-term outlook — We
acknowledge the Sept stats are stronger than we expected given anecdotal reports and
analysis of news flow, however, they do not alter our challenged near-term view.
Specifically, recent data from the American Forest & Paper Association revealed Sep-11
shipments of printing and writing papers are down 8% y/y and reports out of Asia indicate
other softwood pulp grades (radiata pine pulp from Chile) are seeing heavy price drops in
China of as much as $60/mt. Anecdotally, we understand a rebound in Chinese pulp
demand that was expected after the October 1 national holiday did not materialize as buyers
with ample inventories continue to wait for additional price reductions. Thus, as we head
into a seasonally slow period for demand in December, where inventories are typically sold
off prior to year-ends, we see NBSK pulp pricing falling as low as US$880-900/mt before
markets rebalance in early spring.

Company Ticker Ticker Current Rating
Primary Secondary Price

Pulp & Paper

Canfor Pulp Products Inc. CFX-TSX C$14.40 Market Perform 3
Domtar UFS-NYSE UFS-TSX USS$76.83 Strong Buy 1
Fibrek Inc. FBK-TSX CS$0.85 Market Perform 3
Fortress Paper FTP-TSX C$42.42 Strong Buy 1
Mercer International Inc. MERC-NASDAQ MRI.U-TSX US$6.65 Market Perform 3

Raymond James Ltd.

Please read domestic and foreign disclosure/risk information beginning on page 2 and Analyst Certification on page 3.
Raymond James Ltd. | 2200 — 925 West Georgia Street | Vancouver BC Canada V6C 3L2



Canada Research | Page 2 of 9 Pulp & Paper

Important Investor Disclosures

Raymond James is the global brand name for Raymond James & Associates (RJA) and its non-US affiliates worldwide.
Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, FL
33716, (727) 567-1000. Affiliates include the following entities, which are responsible for the distribution of research in
their respective areas. In Canada, Raymond James Ltd., Suite 2200, 925 West Georgia Street, Vancouver, BC V6C 312, (604)
659-8200. In Latin America, Raymond James Latin America, Ruta 8, km 17, 500, 91600 Montevideo, Uruguay, 00598 2 518
2033. In Europe, Raymond James European Equities, 40, rue La Boetie, 75008, Paris, France, +33 1 45 61 64 90.

This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident
of or located in any locality, state, country, or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation. The securities discussed in this document may not be eligible for sale in some
jurisdictions. This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where
such an offer or solicitation would be illegal. It does not constitute a personal recommendation nor does it take into
account the particular investment objectives, financial situations, or needs of individual clients. Information in this report
should not be construed as advice designed to meet the individual objectives of any particular investor. Investors should
consider this report as only a single factor in making their investment decision. Consultation with your investment advisor
is recommended. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of
original capital may occur.

The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to
buy or sell any security. Certain information has been obtained from third-party sources we consider reliable, but we do not
guarantee that such information is accurate or complete. Persons within the Raymond James family of companies may have
information that is not available to the contributors of the information contained in this publication. Raymond James,
including affiliates and employees, may execute transactions in the securities listed in this publication that may not be
consistent with the ratings appearing in this publication.

With respect to materials prepared by Raymond James Ltd. (“RJL"), all expressions of opinion reflect the judgment of the
Research Department of RIL, or its affiliates, at this date and are subject to change. RIL may perform investment banking or
other services for, or solicit investment banking business from, any company mentioned in this document.

All Raymond James Ltd. research reports are distributed electronically and are available to clients at the same time via the
firm’s website (http://www.raymondjames.ca). Immediately upon being posted to the firm’s website, the research reports
are then distributed electronically to clients via email upon request and to clients with access to Bloomberg (home page:
RILC), First Call Research Direct and Reuters. Selected research reports are also printed and mailed at the same time to
clients upon request. Requests for Raymond James Ltd. research may be made by contacting the Raymond James Product
Group during market hours at (604) 659-8000.

In the event that this is a compendium report (i.e., covers 6 or more subject companies), Raymond James Ltd. may choose
to provide specific disclosures for the subject companies by reference. To access these disclosures, clients should refer to:
http://www.raymondjames.ca (click on Equity Capital Markets / Equity Research / Research Disclosures) or call toll-free at
1-800-667-2899.

Analyst Information

Analyst Compensation: Equity research analysts and associates at Raymond James are compensated on a salary and bonus
system. Several factors enter into the compensation determination for an analyst, including i) research quality and overall
productivity, including success in rating stocks on an absolute basis and relative to the local exchange composite Index
and/or a sector index, ii) recognition from institutional investors, iii) support effectiveness to the institutional and retail
sales forces and traders, iv) commissions generated in stocks under coverage that are attributable to the analyst’s efforts, v)
net revenues of the overall Equity Capital Markets Group, and vi) compensation levels for analysts at competing investment
dealers.

Analyst Stock Holdings: Effective September 2002, Raymond James equity research analysts and associates or members of
their households are forbidden from investing in securities of companies covered by them. Analysts and associates are
permitted to hold long positions in the securities of companies they cover which were in place prior to September 2002 but
are only permitted to sell those positions five days after the rating has been lowered to Underperform.
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The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject securities. No
part of said person's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
contained in this research report. In addition, said analyst has not received compensation from any subject company in the
last 12 months.

Ratings and Definitions
Raymond James Ltd. (Canada) definitions

Strong Buy (SB1) The stock is expected to appreciate and produce a total return of at least 15% and outperform the
S&P/TSX Composite Index over the next six months. Outperform (MO2) The stock is expected to appreciate and
outperform the S&P/TSX Composite Index over the next twelve months. Market Perform (MP3) The stock is expected to
perform generally in line with the S&P/TSX Composite Index over the next twelve months and is potentially a source of
funds for more highly rated securities. Underperform (MU4) The stock is expected to underperform the S&P/TSX
Composite Index or its sector over the next six to twelve months and should be sold.

Raymond James & Associates (U.S.) definitions

Strong Buy (SB1) Expected to appreciate, produce a total return of at least 15%, and outperform the S&P 500 over the next
six to 12 months. For higher yielding and more conservative equities, such as REITs and certain MLPs, a total return of at
least 15% is expected to be realized over the next 12 months. Outperform (MO2) Expected to appreciate and outperform
the S&P 500 over the next 12-18 months. For higher yielding and more conservative equities, such as REITs and certain
MLPs, an Outperform rating is used for securities where we are comfortable with the relative safety of the dividend and
expect a total return modestly exceeding the dividend yield over the next 12-18 months. Market Perform (MP3) Expected
to perform generally in line with the S&P 500 over the next 12 months. Underperform (MU4) Expected to underperform
the S&P 500 or its sector over the next six to 12 months and should be sold. Suspended (S) The rating and price target have
been suspended temporarily. This action may be due to market events that made coverage impracticable, or to comply
with applicable regulations or firm policies in certain circumstances, including when Raymond James may be providing
investment banking services to the company. The previous rating and price target are no longer in effect for this security
and should not be relied upon.

Raymond James Latin American rating definitions

Strong Buy (SB1) Expected to appreciate and produce a total return of at least 25.0% over the next twelve months.
Outperform (MO2) Expected to appreciate and produce a total return of between 15.0% and 25.0% over the next twelve
months. Market Perform (MP3) Expected to perform in line with the underlying country index. Underperform (MU4)
Expected to underperform the underlying country index. Suspended (S) The rating and price target have been suspended
temporarily. This action may be due to market events that made coverage impracticable, or to comply with applicable
regulations or firm policies in certain circumstances, including when Raymond James may be providing investment banking
services to the company. The previous rating and price target are no longer in effect for this security and should not be
relied upon. In transacting in any security, investors should be aware that other securities in the Raymond James research
coverage universe might carry a higher or lower rating. Investors should feel free to contact their Financial Advisor to
discuss the merits of other available investments.

Raymond James European Equities rating definitions

Strong Buy (1) Expected to appreciate, produce a total return of at least 15%, and outperform the Stoxx 600 over the next 6
to 12 months. Outperform (2) Expected to appreciate and outperform the Stoxx 600 over the next 12 months. Market
Perform (3) Expected to perform generally in line with the Stoxx 600 over the next 12 months. Underperform (4) Expected
to underperform the Stoxx 600 or its sector over the next 6 to 12 months.

Suitability Categories (SR)
For stocks rated by Raymond James & Associates only, the following Suitability Categories provide an assessment of

potential risk factors for investors. Suitability ratings are not assigned to stocks rated Underperform (Sell). Projected 12-
month price targets are assigned only to stocks rated Strong Buy or Outperform.

Total Return (TR) Lower risk equities possessing dividend yields above that of the S&P 500 and greater stability of principal.

Growth (G) Low to average risk equities with sound financials, more consistent earnings growth, possibly a small dividend,
and the potential for long-term price appreciation.
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Aggressive Growth (AG) Medium or higher risk equities of companies in fast growing and competitive industries, with less
predictable earnings and acceptable, but possibly more leveraged balance sheets.

High Risk (HR) Companies with less predictable earnings (or losses), rapidly changing market dynamics, financial and
competitive issues, higher price volatility (beta), and risk of principal.

Venture Risk (VR) Companies with a short or unprofitable operating history, limited or less predictable revenues, very high
risk associated with success, and a substantial risk of principal.

Rating Distributions

Coverage Universe Rating Distribution Investment Banking Distribution

RIL RJIA RJ LatAm RIL RJIA RJ LatAm
Strong Buy and Outperform (Buy) 74% 58% 38% 56% 15% 33%
Market Perform (Hold) 26% 37% 55% 30% 5% 3%
Underperform (Sell) 5% 8% 5% 0%

Raymond James Relationship Disclosures

Raymond James Ltd. or its affiliates expects to receive or intends to seek compensation for investment banking services
from all companies under research coverage within the next three months.

Company Name Disclosure

Fortress Paper Raymond James Ltd. has managed or co-managed a public offering of securities within the
last 12 months with respect to Fortress Paper.

Raymond James Ltd. has provided investment banking services within the last 12 months
with respect to Fortress Paper.

Raymond James Ltd. has received compensation for investment banking services within the
last 12 months with respect to Fortress Paper.

Mercer International Inc. Raymond James Ltd. makes a market in the securities of Mercer International Inc..

Stock Charts, Target Prices, and Valuation Methodologies

Valuation Methodology: The Raymond James methodology for assigning ratings and target prices includes a number of
qualitative and quantitative factors including an assessment of industry size, structure, business trends and overall
attractiveness; management effectiveness; competition; visibility; financial condition, and expected total return, among
other factors. These factors are subject to change depending on overall economic conditions or industry- or company-
specific occurrences.

Target Prices: The information below indicates target price and rating changes for the subject companies included in this
research.
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relative to appropriate industry competitors.

Valuation Methodology: Our valuation methodology for Canfor Pulp includes a comparison of EV/EBITDA multiple
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Valuation Methodology: Our valuation methodology for Fibrek includes a comparison of EV/EBITDA multiple relative

to appropriate industry competitors.
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Valuation Methodology: We value Fortess Paper by Discounted Cash Flow Valuation (DCF) taking
company’s growth potential and key commodity price assumptions.

into account the

Mercer Intemational Inc. (VERO) 3yr. Sock Rarformrance ° o

(V0 =9 == S £5e |£3| 8y |2
(RS ExEan 5% (58|28
iv=e S | e V| [z e R Ve I S| B8 | &

Mo - ey Vs D=z

HED [VMsaa] [ _VoaH M6 A N +

s50 ' : ' : I " Oct-21-11 | 6.62 | 10.00 | 3
o Vil AR Jul-22-11 [ 9.80 | 14.00 | 2
sz e Jun-29-11 | 10.68 | 17.00 | 2
g S0 ! ] Feb-24-11 | 12.48 | 20.00 | 1
3 peveq Y 1 Feb-15-11 | 11.95 | 17.00 | 1
£ ¥ Ay Wy [ Feb-09-11] 9.61 | 15.00 | 1
2 wo / ort Jan-07-11| 7.66 | 1050 | 2
g v i Ll Nov-24-10 | 6.87 | 975 | 2
= N L. Nov-01-10| 541 | 850 | 2
o TR EEER e i i e a et e e dAdAddddd dd Ay [oop2310] 489 | 700 |2
HIHRBINEHHHB I e e
RN I CII I N 3338885 ¢ §5223332§68 |[Juno110] 525 | 9.00 | 1
Tt Aralyst mrgly-'xja‘l:m & 12 Moth (?1:3 Oojective Apr_og_lo 5_76 6_75 2
N Nt R Posicrea Mar-24-10 | 5.87 565 | 3
Feb-12-10 | 3.83 | 450 | 3
Dite: Gricber 202011 Oct-21-09 | 273 | 325 | 3
— Price o RtrgCEace & Target RiceCrerge Jul-31-09 | 0.57 UR | 3
- Gvarage Suspaded & Target Ricead Rating Gaerce 49 Sdit Adustnat Jun-24-09 0.78 UR 4

Valuation Methodology: Our valuation methodolog
multiple relative to appropriate industry competitors.

y for Mercer International includes a comparison of EV/EBITDA
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Valuation Methodology: We value Domtar on a comparative basis to historical multiples.

Risk Factors

General Risk Factors: Following are some general risk factors that pertain to the projected target prices included on
Raymond James research: (1) Industry fundamentals with respect to customer demand or product / service pricing could
change and adversely impact expected revenues and earnings; (2) Issues relating to major competitors or market shares or
new product expectations could change investor attitudes toward the sector or this stock; (3) Unforeseen developments
with respect to the management, financial condition or accounting policies or practices could alter the prospective
valuation.

Risks - Canfor Pulp Products Inc.

i) Slower than expected economic growth could reduce our commodity price forecasts. ii) A strengthening of the Canadian
dollar could negatively affect earnings. Downward pressure could be placed on pulp price forecasts if the Euro depreciates
relative to the USS. iii) CFX has a fibre agreement with Canfor Corporation, a shortage of fibre supply or higher chip prices
could negatively affect earnings. iv) A rise in interest rates would place downward pressure on CFX's high-yielding units.

Risks - Fibrek Inc.

i) Slower than expected economic growth could reduce our commodity price forecasts. ii) A strengthening of the Canadian
dollar could negatively affect earnings. Downward pressure could be placed on pulp price forecasts if the euro depreciates
relative to the USS. iii) A shortage of fibre supply or higher chip prices could negatively affect earnings. iv) A rise in interest
rates would place downward pressure on Fibrek’s units. v) Fibrek earnings could be negatively affected by unexpected
curtailments.

Risks - Fortress Paper

i) cost overruns, delays and implementation issues relating to Fortress' capital expansion program, ii) pulp, cotton, energy,
chemicals, synthetic fibre and other input cost inflation, iii) their ability to secure initial contracts for new products as
customers are cautious on being "first adopters", iv) increasing usage of debit, credit and electronic point of sale
transactions as substitutes for physical cash usage, v) the risk of new entrants in the non-woven wallpaper or dissolving
pulp markets and possible erosion of Fortress' market share, vi) potential negative impact of EUR/CS and CHF/CS$
fluctuations given Fortress' exposure to both operational and translational foreign exchange risk, vii) dependence on a few
key, large customer contracts, viii) the ever-evolving highly technical and innovative nature of products within the security
industry - potential loss of market share and key contracts if Fortress cannot keep abreast of the competition. ix) Slower
than expected economic growth could reduce our commodity price forecasts. x) A strengthening of the Canadian dollar
could negatively affect earnings. Downward pressure could be placed on dissolving pulp price forecasts if the CAD
depreciates relative to the USS.
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Risks - Mercer International

i) Forest product commodities are cyclical, slower than expected economic growth could reduce our commodity price
forecasts. ii) As pulp prices are denominated in U.S. dollars, an appreciation of the Euro (and to a certain extent, the
Canadian dollar) could negatively affect earnings. iii) A reduction in the availability or an increase in price of raw materials
(e.g., related to market conditions or weather) could negatively affect operating margins iv) Forest product markets are
global in nature, trade issues affecting market access could impact earnings. v) Successful appeals from competitors
regarding government grants could delay and/or reduce the amount of grants Mercer is entitled to.

Risks - Domtar

i) Forest product commodities are cyclical, slower than expected economic growth could reduce our price forecasts. ii) As
sales are denominated in U.S. dollars, a depreciation of the U.S. dollar could negatively affect earnings. iii) An increase in
energy prices could negatively impact earnings iv) A reduction in the availability or an increase in price of raw materials
could negatively affect operating margins v) Forest product markets are global in nature, trade issues affecting market
access could impact earnings.

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability
categories, is available for Raymond James at rjcapitalmarkets.com/SearchForDisclosures_main.asp and for Raymond James
Limited at www.raymondjames.ca/researchdisclosures.

International Disclosures
For clients in the United States:

Investing in securities of issuers organized outside of the U.S., including ADRs, may entail certain risks. The securities of
non-U.S. issuers may not be registered with, nor be subject to the reporting requirements of, the U.S. Securities and
Exchange Commission. There may be limited information available on such securities. Investors who have received this
report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.
Please ask your Financial Advisor for additional details.

Raymond James Ltd. is not a U.S. broker-dealer and therefore is not governed by U.S. laws, rules or regulations applicable
to U.S. broker-dealers. Consequently, the persons responsible for the content of this publication are not licensed in the U.S.
as research analysts in accordance with applicable rules promulgated by the U.S. Self Regulatory Organizations.

Any U.S. Institutional Investor wishing to effect trades in any security should contact Raymond James (USA) Ltd., a U.S.
broker-dealer affiliate of Raymond James Ltd.

For clients in the United Kingdom:

For clients of Raymond James & Associates (RJA) and Raymond James Financial International, Ltd. (RJFI): This report is for
distribution only to persons who fall within Articles 19 or Article 49(2) of the Financial Services and Markets Act (Financial
Promotion) Order 2000 as investment professionals and may not be distributed to, or relied upon, by any other person.

For clients of Raymond James Investment Services, Ltd.: This report is intended only for clients in receipt of Raymond
James Investment Services, Ltd.’s Terms of Business or others to whom it may be lawfully submitted.

For purposes of the Financial Services Authority requirements, this research report is classified as objective with respect to
conflict of interest management. RJA, Raymond James Financial International, Ltd., and Raymond James Investment
Services, Ltd. are authorized and regulated in the U.K. by the Financial Services Authority.

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:
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