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An Overview of the Wood Sector in Uganda

* Forests and woodlands cover 4.9 million hectardschwis 24% of the country’s
woodland area

* The protected areas of which 1.2 million hectared@arest reserves cover 30% and
the other 70% is under private ownership

* Total marketable and non-marketable forest valamoximately Ushs.593 billion
(USD $ 348 million), roughly 5.2% in GDP terms ($oa1 Wildlife Conservation
Society)

* The estimated average cost of establishing comaleptantations is Ushs.1.2
million per hectare (Source: SPGS — Saw Log Praolniérant Scheme)

* The National Forestry Authority (NFA) was estabédhn 2003 Act to protect and
develop the 1.2 million hectares forest reserwésalso an actor in the market by
selling timer thus it influences market prices.

* The EU-funded Sawlog Production Grant Scheme (SR@S)established in 2003
and offers a 50% planting subsidy, technical adarse training

* Main types of commercial woods grown are Pinusbegaa (sawlogs), E.grandis (fuel
wood and poles), Eucalyptus, (poles, carpentryfamdture production), and the
“classic” species mahogany and Mvule.

* Main investors are, New Forests Company (starteé)0b/6 and already has 1,000
hectares), Busoga Forestry Co., Deutsche Forstulipobal Woods Limited and
NilePly Limited.



Major Playersand Linksin the Value Chain

The Wood value chain for Uganda is depicted irfilngre below and shows the main

links and players involved before to the point wiilee products reaches the customer;

Figurel Value Chain for the Uganda Wood I ndustry
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The four major players are Forestry growers, Saiwrgil Timber dealers and Secondary

processors (mainly furniture and construction);

* Forestry with 30% of the Ugandan forests being adstered by the National
Forestry Authority (NFA) while the remaining 70%earivately owned forests.

» Sawmilling, which is mainly done on site by privateterprises

« Timber Dealers, which are the main timber distrdbsiin urban areas

» Secondary processors (mainly furniture and constmig which to a large extent also

market the products to the consumers

The Dynamics

To date, the supply chain is not sophisticatedpetipor extension services are very

limited. Interaction with players external to theam is limited to procurement of goods.

Vertical integration is commonly found along theach particularly sawmilling and
timber dealing are often integrated. The majorftyhe businesses are small, producing

for the low quality segment.

The primary sector is very fragmented, especiallycerning the timber harvested in
private forests. The majority of the private timeharvested without informing the

local authorities

Stationary saw mills are rare and the few existings with significant capacity are not
operating or even dismantled; mobile saw mills pihdawyers dominate the sector. Saw
millers often own and operate a timber store/yarthe urban areas where the sawn

timber is sold. Due to the fragmented structure tamechigh share of illegal or semi-legal



businesses, there are no commercial extensiorcesrsupporting the sector. The NFA,
and particularly the SPGS (Saw Log Production Gsaheme), are currently the only
sources of professional advice in the forestrymedthe role of the NFA in the value
chain is special; the NFA is mainly responsiblerfanaging the Central Forest Reserves
(CFR) and ensuring proper forest management peactitiile it is also an actor in the
market by selling plantation timber. It both haggulatory function external to the chain

but also actively participates in the chain, inflamg market prices.

The secondary sector consists of both industriatatppns and traditional trades but the
vast majority of businesses are small roadside sfarks. The overall number was
estimated to be around 2,500 (Auren & KrassowskKgp@onstruction companies are
generally bigger in size and often vertically ireggd.

Constraints

» Lack of information — Limited reliable informatido assess the financial potential of
investments in forestry is lacking

* Very low capacity and technical standards for psst®y sawlogs (cheap saw mills,
lack of skilled personnel)

* Low transparency of the sector - lack of standard$control over utilization of the
natural forests

» Growing resource shortage concerning timber froamgaitions and natural forests
because of unsustainable harvesting rates leadipgde increases and legal and
illegal timber imports from southern Sudan and Déh@gb

» Technical standards - Poor storage, lack of drginggeatment and no quality grading
of the sawn timber by timber dealers and seconpliargessors resulting in low value
products

» Poor tree planting practices by the private sector.

* Land encroachment - squatters on CFR leased landj¢Mernment support to NFA)

» Lack of direct contacts to potential export marketo institutional support

* Poor state of the rural road network — high distitn costs



» High capital costs - interest rates as high as@%-for long term investments and
22-25% for short term

* Forestry tax anomaly — Long timescale between pigr#nd harvesting (12-25 years
or more) leads to plantation being taxed heavilyartban other investments yielding
a similar return

» Lack of R&D support and lack of skilled staff

* Funding and technical assistance uncertainty — Dfumaling for NFA and SPGS
activities to end in 2008

* Irregular supply of timber — Due to this difficultyome processors are now shifting

to wood-based panels which are imported from Séifitica or China

Opportunities

* Funding for large scale investors — Prospect odeting carbon credits e.g. World
Bank’s Bio-Carbon fund.

* Funding for small scale investors — Through a elest approach

* Availability of land - Huge areas of CFR land sbita(>100,000 ha) for commercial
forestry (Source: National Forestry Authority). Safar private land (leasing
options)

» Excellent growing conditions for trees and a fasinggng demand (locally and
regionally)

» Growing shortage of timber in the market — partaciyl quality timber

» Use of advanced technologies - In place of elattrghortages during processing,
introduction of wood-gasification technologies #igy utilizing wastage like sawdust
and production rejects

* Focus areas for investment - Upper quality fureitand forestry are the most
promising areas for investment

* Integration - For current investors, integratiorfaestry, sawmilling and timber
dealing to control quality thus increased value altichately the return on investment

(and possibility of regional trading)



Profitability in the Value Chain

To illustrate the values that accrue for the kaygpts in the chain, below is a table
showing the profit margins for the key playershe tndustry (Kallweit, 2005);

Tablel Profitability within the Wood Value Chain

Key chain players | Profit Margin Initial investment
Forestry (Plantation) 12— 16% Medium to High
Sawmilling Highly variable, positive | Low

scenario 15-25%

Timber dealers Not determined Low

Furniture 25-30% High

As can be seen in the table, the upper quality segof the furniture market including
office and household furniture currently represéhésmost promising investment

opportunities in the sector.

Whereas Sawmilling and Timber Dealing do not regjhigh investment they also do not
offer promising long term potential. The profit rgar can still be attractive but with

more mature markets and a shift towards higheritguhk potential seems to be limited.

While forestry is not as profitable as upper gydiitrniture the growing need for timber
in the market provides an attractive opportunityn@er dealers can still incur significant
profits because of semi-legal operations and lanwgparency. With an increasing
demand for quality, however, and more trustfuhtiehs between the individual actors
those profits are likely to erode and the sectdikedy to consolidate. Saw milling was
very attractive with ample resources in the natfoadsts but with limited access to
resources there is increasing pressure to resteudidith growing importance of
plantations it is likely that sawmilling and timbeade in the future will be integrated
into forestry operations.



Conclusion

Overall, the timber value chain is characterized setler s market and still dominated
by price. Accordingly, the bargaining power of sligns is high but buyers with
significant processed volume start to influencadsads. Competition is high in the low-
guality segment but businesses in the upper qusdigynent do not feel competitive

pressures due to strong growth of demand.

In summary, according to Kallweit (2005), the timbalue chain in Uganda can be

described as follows:

* Most trading relationships are rather short term

* The number of suppliers and customers is high negg

* Product quality has to be carefully controlled bg buyer

» There is hardly any sharing of information or techhassistance within the chain

« Communication between the different actors is tdpam personal relations —
generally limited to price negotiations

* Price determination is adversarial and informatghidden

» Credits granted are rare and if granted mostlydasepower relations (or personal
relations), payments are often delayed withoutegent or even informing the other

party



Data Sour ces

Below are the key sources of further Value Chaseaech data that | intend to engage in

the course of the DBA research;

* National Forestry Authority

» Sawlog Production Grant Scheme (SPGS) — EU funded

* National Bureau of Standards

* National Environmental Management Authority

* New Forests Company — Largest private forestrytplan Uganda
* Ministry of Water and Environment

» Uganda Forestry Growers Association

» District Forest Service

* Uganda Wildlife Conservation Society

» African Development Bank (ADB)

* Forest Stewardship Council

* UNIQUE Forestry Consultants — Germany

* Royal Institute of Chartered Surveyors

* Food and Agricultural Organisation (FAO)

* UNCTAD

» National Bureau of Statistics

» Sustainable Development center — Makerere Uniyersit

» Deutsche Forst Consult

 TRAFFIC East / Southern Africa — The Wild Life TeaMonitoring Network
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