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It is said that Australians are the greatest consumers of magazines in the world and it looks like we may be up

there in relation to our consumption of catalogues as well. In Australia over 7.0 bn unaddressed B2C cata-
logues were delivered in 2004. With a population of 20M the suggestion is that 6.7 catalogues per week are
delivered for every man, woman and child in the country. Industry information out of the UK indicates 12 bn
items were dropped on a population of 60M, which suggests a catalogues per person per week figure of just

0.4. Brian Stafford (pictured) looks at the catalogue market in Australia

IP PLaNs To Exit CHH

International Paper (IP) has announced it is reviewing strategic
options for its 50.5% stake in Carter Holt Harvey (CHH). While it has
not been defined what the strategic options would be, there appears
to be no doubt that IP is canvassing the idea for selling out.

IP boughtinto CHH over a period of time, with the initial purchase
being 16% in 1991, increasing its interests to 26% in 1994. The
following year it took a controlling position with 50.5% of the
company. The strategic objective for IP at the time was to grow
the business by increasing its global presence.

IP state it is currently the largest pulp and paper manufacturer in
the world, and one of the largest private forestland owners. The
company has high debt levels and is believed to be looking at
exploiting opportunities in Brazil and South America.
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Since July 2004, the IP share price has fallen by 30%, with
little indication there will be any significant change to the trend
in the near term.

First quarter 2005 performance of IP was an improvement
in relative terms, with the best output for four years.
However, the company took 40 kt of UCWF downtime to
balance production to demand, and took a similar volume
of containerboard downtime to balance the demand in the
industrial packaging market.

During the second quarter IP has closed the Androscoggin
(Maine) mill, Pensacola (Florida) mill and the Bastrop (Louisiana)
mill. These closures are indicative of the problems faced by IP. The
three mills had a combined capacity of only 430 ktpa of UCWF,
less than what is now considered to be world scale for a single
machine (see subsequent article on APRIL’s new machine).

Since the start of July 2004, the performance of the indexed
CHH share price has shown greater volatility than the decline
in the IP price. However, the announcement of the IP potential
sale has pulled the CHH share price up into positive territory
against twelve months ago.

In local markets, a 50.5% share of CHH, New Zealand’s third
largest listed company, is a significant stake in the forest,
pulp and paper sector. However, to place it in perspective,
IP earnings for the first three months of 2005 by sector,
show forest products USD207M, printing papers USD183M,
industrial packaging USD105M, consumer packaging
USD23M and CHH USD5M. Therefore the sale of the 50.5%
stake in CHH is a measure of CHH’s earning capacity rather
than its significance as an investment. In practical terms there
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is value in CHH in that it gives any future owner an established
presence in China for timber, pulp and kraftliner exports.

At NZD2.27 a share, the capitalisation of CHH would be
NzZD2.97 bn, placing a value of NZD1.5bn on IP’s stake.
However, CHH is in the process of selling 95 kha of forests, or
about a third of its forest estate. The area for sale is described
as non-core forests, meaning that they are not an integral part
of future sawnwood, timber engineered products or pulping
operations. The value of CHH’s forest estate is estimated to be
NZD1.56 bn, however, the third which is for sale is expected to

only realise a quarter of the total value, or NZD390M.

It is the opinion of many forestry analysts that New Zealand’s
forest industry has gone from being a global icon only four
to five years ago, to a state of disarray in 2005. There are
a number of factors which have turned the rooster into the
feather duster, not the least of which has been the imposition
of the New Zealand government’s commitments to the
signing of the Kyoto Protocol on the forest industry. It is
possibly more than chance that one of the world’s largest
forestland owners has decided to pull out of New Zealand at
the time the government is pushing significant costs down
the line for forest owners to bear, and thereby making them
less competitive in international markets.

Many analysts consider that CHH is worth more broken up
into its component forest, wood products, pulp and paper
and packaging parts, than as an integrated operation. The
preferred modus operandi for many is to maintain and develop
core businesses, which would suggest a likely purchaser
of the forest and timber processing assets may work in
conjunction with an eventual buyer of the pulp, paperboard
and converting operations, but it is unlikely one company
would seek to buy the lot.

In 2004, revenue from sales for CHH was approximately
NzD3.6 bn, with close to a third coming from the pulp, paper
and packaging businesses.

CHH brands and products, whether in solid wood, engineer
wood products, paperboard, corrugated containers or folding
cartons, are recognised for their quality and value in both the
domestic and international markets.

NeEw MD FoR AMCOR AUSTRALASIA

Within a month of becoming Chief Executive Officer and
Managing Director, Ken MacKenzie has appointed a 25-year
veteran of Amcor, Louis Lachal to the position of Managing
Director of Amcor Australasia, effective 12 July 2005.
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Lachal has been the Acting Chief
Operations Officer for Amcor Ltd
since the departure of Russell
Jones, in December 2004. For
the six years prior to this, Lachal
was Executive General Manager,
Operations for Amcor Ltd, and
considered by some to have

been Jones’s second in line,

Ken MacKenzie,
Amcor CEO and MD

and Executive General Manager

Finance, Amcor Ltd.

Daryl Roberts, who has been
acting MD for Amcor Australasia,
since December 2004, has been
appointed to Group General
Manager  Fibre  Packaging,
with  business  performance
responsibilities for the Corrugated
Boxes, Folding Cartons and -

Paper divisions. Malcolm Shield, Louis Lachal
Amcor Australasia MD

Group General Manager, Paper
Division is responsible for the three paper mills and Petrie, and
will report to Roberts.

The remaining direct business reports to Lachal will be David
Armstrong, GGM Rigid Packaging, Graeme Moncrieff, GGM
Flexible Packaging and John Winckel, GGM Glass.

APRIL Group BuiLbine UCWF CapaciTy

Metso has announced that it has received an order from the
APRIL Group (Asia Pacific Resources International Limited) for a
450 ktpa UCWF paper machine for the Kerinci mill in Sumatra.
The estimated start date is second half 2006.

The papermachine is expected to produce UCWF with a
basis weight of 50 gsm to 120 gsm, with a production speed
of 1 600m/min and have a trim width of 8.6m.

Once commissioned, the machine can be expected to impact
on the market in Australia as APRIL and APP fight it out for
shares of the Australian market. The consequence of having an
additional 450 ktpa of UCWF just over the horizon, cannot be
regarded as great news for PaperlinX.

CotrusioN May Not Be IN THE Box YET

It is now more than six months since the allegations of possible
breaches of the Trade Practices Act in the Australian corrugated
box industry first surfaced.

Articles continued on page 6...
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Catalogues - Learn to Love Them

Market Share

To gauge the potency of an advertising medium it is customary to
examine the share of total advertising revenue it attracts. How a
medium is faring in relation to other forms of communication can also
be gauged from the growth or otherwise of that share over time.

Advertising catalogues are the third largest medium available
But,
according to Australian Catalogue Association (ACA) data,

to advertisers, after newspapers and television.

they are the fastest growing.

The following chart shows advertising expenditure in the main

media for the eleven years to end calendar 2004:
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On our estimates, providing the growth experienced over
2002 and 2003 is sustained, advertising expenditure in the
main media reached AUD11 bn in calendar 2004. Despite
their protestations to the contrary, marketing managers tend
to make only small changes in their advertising mix year on
year and as a result the market shares of the different types
of media change only slowly. The share held by print is down
from 63.0% a decade ago to an estimated 61.7% in calendar
2004. According to the ACA, if it had not been for the dynamic
growth in the advertising catalogue sector, that decline would
have been substantially larger.

Although catalogue advertising rose only 5% across calendar
2004, it has risen at an annual average rate of 5.9% pa for the
last decade, almost one percent per annum faster than all other
forms of advertising bar cinema (which is minute by comparison)
and almost 1% pa faster than television. Thus, expenditure on
advertising catalogues, which had only just topped a billion dollars
in 1994, had, by 2004, risen to almost AUD1.8 bn to give them
an estimated market share of 16.3%, according to the ACA data.
By contrast, expenditure on advertising in the largest medium,
newspapers, is estimated to have been AUD3.4 bn, providing
a media market share of 30.7%. Thus, newspapers, the oldest
medium, have proved remarkably resilient when it is considered
that their main competition comes from the ubiquitous advertising
catalogue. (Television is the largest of the electronic media and,
with an estimated AUD3.0 bn in advertising revenues, it holds
second place overall in the media market with a 27.7% share.)

These three media (which account for 83¢ of every advertising
dollar spent in Australia), whilst ardent competitors for the
advertising dollar, are actually interdependent in that television has
advantages that catalogues cannot provide and vice versa. The
resultis marketing programmes that consciously blend expenditure
on both to provide the optimum sales result. Newspapers have
similarly joined forces with their main print competition to provide
a well-compensated delivery mechanism that gets catalogues
past the ‘no junk mail’ signs on letterboxes. The power of this
facility can be gauged from the fact that newspaper insertion slots
have to be booked up to eighteen months in advance.

Paper Costs

Asindicated above, newspapers are the largest advertising medium
and, in 2003, they had paper costs (IndustryEdge estimates) of about
22% of total advertising revenue. Advertising catalogues are much
better for the paper industry. In calendar 2004, again according to
the ACA, paper costs made up 30.4% of the total cost of paper,
printing and distribution. Nevertheless, this proportion was down
from 31.7% three years previously - an indication of the extent to
which currency appreciation and languishing paper prices have
impaired the industry revenue stream. That somewhat negative
sentiment notwithstanding, stable paper prices have improved the
economy of catalogues as a medium and in that respect could be
credited with sustaining their growth.
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Although paper cost has declined as a proportion of total
catalogue costs, the sector remains very important to paper
suppliers, especially importers of supercalendered and
lightweight coated grades. According to the ACA, paper cost
catalogue printers/publishers AUD545M in calendar 2004 - up

from AUD490M three years ago, despite poor paper prices.
Paper Supply

In 2004, according to the ACA, the production of advertising
catalogues consumed 350 kt of various grades of paper. Three years
previous (calendar 2001) the figure was 304 kt. This represents an
average annual growth rate of 4.8% pa - somewhat slower than that
of the other major cost components; printing and distribution.

The charts show import volumes for the main publication grades
over the last decade:

Super-calendered Paper Imports Calendar 1995 — 2004 (ktpa)

120
1 Other

Sweden

100

m
a
[

South Africa

Norway

Germany

Finland

8
EE [ EODENE

Belgium

o N4
& &
Calendar Year

& & &

LWC Paper Imports Calendar 1995 — 2004 (ktpa)

180

Other

Sweden

Italy

Germany

France

ktpa

Finland

Canada

s

) N2 2
& & F LS
Calendar Year

Source: ABS & IndustryEdge estimates

Page 4

MWC Paper Imports Calendar 1995 — 2004 (ktpa)
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As the first chart shows, the demand for Super-calendered
paper has accelerated rapidly over the last three years.
Given that advertising revenue in magazines has risen only
slowly across this period, it appears reasonable to assume
that catalogue production is the main demand driver. It is
interesting to note the battle for share taking place between
the three Scandinavian producers in this lively market.

LWC has experienced a similar increase in demand, although it
has been confined to the last two years, rather than three. As
previously noted, it is unlikely that magazines are responsible for
the upsurge, so it would seem that catalogue production is a
major influence in this revival. Again, the supply structure appears
to be changing with Canada becoming a significant operator.

The MWC market, which appears to have been eclipsed
somewhat by CWF magazine grades, has not shown the same
buoyancy, although demand did lift over 2004 due to increased
shipments from Sweden.

Assuming that the increased demand for publication grade
papers from the catalogue market maintained by the ACA
is an accurate assessment (up from 304 kt to 350 kt over
the last three years) the logical inference is that a substantial
proportion of the increased demand for CWF is also being
driven by catalogue production.

Taking into account all of the publication grades supplies
(including 15 kt of newsprint) in 2004 produces a total of
around 820 kt. The ACA maintains 350 kt went into catalogue
production, which suggests 43% of publication grade paper

now goes into the catalogue market, leaving 470 kt for magazine
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production and general commercial printing.
Print Costs

The ACA data suggests that print costs rose from AUD490M
three years ago, to AUD545M in calendar 2004. This represents
an annual average growth rate of only 3.4% pa, which is
considerably slower than the growth in total industry value over
the same period (5.0% pa) and suggests that advertisers are
seeking and receiving increasingly competitive quotes, or that
printers are installing equipment that allows them to get their
costs down, or some combination of both.

Distribution Costs

As any householder knows, most catalogues arrive unsolicited
through the letterbox or fall out of the local newspaper. A very minor
proportion arrive addressed to the consumer. Naturally, the cost
of addressed catalogues is much higher than their unaddressed
counterparts, but this is presumably justified by their greater
effectiveness. Of total distribution expenditure of AUD750M,
addressed catalogues absorbed AUD425M, or 57%, even though

they constituted only 12% of the number of pieces delivered.

Addressed catalogues are printed on higher quality paper and
utilise other grades in the form of envelopes and an often-
accompanying circular letter. Distribution costs associated
with addressed catalogues are rising more slowly than for their
unaddressed counterparts - 6.7% pa over the last three years

versus 8.0% pa for unaddressed material.

The comparison aside, both rates of increase are higher than those
in the number of pieces delivered (5.6% pa) and one would expect
economies of scale rather than increasing costs per piece at these
volumes (nearly 9 bnin 2004). It appears both the distribution chains
have been able to take advantage of the popularity of catalogues.

From IndustryEdge’s experience in relating to catalogue
advertisers, whilst they are regarded as a particularly effective
form of advertising, catalogues are also regarded as a high
cost medium. If distribution costs continue to rise at the rates
indicated over the last three years, it will only serve to promote
an alternative form of distribution. So far, electronic distribution
(via'the Internet) hasn’t proved particularly effective, but airlines
offer cheaper fares if you book on the Internet and it won’t be
long before advertisers devise a means of offering cheaper
prices to customers who can prove that there was an electronic

prompt to their purchase, rather than a hardcopy one.

With total distribution costs now running at three quarters of a billion

dollars it would seem likely that some economies of scale would be

available. Reining in distribution costs could become an integral
part of keeping the good times rolling for paper-based catalogues.

B2C vs B2B

Apart from convincing some of the died-in-the-wool
environmentalists who resist ‘junk mail’ to change their minds,
business to consumer (B2C) catalogues have probably just
about reached saturation point. But there is also what is possibly
a very large relatively untapped market in the form of business
to business (B2B) where marketing efforts so far have possibly
only just scratched the surface. Also, as businesses themselves
survive and prosper by selling, they are likely to be more
receptive to advertising catalogues as a medium. Certainly, the
value of unaddressed B2B catalogues is growing much faster
than their B2C counterparts - 16.0% pa versus 7.4% pa over
the last three years. But addressed catalogues are only a very
small proportion of the B2C market - although they numbered

600M in 2004, they made up a mere 9.0% of the B2C market.

B2B is stronger in the addressed catalogue sector. In 2004,
36% of the addressed catalogue market (a total of 380M pieces)
was B2B. On the other hand, B2B made up only 8% of the

unaddressed catalogue sector.
Political Threat

In September last year, prior to the federal election, the Liberal
Party announced a number of election promises relating to
the Prime Minister’s vision of a more secure, better serviced
Australia. They covered a wide range of issues, but one in
particular related to advertising catalogues claiming that a re-
elected Coalition government would work with the Australian
Direct Marketing Association (ADMA) preventing the delivery of
junk mail to mailboxes with ‘No Junk Mail’ or similar signage.

“Further the Coalition is committed to establishing an effective
industry-based complaints mechanism to give people who
continue to receive unwanted unsolicited mail an avenue to
complain and have that complaint acted upon.”

The statement was made on the assumption that the delivery
of unaddressed mail fell within the scope of federal legislation
and that ADMA had the responsibility for self-regulation of the
Direct Mail Industry.

Following the election, the Distribution Standards Board (part of
the ACA) made comprehensive representations to the federal
government to correct these misconceptions and to detail the
effectiveness of the self-regulatory regimen that is already in
place in the industry, which were supported by the state EPA’s
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and Environment ministers.

Whilst the ACA/DSB appears to have successfully fought off the
threat of the federal government setting up an alternative self-
regulatory mechanism, the message must be that politicians
obviously see mileage to be obtained by attacking the unaddressed
catalogue phenomenon. This suggests that there is a significant
proportion of the population who remain unconvinced as to the
validity of the unaddressed catalogue value proposition and that
someone who offers to do something about it is deserving of
support. In other words, the future of the industry depends very

much on efficient and effective self-regulation.

Conclusion

Both B2C and B2B catalogues have proven to be an effective form
of advertising. However, costs are increasing and there is still some
political motivation to reduce their use. The catalogue market is a
significant driver for paper sales, and those in the supply chain of
catalogues, including printers and suppliers of consumables such
as ink, need to work cohesively to stop political opportunism and
maintain catalogues as the preferred choice for select advertising

Collusion May Not Be in The Box Yet...continued from Page 2...

It is a fairly safe bet that by now the Australian Competition
and Consumer Commission must be well advanced or have
even completed its evidence gathering and be considering
what, if any charges to lay.

It is worth recapping the story so far:

In November last year Amcor announced that it had sacked a
number of senior executives, including CEO Russell Jones, after
uncovering possible breaches of the Trade Practices Act in its
corrugated box division. Amcor notified the ACCC and sought
leniency under the ACCC'’s policy of potentially going easier on

companies who come forward voluntarily.

Amcor’s major competitor, Visy, did not confirm or deny the
existence of cartel activity, but said it would co-operate with the
ACCC investigation and launched its own internal examination.
In late March Visy stood aside the head of its corrugated box
division, Rod Carroll, pending the outcome of the ACCC inquiry.

The only other sizable competitor in the industry, Carter Holt Harvey,
said it was confident it was not a target of the ACCC in Australia.

For it’s part the ACCC has made no substantial public comment
on the progress of its investigation, or its likely timetable.

IndustryEdge is not privy to the ACCC’s agenda, but the fact
that so much time has elapsed since Amcor first raised the
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allegations suggests that the matter is more complex than it first
appeared last year.

This conclusion is consistent with IndustryEdge’s own view that
the broad facts about the Australian box industry appear to
challenge the perception of widespread cartel activity. Indeed,
in an interview with IndustryEdge earlier this year, Visy CEO,
Harry Debney, made a number of points which highlighted the
competitive nature of the Australian box industry.

These included the facts that on average, Visy’s box prices were
still lower than they were 10 years ago, even after rising a total of
6% over the last five years and that Visy has been consistently
gaining market share over a period of many years.

Both points are significant given that a key - but by no means
the only - test for the ACCC will be whether there has been a
substantial lessening of competition in the Australian industry as
a result of any alleged cartel behaviour.

On IndustryEdge’s own analysis, Visy’s market share has risen
from 47% to 52% over the last five years while Amcor’s has
fallen from 50% to 46%. Average box prices in Australia over
the last 10 years have also risen much less than those in other
countries and well under inflation.

This raises the question of exactly what sort of breaches of
the Trade Practices Act, if any, may have occurred, especially
given the very public nature of Amcor’s disclosures. Given
the length of time already taken in the investigation and
the assumption that in seeking leniency Amcor would have
provided the ACCC with all the evidence and allegations it
had uncovered, it is somewhat surprising that there has still
been no official word from the ACCC.

IndustryEdge does not have any specific information, but
our observations of the industry over many years lead us to
speculate that perhaps the level of cartel activity uncovered so

far may not be as straight forward as first thought.

ALEXANDER MoIR CEASES TRADING

Privately owned Sydney based paper merchant Alexander Moir
became a victim of the continuing erosion of margins in the
merchanting business. The board of Alexander Moir decided to
cease trading at the end of the 2004/05 financial year, and exit
the industry in an orderly manner.

Local paper prices have continued to be dominated by global
drivers such as over supply in many grades and a strong
currency, rather than by reasonably resolute demand in a strong
local economy. If opportunities for price rises were not being
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realised under current scenarios, the board could not see times
getting better in the future.

IndustryEdge estimates Alexander Moir’s annual turnover to
have been around AUD20M. In the past it maintained stocks of
specialised text and covers from the US, however, while this has
remained part of its business, it has recently predominately traded
in UCWF and CWF from Asia, and to a lesser extent Europe. It
also maintained a range of carbonless and self adhesive grades,

as well as specialised papers for digital printing.

Melbourne based Focus Paper, as stated in Pulp & Paper
Edge in May, opened its Sydney office at Girraween at the start
of July, and has agreed to purchase the Alexander Moir name
and current stock over time. Transition of service between
the companies will include the collection of outstanding
accounts, as well as the continuing supply of various paper
grades to current clients.

The four directors of Focus Paper establishing the Sydney
office and warehouse are David Chatillon, Tony Corona, Stuart
Lemottee and Luke Wilkinson.

The demise of Alexander Moir is the latest development in the
consolidation of the distribution sector in the face of increased
buying power by printer buying groups, and the global
oversupply of paper depressing margins. Other examples over
the last year or so have been the acquisitions of Jaeger Paper
by KW Doggett and Boomerang Paper by CPI.

HaLF Cockeb ABouTt GUNNS

The announcement in June that Mitsubishi Paper Mills (MPM)
had decided to import more plantation or regrowth timber, and
less woodchips from old growth forests is not breaking news as
claimed by some pundits.

AAGunns

LIMITED

There is some good economic
behind the

that was
originally made twelve months

reasoning
announcement,

ago, and follows a policy first developed by the Japanese
paper industry five years ago. There will be a benefit to both
Gunns and MPM in its implementation. Gunns has been
working for a number of years to improve the quality of the
woodchips it exports, and the best quality material in terms of
the proportion of cellulose comes from younger trees, which
are found in regrowth forests and plantations.

Gunns receive a premium for increased cellulose content,
and MPM is able to make more pulp from a shipment of

woodchips. It is an acknowledged fact though, that MPM
will achieve additional credibility from some of its customers
in that the fibre is sourced from plantations. While Japan
recognises the international forestry standard by which
Australian forests are sustainably managed, there is more
than one international standard and the one advocated by
most conservation groups (Forest Stewardship Council) has
more relevance in developing and tropical countries than in
temperate forests in developed countries.

However, the principal driver in deciding which brand of paper
to purchase by an inordinately high proportion of consumers
worldwide is still price, rather than how forests are managed.
Old growth logging in Tasmania is set to be phased out over the
next decade, and it is natural that MPM will capitalise on this.

In addition, another of Gunns customers, Nippon Paper, has
announced it will review its mix of woodchips sourced from
Tasmania, and no doubt once again economic rationalism and
the rate of return from each shipment of woodchips will play a
major part in its decision.

There has been swift support from local environmental groups
for the approach being taken by Nippon Paper with regards
to sourcing more woodchips from younger trees. However,
these pundits have made no mention of the environmental
improvements Nippon Paper has made by converting the
number three pulp line at the Iwakuni mill in Yamaguchi
prefecture to ECF production, the same bleaching process
preferred by Gunns to meet the stringent environmental
guidelines for the Tasmanian mill.

Meanwhile, Gunns has stated that the company may be seeking
to invest either in Victoria or Western Australia, or even overseas,
in plantations or the construction of another pulpmill, especially
if the project in Tasmania fails to reach final approval.

NEeIL FisHER TO HEAD A3P

Nick Roberts, Chairman of A3P, has announced the new CEO
of A3P will be Neil Fisher. Fisher is scheduled to take up the
appointment from 1t August 2005.

Fisher has been the CEO of Plant Health Australia for the last
four and half years, and prior to that was Executive Director of

the Grains Council for five years.

Under the stewardship of Belinda Robinson, A3P expanded its
roll with representation of the plantation sector, in addition to the
paper and paperboard manufacturing industries.
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REsoLuTION TO FINNISH STRIKE

Production of pulp and paper has resumed in Finland after the
industry was closed down by industrial action that extended
from 16 May until 1 July. An understanding has been reached
between the Finnish Paper Workers’ Union (FPWU) and the
Finnish Forest Industries Federation (FFIF), with an agreement to
continue talks on how Finnish paper mills can continue a drive
to improve competitiveness.

The concessions won by the FFIF are that mills will not close
for mid-summer or Christmas breaks, enabling machines to run
all the year round. In return the FPWU gained eleven extra ‘off-
duty’ hours a year and an increase in wages of 2.5% in 2005,
and a rise of 1.9% in 2006.

From an international perspective, preparation for the initial strike and
then the protracted lockout appears to have been well orchestrated,
with the mills having large inventories before the closures to minimise
the extent of negative impact the action may have on supply.

CEPI data shows that pulp production in Finland rose by 5.6%
in 2004 in comparison to the previous year, and by 2.2% in first
quarter 2005 against previous corresponding period, with CEPI
member’s production rising by 4.2% and 1.5% respectively.

Total Pulp Production for Finland and CEPI Members (kt)

Finland CEPI Total

2003 11 948 37527
2004 12 618 39097
% Change 5.6 4.2
1Q'04 3256 10112
1Q'05 3328 10 267
% Change 2.2 15
Source: CEPI

Much of the increased production was used to build inventories in
preparation for the mill closures, with the result being that companies
that hoped to benefit by the perceived shortage of supply from
Finland during the industrial action were destined to be disappointed.
The closure of the mills would have needed to extend into the third,
or even fourth quarters to have made any significant impact.

With Finland producing approximately 36% of the total supply
from CEPI member countries, the grade with the greatest potential
to impact prices due to the industrial action would have been
coated mechanicals. However, once again, CEPI data indicates a
large increase in production leading into the industrial action.

Main Trading Currencies: 5 Jan ‘05 - 6 Jul ‘05
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The AUD has fallen by 4.2% against the USD since the third week of June.
Reaching the lowest exchange rate since the start of 2005. However,
apart from the CAD, all other major trading currencies shown in the chart
have also lost value against the USD. The Euro has lost almost 10% since
the start of 2005. The NZD has lost 5.0% against the USD mid-June.
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World-19 Producers: Jan ‘99 - Apr ‘05 (kt)
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The World-19 statistics have not reflected the impact of the Finnish
industrial action due to the three-month lag in reporting. Inventories
remained reasonably stable for the third month, rising marginally in April
to be just above 3.5 Mt, however, production was down by 271 kt and
shipments by 259 kt.
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% Change 14.3 103 announcement the company is not expecting to achieve a profit

Source: CEPI

From the table it can be seen that there was an increase
in Finland, as well as by CEPlI members in total, in the
production of coated mechanicals in possible preparation
for the industrial action. Hence, any impact the Finnish strike
may have had on prices would have been reduced by the
intent of the Finnish mills and companies to maintain as far

as possible supply during the dispute.

The FWPU claims to have achieved greater job security for
its members, and any outsourcing of jobs will be subject to
discussions between employers and union representatives.

for the second half of 2004/05.

For the first six months of the financial year CPI achieved
a net profit of AUD2.2M, a positive turnaround from an
operating loss of AUD19.8M for 2003/04. During the first six
months of 2004/05, CPI experience a 5.5% increase in the
volume of sales, however, this level of sales is not expected
to have been achieved in the second half, resulting in an
annual growth in volume of between 4% and 5% against
the previous year.

The reason given for the loss of profit in the second half is a
squeeze in margins, with some supplier mills increasing prices.
CPI has acknowledged it has unable to pass on all the changes,
resulting in the internalisation of a proportion of the price

PIX Packaging Indexes: 7 Jan ‘04 - 12 Jul ‘05 (EUR/t)
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European benchmark PIX packaging prices all continue to trend south
for the second month running. Benchmark kraftliner prices have been
declining since mid-February, and are at their lowest point in mid-July
for fifteen months. Tesliner and recycled fluting benchmark prices are at
their lowest levels (EUR328.52 and EUR286.93/t respectively) for more

than eighteen months.

PIX Paper Indexes: 3 Aug ‘99 - 12 Jul ‘05 (EUR/t)
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Despite the announced price rises and the Finnish stoppage, the trends
of European PIX benchmark paper prices are all down since mid-June.
CWEF 100 gsm Reels experienced the largest decline, faling EUR6.38/t,
with LWC 60 gsm Offset Reels and A4 B-grade copy paper down by
EUR4.34/t and EUR3.71/t respectively. Newsprint was also down slightly,
slipping EUR1.44/t.

IndustryEdge
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increases. CPI has had to renegotiated lower buy prices in an
effort to resuscitate its margins from the current squeeze.

PuLp Prices Mixep

For the first time in over two years the PIX NBSK has fallen below
PIX BHKP. From the start of May 2005, NBSK has fallen 5.5%
(USD34.75/t) in comparison to 0.7% (USD3.91/t) for BHKP.
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The prognosis for pulp prices in the short-term is harder than
normal to call.

The third quarter is historically a quieter period for pulp demand.
However, with the finalisation of the Finnish industrial action, rather
than a rush to replace depleted stocks, there appears to be a slow
recovery. As a consequence, there has been no demand impact to
change the downward trend of the NBSK market price.

While softwood prices weaken, Chinese buyers are not expected
to re-enter the market. However, with new paper machines being
commissioned, pulp demand in China is expected to improve.
The issue for traders is whether the potential increased demand in
China will be sufficient to offset lack lustre demand in other parts of
the world. As a result, if Chinese demand does redress the decline
in softwood pulp prices, the effect may be short lived and is likely
to realign the softwood and hardwood prices.

Hardwood pulp prices have been more resilient to any weakening
in demand, with the trend not likely to change in the immediate
future with the ten week closure of the 465 ktpa Kiani Kertas.

The closure of the 685 ktpa Valdivia pulpmill by Arauco (for
how long is uncertain) will reduce supply of both hardwood
and softwood. The company claims the mill does not have a
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Provisional exports of newsprint from New Zealand for year ending March
2005 are only 3 kt below the record for year ending March 1993. However,
the NZDFob/t export price has accelerated its rate of decline for the fourth
consecutive, principally due to the strengthening of the NZD. The provisional
average weighted export price for Y/E March 2005 was NZDFob827/t.

Page 10

With the upgrades of both Kinleith and Whakatane now well over twelve
months old, provisional exports of other paper and paperboard pushed up
toreach a new peak of 343 kt for year ending March 2005, a rise of 31% over
the previous year. The provisional weighted average export price reversed
the trend for the previous three years, rising by 8% to NZDFob797/t.







Grade Specification Weight | Form Monthly Prices 12 months
(gsm) Current Previous ago
Printing & Communication
Newsprint Norske Skog Announced Price 45 Reels $ 956 $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 $1 600 $1 600 $1 580
] LWC (Finland) 65 Reels $1 650 $1 650 $1 580
Coated Mechanicals -
MWC (Finland) 80 Reels $1 600 $1 600 $1 650
Local Acclaim Lick-coated Offset 54 -60 | Reels $1 500 $1 500 $1 430
2/S A2 Art (Local, flagged) 100 Reels $1 770 $1770 $1 680
Ditto (Europe/Japan) 100 Reels $1 770 $1 770 $1 680
Ditto (Korea/Indonesian) 100 Reels $1 725 $1725 $1 630
Coated Woodfree
2/S A2 Art (Local, flagged) 150 Sheets $1 915 $1 890 $1 800
Ditto (Europe/Japan) 150 Sheets $1 915 $1 915 $1 800
Ditto (Korea/Indonesian) 150 Sheets $1 880 $1 875 $1 730
Local 80 Reels $1770 $1770 $1720
Asian/Brazil Offset equivalent 80 Reels $1 770 $1 770 $1 770
Uncoated Woodfree
Local 80 Sheets $1 900 $1 910 $1 770
Asian/Brazil Offset equivalent 80 Sheets $1 900 $1 900 $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 $1811 $1 670 $1 850
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 $1311 $1311 $1311
Pearl Kote® Ctd Kft Back 356um+ | Reels $1 340 $1 340 $1 500
Pearl Kote® Ctd Kft Back 457um+ | Reels $1 325 $1 325 $1 480
Aqua Kote® Ctd Kft Back 508um+ | Reels $1 475 $1 505 $1 605
Kraftliner 200 Reels $ 907 $ 905 $885
) ] Testliner 150 Reels $791 $ 787 $ 760
Container Materials -
Unbleached Kraftliner (US East) 42 b Reels USD $380 | USD $410 USD $440
Semi-chemical Medium (US East) 26 |b Reels USD $340 | USD $370 USD $413
Semi extensible 70/80 Reels $1 314 $1 305 $1 298
Sack kraft
Flat Sack Brown 80 Reels $1 282 $1 270 $1 252
Fibre Resource
ONP - No 8 De-inking Australia into Asia $ 133 $ 135 $ 132
ONP - No 8 De-inking USA into Asia USD $150 | USD $153 USD $145
Wastepaper — - -
ONP - No 8 De-inking Japan into Asia USD $135 | USD $140 USD $123
ONP - No 8 De-inking Europe into Asia USD $130 | USD $137 UsD $127
Pul NBSK Landed Bales USD $590 | USD $650 USD $668
ulp
Bleached Eucalypt Landed Bales USD $600 | USD $600 USD $587
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