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STATE OF THE INDUSTRY

., TWO YEARS OF PRICE DECREASES FOLLOWED
BY 2 QUICK PRICE INCREASES I N 2010

, IS SUPPLY REALLY UNDER CONTROL?
BLACK LIQUOR CREDITS EXPIRING

, US DOLLAR WEEK ALLOWING FOR MILLS
TO EXPORT A SIGNIFICANT TONNAGE

EXCESS CONVERTING CAPACITY
MATERIAL MARGINS INCREASED IN 2009
PROFITS GENERALLY HIGHER IN 2009

A GENERAL TIGHTENING OF MILL CREDIT IS
BEING PLANNED FOR 2010

IS THIS THE YEAR FOR CONSOLIDATION?
WILL PRICE INCREASES STICK?
CAN THEY BE PASSED ALONG?
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BASIC PREMISES

THE ONLY WAYS TO BE PROFITABLE IN
THE LONG RUN ARE ¢ .

I BE THE LOW COST PRODUCER IN YOUR
MARKET

I DOMINATE NICHE MARKETS

IN THE SHORT RUN

I GET MORE UNITS PER HOUR FROM EVERY
MACHINE CENTER

I SELL ALL YOUR AVAILABLE MACHINE
CENTER TIME

I MEASURE ACTIVITY CONSISTENTLY AND
OBJECTIVELY AND TIE INTO COMPANY
BOOKS AND RECORDS
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Hierarchy of Company Needs

, 1T SALES AND MARKETING

., I'T EFFICIENT PRODUCTION

, T MEASUREMENTS
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Dollars and Sense of Corrugated

. Replacement for school for financial
managers and controllers

. More conceptual in nature
. Focus on measurements

. Designed to get all key managers onthe
Nsame pageo.

Klingher Nadler LLP



Topics of Discussion

THE BASIC ECONOMICS OF PAPER AND
CORRUGATED

UNDERSTANDING FINANCIAL INFORMATION
FINANCIAL REPORTING FOR THE BOX INDUSTRY
The FUNDAMENTALS OF COSTING

BUDGETTING AND BENCHMARKING

BUSINESS PERFORMANCE MEASUREMENT
WASTE CONTROL THEORY AND PRACTICE

BANKING, FINANCING AND JUSTIFYING
EQUIPMENT ACQUISITIONS

INCENTIVE COMPENSATION PROGRAMS
DEALING WITH INSOLVENT CUSTOMERS
MERGERS AND ACQUISITIONS

10 STEPS TO PROFITABILITY
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THE BASIC ECONOMICS
OF PAPER AND

CORRUGATED
, BOUGHT BY THE TON
, SOLD BY THE SQUARE FOOT
, BOARD COMBINATIONS
, BASIS WEIGHTS
., ANALYZING PRICE CHANGES
I SHEET PRICING

I BOX PRICING
I CUSTOMER CONTRACTS
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BASIS WEIGHT

TAKE UP FACTOR

STANDARD TAKE UP FACTORS

AICC'S "DOLLARS AND SENSE OF CORRUGATED"
MATERIAL ANALYSIS

WEIGHT OF BOARD EXPRESSED IN POUNDS PER THOUSAND SQUARE FEET

IE - A BASIS WEIGHT OF 120 MEANS THAT THE BOARD WEIGHT IS 120 POUNDS PER THOUSAND
SQUARE FEET

THE AMOUNT OF ADDITIONAL "MEDIUM" BOARD THAT IS USED DUE TO THE SIZE OF THE FLUTE

NEW MACHINE OLDER MACHINE

B FLUTE 1.35/1 1.40/1
C FLUTE 1.45/1 1.51/1
E FLUTE 1.25/1 1.29/1

STANDARD BOARD COMBINATIONS LINER MEDIUM INSIDE LINER BASIS WEIGHT (C FLUTE)
200# TEST 424 26# OR 23# (42+42+(1.45*26)) 121.7
ECT 32 35¢# 234 (35+35+(1.45*26) 107.7
275# TEST 69# 26# OR 23# (69+69+(1.45*26)) 175.7
ECT 44 57# 26# OR 23# (57+57+(1.45*26)) 151.7
275# DOUBLE WALL 424 26# OR 23# 264 (42+26+42+(1.45*26%  185.4
ECT 48 DOUBLE WALL 35# 234 26# (35+26+35+(11.45*23  162.7
3504 DOUBLE WALL 424 264 424 (42+42+42+(1.45*26%  201.4
ECT 51 DOUBLE WALL 35# 234 35# (35+35+35+(1.45*23%  171.7

CONVERTING FOOTAGE
TO TONNAGE

MSF TIMES BASIS WEIGHT DIVIDED BY 2000

A PLANT THAT PRODUCES 80,000 MSF OF BOARD WITH AN AVERAGE BASIS WEIGHT OF
140 POUNDS PER THOUSAND SQUARE FEET WILL CONSUME 5600 TONS OF PAPER

(80,000 * 140 /2,000)



AICC'S "DOLLARS AND SENSE OF CORRUGATED"
GROUP EXERCISE IN MATERIAL COSTS

QUESTIONS FOR THE GROUP

1

THE PUBLISHED PRICE OFLINER BOARD IS $400/TON

YOUR PLANTS AVERAGE BASIS WEIGHT IS 130

THE PUBLISHED PRICE OF LINER BOARD DROPS $40 PER TON

YOU HAVE A CUSTOMER CONTRACT THAT SAYS THAT THE PRICE OF YOUR BOXES WILL DROP 65% OF THE PERCENTAGE
OF THE DROP IN THE PUBLISHED PRICE OF LINER BOARD

CURRENT AVERAGE SALES PRICE PER MSF WITH THAT CUSTOMER IS $60 PER MSF

WILL THIS POSITIVELY OR NEGATIVELY IMPACT YOUR COMPANY?
WHAT WOULD THE EFFECT BE IF THE AVERAGE BASIS WEIGHT WAS HIGHER OR LOWER?

THE SAME FACTS AS ABOVE EXCEPT THAT YOU ARE A SHEET PLANT AND YOUR MAIN SHEET SUPPLIER HAS SENT YOU
A NOTICE SAYING THAT THEY WILL DROP YOUR SHEET PRICES BY 5%. AVERAGE SHEET COST FROM THIS SUPPLIER IS
$35 PER MSF

IS THIS A FAIR PRICE DROP?
WHAT WOULD YOUR ANSWER BE AT A BASIS WEIGHT OF 110 OR 150

HOW WOULD YOU ANSWER THESE QUESTIONS IF LINER BOARD WENT UP $40 PER TON



AICC'S "DOLLARS AND SENSE OF CORRUGATED"
GROUP EXERCISE IN MATERIAL COSTS
SAMPLE SOLUTION
BOARD INCREASE

PERCENTAGE INCREASE IN PRICE OF LINER - $40/$400 = 10%
PERCENTAGE INCREASE IN BOXPRICES = 65% * 10% = 6.5%
POERCENTAGE INCREASE IN SHEET PRICES 5%

130#/MSF 110#/MSF 150#/MSF
DOLLAR INCREASE IN BOARD PERTON  $ 40.00 $ 40.00 $ 40.00
AVERAGE BASIS WEIGHT MULTIPLY  130.00 110.00  150.00
TONS CONVERSION DIVIDE  2,000.00 2,000.00 2,000.00
CHANGE IN COST PER MSF $ 2.60 $ 220 $ 3.00
QUESTION 1 - EFFECT ON BOX PRICES
INCREASE IN COST OF BOARD PER MSF  $  (2.60) $ (2.20) $ (3.00)
INCREASE IN PRICE OF BOXES PER MSF
(6.5% TIME $60) $ 3.90 $ 390 $ 3.90
$ 1.30 $ 170 $ 0.90

QUESTION 2 - EFFECT ON SHEET PRICES

220 $ 3.00
(1.75) $ (L.75)

INCREASE IN MATERIAL COST PER MSF $ 260
INCREASE IN SHEET PRICES PER MSF $ (175

A

$ 0.85 $ 045 $ 125




FINANCIAL REPORTING

., TRADITIONAL FINANCIAL
REPORTING

I BALANCE SHEET

I INCOME STATEMENT CLASSIC
FORMAT

I STATEMENT OF CASH FLOWS

I SUPPLEMENTARY SCHEDULES OF
EXPENSE DETAILS

I COMPARISONS TO PRIOR YEAR AND
TO BUDGET
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CLASSIC INCOME STATEMENT

ABC SHEET PLANT, INC.

INCOME STATEMENT
SAMPLE INCOME STATEMENT SUITABLE FOR EXTERNAL REPORTING
For the years ended December 31,

2009 2010
% OF % OF
SALES SALES
Net Sales $25,476,093 100.00% $31,144,668 100.00%
Cost of goods sold 19,540,760 76.70% 23,533,560 75.56%
Gross Profit 5,935,333 23.30% 7,611,108 24.44%
Operating expenses
Shipping, delivery and warehouse 1,946,595 7.64% 2,159,675 6.93%
Selling 2,082,359 8.17% 2,287,186 7.34%
Administrative 1,124,597 4.41% 1,230,106 3.95%
5,153,550 20.23% 5,676,967 18.23%
Operating Income 781,783 3.07% 1,934,141 6.21%
Other expense
Interest 765,943 3.01% 773,000 2.48%
Loss on sale of assets 2,538 0.01% 71,715 0.23%
768,481 3.02% 844,715 2.71%
Net Income (loss) $ 13,302 0.05% $ 1,089,426 3.50%




Historical Income Statement

. Bottom Line Scorecard

. Sales COGS = Gross Profit
| Fixed and variable overhead lumped together
I Lines of business not segregated

. Gross Profift Operating Expenses =
Operating Income

. Operating Incomé Other income and
expensé Provision for taxes = net income
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