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History of Poor Returns

¢ The paper industry has long-frustrated investors with their inability to
generate consistent above cost of capital returns

— US industry has not exceeded cost of capital since 1995
— European sector has fared better but in hindsight it was driven by F/X
— Latin America has shown somewhat better results.
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Reflected in weak share performance

¢ Reflecting poor returns/profitability the MSCI paper index has
been weak

MSCI Global Paper Index Relative to Market MSCI Global Paper Index Performance (%)
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Weak paper performance in contrast to strong global

. materials

¢ Paper has underperformed the broad market in a time when other
materials have outperformed
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| Investor sentiment

¢ We conducted a survey of US paper investors in Jan-2008
— Threat of macro slowdown was key focus
— Less concern about inflation, but this is a big driver so far

The biggest threat to the paper industry in 2008 is:
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Challenges: inflation

¢ The industry has suffered from significant inflationary pressures in the past
S years

— RISI data suggests that US average cost/ton is up about 25% since 2002
— Europe has been more insulated, but is starting to feel the pinch
— Asia seeing pressure, especially in the form of fiber
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Inflation example: pulp

¢ Since 2002 trough pulp prices have recovered about 90%

¢ Margin of low cost producer
— up 10% (NBSK)

— Flat (hardwood)
Global Softwood Kraft Margins — Delivered Frankfurt Global Hardwood Kraft Margins — Delivered Frankfurt
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Sources of inflation: wood fiber

¢ U.S. wood costs are rising

— This is largely due to low availability of residual wood chips from saw
mills

— High diesel costs associated with harvesting activity

— Poor winter harvests (2 years)
— Rising demand for alternative uses (energy)
— Rising export duties from Russia
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¢ Strong demand, especially in Asia, has driven up global wastepaper
costs

— This is particularly painful in Asia where wastepaper can account for over
50% of costs

— High wastepaper costs/low availability one factor cited in sharp rise in
Asian newsprint prices
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Inflation: energy

¢ Energy cost inflation flows through the industry in several ways
— Direct consumption of fuel (natural gas, oil, electricity)
— Transportation (diesel fuel surcharges)

— Chemicals

— Pulp production can be energy enhancing. This gives integrated paper
makers an energy advantage over non-integrated players
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Challenges: demand growth

¢ Paper demand growth has slowed as some developed markets have
experienced secular declines, only partially offset by growth in
emerging markets

¢ While there is significant potential in emerging markets, to date the
paper industry has not seen the demand pull from emerging markets
as other basic materials (yet).

World Paper & Board Demand Growth
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Challenges: demand growth

¢ UBS economics forecast assumes weaker macro backdrop — but start
of recovery in the U.S. economy by year end 2008

UBS Global GDP Growth Forecasts

2002 2003 2004 2005 2006 2007 2008E 2009E

USA 2% 27%  39%  32%  33%  22%  08%  26%
Canada 34%  20%  33% 3% 28% 7%  12%  25%
Japan 0% 14%  23%  19%  24%  24%  10%  16%
V1. Europe 10% 0% 2% 17%  29%  27%  16%  15%
e 05%  20%  57%  44%  52%  51%  41%  38%
Asha 88%  86%  64%  85%  74%  76%
China 100%  120%  17%  109%  107%  109%  99%  95%
World 26%  40%  50%  48%  49%  46%  33%  36%

Source: UBS caloulations and estimates
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Challenges: demand growth

¢ Given this macro backdrop — demand has been a modest positive
surprise in early 2008

— US paper/board shipments up 1.3% year to date in the first quarter.
— European demand is up 1-2% ytd
— Global newsprint demand is up 2% ytd

— Reports of strong demand in Asia, particularly in China. Apparently driven
by buying ahead of the Olympics

— Global market pulp shipments rose 6% in the first quarter (y/y)

12




Weak U.S. dollar

¢ Currency trends, especially the weak U.S. dollar, have significant
implications for the global paper industry

¢ Pulp as an example:

— U.S. price is up >90% from 2002 trough

— Euro price (€) is up c10%
— Canadian (C$) price up c20%

— Brazilian real price is 25% below 2002 peak

NBSK Pulp Price in Local Currency —indexed to 2002
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Weak U.S. dollar - consequences

¢ Canadian industry responding with capacity closures

— Announced paper/board closures since mid-2005 represent 20% Canadian
capacity

— Net exports down to 54% from peak over 67% of production
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Weak U.S. dollar - consequences

¢ European industry increased reliance on exports despite the currency
moves

— Pickup in exports in 2002, just as the F/X troughed against the US$
— Sharp rise in the € is hurting Europe’s global cost position

— In late 2005 the industry started to respond. About 6% total gross capacity
has shut

— Imports becoming an issue in newsprint and kraftliner
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wo " Industry response: Cap ex

4‘5 ’? ¢

In developed markets the industry has become more rational when

considering capacity expansions

— U.S. paper/board industry cap ex/depreciation <100% since 1998 and U.S.
capacity at the lowest level since 1995

— Global capacity growth slowed to 2% since 2005 vs long term average of

3%

— World paper/board capacity closures 15.6 million tonnes since mid 2005

World Paper & Board Capacity Growth y/y % change

World Paper & Board Closures since mid, % market
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.‘ Industry response: Cost cutting

* % 1’ ¢ While the benefits are obscured by inflation, the industry has worked to
'S aggressively reduce costs.

— European industry employment in 2006 was 33% below 1991 levels while
the number of mills fell 22% but industry production rose 51%

— In the past 10 years US industry employment is off 38% while revenue per
employee has essentially doubled.

— Many companies report 20% or greater reductions in purchased energy per
unit of output. Though this has been offset by higher unit costs for energy
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Industry response: management change

¢ Over the past several years there has been a impressive change in
management throughout the industry

— Many new managers come from outside the industry

— In Europe, Stora Enso, UPM, SCA, Norske Skog, M-real all have new
senior management in the past few years

— In the U.S.: International Paper, Weyerhaeuser, Smurfit-Stone, Potlatch,
Temple-Inland, Abitibi-Bowater are just a few of the companies to see new
senior managers in the past few years
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Industry response: M&A

¢ In the past 10 years there have been two waves of M&A

¢ In the late 1990s transactions were driven by scale

— Stora/Enso; IP/Champion/Union Camp; Weyerhaeuser/Willamette/McBIo;
Smurfit/Stone/St Laurent; Abitibi/Donohue; Norske Skog/Fletcher Paper...

¢ Through the more recent round of M&A companies are specializing by

— Selling non core assets: International Paper, MeadWestvaco,
Weyerhaeuser, Stora Enso, Smurfit-Stone, Temple-Inland

— Acquisitions focused on select product areas: New Page/Stora NA;
Abitibi/Bowater; Domtar/Weyerhaeuser uncoated; Graphic
Packaging/Altivity

4 In North America most paper/board markets have consolidated with an
industry leader with 30-40% market share and two players holding a
combined share >50%

19




Conclusion

¢ Difficult road ahead

— Managing to a high cost/lower demand environment likely to result in
closure of further high cost capacity

— We expect further M&A to help manage through this difficult period,
especially in Europe

— F/X developments going to be a key determinant. Though would take time
to rebalance even if the U.S. dollar starts to strengthen

— Emerging market demand and availability of fiber to service capacity in
those markets will be key to the future of the industry

20




Risk Statement

The global paper and forest product industry is highly sensitive to shifts
in supply and demand. Consequently, the key risks are weak demand,
as evidenced by general economic conditions, or increases in supply,

in the form of capacity additions. These could cause market
imbalances.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to
herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical performance
information; and certain additional disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage' IB Services’
Buy Buy 59% 38%
Neutral Hold/Neutral 3% 35%
Sell Sell 7% 26%
UBS Short-Term Rating Rating Category Coverage’ IB Services’
Buy Buy less than 1% 67%
Sell Sell less than 1% 25%

1:Percentage of companies under coverage globally within the 12-month rating category.

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking {IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 31 March 2008.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating Definition

Buy FSR is » 6% above the MRA.

Neutral FSR is between -6% and 6% of the MRA.
Sell FSR is > 6% below the MRA.

UBS Short-Term Rating Definition

Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

Buy
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Required Disclosures (Continued)

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a forecast of,
the equity risk premium).

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are subject to
possible change in the near term, usually in response to an event that may affect the investment case or valuation.

Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any change in
the fundamental view or investment case.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are :

Buy: Positive on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as
structure, management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount.

Core Banding Exceptions (CBE) : Exceptions to the standard +/-6% bands may be granted by the Investment Review Committee
(IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's debt. As a
result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. When such
exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

Analyst Certification

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect
to security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal
views about those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by that research analyst in the research report.
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.. Company disclosures

Company Disclosures

Company Name Reuters 12-mo rating Short-term rating Price Price date
Aracruz Celulose™ 2 ARCZB SA Sell (CEE) A R$13.30 02 May 2008
MeadWestvaco®™ ® bc. 7. 16 MY N Buy MNIA US$26.03 02 May 2008
M-real MRLBY .HE Meutral MNEA €130 02 May 2008
Stora Enso™ 8 STERY HE MNeutral MIA €330 02 May 2008
Suzano Papel e Celuloge™® SUZB5.SA Buy (CBE) MIA R$2810 02 May 2008
Temple-Inland™ %1218 TINMN Buy MIA US$12.12 02 May 2008
UpM*a 5o, 16 UPM1Y HE Neutral NIA €1276 02 May 2008
Votorantim Celulose e Papel'™? YCPAA SA Buy (CBE) MIA R$5105 02 May 2008
Weyerhaeuger™ 5. 16 WY N Buy /A US$6368 02 May 2008

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be maore recent than the stock pricing
date

2a. LUBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the undenariting or placement of securities of
this company/fentity or one of its affiliates within the past five years.

2b. LUBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the undenariting or placement of securities of
this company/entity or one of its affiliates within the past three years.

3 UBS Securities LLC is acting as financial advisor to International Paper on its announced agreement to acquire
Weyerhaeuser's Containerboard, Packaging and Recycling business.

da. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
senvices from this companyfentity.

4k Within the past three years, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
senvices from this companyfentity.

Ga.  This companyentity is, orwithin the past 12 months has been, a client of UBS Securities LLC, and investment banking
senvices are being, or have been, provided.

Gb. This company/entity is, orwithin the past 12 months has been, a client of UBS Securties LLC, and non-investment
banking securities-related services are being, or have been, provided.

Be. This companyfentity is, orwithin the past 12 months has been, a client of UBS Securities LLC, and non-securities
senvices are being, or have been, provided.

7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than
investment banking services from this company/entity.

13. LUBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company’ s common equity
securnties as of last month's end (or the priormonth’s end ifthis report is dated less than 10 days after the most recent
month’s end).

16. LUBS Securities LLC makes a market in the securities andfor ADRs of this company.
20. Because UBS believes this security presents significantly higherthan-normal risk, its rating is deemed Buy ifthe FSR
exceeds the MRA by 10% (compared with 6% under the normal rating system).
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Global Disclaimer

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein
as UBS. In certain countries, UBS AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation
that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise
constitute a personal recommendation. It is published solely for information purposes, it does not constitute an advertisement and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No representation or warranty,
either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to
information concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or
developments referred to in the report. UBS does not undertake that investors will obtain profits, nor will it share with investors any investment profits
nor accept any liability for any investment losses. Investments involve risks and investors should exercise prudence in making their investment
decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result
of using different assumptions and criteria. Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank
Research Management. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different
results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies
for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information
contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas,
units, groups or affiliates of UBS. The compensation of the analyst who prepared this report is determined exclusively by research management and
senior management (not including investment banking). Analyst compensation is not based on investment banking revenues, however, compensation
may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and
futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high
degree of risk and may be highly volatile in response to fluctuations in interest rates and other market conditions. Past performance is not necessarily
indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument
mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS
nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of
the use of all or any part of this report.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or
UBS Capital Markets LP) acts as a market maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial
instruments of the issuer save that where the activity of liquidity provider is carried out in accordance with the definition given to it by the laws and
regulations of any other EU jurisdictions, such information is separately disclosed in this research report.
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