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RusForest AB 
Interim Report, April 1 ï June 30, 2010 

Interim results for the three months ended June 30, 2010 

¶ Total turnover for the three month period ended June 30, 2010, amounted to SEK 91.7 million 
(SEK 95.4 million for the three months ended March 31, 2010). 

¶ The operating result before financing costs for the period was SEK -44.7 million (SEK -28.5 
million). 

¶ Net result for the period was SEK -54.6 million (SEK -28.4 million).  

¶ Earnings per share was SEK -2.50 (SEK -1.29). 

¶ Cash and cash equivalents decreased by SEK 14.4 million during the period, from SEK 22.7 
million at March 31, 2010, to SEK 8.3 million at June 30, 2010. 

Significant events during the second quarter 

¶ The Groups financial result was negatively affected due to the fact that sawlog deficits and 
unsecured log deliveries impeded sawn wood production, sales volumes and increased costs 
during the period. 

¶ Three of the Groupôs subsidiaries, PIK-89, PIK-2003 and Vector-2003, were merged on April 
1, 2010, and now form a new legal entity: RusForest Ust-Ilimsk. 

¶ As a step to strengthen its Swedish management team, RusForest AB appointed Anders F. 
Börjesson as deputy CEO in April 2010. The position entails, inter alia, responsibilities as 
Compliance Officer for RusForest.  

¶ In order to expand RusForestôs earnings base and geographical presence, RusForest signed 
a letter of intent with Nord Timber Groupôs principal owners with the aim of merging the two 
companies by way of a directed share issue in RusForest, payable in kind. 

¶ The annual general meeting held on 20 May 2010 resolved, among other things, to adopt 
RusForestôs employee stock option plan 2010/2015 and to elect KPMG AB as RusForestôs 
auditor for the time until the end of the annual general meeting to be held in 2014.  

¶ Martin Hermansson was appointed President and Chief Executive Officer of RusForest AB 
effective June 1

st
 2010. 

¶ RusForestôs extraordinary general meeting held on 24 June 2010 resolved in accordance with 
the Boards proposal to adopt new articles of association whereby the limits for the companyôs 
share capital and number of shares were increased. 

Significant events after the end of the period 

¶ In order to start work immediately on key development projects, RusForest received interim 
financing, on July 1, 2010, amounting to USD 6 million from Vostok Nafta Investment Ltd in 
the form of an advance, in part, of Vostok Naftaôs share of a proposed rights issue currently 
being evaluated. The unsecured loan has a bullet maturity on September 30, 2010, and a 
fixed annual interest rate of 15 percent. The loan is to be prolonged in order to run past the 
date of a possible capital increase later this year. 

¶ The board of directors granted Martin Hermansson 300,000 warrants under RusForest's 
2010/2015 employee stock option plan. 

¶ Unicredit Bank has approved a prolongation of the loan issued to Boguchansky LPK. The 
bullet repayment of USD 2.6 million previously due at the end of September 2010 has been 
replaced with monthly payments of USD 0.2 million and a bullet repayment of USD 1.5 million 
in February 2011, with an option of another prolongation. 
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¶ Construction works were started on a wide front at RusForest Magistralny in July 2010, and a 
new CEO has been appointed at the company as of July 2010. Factory launch is now planned 
for the second quarter of 2011. 

¶ Aleksandr Williams resigned from the Board of Directors of RusForest AB at his own request 
effective as from 25 August 2010. Mr. Williams will continue to serve the Company in ongoing 
projects where he is engaged until June 2011. 

¶ Negotiations are ongoing with several parties with regards to financial leasing options to 
ensure increased harvesting capacity in the Ust-Ilimsk and Magistralny regions during the 
upcoming 2010/2011 winter harvesting season. 

¶ The board of directors has decided to initiate preparations for FSC certification of RusForestôs 
forest areas and local harvesting companies. 

Update on NTG merger negotiations 

In May 2010, RusForest signed a letter of intent with Nord Timber Groupôs (NTG) principal owners 
with the aim of merging the two companies by way of a directed share issue in RusForest, payable in 
kind.  

Negotiations with the owners of NTG have taken longer than initially expected. While the parties 
agree on the many benefits of combining RusForest and NTG, negotiations have also revealed 
differences in the vision on how to best realise the opportunities presented by a merged entity. The 
two parties are therefore also evaluating opportunities to cooperate in the Arkhangelsk area, as an 
alternative to an outright merger between the two companies. 

The cooperation would primarily involve future raw material supplies to an unrelated acquisition target 
which RusForest separately is evaluating in the Arkhangelsk area. As part of the development plan to 
become the leading independent forestry company in Russia, RusForest plans to start operations in 
the Arkhangelsk area. Alongside Irkutsk, Arkhangelsk is the most developed forestry and pulp-
producing region in Russia, and operations there would allow RusForest to efficiently supply the 
domestic Russian market and the European market from North West Russia as well as increasing 
focus towards the fast growing Asian and Central Asian markets in Siberia. 

Given the confidential nature of the negotiations regarding the new acquisition target, additional 
information cannot be disclosed at this juncture. RusForest expects to release further information 
regarding the negotiations with NTG, the potential acquisition target in Arkhangelsk and additional 
information on the potential rights issue later this year. 
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CEOôs Comments 

Forestry 

When appointed as President and CEO of RusForest AB on June 1, 2010, I came into a company 
with great potential and assets which will provide the foundation for Russiaôs leading independent 
forestry company. Within RusForest, a tremendous amount of work has gone into securing, 
developing and consolidating significant forestry and sawmilling assets in Eastern Siberia. The 
Company has shown continuing increases in capacity and production since establishment, most 
recently thanks to the start of operations at the new Boguchansky sawmill. This development will have 
to continue, at an increased rate, in the future. 

RusForestôs operations have continuously been affected by recurring operational issues, which have 
restricted output and impeded the financial results of the Company. Primarily, RusForest is suffering 
from seasonal disturbances in its raw material supplies due to a lack of proper road construction 
planning and targeted road financing and development, a common problem within the Russian 
forestry sector. Not only does inadequate road investments increase transport costs, but it also 
causes uneven supplies of sawlogs over the seasons.  

During the 2009/2010 winter harvesting season, operations were suffering from adverse weather 
conditions, and these issues have been prevalent also during the summer period. This has lead to a 
lower utilization of the Companyôs harvesting and transportation equipment, and to a low gross margin 
result, of SEK 13.8 million, during the first half of the year. Given that we are currently in an 
environment with slightly more favourable pricing on sawnwood, the result reflects that sawn wood 
production, sales volumes and costs were negatively affected by sawlog deficits and unsecured 
deliveries. RusForest is, in response, strengthening management on the harvesting side and 
introducing new planning practices in order to minimise the use of expensive externally purchased 
saw logs in future. 

The harvesting levels during the first half of 2010 were marginally lower than the corresponding period 
in 2009 (decreased by 4.8 percent), but volumes during the second quarter of 2010 were 28.5 percent 
lower than the same period last year. This decrease is, as said, attributable to planning shortfalls and 
low output from the harvesting operations mainly in the Ust Ilimsk region, partly due to unfavourable 
conditions in the Tuba forest areas. Improved plans and new harvesting equipment, to be put in place 
during the autumn of 2010, will help RusForest avoid a similar situation in 2011. 

It is not only start-stop operations in sawmilling and increases in the share of externally purchased 
sawlogs that have negatively affected the Companyôs financial results in the past, but also that 
relatively uncertain sales plans have resulted in less favourable contracts with end customers. Luckily, 
sales markets have been relatively stable for RusForest, and competitors in Central Europe and the 
Nordic countries generally suffer from very high raw material prices. 

Kiln dried pine sawnwood is still RusForestôs main export product, but stable larch sawnwood 
deliveries from Boguchansky have already found their niche in central Europe with the main volumes 
being sold to Austria and Germany. 

In practice, new management will be needed on many key positions locally. A new harvesting and 
action plan has already been developed during the summer, which covers the next year and aims to 
minimize log supply problems in future. Significant efforts in road construction and investments in new 
equipment are difficult to perform unless long term harvesting plans are well tied to reality and the 
actual infrastructure needs in each forest district. 

Therefore, a detailed harvesting plan for 2011 has been prepared and will be followed by a detailed 
plan for the coming 3-5 year period, and longer for the real development perspective. Detailed long 
and short term plans, are of the upmost importance in order to ensure stable raw material flows while 
decreasing external log purchases and start-stop operations in the mills, and thereby ensuring 
consistently profitable operations at RusForest Ust Ilimsk. In areas like Magistralny and Boguchany 
the Company has started identifying additional forest lease areas near the factories, recognizing that 
the forest lease base is the foundation for future returns. 

After speeding up the development process, the RusForest Magistralny sawmill site has seen large 
progress since the beginning of July and the installation of the mill is now well underway. In a similar 
fashion, and thanks to increased demand for kiln dried Larch sawnwood, the drying chambers and 
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boiler capacity are to be expanded at Boguchansky LPK during the summer of 2011. With regards to 
other expansion opportunities, RusForest aims to take good height for this in the possible capital 
increase later this year. In fact, there are significant opportunities for expansion of production, as well 
as of the forest assets, in the current market phase when local competitors with a shorter investment 
horizon still are relatively inactive. In addition, foreign competition from strategic players is minimal 
(practically unheard of) in both the Irkutsk and Arkhangelsk regions. 

Gravel 

Russian Gravel Co. located in Belomorsk, Karelia, near the border to the Arkhangelsk region, 
restarted operations at the end of the first quarter and sold 43,400 tonnes of 5-20 mm gravel and 
36,800 tonnes of 25-60 mm railway grade fraction during the second quarter of 2010. In general, 
gravel sales are still limited by the requirement to receive 100% advance payment from all customers 
other than OAO Russian Railways, who in the past has been the only customer able to purchase on 
credit.  

These payment terms helped to avoid a situation where the Company is required to invest in working 
capital, but also limited potential orders. Problems arise for end customers when middle-men go 
between the parties, take on the financial risk and provide financing at high rates. For Russian Gravel 
Co., this has naturally led to a lower utilization of the main crushing equipment. Following a close 
examination of the situation, the strategy established during the beginning of the year will now be 
changed. Well known end customers, often enjoying state guarantees for infrastructure projects, will 
in future only need to make part pre-payments. This will bring Russian Gravel Co. closer to the market 
terms offered by its competitors.    

With regards to the strategic competitive analysis, the main focus is transport cost to end customer, 
gravel quality and partly sorting. The Belomorsk Gabbro-diabase is considered to be of higher quality 
than materials delivered from competing quarries and, in particular, more suitable for producing high 
quality asphalt than regular granite (where more chemical additives would be needed). Among 
professional customers, the quality of the product from the new crushing and sorting equipment is 
also noticed and appreciated. The natural target markets for Russian Gravel Co., from a 
transportation perspective, are infrastructure and construction projects in the Arkhangelsk region 
(which also can be supplied via the water ways), deliveries to Russian Railways as well as to Moscow 
and other regions in demand of high quality road surface materials. 

Even if the market for gravel remains very weak on the back of the contractions in construction and, 
more importantly, road building activity, there are signs of improvement and of more stable sales 
volumes during the entire year. The plan for 2010 and 2011 is to operate at increased capacity in 
order to minimize the average unit cost, as the largest cost items are leasing of the main equipment 
as well as salaries. Simultaneously, we will continue to minimise cash outflows, in part through an 
extension of the term of the existing lease agreement. Even though Russian Gravel Co. is an asset 
held for sale, it shall be brought up to production capacity and be stream-lined as soon as possible in 
order to provide a higher real valuation for us as the seller of the asset. 

Financing 

Using the proceeds from a possible capital increase later this year and later the income from selling 
the gravel business (expected to happen in 2011-2012), RusForest will have two sources of finance to 
increase its geographical presence in Russia and improve production and profitability. In its main 
focus areas, RusForestôs assets already provide a very good foundation to gain exposure to one of 
the strongest macro-economic investment cases in the world: Russian forestry coupled with 
Scandinavian expertise. 

 

Martin Hermansson 

CEO, RusForest AB
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Overview 

RusForest is a company active within the forestry sector in Eastern Siberia, Russia. The company 
was established in 2006 through the acquisitions of Tuba-Les and PIK-89 in the Ust Ilimsk region. 
Since then, RusForest has reached a considerable scale, both in terms of forest resources and 
sawmilling capacity, through strategic acquisitions and ñbrown fieldò development projects.  

The company currently controls over 850,000 hectares of forest land with an annual allowable cut 
(AAC) of 1,441,100 m

3
. The Group's current sawmilling capacity of approximately 200,000 m

3
 is 

expected to increase to around 350,000-400,000 m
3
 within the near future as a result of the 

completion of the Boguchansky sawmill through increased drying capacity by the end of 2011, and the 
assembly of the RusForest Magistralny sawmill which is expected to be completed during the second 
quarter of 2011. The potential acquisition in the Arkhangelsk region will increase that number further. 

Russia, alongside Brazil, has the world's largest timber reserves by a significant margin and Eastern 
Siberia is known for its high quality Angarsk Pine and Siberian Larch. It is a source of quality saw logs 
as well as pulpwood for the local pulp industry. The forest resources in this area are of high quality, 
and provided the right investments in production it is well suited for producing a high quality sawn 
wood much appreciated on international markets. 

Forest Area by Country, thousand Hectares 
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Source: UN Food and Agriculture Organisation  

The main growth prospects for sawnwood demand in the mid to long term are expected to originate in 
Asia, and RusForest's operations are favourably positioned in the southern part of Eastern Siberia to 
effectively reach these rapidly growing markets. The trends of Chinese imports can be seen in the 
data provided below (woodstat.se), clearly showing that decreased Chinese log imports from Russia 
has been offset by increased imports of sawnwood since 2007. Consequently, more focus will be put 
on deliveries to China and Japan in the near future, as most of the company's production currently is 
directed at customers in the Middle East and Northern Africa with only a lower share being shipped to 
Japan and China (the world's largest importer of wood and wood products).  

http://www.rusforest.com/tuba-group.html
http://www.rusforest.com/pik-group.html
http://www.rusforest.com/boguchansky-lpk.html
http://www.rusforest.com/rusforest-magistralny.html
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Russia and Canada are currently the major suppliers of sawnwood on the Chinese market. However, 
Canadian deliveries to China today mainly constitute low quality goods sourced from Pine beetle 
infected areas, while quality sawn wood and logs still come from Russia. Canada has its main export 
market in the United States, and it is expected that Canadian volumes will decrease significantly once 
construction rates in the US start growing once more.  

RusForest is the sixth largest forestry company in Russia in terms of harvest volumes according to 
data collated by Lesprom.ru. RusForest's strategic objective is to fully utilize its forest resources whilst 
earning a reasonable return for its shareholders. All of RusForestôs products are today sold through 
the wholly owned company RusForest Trading.  

Forest Land Owned or Controlled, thousand Hectares 

 
Source: Company Data for 2007, RusForest: Total forest land under long term lease on December 31, 2009 
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Macroeconomic Development and Sawnwood Market 

The IMFôs World growth expectation was once more upgraded, to 4.6% (4.2% in April), in July 2010 
as a result of stronger economic activity and a larger global expansion than expected during the first 
quarter (5 percent annualised rate). This encouraging sign was still largely fuelled by continued robust 
growth in Asia and other Emerging Markets. During the first half of the year there have been 
indications of growth in private demand and global real economic indicators, while industrial 
production recorded double digit growth. Here, the bulk of the growth originated in emerging markets, 
including Russia which showed an increase of just under 7 percent for the first four months of the year 
compared to 2009, followed by increases of 12.6 percent and 9.7 percent in May and June. 

The debt crisis in Europe still casts shadows over the outlook for predominantly European recovery. 
There is a risk that this financial instability will spill over to the Russian real economy through 
domestic and external demand, exchange rate fluctuations, credit conditions and consumer 
confidence. However, this risk seems to be diminishing, and so far there has been little evidence of 
material negative spill-over effects from the European financial stress on a global level. 

Construction levels globally were still muffled, despite the increases in industrial production, during the 
beginning of the year. In the Euro area, construction output decreased by 4.2 percent during the first 
quarter of 2010 followed by a year on year decrease of 3.4 percent in April. The downturn in the first 
quarter was partly due to unfavourable weather conditions experienced in many countries, and a 
recovery may therefore be possible later in 2010. 

The Forestry Agency of Japan is forecasting an improvement in housing starts during the second half 
of 2010 stemming from increasing household income and the various stimulus measures introduced. 
Domestic demand for sawnwood, plywood and structural laminated lumber is subsequently expected 
to exceed last yearôs levels making importers of such products the main beneficiaries. Furthermore, 
construction of wooden structure buildings has increased 4.9% during the first half of 2010 giving 
additional support to sawnwood demand in the country. 

China has witnessed a strong rebound in exports and consistent domestic demand so far in 2010. As 
a result the IMF now projects the Chinese economy to grow by 10.5 percent in 2010, before slowing 
to about 9.5 percent in 2011. 

Sawnwood markets in Northern and Central Europe have remained relatively stable during the 
beginning of 2010, in spite of declining underlying consumption, in part due to widespread raw 
material constraints. Production in Sweden has none the less increased by 6 percent during January 
to May 2010, in comparison with the same period last year, while Finnish production jumped 27 
percent during the same period. On an annualised basis Swedish and Finnish production is now 
projected to be around 16.2 and 9.4 million m

3
 respectively during 2010 which can be compared to 

2009 levels at 16.0 and 8.0 million m
3
.  

Order income at Swedish mills has been affected by the declining construction activity in Europe, and 
export orders decreased by 26% for the period January to May 2010 compared to the same period 
the previous year. This is also a result of that the foreign exchange advantages enjoyed by Swedish 
producers during 2009, over producers working with the Euro, have disappeared in 2010. However, 
domestic demand has also dropped, and orders decreased by 11 percent during the same period. 

Swedish exports of sawn and planed products have decreased by 8 percent in the first four months of 
2010, with decreased deliveries to all main European markets except Norway. The redirection of 
Swedish sawnwood to the Middle East and Northern Africa subsequently continued during the first 
quarter of 2010, with exports to the Middle East and Egypt increasing by 16 percent and 2 percent 
respectively. Interestingly, Swedish exports to Japan have decreased by a significant 25 percent 
during the same period. 

The European Parliament has adopted a draft regulation in July 2010, containing obligations for 
importers of timber products to the EU. The draft text proposes a ban on the sale of illegally harvested 
timber on the European market, and puts a higher degree of responsibility on the distributors 
themselves to control the source of their timber products. It is estimated that at least 20 percent of all 
timber and timber products imported to the EU currently comes from illegally sourced timber, and the 
regulation is aimed at combating this problem through sanctions and fines. The new rules are 
expected to take effect in late 2012, and should increase the demand for FSC certified wood from 
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Chinese furniture producers who will be forced to control the source of their timber. This is expected 
to benefit RusForest, and hurt less professional, short term, competitors in Russia. 

In 2010 the Chinese market for forestry products has witnessed a dramatic recovery. In the first four 
months of the year Chinese log imports amounted to 11 million m

3
, which represents a 24 percent 

increase from the same period in 2009. However, the increases originate from other markets than 
Russia, as imports from the country fell by 6 percent to 4.9 million m

3
. This is principally a result of 

Russiaôs current export duties, as most of Chinaôs timber importers are reducing log imports in favour 
of quality sawnwood from Russia which is becoming more economically viable. 

Sawnwood imports on the Chinese market increased by 83% in volume terms and 85% in value terms 
during the first quarter of 2010. Here Russia ï as the major supplier of sawnwood alongside Canada ï 
stood for the bulk of the increase, with imports increasing by 40 percent year on year.  

Sawnwood Export Prices, delivered to port, 2006 ï 2010 

 

Source: RusForest Ust Ilimsk, Sawnwood export prices delivered to port  

After positive developments in the third quarter, RusForestôs weighted average prices levelled out 
during Q4 2009 in spite of stronger demand and increases in negotiated prices. This was largely a 
result of the Company having to supply under ñoldò pricing due to order backlogs. Most of the order 
backlog was cleared out during the first quarter of 2010 and moderate price increases followed. The 
dip seen in the prices during March was in large part due to lower quality distribution at PIK as a result 
of unstable raw material deliveries.  

In addition to simplifying production and product ranges across its mills, RusForest has during the end 
of the first quarter been working actively to reduce the levels of customer advances at the RusForest 
trading house. The aim was to better match payments from customers with deliveries of goods, while 
reducing customer dependency. This put RusForest in a better position to negotiate prices, and price 
increases have subsequently followed in the second quarter of 2010. 
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RusForest Sales Geography, 1H 2010 

 
Source: RusForest Trading, *Includes volumes delivered domestically but for further processing to Japanese specifications 

RusForestôs main markets are located in Northern Africa, the Middle East, Central Asia, Europe, 
Japan and Korea. During the second quarter of 2010, RusForestôs sales destinations remained 
relatively stable compared to the beginning of the year. However, as a result of reductions in the 
sawnwood product range, RusForest has increased the share of products delivered to the Middle East 
and Europe in comparison with the first half of 2009. 

Key Financial Data 

Item 2010 2009
In thousands of SEK 1/3 - 30/06 1/3 - 30/06

Turnover 91,730 21,590             

Cost of Sales (90,156) (22,938)

EBITDA (27,969) (39,342)

Income from RusForest aquisition -                   380,009           

Net Profit (54,576) 328,769

Cash Flow During Period (14,673) (11,933)

Per Share Data, SEK 30-Jun 2010 30-Jun 2009

Earnings -2.47 21.32

Shareholders Equity 30.63 50.99

Share Price 18.70 17.00

Equity/Assets Ratio 71.3% 88.1%  

Financial Performance 

Overview 

The Q2 2010 accounts cover three months of operations as a forestry business together with an 
available-for-sale gravel asset. Financial analysis and interpretation is made by presenting 
comparative data for the previous year; however, they include only one monthôs (June 2009) income, 
expenses and cash flows as during January ï May, 2009, RusForest AB (formerly Varyag Resources 
AB) was treated as a holding company. The 2009 accounts are as a result not comparable due to 
their transitory nature. In order to bring a true and fair view of the Groupôs performance, the 
comparative data in this section is provided for Q1 2010. 

The performance of the Group during Q2 2010 was highly influenced by the sawlog deficits 
experienced, particularly in June 2010, and diluted the contribution of the Groupôs results in April and 
May when sawnwood sales volumes exceeded plan. The production of sawnwood during the period 
amounted to 39,428 m

3
 compared to 48,648 m

3
 in Q1 2010.   
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During the period all of the forestry subsidiaries were operating cash positive at SEK 5.2 million (Q1 
2010: SEK -25.6 million). The positive operating cash flow during the second quarter was offset by 
cash outflows from investing and financing activities of SEK -2.8 million and SEK -9.0 million 
respectively. Russian Gravel Company was operating in the second quarter of 2010, and the 
company was as a result operating cash neutral during the period. The investment cash outflows at 
the gravel segment decreased from SEK -4.6 million in Q1 2010 to SEK -1.7 million in Q2 2010. The 
improved result was made possible by production and sales covering current expenses and the 
temporary lowering of the Gravel Companyôs lease payments by SEK 0.75 million per month to SEK 
0.15 million. The new, more favourable, conditions under the lease contract were initially agreed to be 
valid until April 2011. However, commencing Q3 2010 the amount will be lowered by only SEK 0.5 
million per month to SEK 0.4 million. On the profit-and-loss side, all of the subsidiaries showed losses 
during the second quarter of 2010. 

The operational issues faced during the quarter are reflected in the financial results, where the 
Company generated a small gross profit of SEK 1.6 million (Q1 2010: SEK 12.2 million). However, the 
gross margin was not enough to cover distribution, administrative and financing expenses. The low 
gross margin result, in the prevailing favourable pricing environment, reflects the fact that sawnwood 
production and sales volumes were low during Q2 2010 due to the sawlog deficit experienced. The 
sawlog deficit was chiefly caused by disruptions in harvesting during December 2009 - February 2010 
as reported in RusForest ABôs Q1 2010 report. Cost of production was as a result higher due to 
increased share of purchased sawlogs versus logs from own harvesting accompanied by higher 
payroll costs and payroll taxes paid at the end of harvesting season together with vacation payments . 

The treatment of the gravel business as an available-for-sale asset means that its balance sheet is 
not consolidated into the forestry balance sheet on a line-by-line basis. The results are included into 
the forestry profit and loss accounts as a loss from discontinued operations, which in Q2 2010 
amounted to SEK -14.8 million (Q1 2010: SEK -0.7 million). The net result reflects a combination of 
start-up related costs incurred from April 2009 continuing in 2010 together with continued weak 
market conditions. Management actions have been taken to limit the transactions carried out in the 
gravel business and to operate on a tight budget. The expected sale of this asset will eliminate this 
item from the profit and loss statement.  

In terms of the balance sheet, the companyôs activities are primarily financed by equity capital and 
gearing levels remain modest. Unicredit Bank has approved a prolongation of the loan issued to 
Boguchansky LPK. The bullet repayment of USD 2.6 million previously due at the end of September 
2010 has been replaced with monthly payments of USD 0.2 and a bullet repayment of USD 1.5 million 
in February 2011, with an option of another prolongation. Credit conditions are becoming better in 
Russia, but most of the banks exercise conservative approaches and pay more attention to the 
current financial state of the individual companies rather than future plans and liquidity of a Group as 
a whole. The cost of finance remains very high in Russia. 

Profit & Loss statement  

Revenue 

Group revenue for Q2 2010 amounted to SEK 91.7 million (Q1 2010: SEK 95.4 million). The Group 
revenue for the period had the following composition: Sawnwood, SEK 65.1 million (Q1 2010: SEK 
65.8 million); Sawlogs, SEK 16.7 million (Q1 2010: SEK 14.6 million); Pulpwood, SEK 4.8 million (Q1 
2010: SEK 9.3 million); Chips, SEK 1.6 million (Q1 2010: SEK 1.7 million) and; Other revenue SEK 
3.6 million (Q1 2010: SEK 3.9 million). 



RusForest AB, Interim Report Apr 1 ï June 30, 2010 

 

 
12 of 35 

 

Revenue Breakdown Q2, 2010, percentage of total 

 

The share of sawnwood revenue has increased from 69 percent in Q1 2010 as a result of favourable 
market conditions. The average sawnwood export price (delivered to port) received at RusForest Ust-
Ilimsk during Q2 2010 was 13.8% higher than in the corresponding period in 2009, and 4.8% higher 
than in the first quarter of 2010. The sawlog revenue stated above only includes logs sold to third 
parties, for instance large diameter logs which are exported to China. 

Operating Expenses 

RusForestôs cost of sales for the period was SEK 90.2 million, showing an increase compared to Q1 
2010 costs of SEK 83.2 million. The major drivers for the increase were the low volumes of sawmilling 
in May and June resulting in higher fixed costs and overhead share in the cost of sales and increases 
in the usage of purchased logs from external suppliers (56,182 m

3
 in Q2 2010 versus 47,875 m

3
 in Q1 

2010) coupled with a 3 week overhaul stop at RusForest Ust-Ilimsk.  

Distribution expenses amounted to SEK 23.6 million (Q1 2010: SEK 26.2 million) and represented 
customs duties, railway tariffs, loading and hauling-to-loading costs. The decrease of these costs is 
due to their direct relation with the volumes shipped. 

Other Expenses 

Financial Expenses 

Financial expenses amounted to SEK 4.2 million during the period (Q1 2010: SEK 4.5 million). The 
financial expenses during the period are largely attributable to the interest accrued on the bonds 
issued by the Group on February 25, 2010. The bonds have a twelve month maturity and run with a 
fixed interest rate of 15.00 percent. The small drop in the financial expenses is due to the progress in 
payments made under other existing loan agreements which brought the principal amounts and the 
interest accruals down. 

Income Tax 

All of the Group subsidiaries generated losses during the period, and tax losses will consequently be 
carried forward. 

A deferred income tax credit positively affected the Groupôs results during the first quarter of 2010. 
The positive effect is a result of the amortisation of the deferred tax liability accrued by the Group for 
the temporary difference in property, plant and equipment value which originated from the fixed assets 
appraisal performed in June 2009 when accounting for the acquisition of 50% of RusForest Ltd. 

Net Profit 

The Groupôs net loss for the period was SEK -54.6 million (Q1 2010: SEK -28.4 million). The relative 
increase in the net loss was driven by significant maintenance works performed in May at RusForest 
Ust-Ilimsk. The increased proportion of purchased sawlogs compared to logs from own harvesting in 
production at both RusForest Ust-Ilimsk and Boguchansky LPK also had negative effects. In Lesprom 
and RusForest Ust-Ilimsk payroll costs and payroll taxes went up due to the vacation payments to the 
harvesting staff at the end of the harvesting season. 
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Balance sheet 

Assets and Investment 

A change in the Groupôs balance sheet during the quarter was caused by a decrease in inventories of 
SEK 10.9 million due to the usage of log stocks in production, and by the clearing of work in progress 
stocks of sawnwood during the May overhaul at RusForest Ust-Ilimsk. 

Accounts receivable has decreased during the period as a result of the Groupôs negotiations with 
customers resulting in the settlement of outstanding balances at Boguchansky LPK in April. 

On the liability side, the Company is primarily financed through equity, with total equity of SEK 669.0 
million (Q1 2010: SEK 709.1 million) compared to non-current interest bearing liabilities of SEK 14.4 
million (Q1 2010: SEK 14.7 million) and current interest bearing liabilities of SEK 83.4 million (Q1 
2010: SEK 88.7 million). The decrease in current interest-bearing liabilities (SEK 5.3 million) mainly 
relates to the regular payments performed by the Group to Sberbank and Unicredit, totalling SEK 8.2 
million, under loan and lease agreements negatively affected by exchange rate differences at the 
period end (SEK 3.7 million). 

The gravel businessô assets of SEK 114.6 million (Q1 2010: SEK 121.4 million) classified as held for 
sale in the Groupôs financial statements primarily reflect the capitalised value of work done at the site, 
including over-burden removal, blasting, road building, the value of the railhead and the acquisition of 
equipment. The change in the total value of the assets mainly represents sales of gravel stocks made 
during the period. 

The gravel businessô main crushing plant is being acquired under a finance lease, and the associated 
liability figure of SEK 18.0 million (Q1 2010: SEK 17.9 million) primarily reflects the lease amount 
which remains outstanding at June 30, 2010. The change during the period was not significant in light 
of the decreased instalments, to SEK 0.15 million per month, agreed with the lessor until September 
2010 when they become SEK 0.4 million per month. 

Cash Flow and Financial Position 

The Groupôs closing net cash position was SEK 8.3 million compared to SEK 22.7 million at March 31, 
2010. The total net cash outflow for the three months ended June 30, 2010 was SEK -14.7 million. 

The operating cash inflow of SEK 5.2 million in forestry subsidiaries (Q1 2010: outflow of SEK -25.6 
million) was achieved by the release of the working capital spent on sawlog stocks during the winter 
harvesting operations and work in progress sawnwood sold in May when the production levels were 
low. 

Total cash outflows from investing activities, of SEK -4.5 million (Q1 2010: SEK -11.5 million), mainly 
represent the investment of SEK 2.6 million performed by Boguchansky LPK into the power network. 
Funding of the Russian Gravel Company was significantly decreased to SEK 1.7 million (Q1 2010: 
SEK 4.6 million) due to gravel production and sales activities performed during the reporting period 
accompanied with lower leasing payments. 

The operating cash outflows in the corporate segment totalled SEK -7.2 million (Q1 2010: SEK -4.7 
million) increasing mainly as a result of the settlement of outstanding liabilities for corporate costs 
carried in 2006-2008 on behalf of the Group and payments for consulting services retained from third 
parties with regards to the potential merger between RusForest AB and Nord Timber Group (SEK 0.3 
million).  
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Parent Company, April 1 ï June 30, 2010 

Profit before taxes amounted to SEK 8.9 million (SEK 5.2 million during the first quarter of 2010).  

Income of the parent company was significantly affected by the positive foreign exchange differences 
totalling SEK 6.8 million for the period (Q1 2010: 4.7 million). 

Operating expenses of SEK 3.2 million (Q1 2010: SEK 1.1 million) related primarily to personnel costs 
of SEK 0.3 million (Q1 2010: SEK 0.3 million) and consulting fees of SEK 1.5 million.  

The Parent Companyôs cash and cash equivalents amounted to SEK 2.6 million at the end of the 
period (SEK 11.1 million on March 31, 2010). 

Significant events after the end of the period 

In order to start work immediately on key development projects, RusForest received interim financing, 
on July 1, 2010, amounting to USD 6 million from Vostok Nafta Investment Ltd in the form of an 
advance, in part, of Vostok Naftaôs share of a proposed rights issue currently being evaluated. The 
unsecured loan has a bullet maturity on September 30, 2010, and a fixed annual interest rate of 15 
percent. The loan is to be prolonged in order to run past the date of a possible capital increase later 
this year. 

The board of directors has granted Martin Hermansson 300,000 warrants under RusForest's 
2010/2015 employee stock option plan adopted at the annual general meeting held on May 20, 2010. 

Unicredit Bank has approved a prolongation of the loan issued to Boguchansky LPK. The bullet 
repayment of USD 2.6 million previously due at the end of September 2010 has been replaced with 
monthly payments of USD 0.2 and a bullet repayment of USD 1.5 million in February 2011, with an 
option of another prolongation. 
Construction works were started on a wide front at RusForest Magistralny in July 2010, and a new 
CEO has been appointed at the company as of July 2010. Factory launch is now planned for the 
second quarter of 2011. 
Aleksandr Williams resigned from the Board of Directors of RusForest AB at his own request effective 
as from 25 August 2010. Mr. Williams will continue to serve the Company in ongoing projects where 
he is engaged until June 2011. 

Negotiations are ongoing with regards to financial leasing options to ensure increased harvesting 
capacity in the Ust Ilimsk and Magistralny regions during the upcoming 2010/2011 winter harvesting 
season. 
The board of directors has decided to initiate preparations for FSC certification of RusForestôs forest 
areas and local harvesting companies. 
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Operations 

RusForest Operational Data 

1H 2010 Actuals

Unit
RusForest 

Ust Ilimsk
Tuba Group Lesprom Boguchansky Bamlesstroi

Consolidated 

1H 2010
1H 2009 %

RusForest ownership interest (start of year) 90% 100% 100% 100% 100%

Annual Allowable Cut (AAC) m3 734,700   235,000       126,000     112,400         233,000      1,441,100     1,665,200   -13.5%

Harvesting (stem equivalent) m3 198,860   11,243         25,331       52,776           -               288,210        302,612      -4.8%

Logs purchased m3 33,769     -               -              70,289           -               104,058        49,522        110.1%

Sawnwood volumes m3 46,550     1,156           769             39,602           -               88,076          81,951        7.5%

Forest area Hectares 436,033   117,514       34,129       48,695           231,554      867,925        1,005,020   -13.6%
 

*The figures shown above are given for reference purposes only to make possible comparisons between the Group companiesô operational 
performance in 2010 versus 2009, and do not constitute part of the RusForest AB financial statements for the three months ending June, 2010. 
Tuba Group includes Tuba-Les and Tublesprom; Boguchansky includes Boguchansky LPK and RusForest Angara. Harvesting volumes 2009 and 
2010 are stated as stem equivalent. 

In recent time, frequent reports have come out of Russia regarding the severity and consequences of 
wildfires throughout central and western parts of the country. Fortunately, the areas in which 
RusForest operates have been spared from forest fires during this period, and the Companyôs 
operations have subsequently not been directly affected. 

During the quarter, RusForestôs new management identified several key investments which needed to 
be made during the summer period. The timing of these investments are very important, as they were 
need to be started before the winter in order to ensure a satisfactory speed of operational 
improvements during 2010 and stronger cash flows in the coming season.  

The investments include;  
 

1) Forcefully pursuing the installation works at the RusForest Magistralny sawmill where 
assembly works at the site will be sped up between July and October 2010, before winter and 
the end of the outside construction season. Infrastructure, foundations, steel constructions for 
buildings, sawmilling equipment along with sorting and drying equipment have already been 
paid for, with only assembly and installation work remaining;  

 
2) Investment into electricity grid connection at the Boguchansky LPK sawmill, as already 

agreed with the relevant authorities;  
 

3) Investment into a newly established forest road construction program (road construction 
equipment to be acquired) in Ust Ilimsk, as a step to ensure the long term development of the 
Companyôs harvesting areas and raw material sourcing plan ï with focus on stable log 
supplies in the summer period of 2011.  

 

In order for RusForest to immediately start work on these key development projects and to cover 
working capital needs over the summer period, while taking into account the cash level as per the 
Company's latest quarterly report, Vostok Nafta Investment Ltd agreed to advance, in part, its share 
of the proposed rights issue. The financing was provided in July 2010 by way of a short term 
unsecured loan in the principal amount of USD 6 million with a bullet maturity on September 30, 2010, 
and a fixed annual interest rate of 15 percent. The loan is to be prolonged in order to run past the date 
of a possible capital increase later this year. 

1) RusForest Magistralny 

Upon receipt of the advance payment from Vostok Nafta, installation work was initiated on a wide 
front at RusForest Magistralny. Construction of the sawmill building, stem cutting and log sorting line 
and local infrastructure was immediately started, while the assembly of the saw line, drying chambers 
and kilns was started during the end of August. In July, a new CEO was appointed at RusForest 
Magistralny and construction professionals with experience from similar projects in the Irkutsk region 
were hired to assist in the general construction works, while more complex assembly projects (saw 
line, boilers and kilns) will be supervised by the equipment manufacturers from September and 
onwards. 
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Following a rapid start of project work in July 2010, completion of the sawmill is now scheduled for the 
second quarter of 2011. As a result, harvesting capacity in Magistralny is to be doubled over the 
winter season 2010/2011 in comparison with the previous season. 

  

Detail of log sorting line, including metal detector (left), with main sawmill building (right) in Magistralny on 20
th
 of August 2010 

  

Installation of boilers and wood chip feeding (left), first parts of drying kilns positioned on ready foundations (right) 

2) Boguchansky LPK 

With regards to the power grid connection at Boguchansky LPK, all cables have been laid 
underground and connection switches have been paid for upon receipt of the Vostok financing. 
Installation works are proceeding on schedule and Boguchansky LPK expects to gain access to an 
additional 1 MW (with further increases possible) by the end of 2010, increasing the plants installed 
capacity to 3.5 MW. The additional power supply will result in more stable operations, and the start-up 
of the Multisaw, at the Boguchansky LPK saw line. Future planned investments at the site include new 
boiler and drying kiln capacity during 2011, which will make possible increased production in the main 
saw-line and an improved product mix. 

In addition to the power grid connection, a search for additional AAC is ongoing at Boguchansky in 
order for RusForest Angara to gain better access to summer harvesting plots and increase the share 
of internally supplied raw material to the sawmill. Shareholders of a neighbouring lease holder visited 
Boguchany during June, and an agreement was signed for 40,000 m

3
 of subleased forest available 

until the end of 2010 with a view to sign another 80,000 m
3
 in 2011. Negotiations are also ongoing for 

an additional winter harvesting area giving access to approximately 100,000 m
3
 in AAC. 

Furthermore, RusForest had a meeting with Mr. Leo Kusznetsov, the Governor of Krasnoyarsk, on the 
1

st
 of July where Martin Hermansson presented RusForestôs activities in the Krasnoyarsk region, and 

the Governor ordered the local Forestry Agency to assist RusForest in locating available forestry plots 
and handle Boguchansky LPKôs application for priority investment status. 


