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Paul Lennon MHA, The Premier of Tasmania, has re-drawn stricter guidelines for the devel-
opment of a pulpmill in Tasmania. The process, while increasing the likelihood for success
of the project, also ensures the errors of past attempts are not repeated. IndustryEdge

asked the Premier what has changed this time, how the process will be more open for com-
munity consultation and how the rigorous guidelines will assist proponents. See Page 3

SEASONS GREETINGS

On behalf of IndustryEdge (Jason Corbett, Brian Stafford and
myself) | would like to wish our subscribers a pleasent festive
season and a safe return to work in 2005.

Robert Eastment, Director

AMCOR ExeEcuTIVES PACKING

The consequence of the series of events leading up to the
current crisis at Amcor, resulting in the resignations of Russell
Jones, Managing Director Amcor, and Peter Sutton, Managing
Director Amcor Australasia, is likely to impact the structure of
the fibre packaging sector, as much as the internal organization
and reporting of Amcor.

On Tuesday 7" December, the Board of Amcor, one of Australia’s
largest companies, with more than 400 processing and
manufacturing centres around the world, accepted resignations from
both executives in pre-emptive action as part of its commitment to
address any breach of the competition law that may have occurred.
In addition, previous Managing Director of Amcor Australasia, Mr
Peter Brown, who has been acting as a consultant to Amcor since
his retirement, had his contract terminated.

The resignations came at a time when Amcor Australasia is
already undergoing restructuring of its fibre based operations
and, partly, as a consequence has lost some depth of
experience in its senior ranks.

The Amcor Board notified the Australian Competition and
Consumer Commission (ACCC) in November that it believed

the company had breached competition laws. The instigation
of the notification to the ACCC appears to have originated
when four previous senior managers of Amcor Australasia,
Albert Mihelic, lan Sanster, Chris Bayley and Trevor Barnes,
resigned on 28™ September and set up a business known
as Australasian Manufacturing Consulting Group. It is
understood the resignations were caused in part by Jim
Hodgson loosing his job at the head of Fibre Packaging due
to current restructuring. It is reported Amcor suspected the
executives’ intent to establish a competing firm supplying
consultancy services in fibre packaging, and when the
executives left Amcor took action to ensure it’s client details
remained the property of Amcor. It is from information
that, reportedly, has since been handed to Amcor by the
executives that resigned, that has led to the Amcor Board
notifying the ACCC and accepting the resignations of Jones
and Sutton.

Russell Jones joined Amcor in 1996 as the General Manager
of Amcor’s recycled paper mills and box manufacturing
businesses. Previously he was Chief Executive of ACI Packaging
Group, and before that Chief Executive of ACI Plastics Group.
He joined ACI when it purchased Blowpak in 1988, of which
he was Managing Director.

Between October and December 1997, many investors
lost confidence in Amcor, due largely to the company being
perceived as a high cost producer trying to compete against
low cost imports from Asia - which at the time was in the
midst of a financial crisis.
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Amcor Share Price Movements 1 Jul ‘97 - 31 Dec ‘97
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During this short period the value of Amcor shares fell 30%.
Under pressure, Amcor announced in December 1997, it would
sell AUD300OM of assets. Jones drove the integration and
consolidation of Amcor’s packaging and box businesses, while
Amcor Packaging and Amcor Printing Papers were established
as separate financial entities.

Amcor Share Price Movements 1 Jul ‘04 - 13 Dec ‘04
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Jones was appointed Managing Director of Amcor on
15t April 1998, with the share price jumping AUDO0.10 to AUD6.60
with the announcement. He immediately set about cutting
overheads and restructuring the company. In 2000, PaperlinX
was successfully floated off, while Jones focused on acquisitions
offshore, especially in PET, flexibles and can manufacturing.
Under Jones’s stewardship, Amcor has become the second

Page 2

largest global packaging company, increasing revenue from
AUDG6.0 bn in 1998 to AUD10.7 bn in 2003, then dropping to
AUD10.4 bn in 2004. Market capitalisation has increased from
AUDA4.9 bn in 1998, to AUDS.0 bn in 2004.

The announcement released by Amcor on 7% December,
stated “... investigation has revealed that certain of its officers
and employees appear to have entered into and given effect to
arrangements which constitute cartel conduct in the corrugated
box business.” There has been no reference as to what has
led to this conclusion or what ‘constitutes cartel conduct’.
However, from a distance this may infer that free market forces
have not been allowed to set prices or divide market shares.
IndustryEdge estimates the Australian market for corrugated
containers to be in excess of AUD2 bn/annum, with Amcor and

Visy accounting for approximately 97%.

From a competition perspective, with only two major suppliers
there would not be much opportunity for customers to source
their corrugating material from outside of the duopoly. Much
of the competition between Amcor and Visy has been in the
‘total package’ that could be supplied, including other services
such as printing, cans, plastics etc. Both companies work on
supplying a single source for packaging needs.

Visy has built its own advantage in that it has taken costs
out of production and is integrated in its fibre packaging
requirements, with the construction of the Tumut pulp and
kraftliner mill. Amcor, on the other hand, floated off its pulp
and kraftliner operations with the advent of PaperlinX and
its subsidiary, Australian Paper, in 2000. There is a ten-year
offtake agreement between Australian Paper and Amcor in
relation to the supply of kraftliner.

Both Amcor and Visy operate a number of recycled fibre mills,
however, Visy has continued an investment program in ensuring
its mills run efficiently and produce packaging materials to meet
customer requirements. Amcor has not undertaken the same
level of investment in its three mills at Botany, Fairfield and
Spearwood, however, it has recently announced that under the
restructuring of Amcor Australasia’s Fibre Packaging Division,
there would be a review of all operations. During a period of
rationalisation after the aggressive international acquisitions,
essentially in plastics, Jones had a strategy that there would
be no further major investments for the next two years while
current assets were driven harder to produce an accumulative

increase of 20% in returns.

Amcor Executives Packing...continued on Page 6...



Background

The failure to develop a world scale pulpmill at Wesley Vale in
Tasmania, in 1989, can, to a large extent, be laid at the feet of the
then Tasmanian Government. The planning and development
approval processes at the time were inadequate for such a project,
and were more intent on the economic benefits of increased
employment and investment in the region, than consideration of
community concern and environmental impacts.

The proposed Wesley Vale mill was a joint development between
North Ltd (which had access to wood resources and owned
paper manufacturing capacity in Australia) and Noranda of
Canada, which was experienced in pulp manufacturing and
marketing. Due to the proposed ownership structure, approval
was required from the Foreign Investment Review Board, which
ultimately imposed conditions that caused the companies to
withdraw their development plans.

As issues began to arise with the project, the approach taken
by the state government at the time was to fast track the project
development and limit opportunities for the public to comment - and,
as is well documented, this approach made matters much worse.
The resulting community resentment over the management of the
project resulted in successive Tasmanian governments being wary
about showing support for a potential pulpmill, believing that winning
elections and supporting pulpmills were not mutually exclusive.

So what has changed?
Setting Environmental Guidelines

The current Premier of Tasmania, Paul Lennon, has historically
been supportive of forest industries in the state, and has sought
opportunities for value adding of forest products, rather than
exporting raw materials. There have been a number of projects
to attract investment in down stream processing in Tasmania,

achieving varying levels of success.

has told
24 months ago he realised that substantial improvements

The Premier IndustryEdge that approximately

in modern pulp manufacturing technology, along with
revising Tasmanian planning and approval processes for the
development of a pulpmill, would together make a clean and

modern mill a viable proposition in Tasmania.

Edge

At the time there was quite a gap between the Commonwealth
guidelines for such a project and the standards of modern pulp
manufacturing and reduced emission levels.

The Tasmanian government did not want a proponent to
influence the emission guidelines or what could be achieved,
therefore it was necessary to set the emissions criteria before
inviting proponents for expressions of interest.

At the end of 2003, consulting firm Beca amec was
engaged to make a review and draft new environmental
emission limit guidelines that would reflect both what can
be achieved using the latest technology, as well meeting
broad community expectations.

The Tasmanian Pulpmill Taskforce General Manager, Bob Gordon,
told IndustryEdge that Beca amec did not consider so much the
environmental standards that have been set by other jurisdictions
in the world, which are either developing or have operating
pulpmills, but rather the lower emissions levels that are being
achieved. The emission standards set by environmentally sensitive
Scandinavian jurisdictions, while low and exacting, are often still
higher than what is possible. Therefore, since the limits finally
used by Beca amec for the development of its recommended
environmental emission limit guidelines are towards the lower of
the two levels, the challenge for any proponent will be to make a
proposed mill economically viable with the greater costs required
to achieve the very low emission criteria.

After a period of three months seeking public comments on the
draft report on new environmental emission limit guidelines for
any bleached eucalypt kraft pulpmill in Tasmania, Beca amec
provided the Tasmanian government with the final report in
October 2004. The responsibility within the state government
for the management of the revised guidelines lay with the
Resource Planning and Development Commission (RPDC).
IndustryEdge has been unable to obtain a formal comment
from The Wilderness Society (TWS) at the time of going to
press, but it understands there is no major dissent to the
project from conservation groups because the environmental
emission limit guidelines for a new bleached eucalypt kraft
pulpmill in Tasmania are equal to, and in some instances
exceed, world’s best standards.
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Feasibility Study

While the final report on the environmental emission limit guidelines
was being revised and completed, Gunns Ltd, which is currently
the only proponent to show interest in the development of a pulpmill
in Tasmania, undertook a pre-feasibility study into the viability of
building and operating a mill in the state. It was not surprising the
study showed a mill could be viable, since there is a burgeoning
plantation resource in the state, as well as resources from young
multiple-use forests, which are currently being exported as
woodchips rather than being value added as pulp.

The next major task for Gunns is to produce an Integrated
Impact Statement (IIS), however before this can be delivered
there are a number of actions the state government will need
to complete to ensure the Gunns IIS addresses every issue
requiring consideration and planning.

Project of State Significance

Gunns has requested the state government to make the
pulpmill development a project of state significance (POSS).
POSS is a planning and approval process that integrates all
applications for licences, permits and approvals into a single
process. The Premier has encouraged an application for
POSS status be made, since it will result in greater community
involvement through the provision of increased information and
understanding about the mill and the decision making process
for planning and development approval.

From Gunns’ perspective, a standard planning process would
require the company to approach multiple authorities, many of
them with over-lapping responsibilities. However, under the POSS
system all applications for licences and permits are integrated into
a single process which is interfaced with the RPDC. This removes
the artificial boundaries of local authorities, and places the project
at a state level. Under POSS, the RPDC has statutory power and
arbitration over agencies which would normally be approached
for approval. This is significant since a project the size of the
proposed pulpmill will have an impact across Tasmania, and not
just a particular region. As a consequence, the work required
to satisfy the application process is far more onerous on the
proponent, even though they are dealing with the RPDC as a
single entity, rather than with a number of local agencies.

In addition, if a project is recognised as having POSS status,
then there is a requirement for it to satisfy the Commonwealth
Environmental Protection and Biodiversity Conservation Act(EPBC).
Under the POSS assessment process, the RPDC is accredited to
deal with activities that would trigger an EPBC violation.
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The Green Paper to give the proposed pulpmill development POSS
status is before the Tasmanian parliament, and has to be passed
by both houses before the POSS status is legislated. It is expected
to be passed when Parliament resumes in March 2005.

Integrated Impact Statement

The Integrated Impact Statement (IIS) is prepared by a
proponent, currently only Gunns, in response to guidelines that
are developed in a consultative process by RPDC, regulating

agencies, the Tasmanian community and the proponent.

On the issue of public consultation, IndustryEdge asked Gordon
about what steps had been taken to ensure the process met the
Premier’s desire to involve the public. Gordon said that there will
be three opportunities for public involvement, all of which are at
important stages of the decision-making process.

The public will be asked for submissions in the development of
the guidelines setting the framework for the completion of the
IIS. The four major areas requiring rigorous assessment in the IS
project guidelines will be environmental, social, economic and

community impacts.

Since there may be more than one proponent, and plans will
differ between potential investors, then there will be a separate
set of IIS guidelines identifying the issues that each proponent
needs to address with regards to impact statements.

Public comment on the initial set of guidelines for impact
assessment for the Gunns proposed project will be sought
between 18" December 2004 to 15™ February 2005. During
this period the RPDC will receive submissions from the
public and then prepare a final set of guidelines for the IIS

pertaining to Gunns.

Already there has been some criticism from expected quarters
in the Tasmanian political landscape that this time frame is over
a holiday period, and therefore people will not have a chance
to consider their input. However, IndustryEdge expects most
readers would agree that people generally will welcome the
extended period seeking public comment. The normal period
for community input on such matters would be three weeks.

Submission of IS by Gunns

Once the guidelines are finalised, Gunns will prepare its IIS.
IndustryEdge would expect a task of this nature to cost a
proponent in the region of AUD10M to AUD15M. However,
there was an election promise by the federal coalition of AUD5M
towards the development of a pulpmill, all or some of which

Gunns may obtain.



Pulp & Paper Edge

IndustryEdge expects Gunns to take between 8 to 12 months
to complete the IIS, however, it is likely to be closer to 8 months
since Gunns appears to be well advanced in many of the tasks
that need to be undertaken.

Once a satisfactory IIS is submitted to the RPDC, it will then be
placed on public record and once again the community will be invited
to comment, either through forums or by individual submissions.
After the period for public comments, the RPDC will write a draft
Integrated Assessment Report which makes recommendations
to the government on whether the project should proceed and

documents the conditions which should be imposed.

The RPDC again goes back to the community for comments
on the draft report and recommendations, and from the input
will then produce a final Integrated Assessment Report. The
Premier has already stated that he expects the period between
draft and final reports to be no more than four months.

Final Pulpmill Approval

If the Premier accepts the recommendations and conditions
pertaining to the construction of a pulpmill in Tasmania, then
he will take it to the Governor of Tasmania, who will sign it and
make the conditions in the report law. If, however, the Premier
wishes to change any of the recommendations and conditions
in the report, then it must be debated and passed by both
houses of parliament.

Pulp Mill Tasmania Promotional Logo
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IndustryEdge feels there would be benefits either way the
Premier may choose to handle the final document. If he goes
straight to the Governor for ratification then the process will be
expedient and clean. However, since much of the input to the
report will be influenced by general public comment, and it is

passed back through both houses of parliament for changes,
then political opponents will need to clearly state their positions.
If interested parties try to stop the development of a project of
this size, then the ramifications to them may be being placed in
the wilderness themselves. Dissent in parliament by a minority
is likely to provide the Premier strong support from the majority
of members in favour of the project.

The final Integrated Assessment Report is expected to be
completed within fifteen months.

Market Possibilities

Global pulp prices are volatile with changes being reported every
month in Pulp & Paper Edge. However, one prominent three-to
five-year forecast for pulp prices is reasonably pessimistic, pointing
to the considerable new capacity coming on-line by 2007. The
size of most of the new mills will require them to be exporters, in
addition to supplying local paper mills in their own countries.

Potential demand for bleached eucalypt kraft in Australia will not
be sufficient to absorb all of possible production in Tasmania,
even if the mill is built at the lower end in the range of capacity
being considered. (Between 700 ktpa and 1.2 Mtpa.)

Current apparent consumption consists of approximately 150 kt
produced at Maryvale, with imports of 220 ktpa, making a total
of 370 ktpa. This is mostly used at Maryvale.

The potential domestic market for a Tasmanian mill would
include that of Australian Paper at Maryvale, with the level of
demand here being uncertain until there is a clear direction
on what investment PaperlinX will make in its manufacturing
operations over the next few years. In addition, there could be
the ABC Tissue machine being built in Sydney. This will have
an estimated capacity of 25 ktpa, and will be supplied from the
market. The two major tissue manufacturers, KCA and SCA,
may certainly show interest in purchasing bleached eucalypt
kraft from a local supplier. The potential market which is still in
doubt is the possible 350 ktpa Swanbank coated woodfree mill
being considered for SE Queensland.

Domestic buyers will continue to seek the best commercial
deals they can attain, forcing a domestic pulp manufacturer to
be responsive to global competition.

An alternative view of a possible approach to the market would
be for a pulpmill developer to seek a long-term contract with
Japanese paper manufactures, and supply pulp at a reasonably
stable price across the cycles. This approached could be

attractive to Japanese mills by removing price cycles which
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Japanese corporates do not like. A local pulp manufacturer
would benefit in that they would have less exposure to trying
to sell into a competitive market during low periods of the pulp
price cycle, and would have buyers locked in for long periods.

Conclusion

After many years of successive Tasmanian governments avoiding
what were perceived as contentious pulpmill issues, the current
government is now paving the way for the development of a
modern world-scale mill.

A strategy has been developed which encourages community
understanding and input to the development of a pulpmill, while
also providing a proponent with a clear set of guidelines to
work within. The planning process has not been fast-tracked
or become vulnerable to subterfuge, rather lessons have
demonstrably been learnt from the errors of the past.

Environmental guidelines have been revised, with standards
being set at levels below those recently construed by jurisdictions
in countries with good environmental credentials. The status of
a project of state significance will create greater opportunities
for public input at three critical stages, as well as broadening
the scale of impact considerations to be state-wide. And finally
the completion of an Integrated Assessment Report provides
greater certainty for a proponent undertaking what is estimated
to be a project costing more than AUD1 billion. rRe

continued from Page 2...Amcor Executives Packing...

The following chart shows the Australian producer price index
for ‘Corrugated Paperboard Containers’ against index list
prices in the USA for 42lb Liner Eastcoast and 26lb Medium
Eastcoast since SQ’92.

Indexed Corrugated Medium Prices (Base SQ’92)
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From the chart, it is evident prices between SQ’92 and JQ’99
in Australia remained reasonably flat, but have since risen at a
consistent but slow rate. Over the full twelve-year period Australian
prices have shown no volatility and have risen at an average rate
of only 0.45% pa, much less than the consumer price index. In
comparison US market prices have shown considerable volatility
over a fairly extensive range. In addition, US prices have risen
approximately 10% between SQ’03 and SQ’04.

The Chairman of Amcor (Mr Chris Roberts) will act in the interim
as Executive Chairman, Mr Louis Lachal (EGM Operations) will
become acting COO, and Mr Daryl Roberts, currently Group GM
Fibre Packaging, will become acting MD of Amcor Australasia.
The Board has made a statement that it is still unaware of the full
extent of the circumstances arising from potential infringement
of competition laws by Amcor Fibre Packaging.

CHH WADES INTO INDEPENDENT

Carter Holt Harvey (CHH) has announced its intention to make
an off-market bid to acquire Wadepack, Australia’s third largest
packaging printer and cartonboard converter. The offer of
AUD2.70 in cash by CHH for every fully-paid Wadepack share
has the support of the Wadepack board.

IndustryEdge estimates the size of the carton printing
and converting business in Australia to be approximately
AUD550M/annum, with  Amcor Cartons accounting for
AUD200M, or 37%. The second largest operationis CHH Cartons
with an estimated turnover of AUD100M/annum, followed in
third place by Wadepack with and estimated AUD90M/annum.
When CHH is combined with Wadepack, making a total of
AUD190M/annum, Amcor Cartons and CHH Cartons will be
around the same size and have approximately three quarters
of the local market. IndustryEdge understands the likely loss
of the largest independent is not the first choice in changes to
structure in the market by some of the larger customers.

Attempts by CHH to balance Amcor in the market are
understandable, however, often the result of this type of structural
change is that there are opportunities for small independents to
experience growth. It would be an understatement to say that
there is great interest by customers to see how Wadepack will
sit within CHH. IndustryEdge would expect the preference to be
a parallel operation rather than a total merger.

Wadepack was started in Sydney in 1947 as a smallindependent
packaging company, then purchased in 1995 by Abaldyn, a
public company that was established in 1984 to print record,
and later CD, sleaves.



Pulp & Paper Edge

After
Framepack in August 1999. Framepack had approximately

initial negotiations faltered, Wadepack purchased
twice the market share of Wadepack at the time, but had run
into some difficulty with a previous acquisition deal. At the time
of the purchase of Framepack, Mr Ashod Nassibian, Managing
Director of Wadepack, stated “The acquisition of Framepack
and its operations in Melbourne and Brisbane, coupled with the
strengthening of Wadepack’s Sydney operations through the
acquisition of the business and select assets from Framepack’s
Sydney operations, represents a unique opportunity for
Wadepack to consolidate its significant niche position in the print/
packaging sector created following the late 1995 acquisition of
Wadepack Pty Ltd. Following this acquisition, the predominant
focus of Wadepack will be printed folded cartons rather than

print packaging for the music industry.”

On 19" August 2003, Wadepack closed its Brisbane operations,
and reloacated the majority of its operations there to the Sydney
plant. The abnormal costs associated with the closure were
AUD575k, however, one of the drivers for the move to Sydney
was increased efficiency and resulting profitability.

Nassybian currently holds 40.5% of Wadepack, and has agreed
to sell an initial 19.9% to CHH for AUD2.70 per share, an
enterprise value to EBITDA multiple of 7.9 times Wadepack’s
EBIDTA for year end 31 December ’04.

The following chart illustrates the Wadepack and CHH share
prices on the ASX since the start of 2004.

Wadepack & CHH Share Price Movements
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The offer by CHH values Wadepack’s equity at AUD84M and there is
net debt of AUD16M, bring the total deal to AUD100M. The second
largest shareholder is Charles Hanna, the Managing Director of Hanna

Match. At AUD2.70 per share, this will provide Hanna with AUD5.9M
for further investment in Hanna Match if he wants. Hanna Match has
an annual turnover of approximately AUD55M, and will become the
third in sector turnover, but largest independent, after the expected
completion of the deal between CHH and Wadepack. Hanna has
stated he believes the deal will “open up a lot of opportunities for
companies like (Hanna Match) for the future.”

The share price for Wadepack remained reasonably constant until
mid-September, when there was the first indication there may be
some interest by CHH. CHH have continued to be reasonably
open and frank about its intentions to expand in this sector,
most likely as a pull-through for its recently upgraded coated
cartonboard machine at Whakatane in New Zealand. From the
chart it can be seen the offer of AUD2.70 a share was an earnest
offer, being approximately AUD0.50 above the October average.

CWEF ImPoRTS BY GRADE

The grade driving the sharp rise in imports of coated woodfrees
in SQ’04 was Sheets <150 gsm, however, at 35.1 kt the level
reached was almost 6.5 kt less than for SQ’03.

CWF Imports by Grade: SQ’94 - SQ’04 (kt)
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Historically, the September quarter is the peak period for imports
of CWF Sheets <150gsm.

The continuing recovery in advertising expenditure on print
media that began in 2002/03 has been the major force in the
increased demand for coated woodfrees, with the main avenues
of utilisation being catalogues and magazines.

Imports of CWF Reels <150gsm have not experienced the same
level of volatility as sheets, fluctuating in a narrow band between
10 kt and 13 kt per quarter. The changes in imports of this grade
for the September quarters have been only marginally higher than
the other quarters.
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Shipments of CWF Reels >150 gsm in SQ’04 accounted for
only 6% of the total level of imports, however, while recovering
slightly from the lower level of 4.1 kt for JQ’04, remained below
the level of quarterly imports since JQ’02.

Imports of CWF Sheets >150gsm have increased sufficiently
to remain close to 20 kt per quarter since MQ’03. However,
in JQ’03 the level of shipments for this grade dropped to
14.6 kt and in MQ’04 peaked at 27.4 kt.

Total imports of CWF in SQ’04 reached 81.9 kt, the second-
highest level recorded behind 84.1 kt in SQ’03. From a humber
of discussion IndustryEdge has had with publishers and large
printers, there is a feeling of optimism that the high level of
demand will continue through 2005, with many indicating the
level of demand is expected to increase slightly.

PuLP PRICES STRENGTHENING

NBSK PIX price has risen back above the USD600/t mark, with
BHKP rising at approximately the same rate. The gap between
the two grades is remaining close to USD95/t.

The commissioning of the APP Hainan Island pulpmill in China
is going to impact the level of Chinese pulp imports, and as a
consequence is likely to reduce to some extent the influence
of the Chinese market on global prices. To what extent this will

occur is confusing since stock build up, and the impending
slowing of demand, in preparation for the Chinese New Year in
February has started.

Weekly NBSK & BHKP Prices: 6 Feb ‘01 - 14 Dec ‘04
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Demand for publication grade papers in North America,
Europe and North Asia continues to be either stable or
increasing, indicating pulp buyers will build up inventories as
the price of pulp looks set to rise. Another driver for increased
pulp prices has been the overly wet weather experienced in

Main Trading Currencies: 7 Jan ‘04 - 8 Dec ‘04
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The AUD has lost some ground after a sustained rally against the USD since
mid-September, falling back to approximately USDO0.76. Other major trading
currencies, apart from the Euro, are also slightly weaker against the USD,
with the CAD slipping aimost 3% since the last week of November. The Euro

remains close to USD1.33.
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World-19 Producers: Jan ‘99 - Oct ‘04
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In October inventories for the World-19 fell 300 kt to 3 573 kt, with
shipments rising by 296 kt to 3 573 kt. Production levels for October
recovered slightly from September, when they were the lowest for twelve
months, rising to 3 055 kt. The international reporting of pulp production

and shipments is expected to change again in January 2005.
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the southern US, delaying forestry operations in some regions
for up to a month.

IndustryEdge expects the volatility of the pulp market to
reduce in the first quarter of 2005. However, pulp producers
are expected to try to raise prices as most currencies remain
strong against the USD and producers have increasing fuel
and freight costs. In contrast buyers are likely to resist price
increases strongly since attempts to increase paper prices
have only been partially successful.

The price table on page 12 now includes unbleached kraftliner
and semi-chem medium from the US east coast.

PMP To Cut SHeeT-FeD BusiNESss

Subject to shareholder approval, PMP and Promentum have
announced Promentum wil acquire PMP’s sheet-fed business
and integrate it into the Promentum owned Penfold Buscombe
operations. The new combined sheet-fed operation will be the largest
in Australia, accounting for approximately 10% of the market.

PMP is to receive 14.1M shares at a consideration price of AUD1.70
per share, giving PMP a AUD24M (26%) stake in the enlarged
Promentum. The consideration price is almost exactly where the
Promentum and PMP share prices touched at the end of the first

Pt

full week in November, however, since then the Promentum price  »
has risen to be above AUD1.90 and the PMP price to AUD2.10.

PMP & Promentum Share Price: 2 Jan ‘04 - 13 Dec ‘04 ®
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Under the terms of the agreement PMP will not sell its Promentum
script for at least three years. The value for the acquired assets
is split at AUD11.1M for net assets, and AUD12.9M for goodwill
and intangibles. However, in addition to this Promentum will
invest AUD2.6M in support of the proposed deal for transaction

PIX Packaging Indexes: 7 Jan ‘04 - 14 Dec ‘04
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European PIX packaging prices continue to increase steadily, continuing
the trend since mid-September to coincide with increased demand in
preparation for greater shipments and retail activity before the festive
season. Kraftliner has increased by aimost Euro42 (10%) since the low

point in the first week in March 2004.

PIX Paper Indexes: 7 Jan ‘04 - 14 Dec ‘04
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Despite concerted efforts to raise paper prices inn Europe, the PIX
benchmark paper prices continue to be reasonably unresponsive.
However, there has been a slight movement upwards for CWF-Reels
and LWC, rising Euro6.00 and Euro5.40 since the second week of

November respectively.

IndustryEdge
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constructed at Hainan, there would need to be a quantum leap in
technology. Currently the accepted maximum width for a woodfree
machine is 10 metres and a running speed of 1 550 m/minute. If a
machine with twice the capacity was to be built then it would either
have to run twice as fast or be twice the width. Neither of these
scenarios are understood to be possible with current technology.

Other considerations for integrating the Hainan Island site include
the installation of tissue machines and two second hand paper
machines it purchased when Nippon Kakoh Seishi in Japan ran
out of finance. However, this option is doubtful as it is believed
these machines are destined for Indonesia.

With so much development continuing to occur, one can assume that
APP is presently experiencing cash flow problems quite apart from
its battle with its historical creditors. And the time-honoured strategy
amongst Chinese entrepreneurs when liquidity is tight is precisely the
opposite to that in the west they opt for further expansion.

In the past just when many people thought APP’s liquidity
problems were acute the company would announce a substantial
expansion. The strategy was pursued to the point where the
company was running out of development opportunities. First
it built waste-based packaging facilities, then pulp mills, then
paper machines in Sumatra, then more paper machines on

Java, then tissue machines on Java and Sumatra. The bottom
of the projects barrel was reached with the installation of six cast
coated machines at Pindo Deli. Then the music stopped and
the bill was totted up to about USD14 bn.

Despite its financial trials and tribulations the APP machines
at Dagang are understood to be run very professionally and
probably set standards in world’s best practice, but the
company is simply pushing the European technology that has
been imbedded in these machines. It will be interesting to see
if European machine builders can rise to APP’s challenge for
a machine with twice the capacity, and whether the Chinese

government will be willing to underwrite the cost.

In a further development, APP and its principal Indonesian
operating companies (PIOC) reached an out of court agreement
on 2" December with the creditors of the PIOC for consensual
restructuring of these businesses.

On a negative point, UPM has withdrawn from plans to develop
a plantation resource to supply a potential 700 ktpa pulpmill
in China. Heikki Sara, Executive Vice President Strategic
Development UPM, stated the company no longer considers
either the development of the plantation resource or a pulpmill
to be viable in China.

Printing & Communication Imports by Grade: SQ'94 - SQ’04
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Imports of printing and communication papers crashed through the
300 kt mark to reach a new peak in SQ’04 at 325.3 kt. CM and
UCM (including newsprint) did not change significantly, but shipments
of UCWF rose by 14% and CWF by 48%, to reach 66.7 kt and 81.9
kt respectively.

Import Prices of Selected Grades: SQ’94 - SQ’04
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Weighted average import prices for packaging increased for the second
month in SQ’04, rising by more than 8% since the low of AUDFob1 181/t.
Average import prices for CM rose by AUDFob27/t, while UCM prices
lost more than the gains in MQ’04 and JQ’04. UCWF prices stalled, while
average weighted CWF prices lost the previous gains in JQ’04.
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Grade Specification Weight | Form Monthly Prices 12 months
(gsm) Current Previous ago
Printing & Communication
Newsprint Norske Skog Announced Price 45 Reels $ 945 $945 $1 010
] S/C Mech Offset (Sweden) 56 Reels $1 210 $1 210 $1125
Uncoated Mechanicals
Norske Skog Norstar 52 Reels $1 055 $1 055 $1 100
LWC (Finland) 54 Reels $1 590 $1 500 $1 580
] LWC (Finland) 65 Reels $1 640 $1 550 $1 580
Coated Mechanicals -
MWC (Finland) 80 Reels $1 590 $1 500 $1 650
Local Acclaim Lick-coated Offset 54 - 60 Reels $1 450 $1 450 $1 380
2/S A2 Art (Local, flagged) 100 Reels $1 760 $1 760 $1 680
Ditto (Europe/Japan) 100 Reels $1 760 $1 750 $1 680
Ditto (Korea/Indonesian) 100 Reels $1 710 $1 710 $1 615
Coated Woodfree
2/S A2 Art (Local, flagged) 150 Sheets $1 890 $1 875 $1 800
Ditto (Europe/Japan) 150 Sheets $1 890 $1 875 $1 800
Ditto (Korea/Indonesian) 150 Sheets $1 840 $1 830 $1 730
Local 80 Reels $1770 $1770 $1 700
Asian/Brazil Offset equivalent 80 Reels $1 770 $1 770 $1 700
Uncoated Woodfree
Local 80 Sheets $1 880 $1 880 $1 770
Asian/Brazil Offset equivalent 80 Sheets $1 880 $1 880 $1 760
Reflex (Premium) 80 Ad $2 180 $2 180 $2 120
Local 80 A4 $1 870 $1 870 $1 870
Copypaper
Indonesian 80 Ad $1 905 $1 905 $1 920
Recycled 80 Ad $2 010 $2 010 $2 040
Packaging Grades
1/S Solid Bleach Board (USA) 350um+ | Reels $1 600 $1 600 $1735
Local (Artcote White) 400um+ | Reels $1712 $1712 $1712
Local (Artcote Grey) 400um+ | Reels $1 369 $1 369 $1 369
Coated Cartonboard Local (Eco-cote) 400um+ | Reels $1 311 $1311 $1311
Pearl Kote® Ctd Kft Back 356um+ | Reels $1 340 $1 340 $1 712
Pearl Kote® Ctd Kft Back 457um+ | Reels $1 325 $1 325 $1 369
Aqua Kote® Ctd Kft Back 508um+ | Reels $1 475 $1 505 $1 311
Kraftliner 200 Reels $ 902 $ 898 $ 869
) ] Testliner 150 Reels $ 780 $780 $ 753
Container Materials -
Unbleached Kraftliner (US East) 42 b Reels USD $443 | USD $450 USD $335
Semi-chemical Medium (US East) 26 |b Reels USD $413 | USD $420 USD $290
Semi extensible 70/80 Reels $1 310 $1 320 $1 375
Sack kraft
Flat Sack Brown 80 Reels $1 255 $1 265 $1 320
Fibre Resource
ONP - No 8 De-inking Australia into Asia $138 $ 140 $ 130
ONP - No 8 De-inking USA into Asia USD $143 | USD $145 USD $140
Wastepaper — - -
ONP - No 8 De-inking Japan into Asia USD $140 | USD $130 USD $127
ONP - No 8 De-inking Europe into Asia USD $133 | USD $127 USD $120
Pul NBSK Landed Bales USD $620 | USD $600 USD $500
ulp
Bleached Eucalypt Landed Bales USD $540 | USD $520 USD $480

Page 12




