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Pulp Inventories Edge Higher But Producers Retain SECTOR SUMMARY m—
Event Pulp & Paper
Canfor Pulp Income Fund STRONGBUY 1 =
Jan-2010 World Pulp Stats revealed an uptick in softwood pulp inventory, OXINTSX  C$1039 3%  $1250=
however, the supply-demand balance continues to favour producers. Mercer International MARKET PEFFORM 3 =
MEFGNASDAQ US$390  15%  $450=
Action SFKPulp Fund MARKET PERFORM 3 =
SAKINTSX  C$144  48%  $075=
To access cash flows associated with current strong pulp markets we
recommend investors buy STRONG BUY rated Canfor Pulp (CFX.UN-TSX). KEY COMMODITY PF'C;'O'B?A ————
Analysis Flp (USS/t)* 858 718 850
Increased softwood pulp shipments to North America (+8%), W. Europe (+3%) Fup (LS o %ol
and Latin America (+25%) offset a 13% decline in shipments to China. *NBSKdel. US.
Softwood inventories saw a (seasonal) uptick in Jan-2010 as production NSl Brope
outpaced shipments - pushing the shipment to capacity ratio to 86% from 90% Closing prices as of 23-Feb-10

All figures in C$, unless otherwise noted.

last month. This resulted in inventories edging up from 23 days in Dec-09 to Souwoes: Raymond James Lid, Thomsonone, Capia

25 days. With markets considered balanced at 30 days, we expect producers
continue to enjoy pricing power. Heading into the spring maintenance season
we expect inventories to moderate due to increased downtime.

After a successful Feb-2010 price hike, list U.S. NBSK prices are sitting at
US$880/mt. This week Canfor Pulp joined several other major producers in
announcing a further US$30/mt lift for Mar-2010. Speculation is that sustained
incremental demand from China, which has typically stalled at previous
cyclical peaks, could mean new highs in pulp prices this cycle. While our
estimates assume NBSK prices pull back during 2H10 on capacity restarts, we
acknowledge the strong current momentum and expect prices to move higher
before giving up ground. A successful March increase would push list prices
to US$910/mt — making our US$850/mt 2010 forecast appear conservative.

Canfor Pulp increased its monthly distribution to $0.12 implying a 14% cash-
on-cash yield. Given current pulp market strength we not only view this
distribution level as sustainable for 2010 but see upside. The annualized $1.44
in DC works out to a 66% payout ratio in our model. Consistent with past
years, we expect a 90% payout ratio - implying a 20% yield on our $2.17 per
unit DC estimate. We expect upward 2010E earnings revisions as Street
analysts price in current conditions.

Valuation

Our $12.50 per unit Canfor Pulp target represents a 5.3x 2010E EV/EBITDA
multiple. This compares to pulp SFK Pulp at 9.6x and Mercer at 9.0x.
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Risks

Some of the specific risk factors that pertain to the projected 6 to 12 month
stock price target for Canfor Pulp Fund (CFX) are as follows:

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 US$. 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.
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Analyst Certification

The views expressed in this report (which include the actual rating assigned to the company as well as the analytical
substance and tone of the 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.

Stock Ratings

STRONG BUY 1: 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 2: the stock is expected to appreciate and
outperform the S&P/TSX Composite Index over the next twelve months. MARKET PERFORM 3: 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 4: 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.

Distribution of Ratings

Out of 227 stocks in the Raymond James Ltd. (Canada) coverage universe, the ratings distribution is as follows:
Strong Buy and Outperform (Buy, 66%); Market Perform (Hold, 32%); Underperform (Sell, 2%). Within those rating
categories, the percentage of rated companies that currently are or have been investment-banking clients of
Raymond James Ltd. or its affiliates over the past 12 months is as follows: Strong Buy and Outperform (Buy, 42%);
Market Perform (Hold, 34%); Underperform, (Sell, 0%). Note: Data updated monthly.

Risk Factors

Some of the general risk factors that pertain to the projected 6-12 month stock price targets included with our
research are as follows: i) changes in industry fundamentals with respect to customer demand or product/service
pricing could adversely impact expected revenues and earnings, ii) issues relating to major competitors, customers,
suppliers and new product expectations could change investor attitudes toward the sector or this stock, iii)
unforeseen developments with respect to the management, financial condition or accounting policies or practices
could alter the prospective valuation, or iv) external factors that affect global and/or regional economies, interest
rates, exchange rates or major segments of the economy could alter investor confidence and investment prospects.

Analyst Compensation

Equity research analysts and associates at Raymond James Ltd. 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 S&P/TSX 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 Ltd. 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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Review of Material Operations

The Analyst and/or Associate are required to conduct due diligence on, and where deemed appropriate visit, the
material operations of a subject company before initiating research coverage. The scope of the review may vary
depending on the complexity of the subject company's business operations.

Raymond James Relationships

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.

Raymond James Ltd. or its officers, employees or affiliates may execute transactions in securities mentioned in this
report that may not be consistent with the report’s conclusions.

Additional information is available upon request. This document may not be reprinted without permission.

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: RJLC), 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.

All expressions of opinion reflect the judgment of the Research Department of Raymond James Ltd. or its affiliates
(RJL), at this date and are subject to change. Information has been obtained from sources considered reliable, but we
do not guarantee that the foregoing report is accurate or complete. Other departments of RJL may have information
which is not available to the Research Department about companies mentioned in this report. RJL may execute
transactions in the securities mentioned in this report which may not be consistent with the report’s conclusions. RJL
may perform investment banking or other services for, or solicit investment banking business from, any company
mentioned in this report. This information is not an offer or solicitation for the sale or purchase of securities.
Information in this report should not be construed as advice designed to meet the individual objectives of every
investor. Consultation with your investment advisor is recommended. For institutional clients of the European
Economic Area (EEA): This document (and any attachments or exhibits hereto) is intended only for EEA Institutional
Clients or others to whom it may lawfully be submitted. RJL is a member of CIPF. ©2009 Raymond James Ltd.

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.
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Company-Specific Disclosures (RJL = Raymond James Ltd.)

la RJL has managed or co-managed a public offering of securities within the last 12 months with respect to the
subject company.
1b RJL has provided investment banking services within the last 12 months with respect to the subject company.

1lc  RJL has provided non-investment banking securities-related services within the last 12 months with respect to
the subject company.

1d RJL has provided non-securities-related services within the last 12 months with respect to the subject
company.

le RJL has received compensation for investment banking services within the last 12 months with respect to the
subject company.

1f  RJL has received compensation for services other than investment banking within the last 12 months with

respect to the subject company.

Analyst and/or Associate or a member of his/their household has a long position in the securities of this stock.

RJL makes a market in the securities of the subject company.
RJL and/or affiliated companies own 1% or more of the equity securities of the subject company.

<Name> who is an officer and director of RJL or its affiliates serves as a director of the subject company.

AN U1 &~ W N

Within the last 12 months, the subject company has paid for all or a material portion of the travel costs
associated with a site visit by the Analyst and/or Associate.
7 None of the above disclosures apply to this company.

COMPANY SYMBOL EXCHANGE DISCLOSURES
Canfor Pulp Income Fund CFX.UN TSX 7
Mercer International Inc. MERC, MRI.U NASDAQ, TSX 1b, 1e, 3, 5 (Ken Shields)
SFK Pulp Fund SFK.UN TSX 7
CANFOR PULP INCOME FUND | CFX.UN-TSX RATING & TARGET CHANGES
Price Rating
Feb-19-07 $14.60 1 $16.50
Apr-19-07 $15.00 1 $17.50
Jun-12-07 $15.37 2 $16.50
Jul-26-07 $14.85 2 $15.50
Aug-23-07 $13.20 1 $15.50
Sep-25-07 $13.07 2 $15.00
Oct-17-07 $11.81 2 $13.50
Nov-09-07 $9.64 2 $12.00
May-16-08 $11.47 2 $13.00
Jul-15-08 $10.20 2 $12.50
Oct-22-08 $4.72 2 $8.25
Dec-09-08 $2.75 2 $4.75
Jan-27-09 $2.90 3 $3.75
Feb-18-09 $2.60 3 $2.50
May-27-09 $2.16 4 $2.00
Jun-24-09 $217 3 $2.00
$0.00 e ke M D D O D O Do oo oo oo o - Jul-21-09 $2.55 2 $3.50
~ N~ ~ ~ ~ N~ 0] o0} 0] 0] 0] 0] [e2] [0} (o) (02} [0} (02} o
2 9 2 92 2 2 L P YL QT Oct-21-09 $5.70 2 $7.00
§§§%§§§g§§§§§§§§,§§§ Nov-25-09 $7.10 3 $7.00
Dec-23-09 $8.65 3 $8.50
——Close ——Target M Rating Feb-08-10 $7.96 2 $11.50
1-STRONG BUY 2-OUTPERFORM 3-MARKET PERFORM Feb-22-10 $9.74 1 $12.80

4-UNDERPERFORM 0-UNDER REVIEW
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MERCER INTERNATIONAL | MERC-NASDAQ RATING & TARGET CHANGES

Date Price Rating Target

Jun-12-07 $10.20 2 $12.00

Aug-08-07 $8.10 2 $10.00

Oct-02-07 $9.31 2 $11.00

Nov-09-07 $8.74 2 $10.50

Jan-28-08 $7.50 2 $8.50

Feb-14-08 $8.82 2 $9.50

May-16-08 $7.98 2 $9.00

Jul-15-08 $7.00 3 $7.00

Sep-26-08 $3.93 3 $6.00

Oct-22-08 $1.79 2 $5.00

Dec-09-08 $2.22 2 $4.00

Jan-29-09 $1.47 2 $3.00

Feb-12-09 $1.11 UR UR

Feb-13-09 $1.04 3 $1.40

Mar-25-09 $0.65 3 $1.00

May-27-09 $1.12 4 $1.00

$0.00 Jun-24-09 $0.87 4 UR
5565556583838 338332338323 7 Jul-31-09 $0.53 3 UR
§§§%§§§§§§§§§§§§§§§ Oct-21-09 $3.02 3 $3.25
Feb-12-10 $3.72 3 $4.50

——Close ——Target M Rating

1-STRONG BUY 2-OUTPERFORM 3-MARKET PERFORM
4-UNDERPERFORM 0-UNDER REVIEW

SFK PULP FUND | SFK.UN-TSX RATING & TARGET CHANGES
Price Rating

Feb-20-07 $5.46 2 $5.75
$7.00 Jun-12-07 $5.02 3 $5.00
Aug-07-07 $4.85 3 $4.25
$6.00 ; Sep-19-07 $3.65 3 $3.50
Nov-01-07 $2.99 3 $3.00
$5.00 | Nov-09-07 $2.32 3 $2.50
Jan-28-08 $1.83 3 $1.75
$4.00 Apr-12-08 $1.90 3 $2.00
May-16-08 $2.21 3 $2.25
$3.00 | May-28-08 $1.90 2 $2.25
Aug-08-08 $1.89 3 $1.90
$2.00 | Oct-22-08 $1.02 3 $1.25
Oct-24-08 $0.85 3 $0.80
$1.00 | Nov-04-08 $0.84 3 $1.00
: Dec-09-08 $0.47 3 $0.50
$0.00 Apr-29-09 $0.32 3 $0.25
O Ll h e e e kR S ok s g o May-20-09  S0.3 4 sots
‘z Cﬁ Ci Q Oé_ C; Oé ? Ci Q Cc,; Ci Oé OL C; Q Oé_ Ci ‘é Jul-21-09 $0.20 4 $0.20
3 g g 3 g 2 s g g 3 g & 8 g § 3 g o S Aug-05-09 $0.23 4 UR
Oct-21-09 $0.98 4 $0.65
——Close ——Target M Rating Nov-03-09 $0.86 3 $0.75

1-STRONG BUY 2-OUTPERFORM 3-MARKET PERFORM
4-UNDERPERFORM 0-UNDER REVIEW
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