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INTRODUCTION:
Over recent years in my Address to Shareholders at our Annual General Meeting, I
have reported on the negative impacts of the difficult external economic environment
on PaperlinX. While this environment has yet to improve and provide real sustained
support, we are now seeing a flow through of benefits from the positive initiatives
taken in our businesses over the past few years. These initiatives and activities are
providing real benefits to our underlying earnings which we anticipate will continue to
accrue in the years ahead.

Although the external environment has continued to provide many cost and pricing
challenges, we have been able to mitigate some of the impacts of these through
internal productivity gains. However, cost pressures have remained significant. As
an example, our paper manufacturing business has had to absorb some $22 million
in higher pulp costs alone in 2007.

The business did this and still, pleasingly,

delivered an improvement in earnings.

Our focus in 2007 was to continue to grow our underlying earnings and in 2008 we
will again focus on further improving underlying profitability.

A number of key

projects which have required significant investment will begin to deliver returns in
2009, in particular, our key pulp mill project which I will comment on later.

Today I plan to cover:
•

The results for the year ended 30 June 2007

•

Progress on our strategic initiatives

•

Paper Manufacturing and the pulp mill upgrade

•

Future growth prospects for the Group

•

Board succession planning

•

The results for the September Quarter.
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2007 YEAR IN REVIEW:
As reported, 2007 saw an improvement in reported profitability at all levels. Earnings
before interest and tax was up 22% to $186 million, profit after tax was also up 22%
to $80 million and earnings per share after SPS distributions was up 12% to 14
cents. This improvement in earnings per share allowed directors to increase the total
dividend for the year by 10%.

Pleasingly our underlying operating earnings grew 26% to $198 million. This reflects
the growing benefits being generated within the Company from a range of strategic
initiatives commenced up to 2 years ago.

Paper Merchanting again improved earnings before interest and tax which was up
9% to $205 million. Paper demand in our key European market was mixed, although
prices were generally higher.

The return on funds employed from Merchanting

improved to 11.9% which was complemented by an improved working capital to
sales ratio. This measure reflects how efficiently we are using the funds tied up in
the business.

Paper Manufacturing continues to face difficult external conditions with an increasing
Australian dollar against the US dollar and higher input costs. For us the higher
dollar adversely impacts the price of imported paper in Australia against which we
must compete. I mentioned earlier the impact of the higher cost of pulp we import
which is a major negative for Australian Paper. From a positive point of view, the
higher cost of pulp confirms the importance of the upgrade of our pulp manufacturing
capacity at our Maryvale Mill in Victoria. However, despite these headwinds, Paper
Manufacturing was able to deliver increased operating earnings of $10 million with
underlying operating earnings of $21 million for the year.

These results reflect

productivity improvements and improved production efficiencies, along with the
benefits of the successful PaperlinX Office consolidation and the closure of 2 paper
machines at our Shoalhaven Mill.

STRATEGIC INITIATIVES:
The financial benefits of the strategic initiatives underway across the PaperlinX
Group totalled some $41 million in 2007. This is ahead of our plan and reflects the
focussed approach of management and the dedication and commitment to
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improvement at all levels of the organisation. Our ability to generate these benefits is
a key element to sustained growth and to mitigate the negative impacts of the
external environment. Although we will continue to invest we expect to see only
modest additional net benefits flowing to our reported operating earnings in 2008.
We are however confident of delivering in excess of the current target of $100 million
net increment by 30 June 2009 although much work is still needed to achieve this
result.

PAPER MANUFACTURING/PULP MILL UPGRADE:
In recent years we have commented frequently on the challenging external market
and on the economic conditions that have been difficult for our paper manufacturing
business in Australia. As a result of these factors we have seen a considerable
deterioration of earnings in this business.

This decline in earnings has been

ameliorated to some extent by the very positive actions being taken within the
business in areas over which we have some control.

The results from Paper

Manufacturing are generally more volatile than those from Paper Merchanting due
largely to their much higher levels of fixed costs – a factor we recognised when we
decided some years ago to expand and grow our Paper Merchanting platform. In
spite of the negative headwinds we are pleased to have reported that the underlying
earnings from Paper Manufacturing have shown some recovery. This improvement
has resulted from the innovative activities implemented by our people at all levels
and a positive focus and purpose by management and employees.

An important project which is progressing is the upgrade of the pulp capacity at
Maryvale. This is a complex project impacting many areas of the mill. A major shut
of the total mill complex was completed in the June/July 2007 period and two

further major shuts are scheduled before the project is completed. Completion is
anticipated by the end of this financial year. To date some 90% of the material costs
and over 40% of the labour cost has been spent or committed. As we reported in
August, the cost of this project is now expected to be higher than the original
estimate due largely to higher material costs and the tight labour market in Australia.
This escalation has become an issue for virtually all major projects currently being
undertaken in Australia and management is committed to successfully completing the
project.
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We are confident that the long term returns from this project will be in line with our
expectations and in fact the short term benefits to be realised from 2009 will be
above expectations due to the higher cost of the imported pulp that this project will
replace.

GROWTH IN THE FUTURE:
PaperlinX has a unique position in the global paper industry that has been built up
over the past seven years. We are the largest global paper merchant and a key
customer of most major fine paper producers.

This position provides us with

opportunities to add value for our shareholders by further growing this distribution
platform. Tom will talk later about how we create value in Paper Merchanting and
what are the opportunities to grow and expand this business area in the future. Any
actions we may take will be undertaken with the same disciplines we have adhered
to previously and any acquisitions will need to meet the Group’s acquisition criteria.

BOARD SUCCESSION:
As previously indicated, the Board has agreed that we will implement a measured
succession plan which will allow an orderly transition of the Board to avoid having too
many directors retire at the one time.

We commenced this process with the

appointment of Jim Hall to our board earlier in the year. Jim has a solid financial and
commercial background and we are pleased that we have attracted a director of
Jim’s calibre to PaperlinX. As part of this process I advise that David Walsh will retire
from the Board on 31 December, 2007. I pay tribute to the contribution that David
has made over recent years and thank
him for his advice and counsel. We will continue this process of appointment and
retirement in the year ahead.

SEPTEMBER QUARTER RESULTS AND OULOOK:
As I have indicated, the overall economic conditions remain challenging for our
manufacturing business. The continual rise in the Australian dollar versus the US
dollar is adversely impacting Australian selling prices, while we face increased pulp
and fuel costs which lead to higher manufacturing input costs. In addition paper
sales volumes are experiencing some weakness due to markets being soft in our key
areas.
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For the September 2007 Quarter, the results in local currencies for all merchanting
regions are ahead of or in line with the prior corresponding period. However, due to
the strong Australian dollar versus other major currencies, the translated results for
merchanting are slightly behind the prior year.

As a consequence of the above factors, our overall results for the Quarter are down
on the corresponding period last year. If these external conditions continue, they will
have a negative impact on our results for both the half year and the full year.
However they will be ameliorated to some extent by the benefits of our internal
strategic initiatives and gains we may realise through our ongoing sales of non
strategic assets.

Beyond this financial year we anticipate that our underlying results will strengthen
due to the reduction in one off costs and the increase in benefits from strategic
initiatives.

CONCLUSION :
On behalf of the Board I thank our management and our employees for their
continuing commitment and their substantial effort. Unfortunately our results do not
immediately reflect the benefits of these efforts but we are certain that they will
underpin growth in earnings in future years.

I also thank my fellow directors and our shareholders for their support and the Board
looks forward to working with our stakeholders in the year ahead.

David E Meiklejohn
Chairman
25 October 2007
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Address given by the
Managing Director of PaperlinX Limited
Thomas P Park, at the
Annual General Meeting in
Sydney, Australia on
25 October 2007

INTRODUCTION:
As the Chairman has stated, the paper market is difficult, and our Australian
operations have been particularly affected by global paper industry issues magnified
by a rising Australian dollar. This places enormous pressure on our manufacturing
results and on PaperlinX as a whole.

Our response as a company has been to actively identify and take the decisions in
the areas that we can control to improve profits and returns.

Many of these decisions are reflected in this list of Strategic Initiatives from across
our company.

Behind these initiatives are commitments to invest in areas of

competitive advantage such as the Maryvale Pulp Mill upgrade that leverages our
available source of fibre, to share best practice across the group as reflected in the
successful roll-out of The Delivery Company which integrates our logistics networks
across the UK, and to build in market scale as reflected by our acquisitions in
Canada and Italy.

Equally, we have prudently exited businesses where we do not see the potential to
achieve acceptable returns such as merchanting in France, Portugal, Finland or
manufacturing on Shoalhaven Number 1 and 2 machines.

We are pleased to recognise that as we see it today there is a potential initiatives to
deliver up to $120 million incremental earnings benefit in 2009 versus the 2005 base
year, or $20 million above our previous estimate. There are still two major shuts to
complete on the pulp mill upgrade and an enormous amount of work to do across the
company to deliver on these targets, but progress is good to date.
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This accomplishment will be of great importance to our future earnings, financial
ratios, and potential to continue to pursue our destiny in merchanting.

And though my commentary so far has been about PaperlinX as a whole, I would
now like to also address two separate questions often asked about our two business
streams:
Will you be able to restore manufacturing to a position where its returns exceed its
cost of capital?
And
How do you make money as a global merchant?
This chart was provided previously to show the steps we are taking to restore our
Australian Paper business to improved profitability.

From a base earnings level that has been severely depressed by the combined
impact of the rising A$, reduced pricing and rising input costs, we see a series of
actions that are now rebuilding profits despite the negative headwinds.

As the Chairman mentioned, despite the rising A$ last year and an increase of $26
million in rising pulp and fuel costs, Australian Paper doubled underlying earnings
from $10 to $21 million. Part of this improvement was from the initial benefits from
the M1 upgrade to make a high quality semi-extensible sack kraft paper, from the
integration of three businesses into a single PaperlinX Office group and from the
removal of unprofitable export sales as we closed Shoalhaven 1 and 2 paper
machines.

We have also recently announced a reduction of one shift at Wesley

Vale. Operational efficiencies also improved during the year, though there is still a
way to go in this area.

The Pulp Mill upgrade, which will replace 80,000 t of imported pulp with an increase
in our level of self manufacture, and the woodyard upgrade will further improve
profits, returns and product quality while improving environmental performance at the
same time. These upgrades will be operational for the 2009 financial year.

So this programme is well underway, we are already seeing benefits from past
decisions, and the benefits from our major Pulp Mill investment will be seen in 2009.
From this platform, with some help from tighter capacity utilisation around the world
as a result of capacity closures or increases in demand, and a pull back on the
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Australian dollar, we can see Australian Paper achieving its cost of capital which will
be of real incremental benefit to returns for PaperlinX from current levels.

Today I also want to answer the question “How do you make money as a global
paper merchant?” I will briefly explain the unique PaperlinX merchanting model,
provide some metrics on our progression, and isolate out the shareholder value
created. This is best reflected in the steady growth to 11.9% return on average funds
employed and the 29% compound annual growth in earnings per share from 2000 to
2007 for our merchanting business.

From a small regional merchant position in 2000, PaperlinX has grown through
acquisitions to become the largest global fine paper merchant with 36 merchant
businesses operating across 27 countries.

Our acquisition criteria have been openly stated and adhered to, providing discipline
and rigor to our approach and clarity of expectations to those quality merchants who
can enhance our model and whom we seek to transact with.

The key criteria are to be earnings per share accretive in the first year, to achieve a
15% return on our investment in the business by year 3, and to acquire businesses
with high quality management.
Acquisitions to date have created the global platform you can see on this slide.

This one page lays out our merchanting model, with examples of where value is
created from acquisition, through the expansion of in-market scale, and where we
build further benefits from our global alignment.

At the time of acquisition, all the value of the acquired business is in the existing
customers and customer relationships. These relationships have been built up over
years, and often through previous expansions of the acquired company.

A core belief in our model is to recognise and respect these relationships, to
understand the uniqueness of various business models and value propositions, and
not to enforce a one-size fits all approach around the world.
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Equally, our Core Operating Principles provide guidance for all of our people and
businesses in their decision making, and a set of challenges that are relevant to any
business model.

I first presented this set of Principles to you at the AGM three years ago, and they
have served us well since then.

We have improved our alignment as a company behind these statements, and when
you review our strategic initiatives or performance measures you will see the Core
Operating Principles behind all that we do.

As we build scale, either organically or through acquisition, within the merchant
market and eventually within the total market in a region or a country, several
opportunities present themselves to us.

The first is the opportunity to select, train or recruit the best people as the business
grows.

With the best people come the best customers as well. Unfortunately, there are also
some customers who would not fit in this category for various reasons, and these are
better picked up by our competitors. But with the best customers we actively look to
build our services, the value we can add, and our fundamental relationship.

And this also attracts the best suppliers who want to partner in efficiently satisfying
the customer’s needs.

So, as we build in-market scale, we do not expect to build pricing leverage, but we
can build competitive advantage through our own activities.

Additionally, as we build in-market scale we have the opportunity to realise
improvements in our back-office activities to better support the often separate and
unique value propositions we provide our customers in the market.

In Australia, Daltons and Spicers have different identities, ranges and value
propositions, but they are supported by a shared logistics, IT and back office
structure. This logistics model is being rolled out in the UK where we have three

Page 4/9

great merchants and the opportunity to integrate logistics within The Delivery
Company to provide enhanced, but still unique, service offerings to our customers.

IT integrations also facilitate a simplification of the back office, visibility and reduction
of inventory holdings across multiple sites, and opportunities to improve management
information.

And the cost and service can all be improved as we move forward, but the key is to
better support our fundamental customer relationships.

Consistently, PaperlinX has seen the benefit of expenses in merchanting running
below inflation and expense to sales ratios declining. Since 2004 our merchanting
expense to sales ratio has improved by 6%, as efficiency and service are improved.

As a merchant strengthens customer relationships, consolidates back office
capabilities, and develops a healthy financial position, there are also opportunities to
build off this customer and service base into complementary and often higher value
adding segments such as Sign and Display, graphics and industrial packaging.

Each segment requires unique products and skills, and in many cases we have
gained new business and these unique skills from acquired businesses.

The

challenge is to support what we have and to transfer knowledge and skill across the
group for everyone’s benefit.

These value adding businesses have grown to around $800 million, or 10%, of our
total revenue in 2007.

Portfolio management also contributes to the building of in-market scale, and in some
cases the exiting of positions where we do not have sufficient presence to adequately
compete.

A summary of businesses acquired or divested in recent years is listed here. Recent
exits include France and Finland, while we have recently built scale through
acquisitions in Italy and Canada.
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So within the measurable merchant market, which is a sub-set of the total paper
market, we have followed our Core Operating Principle of “Strengthen then build off
existing business platforms” to build in-market scale.

This chart shows that in 2004, 74% of our merchant revenue was in countries where
we held over 20% of the merchant market. In the past three years this has grown to
85% of revenue in 2007 with a commensurate decline in our smaller positions to only
15% of revenues.

From all the reasons I have described, there is a healthy correlation between inmarket scale of over 20% and a higher return on average funds employed.

But that is not the end of the story or the limit of the PaperlinX model, because we do
also build real value in our regional positions from our global platform. Unlike the
value inherent in customer relationships at the time of acquisition, there is minimal if
any value initially from the global platform – it needs to be built piece by piece.

And it needs to be built in ways that enhance our in-market offerings and customer
relationships, not detract from them. This is a constant challenge for our local and
central people to effectively address.

Common operating principles, training,

functional affinity groups, key performance indicators, policies, and ultimately
common values all support our evolution and desire to embrace the model for the
benefit of our local customer base, our suppliers and increasingly for a global
customer base.

On this one slide I have reflected several hard earned improvements derived from
our global platform.
On the policy side, we seek to minimise the number, but fully support the global
policies that drive our results.

Balance sheet items are very important to a merchant to both reduce risk and
improve returns. PaperlinX Merchanting has a debtor book of around $1.4 billion so
a reduction in debtor days, or the money owed to us by our customers, is very
important to us, as is inventory management. The improvements shown here reflect
adherence to common policies and sharing of best practice. As is the improvement
in our safety performance, reflected here in the reduction in the lost time injury
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frequency rate by 51% as common beliefs and practices are brought into acquired
companies.

Our brand growth also reflects our customer’s trust and reliance on our consistent
product offerings. We target and have achieved over 10% annual growth, so our
brands now represent over 26% of total merchant volumes. This is supported by a
global alignment of our marketing leaders, unique and superior value propositions to
our customers and strategic alignment with key suppliers to build markets together.

I have described previously the areas where we have shared best practice across the
group to achieve operational excellence, and that these initiatives will deliver over
$50 million incremental benefit in merchanting versus the 2005 year in 2009.

A heavy investment in training is consistent with our operating principles and helps
people better understand each other to bridge the geographical divides. Our senior
training has focussed on leadership and creating economic profit, while a terrific new
sales training programme is improving our skills to develop value propositions for our
customers, consistent with their unique needs as opposed to just discussing price.

We are increasingly working with a few strategic suppliers to take costs out of the
system, build ideas and unique products to better satisfy emerging customer needs,
and align our teams in directions that will create value for both parties.

Our global footprint, alignment with strategic suppliers, and knowledge of emerging
needs is attracting global end users to work with us so they can better present their
common image to the market, provide superior environmental or service options, and
gain visibility of paper usage across borders. This is an exciting and emerging area
for PaperlinX.

So that is the PaperlinX model to create value for customers, suppliers and our
shareholders.

Over the past seven years that model has provided a 29% compound growth in
earnings per share if our merchanting business was viewed separately.
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Our economic profit from merchanting is quite positive as the return on average
funds employed is comfortably above our cost of capital and is growing. In 2004 our
return on average funds employed was 10.5% and in 2007 this was up to 11.9% on a
bigger business. Growth in the business base, improved mix, benefits of in-market
scale and working capital management improvements have all contributed to this
improvement during a very difficult period for the global paper industry.

In the process our alignment, our skills and our supplier and customer relationships
have strengthened, providing the platform to drive forward to our targeted 15% return
on average funds employed across the merchant group.

Though our global scale is adequate, there are regions where further expansion or
acquisition would be beneficial.

If appropriate, these will be evaluated against

prudent criteria as in the past.

And finally, and of great importance, what helps translate a fairly straightforward
value creation strategy to in-market results is a core belief across PaperlinX that:
Our business is founded upon a respect for the people, customer relationships and
uniqueness of our local businesses,

And a fundamental belief in the value to be added from our global skills, capabilities
and desire to improve.

Our people and our model:
Respect local customer relationships
Leverages global ideas, capabilities and scale; and
Actively seeks collaboration to create ideas and value for PaperlinX as a whole.

So as you can see, merchanting has followed a clear strategy, reflected in the
continued growth in returns from this business. We have also followed a clear path
to improve manufacturing returns to an acceptable level, although external factors
have mitigated the shareholder benefit to date, despite some good work by the
Australian Paper team. But the underlying improvements for both businesses are
real and will provide shareholders with clear upside in the future.
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Supporting these improvements, our strategic initiatives are currently tracking ahead
of previous estimates which is a tribute to the best practice sharing and leadership of
our people across the group.

This internally generated momentum will benefit shareholders in any market
circumstances, though PaperlinX shareholders will see material benefit if this internal
momentum is combined with a stronger US dollar and improved market dynamics,
particularly in Europe.

And finally, I’d like to recognise and compliment my fellow employees for the good
work they are doing in a difficult environment, and join them in looking forward in
seeing the fruits of their labour more fully reflected in shareholder returns.

Thank you.

Thomas P Park
Managing Director
And Chief Executive Officer

25 October 2007
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