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Outloek— Where At We’?

EINGrISAmErCaRrPapen Industr
e L
ZIREM2INS ONE T the largest wo

constiipuUeRrandren|oeys signifi

ld regions for paper
nt fiber resources . ..

i
/ZCompeEttVvERESS has heen boosted by weaker U.S. dollar,
 butisihepfsirainediby aging assets . . .

I
v Has enjoyedianmoederate, cyclical upturn, but solid returns
are still'lagging & velumes are struggling . . .
L]

v With prices, and financial performance improving
moderately — maybg can extend through 2006 into 2007 . . .

v ...Many companies may have — for a time — more resources
and opportunities to invest in their businesses since 1995.
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OUtleek —\Where Are We?
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Uleek —\\here Are We?
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SElEcIEERetFeniPRIcES Report — Continuing to Improve
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QulleeKk—IHeW Competitive?

B COMPENUVERESST IS Multic i%ensional:

ZAVIlIFPErermancerVs. International Competition
e ot Amenecanivs. South Am. vs. European

VSEASIERImIlISHproductivity and quality)

/ZProduct PEiermance vs. Substitutes (i.e.

papevard folding cartons vs. plastic packaging
— NEWSpPapPErRVsS. TV, etc.)

7 End-User rformnce VS. International

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

v Financial Performance vs. Other Investments (i.e.
returns on paper investment vs. alternatives of
similar risk)
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Qulleek—IHew Competitive?
Sedf@nNpIEseDImensions, Industry Participants
J\/ILJD'; RECOTNIZE: kL

/ZZOIESHOMING and::
clfe el fi\vinle) Jomg

v NJTTH r\rrwrmc\

'S cos?oésed competition and capital
egles 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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Ouleeki—How Competitive?

ARSENESIENEroT the JJ Dollar Issues — North
AMERNCAPOES Not En ﬂx/ OMICostFWOducer
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Oulleeki—=IHow Competitive?

NigleltmeNorth  American Grades
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itloek — How Competitive?

lradeNPBl s IMaveWeakened For North American
JEErsH RSN, Containerboard and Newsprint

1993 1996 1999 2002

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

arlyi2000siRECESSion & International Competition

Jpressedibomestic Production and Consumption

2006 From I§999 Peak — In Spite Of Modest Recent Rebound
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~ ka oW Competitive?
Wer PrinFAdvertising IHas Lost Nearly 10
PeInts oivViaiket Share Since 1991 — And
clatiens AyerEor This Trend to Continue

Outdoor, 4%

Radio, 9%
Today

12
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Jﬁlre o NeJfii Aﬁipan Assets Are Approaching
' I'he End o eir Economic Lives

w
o

Economlc

25 Obsolescence

(37% of PMs)
20 1
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A\ §
ek — How Competitive?
ISHECC] r S| |Iﬁemand & Competitive Issues
— But Has A Newer Asset Base --

;,_.,J“N_

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

® North America (1,102) BEurope (1,861)
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:w*": @Bk —HoeW Competitive?
L]

2005 Returns
ROTC averages 6.7% vs. Were Best Since
11.0% cost of capital 1995 — But Have
Been 4.3 Points
Below Target —
Rational
Investors Will
Not Allocate
Capital To A
Poorly
Performing
O o o e B B B BELI B e e e e e e e Industry — Key
1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 Q2 Question = |s
2005
The Industry
Situation
Changing?

20%

=0~ Return On Total Capital =+— Cost of Capital
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OUeek—Hlow Competitive?

hereased Debt Levels Across Time

SieRIcanuyAEmitinvestment Opportunities & Flexibility
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0).0) K —Hew Competitive?
heindus try has been a poor

'r 2, 1970s)— it faces a continually
PEnvironment — in spite of today’s

s y
mAnd;as Netedi=ile North' American Pulp and Paper
Inadustry ,

p _ .
/ZSReIE |GMW-coST preducer on most grades, and

High=voltimergrades have significant substitution and
gleal market place threats

-Wherei — traditional business models have been
stretched to the limit with

v The emergence of the global marketplace, and

v The new power of rapidly moving knowledge and
knowledge transfer
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Pk F oW Competitive?

Accordingly = participants must learn how to
'thr]/e EEr tNESE Ofiter i%}ense, negative,

andrapieiyacihieneing conditions
4

...but individual companies can excel if they use the
current short to mid-term upturn to chart a new

course looking out . . .
-
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S GUitleeke—The Economy?

-

ar

Real GDP Growth By Region 2003 2004 2005 2006
Advanced Economies
us

Euro Area

3.0% 4.4% 3.5% 3.4%
0.5% 2.2% 1.4% 2.2% Overall
Japan 2.5% 4.4% 2.4% 2.0% Economic
UK 2.2% 3.4% 1.7% 2.5% Growth
Canada 2.0% 2.9% 3.0% 3.2% Projections
2.4% 4.3% 2.8% 3.3% Do Favor
Continued

Demand
Other Emerging Markets 6.1% 6.6% 6.4% 6.1% Growth In The

4.3% 4.5% 5.3% 4.5% |ndustry
Central / Eastern Europe 4.5% 5.5% 4.3% 4.6%

Other Advanced Economies

Newly Industrialized Asian 3.0% 5.5% 3.1% 4.5%

Africa

Developing Asia 7.7% 7.6% 7.8% 7.2%
Middle East 6.0% 5.1% 5.4% 5.0%
Latin America 1.8% 4.6% 4.1% 3.8%
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Du ok —‘be Economy?

Economic Indicator

FBIEctly Drive Pulp & Paper Demand Are
ker Jihan @veralll GDP. — But Remain Positive
B el

Industry Segment
Impacted

VIg

Real GDP

All

Implicit Price Deflator

All

Personal Consumption
Expenditures

All

Industrial Production

All

Indust. Prod. - Non-Durables

Containerboard

Indust. Prod. - Durables

Packaging

Food & Beverage Sales

Boxboard

Food services and drinking places

Tissue

Computer & Peripheral Sales

P&W Papers

Professional Employment &
Business Services

P&W Papers,
Tissue

US Households

Tissue, Building
Products

I Housing Starts

Tissue, Building
Products
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m NA Tissue
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Industry — has put supply
cewith demand for now . ..

= And as shewn — producers have been successful at
Implementing price increases in this environment

wrlnrmefmxcnnormd

circa late 2006 / 2007
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VIEZ
PUHBEK = NAMarket Overview

=S EsN eIt r\merJ ' Paper industry is a mature
Wae of 9usin rgenerally characterized by:

HIghEeStpPEREapIta consumption in world across all grades
1!‘! Jrovvrr | --r GDP

Cost a 0 PIHICE ased competition

Below cost of capital returns
Cyclical pricing and profitability . . .

rormglll/ the NA industry expanded after each cyclical peak

lOrl(IF/ was then been OllJrJ:‘CI onto International mark ie's
— This pattern has changed

23
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PUIeEK —NANVIE bet Overview

r/ oudme\ environment has
omvination of factors:

-
Sl
e

L
-
cd

7ZSANVeakenine UsS dollar
‘/Rd.OJLJrJC]lrJg demesti
4 Jmorov]ng re"ruli'h:

* This represents a substantive change from the past five
years of persistent weakening overall market place and
Industry performance

24



ol

CPBIS A\ §

-
PiEEK=INANVIarket Overview

[ImiENLSHpat fo \ ard Under more stable
: .-p— Andfpoesitive circumstances.

-

Accordingly — the North American industry does
window of opportunity to further restructure and Jmmovrue
the changing global market looking o
— but the business environment for such enhancement

moves is transient —and time is likely essential

to better ¢ compete In

25
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N OutBeK - NAWWarket Overview
F

Change in Capacity Compound Annual
(Tons/Tonnes) Growth Rate

2000-  2005-  2000- 2005 Industry
Grade Segment 2005 2010 2004 2010 Surveys And

Projections
0.7% Indicate That
Capacity
el Growth Will Be
Minimal
Between 2005
NA Printing & Writing -970 -930 -0.8% -0.5% And 2010

NA Boxboard

-69 347 -0.2%

U.S. Containerboard 639 -0.9%

NA Newsprint -2,844 -1,541 -3.3% -2.4%

NA Tissue 247 2.2% 0.8%

NA Market Pulp 532 -0.4% 0.5%
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re better than Industry average despite

these poor entals due to a relatively concentrated

supply base

Facility closures have brought supply and demand in line

Implications — Slow capacity growth Is proj

eC
relatively high risk of falling demand & additic

ted but ;arr]@'* a

d
facility closu

eC|
on
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";i" - Ourn —INA Boxboard
]

° NA
Boxboard
Demand
Growth Now
Significantly
Lags GDP —
Bleached
Board
Growth
Slightly
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 Outpaces
-0+ Real GDP —+—NA SBS -0~ Total Boxboard Recycled

1.75

:1)

Relative Growth Index (1990

0.5
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» - - @Uiook —INA Boxboard

Both
Demand
And Supply
Have
Resumed
Growth But
Will Take
Several
Years To
Reach

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 HlStO“C
-0~NA Demand -#NA Capacity -®-Total Shipments Leve|s

NA Boxboard Volume
(@) ]
o
o
o

Volume (Short Tons Millions)

3,000
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- : - Ouir.Jo Boxboard

900

NA Boxboard

Has
800 .
2 | 2000 Consolidated
3 700 - I
- = & Reduced
O 9 600 - o
23 w 15.0% O Excess
S v 500 - @ :
e g Capacity —
-cgsé i 1 10.0% < But May Be
g¢ 800 il Tempted To
(a2} a
< 0 ikt | 5.0% Add Capacity
100 In The Out-
0 e 0.0% years If

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

Demand
Continues To

==Excess Capacity =4— 9% Excess Capacity

Grow
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Hhe. CPBIS 4'"
':.r" - Outlc of.;NA Boxboard
$1,200
< $1,100
S
E $1,000 -
& $900 | Long-term
S 4800 | Prices
£ s700- Continue To
& ose0 | Trend
0 Downwards
(0,0) $500 -

$4OO T T T T T T T T T T T T T T T T

1990 1992 1994 1996 1998 2000 2002 2004 2006
YTD

—/—Real Price ($2005) —®—Nominal Price = = Linear (Real Price ($2005))
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ontainerboard

TS NA Corltz ) er gl SEgment has undergone one of the most
EXTENSIVETESTITIC ' e industry --

'Sihas gone from one of the
nie stry Improved capacity

overseasi capacity, especially in China and Germany
* Profitability and returns are lower than industry average
» Slack capacity abserbed quickly with improved economy

Implications — Produc 1 pect 0 grow capacity

slowly with demand —risks of further Ios ures oerJJJr from
loss of volume in ex]

32
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~ ’Ou;r.loor SN Containerboard

2.5 - NA Container-

board Demand
Continues To
Grow At A Rate
Closely Tied To
Domestic Non-
Durables and
S N R Durables
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 Production
—&—US Linerboard - US Medium

=0=US Durable Production ==US Non-Durable Production
—Real GDP

2.25 -

1.75 -
1.5 -
1.25 -

1,

Relative Growth Index (1990 = 1)

0.75 o= - - - -
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W BUHEek =INAContainerboard
’

45,000

40,000

NA Capacity

E oo N Is Expected
> 5 To Be Well
g3 30000 Controlled
Ep Relative To
T ~ 25,000

52 Demand
°e

A 20,000 o

D

15,000
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

=~Demand

=4— Capacity ®-Total Shipments
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O OUeek —NAs€ontainerboard

> 5,000 -

3 z

= - 20% S

5 _ 4000 | § NA

hie StB8 Container-

. £ 3,000 - > ,

25 " board’s

g5 | - 10% T Excess

c ¥ = o .

S = Capacity Is

S 1000 - fEOBl Relatively In

S S Balance
0% o

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010
==Excess Capacity

=4 % Excess Capacity
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S Ouleek = INAs€ontainerboard

$700
NA Capacity
Reductions
Helped
Containerboard
Producers
Maintain &
Prices — But
Profits Remain

1990 1992 1994 1996 1998 2000 2002 2004 2006 Q=Xe(OAW ReqU”ed

vTb Levels
Linear (Real Price ($2005))

$600 -

$500 -

$400

$300 -

Kraft Linerboard 42Ib. Price ($ Short Ton)

&
N
o
o

——Real Price ($2005) —#—Nominal Price - - -




= Opportunities for further consolidation exist and significant
capacity reductions and grade conversions will continue

Implications — Rational players will spend a minimum of
capital and seek value added grade conversions. No new NA

Newsprint mills are likely to be built — at least by rational
sector players ...
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S GUiloek—INA Newsprint

N

NA
Newsprint Is
A Declining
Segment In
Long-Term —
A Short-to
Mid- Term
Improvement
May Occur
05— But Is Not

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 Pr 0 J ecte d
=0~ Real GDP =4=NA Newsprint Demand

:1)

15

[EEN
!

©
\l
Ul

Relative Growth Index (1990
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o~ : L OUHOOK=INA Newsprint

e Demand,
Capacity,
Exports, &

17,000 -

2 g 1> Shipments
?f 213,000 Ar_e_A”
= Sliding

5 511,000 1 Downward
Z <

At A
Relatively
Quick Rate

9,000 -

7,000 T T T T T T T T T T T T T T T I I I I I
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010
=0-NA Demand =#-NA Capacity

®-Total Shipments
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~ g BUHEeK =NA Newsprint

25%

> =
S 1,600 - - 20% ‘G
] -8 The Supply
S & 1,400 1 S A d
0 E; 9 r‘
2 S 1,200 | - 15%
S v e Demand
W © 1,000 | d : :
0 S Situation
£ S 800 - - 10%
o O £ Has
== 600 | o
2 = Improved
< 400 - 5% =2
Pz 0 <
0 5% Z
200 4% 4% 30 4% 4%
O T T T T T T T T T T T T T T T T T T T O%

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

==Excess Capacitv == 0 Excess Capacity
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Capacity
Reduction
S Have

5

£

=

& Helped

£ $600

3 Boost

= $500 | Prices --

s But A

Q $A00 -

2 Downward
Y Trend

1990 1992 1994 1996 1998 2000 2002 2004 2006 |
YTD Persists

——Real Price ($2005) —®—Nominal Price = = Linear (Real Price ($2005))
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OLli]0e¢ — N} P&\W Papers

| E % Alternative Media
iien r]cl.\/r‘ Jm pacted P&\VW Demand Negatively —

| Umr omoeurJve ;apac"‘ g clesed & modest demand
] IgN N excess capacity

Grades have seemingly collapsed into
changeable/somewhat flexible grade

structure from consumers’ perspectives

* |n this context -- CE guickly became commoditized --
displaced by improved CGW grades — changes still expected

Implications — Significant repositioning / redeployment

of assets — continued M&A & financlial constraints

42
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Papers (cont.)

Auto Brochures/Annual
By Website Versions

Jmenu vvJII Jllrrer net
urmoil will ¢
—-J—Jrcl_d pusiness en

VIEZ
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P&W Paper
Demand
Fundamentals
Began To
Change In The
Mid-1990s —
Minimal And
Risky Growth
Is Expected

05— Going

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 FO rward
=0~ Real GDP -#-NA UCFS Demand =#=Employment - WC Proffessionals

1.75

:1)

=
ol
!

—
N
(&

Relative Growth Index (1990
=
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’;I'f-  OUtIook - INATRPE&W Papers
.

40,000
Rising Imports
Have Slowed
Shipments
Relative To
Domestic
Demand And

ffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffff Further
Capacity
Rationalization

NA P& Writing Papers
Volume (Short Tons 000s)

20,000

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 IS leely

®-Shipments

=0-Demand =4 Capacity
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7,000

T 23%

6,000 -

5,000 -
- 18% ! N
Significant
NA P&W
Over-
Capacity
Persists

4,000 -

3,000 r 13%

(Short Tons 000s)

2,000 -

NA P&W - % Excess Capacity

- 8%

NA P&W Papers - Excess Capacity

1,000

4%

3%

0

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

== % Excess Capacity

=~ Excess Capacity
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- Gutloc LENA PN Papers
]

$1,600

Collapsed

T $1,400 | Real Price

% 51200 | 2 Trer_lds
6 Continue

S $1.000 Downward

3 And Recent
- Pricing

¢ 9600 1 Improvements

00 - Have Been

1990 1992 1994 1996 1998 2000 2002 2004 2006 SlOW & LeSS
YTD

—~CFS No. 360lb. ——UCFS No. 4 Xerocopy - =-CGW No. 4 50ib. [INERLEIANBIE]IE<Te
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arket Pulp

Good In The Production Of
r\n 0] ino Oard Grades —

= P09 Jnvestmen't?é‘turry amMong the poorest in the industry —

= [nternationaliprediicers — continue to import pulp competitively
to US

= DIP pulps presently: relatively more financially attractive than
virgin pulps

Implications — Some capital to be spent on integrated DIP
apacity WIH p up with incremental improvement
s —Wild ¢ s China's fiber demand .

facilities. Ca
project

48
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Ouleeis=— NA Pulp

.

N

Demand
For Market
Pulp
Follows
Other
Grades —
But Watch
China
Needs and

0.5 Demands
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 Looking

-0~ NA P&W Papers + Tissue  =#=Total NA Market Pulp Out
®-NA BSKP = =NA BHKP u

=

~

(6]
|

=
(6
!

1.25 -

[N
|

Market Pulp vs. Paper Growth Index
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= = BSKP Shipments —BHKP Shipments

—O—BSKP Capacity —&— BHKP Capacity

VIg

Supply And
Demand For
Chemical
Market Pulp
Is Expected
To Be
Relatively
Flat — But
Again —
Watch
China’s
Needs
Evolve . ..
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L C tl'{%,— NA BHKP

30%

NA BHKP
Capacity Is
In Check But
Is Expected
To Creep Up

400 -
+ 20%
300 -
200 12%&_& + 15%
Over Time —

100 10% 10%
" M + 10% ]
A X\VALN A ncreasing
8% )
3% V 6% \6% A Y A The Risk Of
(100) - 2% u o .

3% 3% Cap a.Clty
(200) % DR Closures

1983 1986 1989 1992 1995 1998 2001 2004 2007 2010
== Metric Tons =% of Capacityv

- % Excess Capacity

BHKP - Excess Capacity
(Short Tons 000s)

BHKP
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NA BSKP Is
Carrying
Relatively

More
Capacity
Than BHKP
— Making It
More

Sensitive To
Swings In

Demand
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e

S Glitlook—INA Market Pulp

Market Pulp
Prices Have
Flattened &
Long-term
Fundamentals
Still Not
Strong Going

1990 1992 1994 1996 1998 2000 2002 2004 2006 Forward
YTD

Real Pulp Price Per Metric Ton

=2—=NBSKP Deliv. To US -#- NBHKP Deliv. To US
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DEMicnE grow L]

HOWeVer, overalifcompany. financial returns less sensitive to

g/ clepniziglelie

Both technology changes and new entrepreneurial entrants

will drive spending
Excess capacity Is building — but likely to be absorbed

Implications — Segment may be losing some luster —is a

day of reckoning coming or will historical market
dynamics win out?
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L @UtlockeNA Tissue
2 .

2

NA Tissue
Has
15 - Innovated
To Keep
Demand
Growth
Ahead Of
fffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffff Household
Formation

1)

=

N

ol
!

Relative Growth Index (1990

0.5

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010
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USHhelsug/—€apital Spending

, ASSEL SWapS & bu_smess-llne spin-offs likely to

= There Is risk that unexpected international acquisitions
activity will interrupt capital spending patterns

S impacting) for

to offset weak
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By 2001 —

= The followi 'tablgand graphs summarize these
historical trends and projections
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AltiacuNve Oppor'zunm = More Likely To Invest

Mix = More likely to invest (i.e.

G ilele)e &
tissue, s &W)ithan poorly performing
segments (I. %h_oxboard containerboard, newsprint,

market pulp)

» Geographic Mix = Firms in Higher growth geographic
markets (i.e. Asia & Latin America) more likely to
Invest than US and Canadian (and now some
European) focused players
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g

S pleltisiry —lrvEsiia) ,t’Decisions’ Drivers

fo] dé@t%—the more likely to
Stead for capital expenditures

= Cash Flow Available For Reinvestment = More cash
generated by operations, the more funds typically
Invested in the business & to stimulate investors
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Thoughts

eNANReuStAnaRelial peformance has been poor on an
aEBIiEhasis andlpersistently weak in the late 90’s through
teE S HIRYE e SECTNgNmprovements

Inrtempted to significantly increase major
Al itgl' stments

| i peEnding investment decisions, basic
economic and ﬁﬁ’nand factors and the industry’s motivation

to pursue innevative structural change via enterprise

transformation will drive industry performance in the mid-to
long-term

Changes in the industry direction will in turn obviously

Impact all aspects of the industry — producers and suppliers
alike . ..
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- ry",s path forward
'S urs to create —

really to seize the opportunities instead of
simply enjoying our respite — to refocus
and restructure in new and novel ways . . .
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EVentthotghrthe Culrent Industry State of
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EronlEMmSHREmain =9A9 hat Famous Arm
Chiair Bhilesepher Ziggy Once Sadr .. .

filg_g; “You can Complain Because
g =3 Roses have Thorns, or you can

=W Rejoice Because Thorns have
= Roses”
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Thank You! -- Copies Available At

www.valueresolution.com -- And — www.cpbis.qgatech.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 — [im.mcnutt@cpbis.gatech.edu
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