Ifhe Industry Context

_ ~ Q3 2007 Data ~
aw ~ 2008 ~ TAPPI/PIMA

Student Summit
Center for Paper Business and Industry Studies (CPBIS)
~ Dr. Jacquelyn McNutt ~
FairValue Advisors, LLC ~ Dan Cenatempo AVA



How Competitive
ok ~ The Economy
Key Takeaways

Final Thoughts



Where Are We?



WihenrerAre We?
NEtISAERNCan Ind ustryf ontext ~
m [Enjoy/s significant filber resources & logistics. .
m COMmPENTIVENESS .'oo_; Sted & %eaker U.S; dollar
PUTNSISHEIRIEENY agiing '
pjeyEeda moederate, cyclical upturn, but solid
1s sulilagr& volumes still struggling a bit .

| financial performance |mproved

‘moderately ir 06 07 ~ Stable to OK for 2007 . . .
Maybe will rebound a bit in 2008 ~ but 2008 = ?

m ...Many companies are now making moderate
Investments ~ however the bigger spending is for
private equity to acquire substantial industry
assets ... Stay Tuned!




fe) Context ~
jijl) 2 mrljor OJrI/Hr US anc global economy
o) sl JrlrJ 1'!’r I world ~ supply &

m Significant | prﬂ/ements essential for survival
& opportunity to reassert dominance



m The Steel & Caﬁ Industries are examples of
Industries going from down in the dumps to
shareholders’ delight
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WhENEATE We?
Prvare Equity omments

Jlrl peaperbethemmext “turnaround” industry?
LETEEQIUILY  lIVVESTOrS | e@amly think so

£10).0); ,r,me UCE market was a free-for-
0= 14'major producers slugging it out

O Tp  thiree rms&ontrol 70% of the market

m And good thir gs happen to industries when
supply becomes extremely constrained
v Consider crude oil refining and today’s windfall

profit taking . ..
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s for assets ~ and

\/Returns o#c‘apltal for new capacity are so low
It's economic sucicide to build new now

v'In the not-too-distant-future this will lead to
supply constraints, allowing paper companies to
earn healthy returns on capital



Where Are We?
vate Egurty: Comments

mNA colpiesetherdinvers provide tailwinds for the US
PEREIRMAUST = -
AEalkening dollar makes imports more expensive
ZCliientlyBIUEES costs 10%-20% more to ~ previously
AroUNBEL0%=15% of total supply

ZZAsiastilge appetite for commoditie & pulp + rising

- sShipping costs = an ur precedented situation ~ it's now
Qe expensive to Import paper products from Europe &
Asia than termanufacture them domestically

v' And unlike the US automotive Industry ~ paper makers
don't have major legacy issues ~ pensions, health care,
or environmental headaches

B Some now then think all of this = bullish future for our
Industry . ..
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North American Paper & Board (ST 000s)
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Where Are We?

= )i o 4% from 1999 Peak ~
ehounded A Bit As Of Late

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

=>=Domestic Consumption =& Domestic Shipments == Capacity



NA Production Average Price




here Are We?

liEent Prices Repornt ~ Mixed Results

Grade Date Latest Year Ago

50Ib UFS
[USS/ton)

60Ib #3 CFS
[USS/ton)
42# Kraft Liner
(USS/ton)

30Ib Newsprint
(USS/tonne)

Pulp NBSK List
(USS/tonne)

08/2007 $994 $937

08/2007 $901 $925

08/2007 $510 $490

08/2007 $586 $649

08/2007 $613 $564




=FlRarclial Pertormance

4

comparative iiends ~ Revenue & Profits
ployed & Debt
Spending
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Elpancial Performance

> —

pp]]g SPEPEMREVENUE Continues To Grow ~
=it Slernifie rlf]l']\ [B2gis e Tetal of US Companies

>

Latest Quarter 1 Year 3 Year CAGR
H Pulp & Paper B Total U.S. Public Cos.
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Eimnancial Performance

S REVERIENVIDIEPIe — Pulp & Paper Valuations
isSIgmicanyalranifu.S. Public Companies
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R EpEncial Performance
b

Pulp.& =AEN Proﬂ"z'! After A Strong Year ~
2ONIOLEINGINYS Companies Ini The Longer Term
4 i ool
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Latest Quarter 1 Year 3 Year CAGR
H Pulp & Paper B Total U.S. Public Cos.



/ leneiall Performance

F

ot VErS HaveSteadied After A Period Of Decline ~
SUNAERSHIINGNZeIntSHEewer Than Total U.S. Companies
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,.;', S EREncial Performance

’ REWNHIS O oa Capital Employed ~
JJ@OL&J&E@ tliyaialliar short of Cost of Capital

[
~
3

20.0%

ROTC averages 6.6%
vs. 11.8% cost of capital

oc0O%+rrrrrrrrrrTTTTTTT T
1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 2005
=0-Return On Total Capital =4— Cost of Capital
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QL ~  Eipancial Performance
O pereasedipeEnt Levels Across Time ~

Siejplfiezigely Ll nvestment Opportunities & Flexibility

Debt To Capital Ratio

1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 2005

== Debt % of Invested Capital




JancialiPerformance
& Pe DERBEVINS Einally Being Paid Down ~
SihpAbselute and Relative Terms
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.' lRencial Performance
> | _
Jizl emrl VIEGASSPEnEIng Now Increasing ~

2igSHBEelowr2001 Levels ~ R&D Is Flat
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o~ ipenciall Performance
—

. ANClusErfookiat Slowly Recovering Capital
SPENCINYNPOIIEISI= AfterSignificant 2001/ 2002 Drop
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lmancial Performance
—_—

Ut ~ 'ﬁTurnover IS Improving ~
=xceedsiieral U'S, Companies By 11%
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== Pulp & Paper -= Total U.S. Public Companies




Elpancial Performance
_—

d’ o
' ARAP=EBTTDA Multiples ~

INeWAVIBENANEREAIthFU.S. Public Companies
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Eipancial Performance
—

NANVERRENEPIEE Value Growth of Pulp & Paper ~
iU esserPECH e‘I‘Q.Both Absolute and Relative Terms

200.0

180.0 - Latest 3 Year
TEV Growth Quarter 1Year CAGR
160.0 - Pulp & Paper -4.8% 7.7% -2.7%
Total U.S. Public Cos. -4.6% 9.8% 10.8%
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=sipanecial Performance

ZileNseINntEliectuall Property and Intangibles
EsSuliciyailis @tlier US, Cos. by 18 Points

Q1'01 Q102 Q1'03 Q104 Q1'05 Q1'06 Q1'07

-0~ Pulp & Paper == Total US Public Companies



PUleeKe=IHowW Competitive

Wiglelthls, €Compiet J_]ver €SS ~ Looklng Out?

What DerVWesNEed To Embrace ~ To Reassert A
SOINMPELIt Jve ed Performance?

How DerNAJASSets Stack Up ~ Looking Out?
What Are Key Grade ~ Competitiveness Factors?

Changing Measures off Competitiveness
[Trade patterns, role of print, & assets’ age]

What Are The Competitiveness Implications?




QuleEk~How Competitive?

WeSNEeuerEReerstand IThat Competitiveness
[SHVitit@inmensional ~

m ViliNEerenmanceVs. International Competition ~ i.e.
NAWS, SAYRENGPEan/ Asian mills’ productivity/

guiallLy; &

Product Performance vs. Substitutes ~ i.e.

pap INg cartons vs. plastic packaging,
newspaper ﬁ TV, etc.

m End-User Performance vs. International Competitors
~ 1.e. domestic vs. international manufacturers

m Financial Performance vs. Other Investments ~ I.e.
returns on paper investment vs. alternatives of
similar risk
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Olewki=Hew Competitive?
)
SaSEUN@nNIneEse £ nS|ons ~ Industry
Partici ants

VIUIST ke gn_JIze ~

'frrmmormg glind Jlﬁ;rmur by alternative mediums
dirove leneFErmraemand helow current levels

NA had becomenncreasingly uncompetitive in pulp and
paper preduction

B The industry’s c ost based competition and capital
rationing strategies did erode its asset base

B The composite financial performance of the industry
became pitiful ~ and yet with the current upturn and
Improving & changing economics ~ there is real potential



Kishow Competitive?
girVoelume NA Grades
Rililcani>Substitution Threats

Grade Category Potential Substitutes
Containerboard | R&-usable shipping containers,
Packaging Grades Flexible packaging, offshoring of

offshoring of manufacturing
manufacturing

Printing & Writing | Electronic communications, alternative
Papers advertising mediums

e

Newsbrint Electronic communications, alternative
P advertising mediums
Tissue No Major Substitutes



Ke=IEeW Competitive?
-H&/e \\/eakened For NA Producers
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1993 1996 1999 2002

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




PUBEKk — How Competitive?

PREINOWIACCOUNTS Eor Only 37% of Advertising ~
‘Dewn - Neary @b isi Market Share Since 1991

B

A 200 Outdoor,

other, 4%
Internet, 8%
Radio , 7%

Television,
45%
Newspapers,
18%

Magazines,
19%



oK = Hew Competitive?
_—
A@ets Are Approaching the End of Their

I Eives — Containerboard Example ~

Economic
Obsolescence
(37% of PMs)
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_‘)IJ PIOK ‘H_g_w Competitive”

gerSimilarDemand & Competitive Issues ~
B iHas A Newer Asset Base
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1899 1909 "99 '03

® NA (1,102) ®Europe (1,861)
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OUHEOK = FHEW | wompetitive?

e nEUStyyAaSIa poor performer since the 1970s ~ yet
SVeERiteugniEiaces arcontinually tough business
ENVIleRImENT —Improvements; are truly possible

m Yer ~ weneediieihe mindful of constraints ~

5 _ Ve siignificant substitution and global

| mrlr}’er oJ,lga threats

v The current US;econom rocky at best ~ arecession is

possihiie

m Also note ~ traditional business models have been
stretched to the limit with

v' The emergence of the global marketplace

v' The new power of rapidly moving knowledge and knowledge
transfer; plus

v New technologies ~ such as bio-energy, nanotechnology, etc.



OUlEEKEIHOW Competitive?

ACcoraingly = participants must ~ and can ~
EaithoW tertigrve tnder these often
ntenserandrapidly changing conditions

. In some cases a VERY NEW
oKing course ...



Plleeks= e Economy

OVErall Econom]r Growth

NANECONIOMY Sectors Outlook ~
[JmpJJrﬁomJ for the Industry]
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OUtBek = Tihe Economy

PVErZIINECOREMIC Growith Projections ~
Reicaiersiower Griowth In The Industry

Real GDP Growth By
Region 2004 2005 2006 2007F 2008F
Advanced Economies
B Us 3.9%  3.2% 3.3% 2.1% 2.5%

Euro Area 3.2% 2.6% 3.2% 2.7% 2.3%

Japan 2.7% 1.9% 2.2% 2.4% 2.1%

UK 3.3% 1.9% 2.8% 2.7% 2.5%
Canada 3.3% 2.9% 2.7% 2.5% 3.0%

Other Advanced
Economies 4.3% 5.8% 5.7% 4.9% 5.1%

Emerging Markets 6.6% 6.7% 7.3% 6.7% 6.2%
Africa 4.5% 5.8% 5.6% 5.8% 5.8%

Central / Eastern
Europe 5.5% 6.0% 6.8% 6.0% 5.0%

Developing Asia 7.6% 9.0% 9.5% 8.7% 8.0%
Middle East 5.1% 4.3% 5.0% 4.5% 4.6%
Latin America 4.6% 4.7% 5.6% 4.8% 4.3%




Economic Indicator

Industry Segment
Impacted

Positive

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

Housing Starts

Tissue, Building
Products




@yeralll=2006/& 2007 were good to OK years

BUt2007ademand siewed with the overall
Sconemy anel/ or in reaction to higher prices
[& 200885 2 question

IS IN £um sl
\ here ~ prici
grades _

And as a caution ~ For the first time In
a number of years ~ there is a significantly
Increased chance of recession

atic market dynamics
tartlng to weaken in some

o
~
s

Je
1SS



FOOKINEN®NT

8| [HEeNAYRdUSHY/ financial performance was very poor
OIsENIInBEROI yearsi=But Is improving

BESHort-temmpmieovements are aﬁelief ~ yet are sensitive
 torsigninEEnbly capacity increases ~ managed or new

r*_ lons, economic & demand
S motivation for changed business
will drive performance mid-to long-term

Queé / O TAVESsTtme
factors + industry’
models ~

m Changes in industl"y direction will impact all aspects of
the industry ~ producers and suppliers alike ...

m There is light on the horizon ~ but it will come from new
and evolving sources ~ stay tuned ...



el iheughts

ssentrallfocus we should have at
placENRIeUIFIndustry’s path forward
,ir, gENUtUrens ours to create ~

ey wilifndermine our efforts . . .

And . . n this' context ~ our challenge is
really to seize the opportunities instead of
simply enjoying our respite ~ to refocus
and restructure in new and novel ways . ..



Anhd Remembper . . ..

EVentthetghrthe Current Industry State of
Afiraliis s StillfUnstable & Many Systemic
PropIEMmSHREMmAIN ~ AS that Famous Arm
Chailr Ph]losogher?]c Once Said . . . .

filg_g; - “You can Complain Because
smm g  Roses have Thorns, or you can

Sl ~W| Rejoice Because Thorns have
Roses”
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Thank You! ~Copies Available At

www.fairvalueadvisors.com ~ And ~ www.cpbis@qgatech.edu

Contact Information

: Dan Cenatempo
: President ~ FairValue Advisors
= 770-522-8972~dan@fairvalueadvisors.com

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

: 404-894-5733 — lacquelyn.mcnutt@cpbis.gatech.edu
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http://www.cpbis@gatech.edu/
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