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IndustryEdge discussed with Tony Dragicevich, Managing Director Red Paper
Group (previously Detagna trading as Edwards Dunlop Group), the local market
for printing and writing papers and what changes Red Paper Group is consider-
ing with a recently appointed experience line of senior managers.

CARTONBOARD DUMPING

In mid-December 2004, Customs initiated an investigation
into the dumping of greyback cartonboard from Korea. Amcor
Cartonboard brought about the action alleging dumping had
caused the local industry (Amcor) material injury.

After undertaking an investigation and conducting interviews
with Amcor Cartonboard, local converters, selected large
customers and the companies against which the allegations
were made in Korea, Customs has released a Statement of
Essential Fact (No 92).

Customs substantiated the claim that dumping had occurred
causing material injury to the Australian industry in the form of
price under-cutting, price depression, price suppression, loss of
market share and reduced profits & profitability.

The recommendation by Customs is that anti-dumping measures
(tariffs) be imposed on the Korean exporters. Customs is due
to make a final report to the Minister on 19" May 2005. The
Minister will then decide whether measures are to be imposed
and, if so, the level of the measures.

Amcor has requested that measures be imposed while the
investigation continues. As a consequence, a dumping notice
was published and interim-dumping duty is applicable from
the 9" April 2005.

Doug Forbes, Marketing Services Executive, Amcor Cartonboard,
has told IndustryEdge the decision to proceed with the action was
not taken lightly as it knew many organisations would become
involved, some of them are clients of Amcor.

However, he said, “We are pleased that the investigation
by Customs confirmed our view that Korean imports were

See Page 3...

at dumped prices, resulting in material injury to the Amcor
Cartonboard business.”

Last year Amcor completed an AUD55M upgrade of the Petrie
mill, and this action is believed to be primarily about protecting
the outcomes of that investment.

The Goods Under Consideration (GUC) are greyback
cartonboard, coated on one side and in the range of 250 and
550 gsm. The material contains recycled fibre, is printed on the
coated side, and is used primarily for printed folding cartons for

goods sold through supermarkets.

Customs have estimated the market in Australia for greyback to
be between 65 ktpa to 70 ktpa and to be worth approximately
AUD70M. On a proportional basis, IndustryEdge understands
the quantity of allegedly dumped greyback cartonboard coming
from Korea would be approximately 11% of the total market.

The dumping margins calculated by Customs on an interim
basis are for Daehan at 16.0% and for Hansol at 31.7%.

Tony Wood, Managing Director of DaiEi Australasia, one of
Daehan’s local representatives, told IndustryEdge he was
surprised with the Statement of Essential Facts finding in
favour of Amcor. With the market power Amcor has as the sole
producer, Wood found the report to be dismissive of counter
arguments put forward with regards to quality of the GUC and
the strength of the Australian dollar on pricing.

Pulp & Paper Edge has previously documented the considerable new
cartonboard capacity coming on line in China during 2005 and 2006.
Since this is already, and will be increasingly, primarily used for import
replacement, the result will be current Chinese imports from countries
such as Korea, wil be squeezed out into other markets, including
Australasia. In addition, China is expected to start exporting some of
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the new output. Prices for Greyback cartonboard fell by USD20/t in
January and February, but have since managed to recover some of
the fall. In Southeast Asia there is increasingly an excess of capacity
in Greyback production as some regional converters and packaging
companies are moving operations to China to take advantages of
the additional supply and lower prices there. The action taken by
Amcor may, therefore, have been pre-emptive in ensuring it can
maintain its market share at what it considers to be a reasonable
and fair price in the future.

Interested parties have an opportunity to respond to the Customss
nvestigation with submissions necessary by 26" April 2005.

PaPER INDUSTRY COUNCIL

The amalgamation of the Independent Paper Group (IPG) and
the National Paper Council (NPC) appears to have taken some
steps forward. The joining of the two groups is now logical,
whereas, in the past they had little in common.

Since 1999, the IPG has developed into a strong representative
body of importers of printing and writing papers. The initial
common concern for this group was the need to present a unified
importer/millagent voice against the increasingly frequent anti-
dumping actions being initiated by the local manufacturer, now
PaperlinX. During the last few years the scope of the group has
broadened to include a variety of issues, including quarantine
(AQIS), recycling and extended producer responsibility. There are
currently close to 20 members of IPG. There are predominantly
mill agents, and some mill representatives, plus two independent
paper merchants.

The NPC was originally formed to be representative of the local
paper industry and covered issues in relation to manufacturing
and distribution. Since PaperlinX decided not to renew its
subscription to the NPC, the organisation has been challenged
to define what its role is and how it supports the local industry.

While there were initially grave concerns by some members
of the IPG about being associated with PaperlinX or the
NPC, after considerable discussion and the airing of these
concerns, a point has now been reached where there is
general agreement some good should come from the IPG
and NPC joining forces.

A priority issue will be the continued promotion of paper as a
medium. Tony Wood, the current President of the IPG, gave an
example of the increasing trend for electronic delivery of annual
reports, since there was a time in the not too distant past, when
the presentation of annual reports was a work of corporate art
and a good revenue stream for fine paper merchants.

Other priorities for a combined organisation will be extended
producer responsibility and improving environmental perceptions
of the industry.
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On 23 March 2005, a combined group of members from
both organisations met in Sydney. A working committee
was established with members from both groups to look
at an appropriate name for the new body, legal structure,
service provision, secretarial support, constitution and
fee structure. The committee is to report back to a future
meeting of both groups.

A close association is envisaged with representatives of aligned
industries, including the Printing Industry Association of Australia
and the Australian Catalogue Association, so as to maximise the
promotion of paper and print.

While the constitution of the combined group has not been
finalised, it is possible that there will be opportunities for
subgroups with specific interests within the new organisation.
Through a structure of sub-groups, issues such as tariffs,
customs, shipping and AQIS can still be addressed by
a select group of members without being in conflict
with other members who may have opposing views or
alternative interests.

With a broad industry membership within the group, there is less
likelihood PaperlinX will either want, or be able, to dominate.

It would appear that there are more issues promoting the
combination of the IPG and NPC into a single industry body,
than keeping them apart.

Visy Stanps DowN KEy ExecuTive

On 31t March Visy announced that it has stood down Rod
Carroll, General Manager, Corrugating Division, while further
investigations are undertaken into allegations of anti-competitive
behaviour in the corrugated box market. Carroll is a direct report
to Harry Debney, CEO of Visy Industries.

In a statement to employees Visy said it had been undertaking
an internal review since December 2004 when Amcor first raised
allegations of possible cartel activity in the box market. As a
result it had taken the decision to stand down Carroll.

While Visy did not provide further details, as stated in the
March edition of Pulp & Paper Edge the company is taking the
allegations extremely seriously. It said it has stood down Carroll
on full entitlements while the investigations continue.

While Visy has always had an ongoing compliance program
incorporating specific training with regards to the Trade
Practices Act, it has stepped up its vigilance in maintaining a
professional understanding of the Trade Practices Act by all
relevant employees.

Chris Daly is being transferred from General Manager VisyPak’s
Food Division to Acting General Manager of Visy’s Corrugating
Division in the interim.



Red Paper Groupis the second largest paper merchantin Australasia,
as well as being the largest independent. Recently the company has
experienced significant change in senior management, which in turn
is expected to bring about a review of its strategies and businesses.
IndustryEdge estimates that on the basis of turnover, PaperlinX has
approximately 51% of the Australasian paper merchanting business,
and Edwards Dunlop 23%.

The company evolved from the sale of what was originally Edwards
Dunlop and Commonwealth Paper by PaperlinX in September
2001, as a mechanism for PaperlinX acquiring ACCC'’s approval
for the purchase of the remaining 58% of Spicers it did not
already own. Edwards Dunlop and Commonwealth Papers were
purchased as a management buyout (MBO) in conjunction with
Grant Samuel Private Equity Pty Ltd (recently renamed Archer
Capital), an investor specializing in MBO’s. Initially the group
operated as Edwards Dunlop Group, but with the subsequent
acquisition of Raleigh Paper and BJ Ball Papers NZ, has recently
changed its name to Red Paper Group.

World Paper Markets

Paper price increases are not flowing through as fast as originally
anticipated in the major global markets, especially since pulp prices
are not sufficiently high to cause a cost push hike flow through to
paper prices. IndustryEdge asked Tony Dragicevich, Managing
Director Red Paper Group, what are the messages coming through
from principals with regards to price increases and market dynamics.
Dragicevich believes that internationally paper mils are under-
performing financially at current paper price levels. The European
mills have recently been operating at over 90% utilisation rates, which
is relatively high, and that combined with the strong Euro has led to
increased coated woodfree (CWF) prices. These price increases
by European mills of AUD50 to AUD100/tonne were taken in the
first quarter of 2005. The Asian mills, which historically have sold in
USD, have also suffered lower returns as a result of the exchange
rate. However, price increases of AUD45 to AUD75/tonne have been
accepted from these mills in recent months.

Dragicevich expects to see these price increases flowing through to
Australian printers in the second quarter of 2005. However, he added
that while pulp costs are a factor in paper pricing, the demand/supply
balance is more influential in setting prices. Even though the relatively
high operating rates of European paper mills will provide the catalyst
for raising prices in the short-term, he is aware there is significant
capacity coming on stream in China later in 2005, and this may lead
to a widening price gap between European and Asian supply.

Edge

Local Paper Markets

Analysis of the local market shows that magazine publishers
experienced an upsurge in advertising expenditure beginning
early 2003, which really got into its stride over 2003/04.
IndustryEdge asked Dragicevich if the sheet-fed market had
benefited from this revival, and if so to what extent?

He stated that the sheet-fed market has benefited not only
from an increase in advertising driven demand, but by also
handling an overflow from the web market. He sensed that the
introduction of the highly efficient ‘long perfecting’ presses has
taken pressure off, and provided a medium-term alternative,
to fully booked web presses, thereby transferring some of the
increase in demand from web printing to sheet. Therefore,
during 2004 volumes remained relatively strong, but the low
paper pricing had a limiting impact on the sales revenue and
profitability for paper merchants.

However, Dragicevich added that for calendar year 2005 demand
has started off much slower, with sheet-fed printers reporting softer
market conditions, which has resulted in lower paper demand.

Sustainable Competitive Advantages

The difficulty in the current competitive market is for merchants
to be able to differentiate their services. IndustryEdge asked
what, after undertaking substantial restructuring over the last
twelve months, as well as strengthening the depth of experience
in senior management, are the competitive advantages Edwards
Dunlop perceives it has going forward?

Dragicevich was frank in stating that to be successful in
paper distribution you need strong customer relationships,
supported by consistently high service levels, and quality cost-
competitive suppliers. The addition of experienced industry
senior management to the group will improve Red Paper Group’s
customer relationships and drive an increase in service levels.

Red Paper Group, he said, has quality, long-term, committed
suppliers and between Raleigh and Edwards Dunlop it has the
most comprehensive product offering to the Australian market.
He added, “Further, and with regard to sustainable competitive
advantage, we have worked hard on removing duplication
where it made sense, specifically in the functional areas of our
businesses; logistics, finance, IT & HR are some central areas
that have become providers to both businesses. We have closed
seven warehouses, out of fourteen in the past three years.”
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There are external factors as well which Dragicevich wishes to
capitalise on in his strategy to differentiate the Red Paper Group.
He acknowledges that PaperlinX controls a major share of the
Australasian paper distribution market, however, he knows
there are key customers that are seeking “a realistic and viable”
alternative paper source. The Red Paper Group, he believes,
is arguably the only company that can fill that role for Australian
printers, therefore, gaining the trust and respect of these
customers will be vital in securing the position as their alternative
supplier. The Red Paper Group will achieve this by providing cost
competitive products with consistent service levels.

The Group will be placing significant focus on improving the
effectiveness of its supply chain through the use of advanced
warehouse and distribution software. The goal is to provide
more efficient and reliable service levels to the Red Paper
Group’s customer base.

Another external advantage, Dragicevich explained, is by
leveraging the competency of the best of the Red Paper
Group’simpressive supply partners and international alliances.
The Group is an equity partner in IGEPA International, a
European based paper group sourcing 1.4 million tonnes of
fine paper annually.

With the Red Paper Group having these advantages,
IndustryEdge asked if Dragicevich was on an acquisition trail
to strengthen the company’s market position. In response he
stated that there are a number of challenges and initiatives
within the business, and that these are currently the primary
focus. However, looking to the future, he believes if the right
opportunity arose for the Group to acquire an existing paper
merchant, then it would certainly be well-placed to do so.

RED

On the issue of why the company recently changed names
from Detagna to Red Paper Group, Dragicevich was again
focused on customer perception and service. The change
from Detagna to Red Paper Group, he explained, was driven
on a number of fronts:

the desire to communicate the growing position and
scale of the group;

. Detagna was a shelf company name that was used
as the MBO vehicle but has no real meaning for the
business;

. a number of key accounts both in Australia and New
Zealand are seeking a group supply offering; and

. the decision to combine the company’s paper
promotional service to the creative sector under one
operation, namely ‘Red Connect’.
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While a number of alternative names were considered for the
umbrella group name to replace Detagna, he wanted to reflect
the three business brands in the group identity. ‘Red’ was
ultimately chosen as it derives simply from Raleigh & Edwards
Dunlop, in addition, the Red Paper Group logo draws from BJ
Ball’s well known paper dart logo.

edPaperGroup

Ihe Strength in Paper

The strategy, Dragicevich explained, is simply to retain the
market strengths and identities of the Group’s three very strong
brands in Raleigh, Edwards Dunlop and BJ Ball NZ, but gain
leverage from the combined resources of the Group. By taking
this approach, his intention is the development of cost efficient
group support functions.

IndustryEdge asked what he hoped to achieve by making the
change. Dragicevich said that he hoped to “achieve maintenance
of the individual business selling identities and support that
group-wise with a consistently higher level of service at the
lowest possible cost. Customers expect that the company is
continually advancing on both these fronts.”

Business Structure

Now that the Red Paper Group has identified strategies to
develop the business and changed the company branding to
better reflect the core business, IndustryEdge enquired if the
structure of the company, or the alignment between products
and businesses, would change?

Dragicevich explained that the group operates four main-stream
business units, each managed by experienced industry leaders.
These are:

. Edwards Dunlop Paper; fine paper and packaging,
headed by Gordon Anthonisz

. Edwards Dunlop Office Products; copy paper and
stationery, headed by Craig Flavell.

. Raleigh Paper; fine and premium paper, headed by
Graeme Ross.

. BJ Ball Papers NZ; fine paper, packaging, copy paper,
headed by Andrew Bull

We have added a Group Marketing function headed by Les
Perrett to support the fine paper strategies of our Australian
businesses. Further, ‘RedConnect’ our combined promotions
initiative will report through Group Marketing.
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While there is some commonality of suppliers between the
Australian and NZ businesses, Dragicevich stated the two
Australian businesses retain their own product and brand
portfolios. He added there is opportunity for the Red Paper
Group to use its scale, and the advantage that brings to a large
manufacturer, ie supplier is mutually beneficial.
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Dragicevich also believes it’s a win for the Group’s customers
as the company functions as an increasingly efficient conduit
between world scale mills and the printing presses in this region.
He said, “the choice we offer is broad and relevant and will be
both expanded and refined.”

However, at this stage the Red Paper Group does not plan to
change the agencies it currently holds. Dragicevich believes it is
important to maintain strong alliances with suppliers throughout
Asia, Europe and USA, however, this may be reviewed in the
future as paper-making capacity changes in various regions. He
would like to keep his options open. As stated in the beginning
of this feature, there are significant capacity increases planned
in China in the next few years.

From the perspective of supporting the development of a
domestic papermill, Dragicevich emphasized one of the most
important factors for a merchant is exclusive, or at least very
restricted, mill distribution. Open distribution, he believes, leads
to significant deterioration of merchant margin and restricts
the merchant’s wilingness to actively market shared grades.
If the Swanbank proposal should proceed, then he sees it as
changing the way paper distribution operates in Australia, and
he would therefore want to be part of it.

Dragicevich considers some rationalisation in the paper
distribution sector is likely to occur since the efficiencies
available in administration, distribution and warehousing are
significant. As well the consolidation of print customers into
larger organisations brings greater purchasing power and
different logistic requirements.
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Looking to the Future .

In November 2001, Joe Foster, the previous Managing Director,
told Ausnewz the goal of Edwards Dunlop at the time was to
achieve 25% market share in Australasia within three years.
However, this was attempted at a time when returns for
merchants were heading south. Now that Dragicevich has been
at the helm of Red Paper Group for six months, IndustryEdge
asked what the new goals were?

*®

He agrees that Red Paper Group has successfully established
itself as the second largest merchant in Australasia, while
acknowledging the market share aspirations have not quite
been reached. He feels that pursuing market share for its own
sake is at the least a double-edged sword, particularly in a
relatively mature market

The vision for Red Paper Group is to become the most
successful paper distribution group in the region. Success will
be measured in three key areas;

. Profit — based on profitable business growth, profit as
measured by return on assets.

. Customers — to be the preferred supplier of paper to
our customers

. People — motivated, satisfied and rewarded
employees.

Asthe Group delivers onthese measures, he says all stakeholders,
including supply partners, will benefit accordingly.

There are a number of strategies the Red Paper Group is
working towards, some of the key ones are to:

. identify key target markets;

. develop appropriate service levels for these markets
and deliver consistently;

. build and foster customer relationships in support of
their businesses; and

. take waste and unnecessary cost out of operations.

The overriding goal is to get the basic service elements right
consistently. In the paper business, Dragicevich emphasizes,
this means having the right stock available, at the right price,
and delivered at the right time.

Therefore the objective is to differentiate the Red Paper
Group through:

. consistent service levels;
. widest paper range and innovative new products;
. effective paper promotion to the creative sector; and

. motivated and driven staff.

IndustryEdge
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IndustryEdge suggested that while striving for differentiation
in the market is certainly commendable, stock, especially
cut reams, sold through stationery retailers is still sold by
price. Dragicevich disagrees, and feels this statement is a
generalisation and not entirely accurate. He states that while
price on standard A4 copy paper is of very high importance,
it is certainly not everything. Retailers and end users are very
concerned about trouble-free running and are becoming more
discerning in the areas of shade (whiteness) and environmental
credentials (fibre source and content).

He adds, the office paper range has grown dramatically
in recent years with the addition of paper grades designed
specifically for end user applications such as high speed laser,
high quality digital, inkjet, etc, and these are sold on quality
and performance as well as price.

MOHAWK

manufactured with wind power

Dragicevich stated that, “in the office paper area the Red Paper
Group have a number of products that are differentiated on
quality and end use applications. Good examples are Reflex
and Double A, both high quality copy paper grades that sell at
premium price. This proves that brand recognition and quality
can lead to successful product differentiation”.

He concluded by saying in general, a large part of the Red Paper
Group merchant product offering enjoys ‘points of difference’
that deliver value and benefits. These are from supply chain
features including logistics solutions, to product values that may
be performance related, aesthetic, or enviro based, providing
differentiation and deliverable benefit in the market offering.

Conclusion

Within the Red Paper Group, there has been a change of name,
image and an intake of experienced senior managers. There
are clear strategies in place for the Group to be competitive in
the level of service, cost reduction, and the range of products
it offers, with profitability and market share both being major
objectives. While the largest independent merchant is currently
focused on a number of internal and business development
issues, looking to the future the company will remain flexible to
grasp what opportunities may arise.
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GROWTH IN TISSUE Stock IMPORTS

Imports of tissue stock for calendar 2004 reached a new peak
of 61.3 kt, with 47% of shipments being sourced from China
and only 5% from New Zealand. This is in sharp contrast to
2000, when from a total of 41.4 kt, 25% was from China and
31% from New Zealand.

Tissue Stock Imports by Country: SQ'94 — DQ'04 (kt & AUDFob/t)
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Total tissue stock imports have grown at an average annual
rate of 10% since 2000, however, shipments from China have
increased at an average rate of 29% pa, almost treble the rate.

Imports of tissue stock from New Zealand have been
declining at an average rate of 30% pa since 2000; however,
imports of non-sanitary tissue products have been increasing
at 16% pa on a financial year basis since 1999/00. Since
the apparent consumption of tissue products is rising at an
average annual rate of less than 3%, the statistics indicate
the cross-Tasman operations of SCA, formerly CHH, involve
rationalising specific lines in Australia and New Zealand,
rather than producing all products in both countries. In
addition, the minor converters have also increasingly moved
to purchasing stock from China and Indonesia, which is
expected to be mostly from Asia Pulp & Paper.

The weighted average import price of tissue stock has fallen by
13% between DQ’00 and DQ’04, when it was AUDFob1 577/t.
With increasingly competitively priced imports of tissue stock
being sourced from China and Indonesia, it would be expected
that there are downward pressures on the two major local
producers (KCA and SCA) in maintaining good returns from
their Australasian operations. This difficulty will be compounded
by the continuing influence on the market of the two major
supermarket chains, and the opportunities they are seeking in
increasing house branding. Tissues products apply themselves



Pulp & Paper Edge

well to in-house branding across a range of pricing.
Given that SCA is a major private label supplier in
Europe, IndustryEdge expects SCA would be the most
receptive to approaches by the major chains seeking
tissue manufacturers interested in working with them
to produce in-house brands.

CoLLIE & TasMANIAN PuLpPMmILLS

In the March edition of Pulp & Paper Edge, IndustryEdge
stated it understood a feasibility study into a BCTMP
pulpmill in Western Australia was about to begin, with
the proponents being The Griffin Group and ARC
International. This can now be confirmed.

The estimated cost for the pulpmill is AUD300M, with
a capacity in the region of 300 ktpa, which will require
close to 600 ktpa of pulpwood. If the feasibility study
finds that the construction of a BCTMP pulpmillis viable,
then other regulatory processes will be undertaken,
including an environmental impact study.

The Griffin Group is a diversified organisation, and
includes a subsidiary Griffin Energy which it is
understood will generate electricity for the mill using
coal mined by another part of the Group. The notion
of a BCTMP pulp mill was originally used to sweeten a
proposal for a large new power station to be built for
the WA government. Griffin appear to have abandoned
that strategy and elected to proceed with a smaller
power station for the pulpmill.

ARC International Industrial Material Company is a
Hong Kong-based company, and is understood to
be part of CITTC, a Chinese government investment
operation, which already manages a number of pulp
and paper operations.

Production from the proposed BCTMP pulpmill is
anticipated to be for export, mainly to China.

In Tasmania, the Resource Planning and Development
Commission (RPDC) has released the final version of
the Draft Scope Guidelines for the Integrated Impact
Statement (IIS). The delay in releasing the draft for public
comment was caused by the need for final agreement
and input from the Commonwealth government on
issues impacting their jurisdiction.

The three issues of concern to the Commonwealth are
discharge into the Bass Strait beyond the 3 km limit, the
impact on migratory birds and on endangered species.
The Commonwealth has given its agreement to work
within the approval process as laid out by the RPDC,
with the Commonwealth having its own expert on the

review panel. The draft scope guidelines are now available for
public comment until 9" May 2005. Public submissions will be
considered by the RPDC and possible updates to the Scope
Guidelines will be made, before the final document is presented
to Gunns for a formal response in the submission of their IIS.

PRrROGRESS AT MARYVALE

Work on the four caveats, as laid down by the PaperlinX Board if
significant investment is to be made to upgrade the pulp making
operations at Maryvale, is still in progress. While the benchmark
date of 31t March for the reporting of the negotiations has
passed, IndustryEdge understands progress is being made
on a number of fronts with stakeholders expected to achieve
agreements on the stipulated requirements.

PuLp Prices CONVERGING

Softwood pulp prices are no longer attracting the premium
that has been attached to them over the last eighteen months.
Only six months ago there was just over USD111/t differential
between NBSK and BHKP, however, since mid-March the NBSK
price has started to fall, while BHKP is continuing to rise. As at
12" April, the gap between the grades was USD56/t, virtually
half of the premium at its peak.

Weekly NBSK and BHKP PIX Prices: 6 Dec ‘99 - 13 Apr ‘05
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The economists will be pleased to see that for once one of their
theories has been borne out in practice. With NBSK pulp attracting
the premium then producers converted, where possible, from
hardwood to softwood pulp production, while from the demand
aspect consumers were substituting away from softwood towards
the lower priced hardwood. The expected result is that while the
‘apparent’ shortage of NBSK pulp in 2004 assisted in driving up the
price, the changing dynamics of additional supply and falling demand
has produced a surplus of NBSK and the price has fallen.
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Most of the mills able to change between hardwood and softwood
are located in the USA, where, in 2004, it was recorded softwood
pulp production increased by 9%, and for hardwood the increase
on a proportional basis was almost negligible.

Assisting the textbook market changes to the price of pulp
are a number of additional factors. Storms in Sweden at the
start of 2005 caused considerable damage to the forests,
which has resulted in increased production of pulp from
pine (softwood) and reduced production of pulp from birch
(hardwood). The tightening of the hardwood market was
also influenced by the closure of the St. Anne Nackawic mill
in Canada in DQ’04, reduced production from April’s Riau
pulpmill due to boiler failures in November, the temporary
closure of Domtar’s Ashdown (USA) mill in December and
January, the closure of Arauco’s Valdivia mill in Chile during
the end of January and early February, and the extended
downtime experienced by Kiani Kertas in Indonesia, from
January to end of March.

In addition, there has been the extended commissioning period
of the APP Hainan Island hardwood pulpmill, causing the APP
Gold East papermill to remain as a buyer of market hardwood
pulp for longer than expected.

While these factors have all assisted in a tighter hardwood
pulp market, and stronger prices over recent months,

IndustryEdge is aware there are a number of countervailing
factors that are likely to weaken the BHKP price. Supply is
likely to recover as Hainan Island increases production and
Riaupulp and Kiani Kertas return to full operation. In addition,
the 900 ktpa Veracel mill in Brazil is expected to start coming
on line during the northern summer.

The rally in the price of both NBSK and BHKP, since early
November ’04, will have been of some assistance to paper
producers, especially those which are not integrated, in
trying pushing through paper price increases. However, now
that NBSK is likely to have passed its peak in the current
cycle, and the price for BHKP may not hold out much longer,
it will be harder for paper producers to push through price
increases that have been failing to take grip since the start of
2005. From the perspective of pulp producers, an issue will
be if the cost of energy continues to rise while pulp prices
weaken, then margins will be squeezed harder.

In China, buyers have withdrawn from the market, especially
for softwood pulp as the price has started to turn. The
following chart shows the closure of the list prices between
NBSK and Eucalyptus. However, with greater available
supply of NBSK than BHKP, it is likely that after discounts are
applied, some mills in China are able to purchase NBSK at
close to, or below, the price of BHKP.

Main Trading Currencies: 7 Jan ‘04 - 6 Apr ‘05
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The good news for exporters is that the AUD has weakened against the
USD by almost 3.0% since mid-March, however, the bad news is that the
movement has been much the same for all major currencies as there has
been a slight increase in the support for the USD. The NZD, however, has
come off by 4.1% over the same period.
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World-19 Producers: Jan ‘99 - Jan ‘05
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IndustryEdge has recharted the World-19 data from Jan 2002 to assist
with clarity. Prior data is still available on request. In January 2005,
shipments fell by 14% to just over 3 Mt, while inventories rose by 6.7%.
In the last quater of 2004, production rose by 341 kt, after faling below
3 Mtin Sept’04.






A review of paper and paperboard market dynamics in Japan
shows that there has been no growth in domestic production
since a peak in 2000, with output remaining at around 31 Mtpa.

Since 2001, production has increased by 174 kt (0.6%),
imports by 378 kt (24%) and exports by 146 kt (11%). The
flat production figure, and increase in imports, albeit a small
proportion of production, indicates continuing stagnation in
the Japanese market.

When the levels of Japanese apparent consumption of paper
and paperboard are indexed along with the level of GDP, for the
last ten years, the extent to which the market has lost its growth
potential is evident.

Onthe same chart IndustryEdge has indexed the growth in apparent
consumption of paper and paperboard and GDP in Australia over
the same period. Since 1995, local GDP has increased by 70%
and consumption of paper and paperboard by 20%.

With no apparent growth in the Japanese market it is unlikely
there will be an increase in the demand for imported woodchips.
However, as current pulpmills are eventually retired there is
likely to be a greater demand for imported pulp. In the past the
preferred model was to have integrated pulp and paper mills
co-located, with either the woodchips or paper being freighted.
The future model for Japan will increasingly be to have interest

in a pulpmill close to a fibre resource, and retain a papermill
close to the market, with pulp being the transported product.
Japanese and Australian App. Cons and GDP:
1995 - 2004: Index (Base 1995 = 100)
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The concept of ‘distance integration’ is likely to apply for all large
markets short of energy and fibre. Therefore, even though the
Chinese economy is currently growing with frightening speed,
the long-term trend is likely to be for China to import pulp and
export surplus paper and paperboard.

NZ Exports of Mechanical Pulp: 1980 - 2004 (kt & NZDFob/t)
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Exports of mechanical pulp from New Zealand in 2004 rose by 107 kt
(35%) to reach a new peak of 412 kt. Apart from 2003, exports have
increased each year since 2000, up by 80% over the period. The average
export price was also up during 2004, to NZDFob431/t. Export prices fell
to alow in 1999, but have since recovered by 23%.
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NZ Exports of Chemical Pulp: 1980 - 2004 (kt & NZDFob/t)
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After declining for two years, exports of chemical pulp from New Zealand
recovered in 2004 to fall just short of the peak in 2001. In comparison to
2003, shipments were up by 79 kt, or 21% in 2004. However, the weighted
average export price failed to show any signs of recovery, being influenced

by the strength of the New Zealand dollar.




Pulp & Paper Edge

DaLTONS & SpicERS MANAGEMENT CHANGES

Changes to the senior management team at Daltons and
Spicers are now in place after the resignation of Gordon
Anthonisz from Dalton Web.

Bill Eichhorn has been appointed as General Manager, Dalton Web
and Industrial Papers. The responsibilities for the position have
been increased since Anthonisz left, with the inclusion of Industrial
Products. IndustryEdge understands the term Industrial does not
only cover packaging papers, but is inclusive of a range of other
grades and products which are not part of fine papers. Eichhorn
was previously General Manager, Dalton Fine Paper, a position he
held prior to the purchase by PaperlinX of the remainder of Spicers
and the resultant restructuring of PaperlinX merchant services.

Ken Bishop has moved across from General Manager, Spicers
Office Papers, to be General Manager, Dalton Fine Papers.
Bishop was a lateral senior recruit from IPMG after the
acquisition of the remainder of Spicers and the restructure.

Tony Bertrand has been promoted from National Sales
Manager to be General Manager of Spicers Office Papers.
Bertrand will continue to be domiciled in Sydney, rather
than move to Melbourne, to maintain a senior presence in
Sydney where the head offices of some of Spicers major
accounts are located.

Roger Breen, Group General Manager, PaperlinX Merchanting,
has told IndustryEdge that as a consequence of the
restructuring 3 1/2 years ago, the consolidation of common
services such as IT, Warehousing, Accounts Payable,
Purchasing and Credit Management has achieved a lower
cost base for the merchanting businesses. The changes are in
line with the company’s program for the development of senior
management. Going forward, a goal for Breen is to expand the
opportunities and talent of his Senior Management team.

Both Dalton and Spicers announced a 5% increase for many
grades on Monday 11" April, which is expected to take effect
from 1%t May. IndustryEdge predicts that PaperlinX will have more
success in implementing this round of price rises in the domestic
market, than it has had in the European market in recent months.

INTERNET ADVERTISING

Initial indications are that in 2004, the value of Australia’s
advertising market rose above the AUD9 bn level, an increase
of 10% on the previous year. While the print media still attracts
52% of spend, online advertising is expected to have increased
by a huge 64% to AUD388M.

The bulk of the print advertising expenditure is still in magazines
and newspapers, with more being spent on advertising on the
Internet now than on outdoor displays.

NZ Exports of Newsprint: 1980 - 2004 (kt & NZDFob/t)
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Exports of newsprint from New Zealand have risen sharply for the last
two years, up 82 kt (42%) in 2004 to 276 kt, which followed on from
a rise of 74 kt (62%) in 2003. For the last decade the average annual
quantity exported has been 226 kt. The strong NZD during 2004 caused
the average export price to fall by NZDFob329/t to NZDFob856/t.

NZ Exports of Other Paper & Paperboard (kt & NZDFob/t)
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New Zealand’s exports of ‘Other Paper and Paperboard’ leapt
to a new peak of 346 kt in 2004, being possible by the changes
undertaken by CHH at the Kinleith mill. The strong New Zealand
dollar had a negative impact on the average export price during
2004, bringing it down to NZDFob756/t.

=1 INAUSTIYEdZeE

Pt

® ®




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 $1 240 $1 240 $1 300
Uncoated Mechanicals
Norske Skog Norstar 52 Reels $1 087 $1 087 $1 100
LWC (Finland) 54 Reels $1 590 $1 590 $1 580
] LWC (Finland) 65 Reels $1 640 $1 640 $1 580
Coated Mechanicals -
MWC (Finland) 80 Reels $1 590 $1 590 $1 650
Local Acclaim Lick-coated Offset 54 - 60 Reels $1 490 $1 480 $1 430
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 $1 630
Coated Woodfree
2/S A2 Art (Local, flagged) 150 Sheets $1 890 $1 895 $1 800
Ditto (Europe/Japan) 150 Sheets $1 890 $1 890 $1 800
Ditto (Korea/Indonesian) 150 Sheets $1 850 $1 850 $1 730
Local 80 Reels $1770 $1770 $1 720
Asian/Brazil Offset equivalent 80 Reels $1 770 $1 770 $1 770
Uncoated Woodfree
Local 80 Sheets $1 890 $1 890 $1 770
Asian/Brazil Offset equivalent 80 Sheets $1 890 $1 890 $1 760
Reflex (Premium) 80 Ad $2 180 $2 180 $2 200
Local 80 A4 $1 870 $1 870 $2 084
Copypaper
Indonesian 80 Ad $1 905 $1 905 $2 110
Recycled 80 Ad $2 010 $2 010 $2 010
Packaging Grades
1/S Solid Bleach Board (USA) 350um+ | Reels $1 640 $1 600 $2 095
Local (Artcote White) 400um+ | Reels $1712 $1712 $1712
Local (Artcote Grey) 400um+ | Reels $1 369 $1 369 $1419
Coated Cartonboard Local (Eco-cote) 400um+ | Reels $1 311 $1311 $1311
Pearl Kote® Ctd Kft Back 356um+ | Reels $1 340 $1 340 $1 315
Pearl Kote® Ctd Kft Back 457um+ | Reels $1 325 $1 325 $1 300
Aqua Kote® Ctd Kft Back 508um+ | Reels $1 475 $1 505 $1 450
Kraftliner 200 Reels $ 902 $ 898 $869
) ] Testliner 150 Reels $ 780 $780 $ 753
Container Materials -
Unbleached Kraftliner (US East) 42 b Reels USD $410 | USD $443 USD $375
Semi-chemical Medium (US East) 26 |b Reels USD $380 | USD $413 USD $330
Semi extensible 70/80 Reels $1 290 $1 285 $1 339
Sack kraft
Flat Sack Brown 80 Reels $1 255 $1 251 $1 292
Fibre Resource
ONP - No 8 De-inking Australia into Asia $ 140 $ 145 $ 135
ONP - No 8 De-inking USA into Asia USD $158 | USD $158 USD $145
Wastepaper — - -
ONP - No 8 De-inking Japan into Asia USD $155 | USD $140 USD $123
ONP - No 8 De-inking Europe into Asia USD $138 | USD $130 USD $128
Pul NBSK Landed Bales USD $660 | USD $670 USD $485
ulp
Bleached Eucalypt Landed Bales USD $600 | USD $540 USD $449
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