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Introduction

– The word paper comes from the ancient Egyptian writing 
material called papyrus, which was woven from papyrus plants. 
Papyrus was produced as early as 3000 BC in Egypt, and in 
ancient Greece and Rome. 

– Paper was invented in Ancient China by Ts'ai Lun in AD 105 

– Global pulp and paper industry dominated by United States, 
Canada, Sweden, Finland and East Asian countries (such as 
Japan)

– Australasia and Latin America also have significant pulp and 
paper industries

– Russia and China expected to be key in the industry's growth 
over the next few years for both demand and supply



General Economic Growth

Source: CPBIS Oct ‘05



Demand in North America Shows 
Little to No Growth

Source: CPBIS Oct ‘05

• 2005 is 3%-4% Below 1999 Peak

• Growth rate projected at 2%-3%



Industry Comparisons
North American sectors that directly drive Pulp & Paper 
demand are projected to be weaker than overall GDP, but 
remain positive

Source: CPBIS Oct ‘05



US Industry Capacity

• Capacity has stabilized
• Demand is still below potential, rising slowly
• Long-term problem with overcapacity

Source: CPBIS Oct ‘05



Capacity is Increasing in 
Low Cost Regions

Source: CPBIS Oct ‘05



Demand in China Showing 
Significant Increase

• 10% annual growth rate
– 6% growth rate in other developing countries

• 50% of world growth
• Majority to be domestically produced
• Future projections remain strong
• Increased domestic 

production in China will 
limit growth of exports 
to China 

• If domestic Chinese 
production increases faster 
than internal demand, 
China could become net 
exporter of low cost 
pulp & paper products

Source: CPBIS Oct ‘05
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North American Imports Increase -
Exports Flat or Decrease

Source: CPBIS Oct ‘05



Boxboard GDP Comparison

Source: CPBIS Oct ‘05

Boxboard growth forecast 
much lower than GDP forecast



Tissue GDP Comparison

Source: CPBIS Oct ‘05

Tissue growth forecast much 
lower than GDP forecast



Newsprint GDP Comparison

Source: CPBIS Oct ‘05

Newsprint forecast shows 
steady decline in growth rates



North America’s Aging 
Asset Base (Machinery)

Cost based 
competition and 
capital rationing 
strategies have 
eroded asset base

Source: CPBIS Oct ‘05



Depreciation Exceeds 
Capital Expenditures

Source: CPBIS Oct ‘05

Capital investments are not 
at a replacement level



Current Debt Ratios Will Make 
Re-Investment Difficult

Pulp & Paper resembles airline 
industry – high debt and high fuel 
costs - limited ability to replace fuel 
inefficient capital equipment

Source: CPBIS Oct ‘05



Industry Challenges

Nature of Business is Subject to Environmentalist Attack
• Emit chemicals into water supplies
• Air pollution
• High energy consumption
• High Water consumption
• Large amount of solid waste
• Deforestation

International Trade Issues
• Capacity in other regions of the world exceeded demand – looking 

to the U.S. to sell at low prices
• Government subsidized expansion in other countries – China
• Free access to foreign markets difficult



– International Paper established in 1898 with merger of 20 US 
paper mills 

– In 1960s, IP began producing paper products internationally, 
diversified into land development, oil and gas, other non-paper 
products

– Diversification into disposable diapers and tissue in 1970s led to 
overcapacity and debt

– The 1980s and 1990s saw more acquisitions in U.S. and Europe

– IP and Union Camp are in the process of merging, will have:
• 22% of US market for writing paper, computer printing, 

photocopying

• 14% market share for container and linerboard

International Paper



• Core products
– Paper

– Packaging

– Forest Products

• $24.1 billion in sales in 2005

• 2nd largest private land owner in US

• Global operations across Europe, Asia, and 
Latin America

International Paper Overview



Top 20 Industry Rankings

Source: CPBIS Oct ‘05

(US $ millions)

2004 2003 Company Country 2004 2003 2004 2003 2004 2003
1 1 International Paper US $25,548 $25,179 ($35) $302 3.9% 3.8%
2 3 Weyerhaeuser US 20,170 17,844 844 13 5.0% 2.4%
3 2 Georgia-Pacific US 19,656 20,255 532 254 5.2% 4.4%
4 5 Store Enso Finland 15,417 13,745 920 165 5.6% 2.1%
5 4 Kimberly-Clark US 15,083 14,348 1,800 1,694 14.2% 14.0%
6 7 Svenska Cellulosa Sweden 12,245 10,562 495 629 4.6% 5.9%
7 6 UPM Finland 12,213 11,234 1,191 415 6.8% 3.8%
8 9 Nippon Unipac Japan 11,030 10,053 224 43 2.4% 1.3%
9 8 Oji Paper Japan 10,917 10,465 289 105 3.0% 2.5%
10 11 Metsaliitto Finland 10,639 9,393 (26) (18) 0.4% 1.3%
11 13 Smurfit-Stone US 8,291 7,722 (46) (197) 2.6% 1.1%
12 14 MeadWestvaco US 8,227 7,553 (349) 18 4.5% 1.9%
13 15 Annglo American (Mondi) UK 6,919 5,628 267 350 6.3% 10.0%
14 12 Boise Cascade US 5,735 4,654 94 (47) 4.7% 2.1%
15 18 Worms France 5,377 4,759 (78) 126 1.4% 5.4%
16 16 Jefferson Smurfit Ireland 5,340 5,359 (115) (76) 3.2% 4.0%
17 17 Amcor Australia 5,305 4,856 187 234 6.9% 6.4%
18 20 Sappi South Africa 4,728 4,299 98 149 3.7% 5.8%
19 31 PaperlinX Australia 4,615 2,364 80 86 4.7% 7.3%
20 19 Asia Pulp & Paper Singapore 4,500 4,550 N/A N/A N/A N/A
21 21 Abitibi C lid t d C d 4 456 3 827 (28) 128 1 0% 4 5%

Rank Net Sales Net Income
Return On Capitol 

Employed



Total Sales vs. Core Products

• Total sales continue to drop but core sales are flat

• Must control cost or diversify product line for future 
growth
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Source: International Paper



Transformation Plan

Source: International Paper



International Paper 
Transforming Plan

Source: International Paper



Improving Key 
Platform Businesses

Source: International Paper



Lowering Energy Costs 
in Manufacturing

Source: International Paper



Logistics Improvement for 
Manufacturing

Source: International Paper



Improving Profits 

Source: International Paper



Streamline the Organization

Source: International Paper



Holding Divestiture and Proceeds

• Eliminate holdings outside of key platform 
businesses over 4 years

• Use proceeds (8-10 Billion) for:
– Debt repayment

– Return value to shareholders

– Selective Reinvestment in growth markets
• Notes: Brazil, China, Russia, and Europe 



Forecasts & Projections

• Industry analysts* project IP will have negative earnings growth
for the Q1/Q2 of ’06, low single digit growth for full year
– Performing at 60% of industry average in ‘06

– Expected rebound next year above industry and S&P averages

– Five year earnings growth projections for IP are only 92% of 
industry average, 57% of S&P average

10.48%10.35%6.54%6.00%Next 5 Years (per annum)

10.00%5.90%17.50%34.90%Next Year

12.20%14.60%4.70%2.80%This Year

9.90%10.40%-11.60%-9.70%Next Qtr.

10.50%-4.60%-40.30%-61.80%Current Qtr.

S&P 500SectorIndustryIPEarnings Forecast 

Source: Yahoo Finance



Recommendations

• Challenges for International Paper:
– Lack of significant growth prospects in existing lines of business

– Markets for IP products are flat or slow-growth, with much lower projections 
compared to GDP growth forecast 

– Threat of lower-cost competition from emerging market countries (China) 

– Higher prices for raw materials and energy put downward pressure on earnings

• International Paper must:
– Continue to reduce costs and debt

– Pursue new markets, specifically Bio-mass fuel 

• Bio-mass fuel will:
– Reduce International Paper energy costs

– Bio-mass fuel opens up substantial growth opportunities over time

– Leverages existing company expertise  



Reduce Production Costs 
• IP has recently 

taken aggressive 
steps to become 
lower cost producer

• Will see better 
returns as lower 
cost facilities allow 
higher margins

• Company has 
low-cost positions 
in U.S., Eastern 
Europe and Brazil, needs to 
continue drive to lower costs

Source: International Paper



Expand Into New Markets 
Bio-Mass Fuel
• Biomass has surpassed hydro-electric power as largest domestic source 

of renewable energy
• Provides over 3% of U.S. total energy consumption  
• Biomass-derived ethanol and biodiesel provide the only renewable 

alternative liquid fuel for transportation
• With oil prices staying 

higher than $50 per barrel, 
bio-mass fuel represents 
substantial long-term 
growth opportunity 

• Recommendation – begin 
ramping up substantial 
R&D efforts

Average Crude Oil Prices 1995-2005
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Current Economic Environment

• 2001-2005 economy saw mild recession, then modest recovery that gained 
strength in last two years

• The FED moved to lower Interest rates as the economy slowed, and is now 
raising rates again as the recovery builds momentum 

• Unemployment rate 
showed steady declines 
in late 90’s, followed by 
modest increase in 
recession, still higher 
than 2000 levels

• Inflation rose pre-
recession, dropped in 
2001-2002, now on the 
rise again 

Source: GSU Economic Forecasting Center
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1.50.40.63.13.22.74.73.63.62.32.6State & Local Purchases 
2.05.26.97.03.90.92.2-1.1-1.0-1.2-2.7Federal Purchases 
6.210.74.63.4-2.713.111.511.613.68.78.0Imports 
6.78.41.8-2.3-5.48.74.32.411.98.410.1Exports 
7.210.38.44.80.40.86.07.61.98.0-3.2Residential Construction 
1.92.2-4.2-17.8-2.36.8-0.45.17.25.76.5Structures 

10.811.93.2-6.2-4.99.412.713.313.810.612Producers Durable Equip. 
5.811.93.9-2.6-7.95.77.89.812.19.310.5Investment
3.63.92.92.72.54.75.15.03.83.42.7Expenditures

3.63.93.21.41.73.84.54.24.03.73.0Final Sales 
Details of Real GDP--% change

3.54.22.71.60.83.74.44.24.53.72.5Real GDP % Change

20052004200320022001200019991998199719961995

GDP and Components 1995-2005

• Growth from 1995-2000, mild recession in 2001, recovery 2002-2005
• Residential construction stronger in post-recession period
• Structures spending has not recovered to level of 1990’s
• Federal purchases dropped in 1995-2000, big increases since 2001
• Only 5 of 10 categories declined in 2001 recession

Source: GSU Economic Forecasting Center



Forecast of Future Changes

• Drive towards lower cost production - needs significant investment & 
relocation away from North American base of Intl. Paper – highlights 
importance of cash from divestiture program

• Increasing capacity in China will limit growth potential

• China may become new low cost competitor as domestic production 
capacity increases  

• Companies will continue to try to remove packaging costs from products to 
increase margins = lower growth for packaging

• Companies will continue to reduce paper consumption by driving higher use 
of electronic documents and paperless workflow systems = lower growth for 
printing paper 

• Intl. Paper must pursue new business opportunities with long-term 
prospects for high revenue and high profit growth = Bio-mass fuels



Macro Impact on Firm and Industry

• Recent trend of solid economic growth in key markets has not 
produced strong growth in Intl. Paper or industry group core 
products

• Soft demand 
+ high fuel costs
+ high cost of raw materials 
+ high debt 
+ higher interest rates 
= difficult for Intl. Paper and competitors to add more fuel 

efficient production capacity
• Strong growth in developing markets is offset by rapid increase in 

production capacity in these same markets  Export growth from 
North America has been flat or in decline - limited export potential



Appendix



Printing and Writing Papers 
GDP Comparison

Source: CPBIS Oct ‘05



Containerboard GDP Comparison

Source: CPBIS Oct ‘05



Market Pulp Size Comparison

Source: CPBIS Oct ‘05


