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\/Withlprices, volume and financial performance
Improving — maybe can extend into 2006...

v ...Many companies will have -- for a time --
more resources and opportunities to invest In
their businesses since 1995.
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VIEZ
IHOW, gﬁ detitive?

B COMpPELtIVERESS idimensional:
ZIMill'Performance vs. International Competition

. South Am. vs. European

tivity and quality)

2 vs. Substitutes (i.e.

Competitors (i.e. domestic vs. international
manufacturers)

v Financial Performance vs. Other Investments (i.e.
returns on paper investment vs. alternatives of
similar risk)



Off=shoring and st
are drivinglong-t

rationing strategies have eroded its asset base.

v The composite financial performance of the industry
has been pitiful looking back -- and without a
sustained upturn will further dissuade future
investment — even with the improved short-term
environment...
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VIg

w Competitive?

1S #@ve Wgékened For North American

1993 1996 1999 2002

== P&W Net Imports vs. Demand
—4— Containerboard Net Exports vs. Capacity
=@- Newsprint Net Exports vs. Capacity




VIg

135,000

125,000

115,000

105,000

95,000

85,000

]
)
:zs
o3
g
g
%
S

75,000 ‘ ‘ ‘ ‘ ‘
1990 1992 1994 1996 1998 2000 2002 2004

=>=Domestic Consumption =#— Total Production




/ ow Competitive?

#
wordl PrintAdvertising Has Lost Nearly 10

rPoints of:lViarket Share Since 19971 — And
fations Are For This Trend to Continue

Radio, 9%

12



N oW Competitive? VIS

W are oftNorth Aw'pan Assets Are Approaching
_ & HHE Hnr o) eir Economic Lives

30

Economlc
Obsolescence
(37% of PMs)
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- “How . Competitive*
|l "E.urope | 'lﬁmilar Demand Issues

-
— But Has A Newer Asset Base --

450

400

350

Number of Paper Machines

1890- 1900- '10-'19'20-'29'30-'39'40-'49'50-'59'60-'69'70-'79'80-'89 '90- 2000-
1899 1909 "99 '03

® North America (1,102)

EEurope (1,861)
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Jow Competitive?

‘ﬁwaga UPSHindus mturns Can Service Debt
-- But Still Not High Enough To Create Value --

ROTC averages 6.7% vs.
11.0% cost of capital

’ 20%

Oo/o J J J J J J J J J J J J J J J J J J J J J J J J J J J J J J

1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 Q2
'05
MTD

== Return On Total Capital -4+ Cost of Capital
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S How Competitive?
. Ny

' f CdoSCU

Debidievels Across Time — But Improving

Significantly Limit Investment Opportunities & Flexibility
70%
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B [he value created in a business is generated by
acquiring, building, maintaining and exploiting
assets.
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Expected

novation Imperative

| alﬁ'operty Is Risky, But Required
llo)Sustain Superior Returns

Intellectua’ll‘o‘

P rt

. Assets
Tangiblé -
Assets -
Working
Capital

VIg
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will NOT be able to create
ined period of time due to

= They must have something special —
intellectual property in the form of patented
technology, trademarks, copyrights or trade
secrets.

21
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IHENNRAGA ,n Imperative
m Noyntellectual property — no sustained
WalUe Creatior

O o‘ﬁn@vaﬂ- no intellectual property

VIE



23

inoyvation Imperative

aNorthiPAmencan Industry Has Focused Almost

=xclusively:On'Commodity Assets!

.......... Intellectual
. Property

*. Intangible
- Assets

.

Tangible -
Assets

Working
Capital

VIE
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How:did /

Thelnnovation Shutdown

o getf here?

m Ac ‘Jn'umr I mi

1. Industi

VIE
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InAUStRy IVIAKET s
Viatungrdemanad
Substitite products

OffShoresgrowin

Good Intention
= Perform well
= Be “World Class”
= Increase Productivity

27

VIg
on Shutdown

Financial Market Realities

ealitie’s * = Capital portability

= Short-term earnings focus

= R&D “expensed” & curtailed
Shift from Industrial to Service to
Knowledge economy

Industry Culture
= Low Conflict Tolerance
= Risk Averse — Marginal Behavior
= Management From Operating
Background — Enamored With
Equipment & Improved Technology
= Implementation Oriented
= Parochial vs. System Thinking



VIE

axpense — it! — push it off on
iji}qu—" 'ch consortiums!

! ;* ﬁh) bad —reduce it!

rofitsiare down, debt is up — cut capital spending!

v Lower cost — spend to increase scale!
v’ One major outcome — stagnation of capital investment!

28



- CPBIS

e Jmuv JFJJ Shutdown

| fn# IFSJ/ I: ng Innovation = low risk

dustr . statistics say YES.
v Industry management says YES.
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e

Thelnnoevation Shutdown

m [onliustrate; we selected a basket of
zompanies|inside and outside the paper
ad at key statistics

“There are two kinds of statistics, the
kind you look up, and the kind you

make up.” - Rex Stout -

“There are lies, damned lies, and
statistics.” - Mark Twain -
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The lnnoevation Shutdown
CapiaifExpenditures Have Fallen Well Below
Depreciation Levels -- And Are Staying There

o 300%
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oer Industry Returns Are
Minimal to Negative

12 Month ROTC  5-Year ROTC

Coca-Cola Corp.
Microsoft

P&G
Kimberly-Clark
Intel

Nucor

Weyerhaeuser
GP
Mead-Westvaco
Smurfit-Stone
IP

Bowater

U.S. Steel

Source: Multex Investor — For 2004 Data



Company

2003 R&D % 2001
of Sales

R&D %
of Sales

VIg

2003 Total
R&D ($
Millions)

Intel

Microsoft

P&G
Kimberly-Clark
Mead-Westvaco
International Paper
Weyerhaeuser
Smurfit-Stone

14.3%
13.7%
3.8%
1.9%
0.9%
0.3%
0.3%
0.1%

Source: Company Annual Reports

14.3%
15.2%
4.0%
2.0%
1.2%
0.3%
0.4%
0.1%




e noyation Shutdown

Company

VIg

Vel of@per Company Patent Activity Is
nerally’ Low, (Less Than 3.5% = Erosion)

Issued Patents Patent Applications Application

(1976-2004)

Pending (2004)

% of Issue

Intel

P&G
Kimberly-Clark
Microsoft
Mead-Westvaco

Coca-Cola Corp.

Weyerhaeuser
Smurfit-Stone
Bowater
Nucor

7,075
6,304
2,849
2,801
2,096
799
750
582
505
497
160
16

11

Source: U.S. PTO

606
889
392
798
37
13
14
39
2
79




VIE

htangibles'is Very Low

IP & Intangible
Value % of Total
Coca-Cola Corp.
Microsoft
P&G
Intel
Kimberly-Clark
Mead-Westvaco
Nucor
Weyerhaeuser
International Paper
Bowater
Smurfit-Stone
GP
U.S. Steel

35 Source: VRG, equals (Total Market Value Less Total Invested Capital) / Total Market Value
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e lnnoevation Shutdown
Vianagen; enﬂfcl)esn’t Think The

Snaustry Is Innovative
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hhevation Shutdown
etpEslianagement Perceives Their Own
Conipanies: 1o,Be Better Than Average
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e Innovation Shutdown
Anidiihey Be lieve Themselves To Be
ativelyasuccesstullWhen They Innovate
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' s in order to look
l1y. - Edward De Bono -

VIE



m ['here are many things we can do, both
grandiose and pedestrian -- to capture
value through Innovation.

41



Restaing dnelinnovation Machine
Keys To Innovation: |1

/ | 2. Become
Intellectual : Investors

42
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VIE

ypical Culture Stifles Innovation:

m The norms and attitudes that are required
 toexcellin execution are damaging to
lglele)/zlile)s] =

m Desiring and rewarding innovation does not
necessarily increase Its appearance

m Motivation may drive variations on a theme
but is unlikely to generate major changes in
perspective or reformulation

43
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- |
Hereare tnree flJJI' sources of innovation

thathworkealo [ --mglnatlon

e®
.
.
.
‘¢
*

‘

innoyvation; rme R /fap yauonErom Innovation From
~TheTop @ | Without
isionary - .e. creative Example: Teaming
e Ste : organizations or with others, venture
Wynn - Mirage Itures like 3M development spin-
Resorts outs
This is the area where
we typically have the
greatest impact

44
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Decide'tordo something thatiwill probably fail, then convince
everyone else'that success is certain.

Reward success and failure; punish inaction

Take your past successes and forget them

Seek out ways to avoid, distract and bore customers, critics
and anyone who just wants to talk about money.

Find some happy people and get them to fight.

Note: Adapted from “The Weird Rules of Creativity” by Robert I. Sutton, Harvard Business Review, 2001



CPBIS

'ﬁ-
R r-tartjng The lnnovation Machine

1. Openrour Culture ntinued):

VIE

Ignore people who have solved the exact problem you face.

Hire people you probably don’t need.

Note: Adapted from “The Weird Rules of Creativity” by Robert I. Sutton, Harvard Business Review, 2001

46
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kesta NJIJJ iihe'innovation Machine
CUItL ?_(Continued):

Note: Adapted from “The Weird Rules of Creativity” by Robert I. Sutton, Harvard Business Review, 2001

VIE
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Ild and protect your
ctual owwﬁy are complex — training is
HUAINGIIPEYSOnI ]

ct L
Technology

General Management

Legal (if you don’t have Patent Counsel)

elopment

VIE
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1. Opée
(‘A

diing lihednanovation Machine
mour Gulture n‘iinued):

Organization
Supply Chain
Commercial and Financial

VIE
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estaning dheslnnovation Machine
core Inyesios:

e returns beyond the current

perlod (I.e. training, R&D, trade secret,
patent, trademark, etc.)

m Just because accountants expense it
doesn’t mean its not an investment.

VIE



hey mix:a nu
(projecﬁs‘f\:v“"

individual investments
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Shestanting dhelnnovation Machine

NSELBIHENRVESIONS (Continued):

Intellectual
r Industry Focused On Property

Low Risk, Low
Return, Highly

Correlated Projects [ntangible
Expected Assets

Portfolio .......................................

Return T71%1 Tangibleg

Assets :

Working
t t Capital

Cash

- Risk
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Inteflectual

Preperty Raising
The Bar
: Requires
Intangible Industry’s
Expected Assets : Focus On
Portfolio A Mix of
Return Tangible Projects
Assets ‘é\’i“_\ -
; : nriche
V(V;;rpl:::lg Balance Of
Risk &

Cash Returns

Risk

53
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S st lfted‘ from capital resources to

inte 9ctualproperty In fact ... capital

resources are now dominated by intellectual

property such as know-how, patents,

trademarks, copyrights and trade secrets.”
-- Gordon Smith & Russell Par --
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- m Creating and €

conjunction with non-proprietary assets
creates value

Focus more heavily on high-impact Patents,
Trade Secrets, Rights & Relationships

Paradigm shifting breakthroughs are not
necessary!
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Example: A child’s disposable diaper has
SomeNscliipatent

ines, converting equipment) are

largelyscon modiﬁ/ In nature

Leading diaper producer’s returns are well
above paper industry average and their cost
of capital

Paragon Trade Brand’s infringement of one
of these 1,800 patents resulted in greater
than a $300MM damages award
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al, (Q ontinued):

Inventing

Technologists

v

Patent Attorney’s

v

Product Developers
& Financial Experts

v

Marketer

57

Hf‘ Traditional
Technology Pushed
Inventing -- Results
In A Low Hit Rate on
Value Creating
Intellectual Property



viarneripvennnvenung
Increases I'he Odds
That Your lnnovation
Will Yield Value —
W het}wr itis a orJrJ,

likely takes years '
yield results

58

»

Market Driven
Inventing

Marketer

b

Technologists,
Patent Attorneys &
Financial Experts

v

Product Developers

b

Marketer

VIE



VIE

é and manage the
ough innovation

o] -R&Dﬁrograms can o] quantlfled with
such tools as:

v' Option Approaches to Patent Valuation
v Market Simulation
v Competitive Simulation

59



60

VIE



- VIS
Ip & Einal Thoughts
-

-

s Innoyvation|is\imperative to create value

| T/ojr*n/ Northi American pulp and paper companies

n ave shutdown ¢ “lost their innovative capacity

:" AS a resuL, inl part, industry performance has been
disme 'r/mJJ,' ehasﬂfes

B Investment has spiraled downward and industry
competitiveness has eroded

m However, individual paper companies and
suppliers can leverage innovation to outperform
the industry and create value over time

61
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ain key participants on process
otect IP . . .

Become Investors — manage a portfolio of
projects with a diverse range of expected
returns, risks and correlations. Do all that you
can to make each project a success but keep in
mind that it’s the overall portfolio performance

that matters . ..

62
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J"A -ll " I ~ > S ol & 3
IS the key'tojcreat

- of IP mixead with con
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#

alongway. ..
v'Leverage N rke?Driven Inventing fo
increase ﬁﬁ#éte g .
v'Use best available Valuation and Portfolio

management tools to ensure financial
success. ..

VIE
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REcapra: Fina ﬂ'houghts

nHeréssential’ part of creativity is not
beling airdiato 1all. - Edwin H. Land -

If all'else fails, immortality is guaranteed
by one humot gous error. - Anonymous -

64
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Thank You! -- Copies Available At

www.valueresolution.com -- And -- www.cpbis@gatech.edu

Contact Information

Dan Cenatempo

~ & President -- Value Resolution Group, Inc.
= 770-522-8972 -- dan@valueresolution.com

: Jim McNutt _
: Executive Director — Center for Paper Business & Industry Studies :

404 894-5733 — jim.mcnutt@cpbis.gatech.edu
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http://www.valueresolution.com/
http://www.valueresolution.com/
http://www.cpbis@gatech.edu/
http://www.cpbis@gatech.edu/
mailto:dan@valueresolution.com
mailto:jim.mcnutt@cpbis.gatech.edu
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