
      

Acadian Timber Corp. 
Q4 2010 Conference Call 
Transcript    

Date:  Wednesday, February 10, 2010 

Time: 10:00 AM ET  

Speakers: Mr. Reid Carter 
President and Chief Executive Officer  

Mr. Joseph Cornacchia 
Chief Financial Officer   



   
OPERATOR: At this time, I would like to turn the conference over to Mr. Joe Cornacchia, Chief 

Financial Officer.  Please go ahead, Mr. Cornacchia.    

JOE CORNACCHIA: Thank you, Operator, and good morning, everyone.  Welcome to Acadian's 

Fourth Quarter and Year-End Conference Call.     

Before we get started, I'd like to call your attention to the following.  This 

conference call is being webcast simultaneously through our website at 

www.acadiantimber.com, where you can also find a copy of the press release, 

including financial statements.  Please note that in responding to questions and 

talking about our financial and operating performance for 2009 and outlook for 

2010, we may make forward-looking statements.  These statements are subject 

to known and unknown risks and future results may differ materially.      

For further information on known risk factors, I'd encourage you to review 

Acadian's prospectus, dated January 23rd, 2006, and subsequent regulatory 

filings, which can be found on www.sedar.com and on our own website.    

I will start by outlining the financial highlights for the quarter and Reid Carter, our 

Chief Executive Officer, will conclude with more general comments about our 

operations, market conditions and general outlook for 2010.    

While 2009 was another challenging year, we are pleased with what we have 

achieved at both corporate and operating levels.  During the three months ended 

December 31st, 2009, Acadian generated net sales of $16.7 million on 

consolidated sales volumes of 343,000 cubic meters, which compares to net 

sales of $19.7 million on consolidated sales volumes 307,000 cubic meters in the 

fourth quarter of 2008.    

EBITDA in the fourth quarter was $2 million, or 12% of sales, as compared to 

EBITDA of $6.9 million, or 35% of sales, in the comparable period last year.  

http://www.acadiantimber.com
http://www.sedar.com


     
During the quarter, Acadian incurred $900,000 of non-recurring costs associated 

with the previously announced conversion of Acadian from an income trust to a 

corporation, effective January 1st, 2010.     

Net income for the quarter was nil and included in the quarter's income was a 

$300,000 future income tax recovery.  This recovery has not been included in our 

calculation of EBITDA or distributable cash from operations and is not reflective 

of the operating performance of Acadian during the period.    

Distributable cash from operations in the quarter were $1.3 million, or $0.08 per 

unit on a fully diluted basis, as compared with distributable cash from operations 

of $5.7 million, or $0.34 per fully diluted unit in the fourth quarter of 2008, 

resulting in pay-out ratios of 108% and 60% respectively.    

For the year ended December 31st, 2009, Acadian generated net sales of $63.4 

million on sales volumes of 1,258,000 cubic meters, which compares to net sales 

of $67.9 million on sales volumes of 1,251,000 cubic meters in the comparable 

period last year.    

EBITDA of $12.1 million during the 12 months ended December 31st is $5.3 

million lower than EBITDA generated during 2008 and is reflective of a lower 

contribution from the management of Crown licensed timberlands, lower sales 

volumes by our Maine timberlands and continued pressure on selling prices 

across most products during the year.    

Distributable cash from operations for the year was $8.1 million, as compared to 

distributions declared to unit holders of $11.7 million.     

I will now briefly review the segmented results for Acadian's New Brunswick and 

Maine operations.  



     
The New Brunswick timberlands results in the fourth quarter of 2009 reflect 

improved demand for hardwood pulpwood as compared to the same period of 

2008.  Net sales were $13.3 million, on sales volumes of 271,000 cubic meters, 

compared with net sales of $13.3 million on sales volumes of 209,000 cubic 

meters in the fourth quarter of last year.    

Comparable year-over-year net sales are a result of increased sales volumes, 

which have been offset by pricing pressure across most products and a lower 

contribution from the management of the Crown licensed timberlands.  The 

weighted average selling price was $46.05 per cubic meter in the fourth quarter 

of 2009 as compared to $48.79 per cubic meter in the same period last year.    

Approximately 30% of sales volume were sold to saw logs, 48% is pulpwood and 

22% is biomass in the fourth quarter of 2009.  This compares to 34% of sales 

volume sold as saw logs, 39% as pulpwood and 27% as biomass in the fourth 

quarter last year.    

Costs during the quarter were $10.8 million, 23% higher than the fourth quarter of 

2008, primarily a result of higher harvest volumes, longer hauling distances and 

some cable logging.  EBITDA for the fourth quarter was $2.5 million, or 19% of 

sales, as compared with EBITDA of $4.5 million, or 34% of sales in the fourth 

quarter of 2008.    

Our Maine timberlands experienced strong operating conditions during the fourth 

quarter, primarily as a result of favorable other conditions.  However, difficult 

market conditions resulted in a significant decline in the operation's financial 

performance.    



    
Net sales in the fourth quarter were $3.4 million on sales volumes of 72,000 cubic 

meters, down from net sales of $6.4 million on sales volumes of 98,000 cubic 

meters in the same period of 2008.     

Results from the fourth quarter of last year reflects favorable weather conditions 

and catch-up volume on the part of the operation's largest contractor following 

weather-related difficulties during the spring and early summer operating 

seasons of 2008.  Also impacting net sales on a year-over-year basis are 

significantly weaker prices and a less favorable species mix, with hardwood 

representing 29% of sales volumes in the fourth quarter of 2009, as compared to 

19% of sales volumes during the fourth quarter of 2008.    

The weighted average price was $45.27 per cubic meter in the fourth quarter of 

2009, as compared to $64.19 per cubic meter in the same period last year, 

reflecting a 29% decrease in average sales prices in Canadian dollar terms.  In 

US dollar terms, weighted average selling price decreased by 22%.      

Approximately 43% of sales volumes were sold as saw logs, 47% is pulpwood 

and 10% is biomass, which compares to 55% of sales volumes sold as saw logs, 

38% as pulpwood and 7% as biomass in the fourth quarter of last year.    

Costs in the quarter were $2.7 million, as compared to $3.9 million in the same 

period of 2008.  The decrease reflects lower harvest volumes and lower variable 

costs per cubic meter, partially due to lower diesel prices.     

EBITDA was $700,000, compared to $2.5 million for the same period in 2008, 

while EBITDA margin decreased from 39% to 21%.    

Although Acadian's silviculture expenditures are largely discretionary from year-

to-year, we were able to complete a reasonable investment program during 2009, 

despite the poor market conditions.  Our capital expenditures in 2009 totaled 



   
approximately $900,000, of which $100,000 was tied to silviculture treatments, 

including planting and herbicide, $400,000 invested in roads and bridges and 

$400,000 related to the acquisition of some timberlands completed in the third 

quarter of this year.    

At the end of 2009, Acadian has a cash balance of approximately $2.1 million, 

down from $9.0 million at the end of 2008.  In addition, the fund has borrowed 

$5.5 million through our revolving credit facility in the quarter, largely to fund 

corporate costs associated with the previously announced corporate conversion.    

As of December 31st, 2009, the fund has $4.5 million of available credit 

remaining on the revolving facility.  We believe we have the team, structure and 

balance sheet to successfully weather what is expected to be another difficult 

year in 2010, while meeting our distribution targets.     

I will now turn the call over to Reid.   

REID CARTER: Thank you, Joe, and good morning.    

It should come as no surprise that 2009 was a very challenging year.  

Nonetheless, as Joe has just mentioned, we are confident that we have the team, 

financial structure and balance sheet to successfully weather what is expected to 

be another difficult year in 2010.     

As you know, we believe that emphasizing and delivering a successful safety 

record can be a leading indicator of success in the broader business.  Our 

accident frequency amongst employees decreased modestly in 2009.  Of the 

incidents that occurred, all were minor and resulted in very little lost time.    

In the fourth quarter of 2009, our New Brunswick timberlands experienced no 

reportable incidents among employees and three minor reportable incidents 



   
among contractors, while our Maine timberlands had one reportable incident 

among contractors.  All of these individuals have since fully recovered and we 

remain very focused on safety performance and look forward to reporting 

continuing progress for the future.    

Acadian's operations performed very well in 2009, in light of the continued 

difficult market conditions, which included weak demand in pricing for saw logs, 

our highest margin product, with our lumber-producing customers experiencing 

lumber prices at 25-year lows.  Closures at regional softwood sawmills, owing to 

weak demand in pricing for lumber, and unlike 2008, weak pulp markets, 

resulting in little demand for residuals, with the closure of Fraser Paper's 

Evanston pulp mill having a significant impact, and finally, a stronger Canadian 

dollar throughout most of the year.    

Despite these challenges, Acadian has been quite successful at capitalizing on 

market opportunities as they have arisen.  During the first quarter, Acadian was 

able to shift its production towards softwood saw logs to capitalize on surprisingly 

strong demand for softwood saw logs and softwood residuals during that period.  

By merchandising effectively during the quarter, Acadian was able to partially 

mitigate the impact of the softwood market conditions during the final three 

quarters of 2009.  By recognizing and responding to these market conditions, 

we're able to keep Acadian's weighted average selling price for spruce fir saw 

logs to a level only 5% lower in 2009 than in 2008.    

In response to weak markets for softwood saw logs in the second half of 2009 

and an improved demand in pricing for pulpwood, we shifted our production 

considerably, to a higher proportion of lower-quality logs in the second half of the 

year.  This shift resulted in Acadian selling a higher proportion of lower-quality 

logs throughout 2009 as a whole, as compared to 2008.  As such, the weighted 

average selling price across all of its production was $47.41 per cubic meter, 

which reflects a 5% decline from 2008.  



     
Looking forward, forecasts for US housing starts, predicted starts will increase to 

675,000 units in 2010 and 910,000 units in 2011, although I did notice yesterday, 

a number of forecasts had moved -- forecasters had moved that number up 

slightly.  This is a very slow recovery from a 2009 low of 550,000 starts.  In 

addition, the regional situation in New Brunswick suggests that there is an ample 

supply of Crown and private timber placing pressure on timber prices, resulting in 

price declines of approximately 20% from the 2006 - 2007 averages.    

As a result, we expect market conditions to remain extremely difficult in 2010.      

Despite these factors, we're encouraged that Fraser Paper currently expects to 

operate its Evanston pulp mill and Plaster Rock Sawmill throughout 2010.  This 

should provide improved demand for spruce fir saw logs over the year, although 

prices are still expected to remain low throughout the year.    

Markets for hardwood saw logs and specialty products remain relatively stable, 

particularly for aspen.  These markets are expected to remain stable throughout 

the year.  Hardwood markets have improved -- hardwood pulp markets have 

improved since the first half of 2009 and Acadian's major hardwood pulp 

customers continue to operate and take deliveries, with pricing improving 

modestly from the second and early third quarters of 2009.    

Acadian's biomass market has been under pressure due to low demand for 

electrical power and reduced oil and gas price.  The Biomass Crop Assistance 

Program, implemented by the US during the fourth quarter, may provide some 

limited additional opportunities for biomass sales in Maine, but the impacts of the 

two-year program remain uncertain on our New Brunswick operation.    

Despite these difficult market conditions, we've had a very active corporate 

agenda over the past two quarters.  



     
These initiatives include the refinancing of New Brunswick's bank term facility 

and revolving credit rate facility on rates reflective of today's credit market, the 

conversion of Acadian from an income trust to a corporation in a very tax 

effective transaction and additionally completed well in advance of the 

implementation of a tax fairness plan in January 2011, and finally, the decision to 

reduce Acadian's distributions in order to preserve the long-term value of our 

timberlands.    

While we're pleased with our progress in completing the corporate initiatives, I 

want to emphasize the fact that the decision to reduce distributions was made 

very reluctantly and was based on the thesis underlying the positive benefits of 

timberlands, which is that timber grows independently of capital market and 

macroeconomic factors.  In addition, timberlands investments should offer the 

opportunity to maximize total returns by targeting high levels of cash returns 

through strong markets and capital appreciation during weak periods.    

We remain optimistic about Acadian's ability to return to a dividend level 

consistent with that envisioned at our IPO in 2006 and we remain committed to 

our original pay-out level of 95%.      

Finally, and importantly, I wanted to take a moment and discuss the 

announcements included in our fourth quarter press release that after three years 

as Acadian's Chief Financial Officer, Mr. Joe Cornacchia will be leaving Acadian 

to take on new responsibilities within Brookfield Asset Management.  We've been 

very fortunate to have had such a hardworking, competent and diligent CFO and 

I want to personally thank Joe for his hard work, dedication and very significant 

contributions to Acadian, while wishing him the best in his new endeavors.     

Effective immediately, Mr. Brian Banfill will replace Mr. Cornacchia as Acadian's 

Senior Vice President and Chief Financial Officer.  Mr. Banfill has been intimately 



   
involved with Acadian since its inception and is an exceptionally experienced and 

qualified replacement.  I've worked very closely with Brian over the past seven 

years and am completely confident that Acadian will remain in very competent 

hands.  Brian's transition to the CFO role will be immediate, seamless and 

welcome.    

During these weak market conditions, our primary focus will remain on 

merchandising all of our products for the highest value, while seeking every 

opportunity to reduce costs.  In addition, Acadian will continue to focus on 

managing its harvest and product mix to capitalize on market opportunities.  We 

remain committed to an operating style aimed at maximizing the long-term value 

for unit holders and we thank you for your continued support of Acadian.    

That concludes our formal remarks.  We're available to take any questions from 

participants on the line.  Operator?   

OPERATOR: Thank you.   The first question is from Graham Meagher of TD Newcrest.  

Please go ahead.    

GRAHAM MEAGHER: Good morning, Reid.  Just two quick questions;  the first one on volumes and 

looking at Q2 -- or sorry, Q1, typically a very strong quarter.  Just wondering if 

you could give some color on how it's progressing in 2010 here?    

And then along that lines, as Fraser brings back on Edmundston and Plaster 

Rock, is that going to be incremental volume or are you going to displace other 

volume with that?  Thanks.    

REID CARTER: I think, well, as you know, Fraser's Edmundston and Plaster Rock mills are now 

operating.  We started deliveries to -- of spruce fir saw logs to Fraser late in Q4, 

we had relatively modest deliveries in Q4.  We expect to have relatively strong 

deliveries throughout the first quarter.  So the demand side will be strong.  I think, 



   
consistent with our earlier comments, our intent is it will not be incremental 

volume.  It will likely displace some other customers that we -- would typically 

incur higher freight costs.  We're not inclined to increase our harvest to meet 

Fraser's needs, while meeting others' needs, until prices increase.  Really, we'd 

rather preserve value by really only harvesting those requirements under our 

harvest supply agreements.     

So volumes will -- should be modest.  I mean, they should be reasonable 

throughout the first quarter.  They won't be above, sort of, normal levels.  Pricing 

will remain very weak, as you're probably aware, our pricing arrangement under 

the fiber supply agreement with Fraser is on a trailing six-month basis.  So we 

reflect prices in the second half of last year.   

GRAHAM MEAGHER: Okay.  Thank you.  That's all I had.   

OPERATOR: The next question is from Paul Quinn of RBC Capital Markets.  Please go ahead.    

PAUL QUINN: Yes, thanks.  Just noticing lumber prices have ticked up quite a bit and you've 

mentioned Plaster Rock coming back.  Have you noticed any other sawmills in 

New Brunswick, Maine area have started operations that could suggest a revival 

of spruce fir demand?   

REID CARTER: A number of mills have restarted and, more importantly, added some additional 

shifts, both in Maine and New Brunswick.  It's certainly not a rush.  But things 

have picked up.    

I think more importantly, Paul, is the inventory of logs, of timber, available to 

sawmills has been very, very tight over the past six months, and particularly the 

last three months, and lumber inventories throughout North America seem to -- 

seem to be very low as well.  So what we're seeing is a lot of our customers 



   
would like to have more deliveries than we have been willing to provide them until 

prices improve.  So it is putting some upward pressure on prices.   

PAUL QUINN: Okay.  And just on the B-cap, you mentioned it might be positive for Maine.  Is it 

fair to say that the offset would be reduction for New Brunswick that sells quite a 

bit into the US?   

REID CARTER: Yes, it's a possibility.  I don't think -- it hasn't occurred yet.  Certainly a number of 

our biomass customers in Maine that we sold to from our New Brunswick 

operations are now sourcing in Maine, because Canadian suppliers aren't eligible 

suppliers.  But we have been able to sell our biomass into New Brunswick and 

haven't been -- haven't incurred any significant price declines.    

So Edmundston is a big biomass customer for us.  So if -- we're really waiting to 

see how this plays out.     

The other part of this equation is just how many new biomass facilities, either 

pellet plants or more traditional biomass co-generation plants, will be 

constructed.  There are quite a number announced, but whether they actually get 

constructed and what the impact of that is on medium and long-term demand 

remains unclear.   

PAUL QUINN: Okay.  And then just lastly, just on timberland markets, what are you seeing out 

there?  Any transactions?  I haven't seen anything, but I'm not as close.  But just 

some additional color on what you expect in 2010 and going forward?   

REID CARTER: Well, 2009 had the smallest number of transactions, I think, in nine years.  And 

the size of transaction declined dramatically.  I think the average size of the 

transaction in the US last year was about 36-37,000 acres, versus in 2006, 2007, 

over 200,000 acres.  So a huge change there.  There's been very -- a real dearth 

of transactions.  The market has become very opaque.  



     
Interestingly, it -- there is a lot of discussion, the discount rates have moved up 

by perhaps 100 basis points.  But there's really no market evidence to sell this, to 

suggest that we have willing sellers willing to value the timberlands at these 

higher rates.  So you've really got kind of a bid ask for spread, resulting in a 

stalemate here.  We'll have to see where the market goes.  But I expect the 

market to remain quite quiet throughout 2010.     

We haven't really seen meaningful distressed sellers.  There have been a 

number of quite small transactions, under 10,000 acres in the US Southeast in 

particular, that may have been at somewhat lower prices.  But it really has been, 

as I said, sort of the stalemate here.   

PAUL QUINN: Okay.  Great.  Thanks.  Good luck, guys.   

REID CARTER: Thanks.   

OPERATOR: The next question is from Andrew Kuske of Credit Suisse.  Please go ahead.   

PAUL TAN: Hi, good morning.  This is Paul Tan on behalf of Andrew.  Has there been any 

supply side discipline in the Atlantic Canada market, similar to sort of Pac-

Northwest, as stated by Brookfield Infrastructure?   

REID CARTER: Absolutely.  What has been going on, really, since -- well, certainly the start of 

2008 is, particularly the spot private woodlot producers have really left the market 

and have been out of the market for, well, certainly more than two years.  And 

they represent, in the Canadian Maritimes, about 25% of the supply.  So that has 

tightened things up significantly.     

The larger industrial private timberland owners have responded in kind where 

required.  I think an awful lot of the price stability we saw through 2008 and the 



   
first half -- the first quarter of 2009 reflected that.  Then we had some -- so many 

significant mill closures in the second quarter that I think we're -- that that supply 

just was overwhelmed in our operating areas a bit.  But for the most part, it's 

been very good and didn't have quite the problem.    

The Pacific Northwest prices remained very strong through 2008 and Christmas 

2008, 2009, the sawmills just didn't come back in the new year.  Timber supply 

was in excess for the first half of 2009, resulting in a dramatic drop in timber 

prices.  That has since tightened up in the second half of the year.  So we really 

didn't see that kind of excess supply of timber in the Northeast.  We really just 

saw a dearth of demand, period.   

PAUL TAN: Thank you.  And regarding biomass; how do you see potential sort of in new 

biomass in Europe, such as the PD ports with the construction of the MGT 

biomass facility?  Is there like any pricing opportunities in Europe versus in the 

New England area?   

REID CARTER: Absolutely.  We entertain visits on a pretty regular basis, primarily from European 

biomass and pellet producers.  More typically, recently, just straight biomass 

rather than pellet, looking for long-term supply contracts of very large volumes, 

more than a million ton type contracts that they've been seeking.    

We certainly are hopeful and looking to them to help keep the market tight.  No 

question the facility you're talking about, PD Ports, is expecting to source much 

of their biomass in North America and Latin America.  So they're a strong 

possibility for us.    

One thing I think is going to have to happen before we can meet that kind of level 

of demand is that they're going to have to start paying more pulpwood prices for 

biomass than biomass prices.  There simply isn't enough biomass available in 

North America for what they're looking for.  




