Forward - Looking Statements
Certain statements contained in this presentation constitute forward-looking statements. The words “anticipate”, “continue”, “estimate”, “expect”,
“may”, “will”, “project”, “should”, “believe” and similar expressions typically are used to identify forward-looking statements. The use of forward-looking statements
reflects our current views and/or expectations with respect to our performance, business and future events, and in this
presentation includes statements relating to: our expectations relating to our business at the Landqart Mill and the Fortress Specialty Cellulose Mill; our expectations
relating to achieving targeted production capacity and cost position at our Fortress Specialty Cellulose Mill; expectations relating to financial performance, EBITDA and
margins; foreign exchange impact on EBITDA and revenues; the state of the dissolving and NBHK pulp markets; expectations regarding future global demand for dissolving
and pulp and textile fibres; and expectations relating to the security papers industry and banknote markets. Forward-looking statements are based on the then-current
expectations, forecasts and assumptions about the business and the industry and markets in which we operate, including: that our orders at the Landqart Mill will be
sustained over the short and long term; there will be no unforeseen delays, disruptions or other market forces negatively affecting our production volumes, sales and
relationships with our customers; that the market conditions for dissolving pulp will follow expected trends; that an economically viable solution will be reached and
implemented relating to the Fortress Global Cellulose Mill; that we will successfully achieve planned sales targets and production cost improvements; that foreign exchange
rates will not vary materially from current levels and have the impact on our financial results as projected by management; that the equipment will operate as expected;
that we will realize significant cost savings from production improvements, cost reduction initiatives and the cogeneration facility; that current depressed dissolving pulp
prices are indicative of unusual market conditions and are not sustainable over the medium to long-term; that demand for viscose staple fiber will continue to grow which
will result in an increased demand for dissolving pulp; that our strategy of diversifying geographical sales mix will assist in mitigating the application of antidumping duties
and reduce our reliance on shipments to China; that the Landqart mill will be successful in securing new orders and operate on a consistent and regular basis; that we will
be able to diversify our customer base; that we will obtain any necessary financing on acceptable terms; and that our operations and strategy will allow us to meet our debt
repayment obligations or that other arrangements will be available to us on favorable terms. Forward-looking statements are not guarantees of future performance and
involve risks, uncertainties and assumptions which are difficult to predict, including, without limitation: that we may experience additional unforeseen delays, financing
difficulties or costs that will impact our projects, operations, financial performance and liquidity; that we will be unable to obtain a solution in respect of the Fortress Global
Cellulose Mill on terms satisfactory to us, or at all; that our dissolving pulp operations and cogeneration plant will not be successful or profitable and will not meet
anticipated production capacities, efficiencies, utilization rates, cost structure and sales volumes; and those risks relating to our reputation, competition, changes in the
market, potential downturns in economic conditions, dependence on major customers, fluctuations in the price and supply of raw materials, foreign exchange fluctuations,
labour, regulatory requirements and other risk factors listed from time to time in our filings with the Canadian securities regulatory authorities which are available on
SEDAR at www.sedar.com. These risks, as well as others, could cause actual results and events to differ materially from those anticipated in such forward-looking
statements. Accordingly, readers should not place undue reliance on forward-looking statements and information, which are qualified in their entirety by this cautionary
statement. These statements speak only as of the date of this presentation and we do not undertake any obligations to update such forward-looking statements, except as
required by applicable securities law.
When we disclose production costs in this presentation, such costs are based on a variety of factors and inputs which may not be comparable to similar types of costs
disclosed by other companies. All financial information presented herein is qualified in its entirety by, and should be read in conjunction with our audited and unaudited
financial statements and management’s discussion and analysis which are available on SEDAR at www.sedar.com.
Market and industry data contained in this presentation is based upon information, surveys or studies conducted by independent third parties and
independent industry or general publications and our knowledge of, and experience in, the markets in which we operate. We have no reason to believe
that such information is false or misleading in any material respect, however market and industry data is subject to variation and cannot be verified
with complete certainty due to limits on the availability and reliability of raw data, the voluntary nature of the data gathering process and other
limitations and uncertainties inherent in any statistical survey. This information has not been independently verified by us or any of our respective
directors, officers or representatives and no representation is given as to the accuracy of any of the data from third party sources referred to in this
presentation.

2

•

•

•

Premier manufacturer and operator in two distinct global
business segments: Dissolving Pulp and Security Papers

Diverse businesses with favorable end-market fundamentals

Dissolving Pulp Segment (“DP”) serves Viscose
Staple Fibre ("VSF") and rayon filament markets
• Fortress Specialty Cellulose ("FSC") ~ 200,000 ADMT mill located in

•

•
•
•

Sales Mix By Segment, LTM 3Q15

Canada
24 megawatt cogeneration power facility supplies renewable energy
to Hydro Quebec

Security Papers Segment produces banknote,
passport & visa papers
• Landqart’s 10,000 tonne mill located in Switzerland
• Diverse international customers in Europe, Americas, Africa and Asia
$380 million of upgrades and expansion since 2007**
Consolidated sales of over $307 million as of LTM September
30, 2015

All figures expressed in Canadian dollars
All figures in metric tonnes or air dried metric tonnes (ADMT)
*Last Twelve Months at Q3 2015
**Excluding divestures and FGC
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Target niche
investments
through unique
opportunities
Ability to scale
businesses and
mobilize resources
efficiently

Expansion
opportunities in
high-barrier to
entry products &
markets is key

Focused on cyclical
long-term
investments

Dissolving Pulp
&
Security Papers

Proven track record
of improving
operational
performance

Entrepreneurial
operating team
focused on
building value in
core businesses

Invest in attractive
undervalued assets
to drive favorable
overall returns

Experienced in
complex corporate
and government
negotiations &
financings

4

Attractive portfolio of high quality businesses with improving
end-market fundamentals
Strengthening sales outlook supported by strong backlog of
order activity

EBITDA margins anticipated to benefit from improving cost
structure in each operation
Cash flow generation provides opportunity for disciplined
investment and balance sheet improvement
Strong operating and financial teams with significant shareholder
alignment (insiders own ~18% of shares outstanding)
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Dissolving pulp production capacity,
~200,000 ADMT/yr.

Fortress Specialty Cellulose Mill Thurso Quebec

Pulp mill capacity utilization at ~80%
provides significant margin upside potential
as operations continue to improve
Abundant and secure fiber and energy costs
provide a competitive advantage
Highly trained technical production staff to
expand market opportunity
Management focused on cost reductions,
production improvement, power generation
and product development to improve
margins
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•

•
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Cogeneration power plant came on line
September 2013
Generates reliable energy and reduces
energy costs for FSC mill
External sales to Hydro Quebec provide
stable and predictable financial benefit
24 MW contract with Hydro Quebec
through May 2025

*Based on 352 Days of Production Annually at Contracted Rate

Power Generation

Thousands $

• Q3 Results positively impacted by improved dissolving
pulp sales price and increased power generation

• Q3 2015 sales $48.5 million compared to $39.9 million
for Q2 and $45 million for Q3 2014

• Q3

cogeneration sales $5.9 million compared to $5.5
million for Q2 and $4.5 million for Q3 2014

• Q3

2015 EBITDA was $5.1 million compared to $2.1
million EBITDA for Q2 and $1 million for Q3 2014

• Low Inventory levels at the end of Q3 as compared to Q2
are a reflection of mill order back log and the timing of
sales; expected to normalise over the short term
ADMT

*Last Twelve Months at end of Q3 2015
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•

Significant improvement across core operating metrics

•

20% reduction in cash cost per tonne since 2012

•

Ongoing implementation of additional operating enhancements

•

Cogen contract for full capacity in place since April 1, 2015

•

Q3 2015 delivered cost approximately $943/ADMT
(manufacturing cost $818/ADMT + shipping, logistics and commission)
Significant progress towards long term target of $850/ADMT delivered
(manufacturing cost $725/ADMT + shipping, logistics and commission)

•

Delivered Cost Per Tonne
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Quarter by Quarter Last Twelve Months (LTM)

$850 CAD Delivered Cost

0.75 CAD/USD

$850 CAD Delivered Cost

1.00 CAD/USD

(800)

(1,200)

(1,600)

2,133

Dissolving Pulp
*PO Price
($US)/CAD

800

1,200

1,600

224

EBITDA

(4)

66

136

(800)

(1,200)

(1,600)

1,066

1,600

EBITDA

37

131

Price ($US per Tonne)

Dissolving Pulp
*PO Price
($US)/CAD

*Average Sales Price of Dissolving Pulp ($/admt, net of duties if applicable)
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Dissolving Pulp
Market Review
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Cotton
Linter
Pulp

Dissolving
Pulp

VSF

Polyester

Cotton

Nylon,
Acrylic,
etc.

Synthetics

World Textile Market
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•
•

World textile market is growing as a result of favorable macro trends, expanding
middle classes and consumer spending in emerging markets
VSF is gaining market share due to technical advantages over competing
products thus dragging along dissolving pulp demand
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2014
VSF is an increasingly attractive
substitute product to traditional
textiles such as cotton, polyester
and wool

World Fiber Production
90.8 Million t

2005
World Fiber Production
66.8 Million t

2005-2014 Growth in Volume

Source: The Fiber Year , Hawkins Wright, 2010 World Survey on Textiles & Nonwovens

World Total Fiber Production

36%

Cellulosic Fibres (VSF)

81.9 %

Synthetic Fibres
(Polyester, Nylon etc.)

56.1 %

Natural Fibres (Cotton)

2.5 %
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Global Cotton Area and Yield

•
•

Undersupply of cotton forecasted in the
future
Cotton production consumes enormous
amounts of water, herbicides, pesticides
& fertilizers

Global Cotton Production and Consumption

Source: USDA, World Agricultural Supply and Demand Estimates Reports

•
•

Global supply/demand imbalance
Reduced cotton production driving
demand for alternative fibers such
as VSF
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•
•

•

Textile fibre demand growth
expected to increase by 84%
through 2030
VSF growth has historically outpaced
textile fibre demand growth
Competition for other agricultural
products results in less arable land
available for cotton production

Source:The Future of Cellulose Fibres. Franz Martin Hämmerle. September 2011 www.fmhaemmerle.com/downloads.html

17

•
•

High correlation between prices of Cotton, VSF and Dissolving Pulp
VSF prices have increased ~ 3120 Yuan (~$490 USD) since mid-March 2015,
yet DP prices have lagged behind and have only risen ~$100 USD during
this time and remain below longer term trend price

Price ($US per Tonne)

Historically VSF traded at a
premium to Cotton
Cotton

VSF recovered to
historical premium

VSF

Dissolving Pulp

Source: CCF Group
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•

VSF utilization near capacity and fiber inventory very low
supporting positive pricing power

Days

VSF Price Trend and Inventory - China

Source: Hawkins Wright, CCF Group and Management Estimates
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Strong market position, track record & established customer base
•
•

Sole manufacturer of banknote paper for Switzerland and have manufactured banknotes for
dozens of other countries including the Euro
Produce passport and visa papers for several European, Asian and African countries

Leading industry player with proprietary technology
•
•

Proprietary Durasafe® and Durafort® technologies represent the next generation of banknote
paper and provide a competitive advantage
R&D and innovative security features well positioned to meet increasing demand

State-of-the-art and highly efficient facilities
•

Established reputation for producing banknotes of highest security and quality

Well-positioned to increase market share and expand margins
•

Strong order book with fixed orders from existing customers for production in 2015 and 2016

Proven and experienced operational management team
•

Average of ~20 years experience in the security paper products industry
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Landqart Mill, Switzerland

• Invested

~$91.6 million in the Landqart Mill
since 2007

• Sustained focus on product innovation builds
reputation and market share which contributes
to higher margins

• Continuous commitment to improving
efficiency and operating costs

• Majority of production operating at >90%
utilization level
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Windows

Security Paper
With Watermark
35g/mˢ

Plain security paper
35g/mˢ

Transparent window
40 µm

Zone of polymerinfiltrated paper

Polymer core
40 µm

Total grammage: 110g/mˢ
Total Thickness: 40 µm

Moroccan 25 Dirhams
Worlds first Durasafe®
Banknote
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• The National Bank of Kazakhstan selected Durasafe® as
supplier of high performance banknote substrate used for
new 20,000 Tenge note, announced December 2015

• Kazakhstan is the third country to announce the use of the
Durasafe® substrate in the production of its banknotes.
Previous Durasafe® production announcements include:
− Moroccan 25 Dirhams
− Swiss Franc 9th series, 50-Franc note planned Q2
2016 release

Source: National Bank of Kazakhstan
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ADMT

Millions$

• Q3 2015 sales were $36.6 million compared to
$34.1 million for Q2 and $35.4 million for Q3
2014
• Strong Order book for 2015 and 2016 with 9,500
tonnes of production already booked - mix of
new and repeat orders

Millions$

• Q3 2015 EBITDA was $2.2 million compared to
$3.4 million for Q2 and $1.1 million for Q3 2014
• EBITDA and margins expected to improve in the
short to medium term

*Last Twelve Months at end of Q3 2015
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Banknote Security Features

• Security features constantly upgraded
due to increasingly sophisticated
consumer printers
• Replacement of physically ageing
banknotes in circulation

• Cyclical increases in money supply
• Economic expansion in emerging
markets

• Durability becoming more important

Source: European Central Bank
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• Cash still in demand and growing with populations
• Global banknote demand projected to increase at
3-4% CAGR through 2019 and beyond

Sources: BIS, ECB and Management Estimates
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Share of Commercial Sector Security Substrate
Production Capacity, 2014

Highly Concentrated And Disciplined Industry
Source: Management Estimates. All Percentages Approximate
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*Last Twelve Months at end of Q3 2015

•

Q3 2015 sales were $85.2 million compared
to $74.0 million for Q2 and $80.4 million
for Q3 2014

•

Q3 2015 EBITDA was $5.2 million compared
to $4.1 million for Q2 and ($1.5) million for
Q3 2014
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*Last Twelve Months at Q3 2015

•

Q3 SG&A expenses were $14.3 million
compared to $10.7 million for Q2 and
$11.8 million for Q3 2014

•

Improvement in SG&A as a percent of sales
benefitting from cost controls and rising
sales
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•

Cash including restricted cash was $69.6
million at the end of Q3

•

- Includes $20 million restricted cash of
which the majority is expected to be
available before the end of 2016

Repayments of principal for debt
outstanding as at September 30, 2015
are required as follows:

Q3 2015

•

Year

$ millions

2015

0.4

2016

42.8

2017

36.4

2018

12.1

Thereafter

154.9

Total

246.6

Debt including $107 million with Quebec
government at 5%
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