Project Proposal:‘Determine the likelihood
that another investor could reasonably
acquire Weyerhaeuser’s pulp plant at
Cosmopolis and operate it profitably and
competitively without relying upon significant
workforce compensation reductions’
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January 10, 2006

Jim Keogh

CTED/EDD

128 10" Ave. SW

PO Box 42525

Olympia, Washington 98504-2525

Subject: Cosmopolis Mill Study Proposal

Dear Jim,

Enclosed is our company’s proposal to complete the Cosmopolis Pulpmill Feasibility Study. As you will
see, we have done our level best to address all of the topics that you raised in your request for
proposals (RFP). We have also included an additional project phase, a phase for ‘education’. Finally,
in the interest of full disclosure, we will review our company’s past activities regarding the mill, we will
review our potential conflicts of interest and we will review our initial biases and concemns as we
propose to approach this formidable task.

At the outset, I'll also give you a quick overview of the team we have assembled to do this project
Truman Seely, the former Weyerhaeuser VP of Specialty Cellulose and fomer Cosmopolis mill
manager and Terry Roarke, the former General Sales Manager for Chemical Cellulose for
Weyerhaeuser, will work for us as sub-contractors. They have critical skills and insight. Scott
Olmstead, my business partner, was my controller when | ran Rayonier's Femandina Beach mill. Scott
and | have also done extensive consulting work in the economics of dissolving pulp businesses.
Krishan Sudan, our company’s technical director, is an expert in lignin-based silvi-chemicals.

in assembling this proposal, we included a new ‘education’ phase because you have proposed to
include a very broad range of people with a very broad range of backgrounds in this project. We have
found from our previous experience working with clients like the U.S. Department of Justice on similar
projects (e.g. Alaska Pulp Company) that it is most productive to build a common, understandable
frame of reference at the project's outset. As you are probably aware by now, the Cosmopolis mill is
not simply an old paper pulpmill. It is a very sophisticated sulphite manufacturer of high-purity chemical
cellulose, a feedstock to even more sophisticated chemical processes and it employs a comparatively
low yield process with its own unique set of environmental challenges.

It is easy to summarize the potential conflicts of interest that we may have in performing this work- there
aren't any. While Scott and | worked for Rayonier for many years and we continue to have many
friends who work there, we long ago set out on our own. Rayonier has an obvious interest in the
Cosmopolis mill's acetate customers (see, for example Rayonier's Q3 2005 Eamnings Conference Call)
and, as Grays Harbor businessmen and residents, we have an obvious interest in keeping them here.
We have performed consulting assignments for Madison Dearborn, the investment bankers that helped
spin Buckeye Cellulose off from Procter and Gamble, but those were just consulting assignments.
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Truman and Temy are Weyerhaeuser retirees but they spent many years of their lives with the
Cosmopolis mill and they want to be certain that any reasonable business options are carefully
examined. Shortly after the public announcement was made that the facility would be shutdown, we at
Paneltech asked Weyerhaeuser to consider us a party interested in acquiring the mill. For a variety of
reasons (which we will happily review with you), we subsequently told Weyerhaeuser that we were no
longer interested.

We are including (after this letter of submission) a listing of our initial project biases and concerns to
save time and, in the event that we are not chosen to do this project, for your future use.

We weren't looking for new consulting opportunities when this project came along. Paneltech has a
number of ambitious manufacturing business growth initiatives currently underway. We are proposing
to do this assignment because: 1) Egos aside, we are the best-qualified people to do it. No one knows
the chemical cellulose industry and the Cosmopolis mill's place in it better than Truman and Terry
served for many years as the mil’'s marketing manager. With Scott’s help, | wrote the turnaround plan
for the Cosmopolis mill's primary competitor- Rayonier's Fernandina, Beach, Florida sulphite mill- and
executed it. Scott and | modeled both Ketchikan Pulp Company (KPC) and Alaska Pulp Company
(APC)- the two hemlock-based, dissolving sulphite mill-based forest products businesses in Southeast
Alaska. | served as the government's dissolving pulp expert in the long and contentious APC case,
which the government won. 2) Our ‘hearts’ are into this project every bit as much as our ‘heads'.
Truman and Terry played important roles in the mill's past successes. All of us except Terry are Grays
Harbor residents. In fact, if we aren't chosen to do this assignment, | will volunteer my time to
participate in whatever manner you think advisable.

Thanks for the opportunity to make this proposal.

Regards,

Ve Ut

Roy Nott
President
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A Quick Review of Some of Our Biases and Concerns
1. Adissolving pulp business’ economic viability depends upon ‘6 M’s’
e Men (the human resource)
« Materials (the process inputs, especially wood fiber, energy and caustic)
e Machines (the physical plant and assets)
e Methods (how things are done)
e Movement (logistics)
e Market (listed last but actually the most important of the 6 M's)
Al of the ‘M's’ must be carefully reviewed for performance improvement opportunities. New

investors are usually skeptical of business turnaround plans that focus initially and primarily
upon new, large, ‘sunk’ investments in ‘machines’.

2. Albert Einstein famously said, The significant problems we face cannot be solved at the same
level of thinking we were at when we created them.” We need to be:

e Open to new ideas and creative
e Cognizant of the power of and ready to employ ‘real options’
e Cognizant of the need to employ ‘marginal analysis’

o Open to ‘economies of scope’ (versus the more typical pulpmill business focus on
new, bigger equipment and ‘economies of scale’)

3. The long-term trends in dissolving pulp demand have been downwards. The demand for
dissolving pulp has recently been stronger, especially for viscose pulp for Asia, but:

o Few industry experts are ready to claim a ‘new DP demand era’ yet

o Global DP competitors (total market approximately 4 million tons) are already taking
steps to expand capacity (estimates range from 600,000 to 800,000 tons)

4. Weyerhaeuser is unlikely to agree to sell the facility if the company’s environmental liabilities
aren't limited to pre-sale, Weyerhaeuser operations. A ‘new’ cost to the facility, the cost of
environmental insurance, must be included in all future business pro formas.

5. The budget for doing this project is very low by consulting standards and the time proposed to
do itis very short by comparison with similar projects. The RFP scope is also quite broad.

6. As Rayonier's Lee Nutter said to industry analysts during the company’s third quarter 2005
eamings review, ‘...it (Weyerhaeuser's intention to shut down the mill) was not a very well kept
secret, if you will.” While it is possible, it is unlikely that a current, large, established DP
industry player will be seriously interested in acquiring the mill now. If they were interested,
they most likely would have made that interest known to Weyerhaeuser many months ago.
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7. Timeis of the essence. The longer this process takes the more likely it is that the mill will lose
critical customers. Furthemmore, the new wood fiber strategy will likely be more complex and
more open market-oriented requiring substantial time for development.

8. Excellent, timely cooperation by personnel in the Department of Ecology and Department of
Labor and Industries is assumed.

9. While the KPC and APC projects required us to work with a broad range people in the U.S.
Forest Service and Department of Justice, we have very little experience working on a difficult,
fast-track project like this with an ‘advisory committee’.



EXHIBIT B
CERTIFICATION AND ASSURANCES

I/we make the following certifications and assurances as a required element of the proposal to
which it is attached, understanding that the truthfulness of the facts affirmed here and the
continuing compliance with these requirements are conditions precedent to the award or
continuation of the related contract(s):

1. The prices and/or cost data have been determined independently, without consultation.
communication or agreement with others for the purpose of restricting competition.
However, I/we may freely join with other persons or organizations for the purpose of
presenting a single proposal.

2. The attached proposal is a firm offer for a period of 60 days following receipt, and it may be
accepted by Washington State Department of Community, Trade and Economic
Development (CTED) without further negotiation (except where obviously required by lack
of certainty in key terms) at any time within the 60-day period.

3. In preparing this proposal. I/we have not been assisted by any current or former employee of

the state of Washington, who previously was an employee of the state of Washington during
the past 24 months, whose duties relate (or did relate) to this proposal or prospective

contract, and who was assisting in other than his or her official, public capacity. Neither does

such a person nor any member of his or her immediate family have any financial interest in
the outcome of this proposal. (Any exceptions to these assurances are described in full detail
on a separate page and attached to this document.)

4. T/we understand that CTED will not reimburse me/us for any costs incurred in the
preparation of this proposal. All proposals become the property of CTED and 1/we claim no
proprietary right to the ideas, writings, items, or samples, unless so stated in this proposal.

5. Unless otherwise required by law, the prices and/or cost data which have been submitted
have not been knowingly disclosed by the Proposer and will not knowingly he disclosed by
him/her prior to opening, directly or indirectly to any other Proposer or to any competitor.

6. No attempt has been made by the Proposer to induce any other person or firm to submit or
not to submit a proposal for the purpose of restricting competition.

7. T/we understand that any contract(s) awarded as a result of this bid proposal will incorporate

General Terms and Conditions substantially similar to those attached in Exhibit D. I/we
certify that I/we will comply with the General Terms and Conditions if selected as a

President January 13, 2006

Signature of Proposer Title Date



EXHIBIT C
CONFIDENTIAL FINANCIAL CAPABILITY AND INFORMATION

Washington State Department of Community Trade and Economic Development

Proposer Name: Roy Nott, Paneltech International LLC Title: President
Address: 2999 John Stevens Way, Hoquiam, Washington 98550

Phone: 360-538-1480 Fax: 360-538-1510
Submitted by: Roy Nott Date: January 16, 2006

PLEASE ATTACH ADDITIONAL SHEETS AS NECESSARY

Part 1 _Identifying Information

1.

Name, address, principal place of business, and telephone number of legal entity with whom
contract is to be written: Attention: Roy Nott, Paneltech International LLC, 2999 John
Stevens Way, Hoquiam, Washington 98550, Phone No. 360-538-1480

Name, address, and telephone numbers of principal officers, including the person to manage
the contract: Roy Nott, President (contract manager) and Scott Olmstead, Secretary
and CFO, Paneltech International LLC, 2999 John Stevens way, Hoquiam, Wa 98550,
Phone No. 360-538-1480

. Legal status of the Proposer and year entity was established: Washington Limited Liability

Company, entity formed in 1996

Federal Employer Identification number: 91-1715734
Washington Uniform Business identification number: 601693888

If any party named above was, or is, an employee of the state of Washington in the past 24
months, indicate his/her social security number, job title, employing agency, and separation
date: None

List your principal clients, length of time that you have held each, approximate current
annual billing of each, and business classification. Indicate all pulp arid paper or timber
industry related accounts in this list, even if you do not consider them principal accounts.
Indicate all new clients acquired over the last three years: (See also the list of relevant
projects and references in the ‘Project Management, Technical and Cost Component’
Section) Our principle clients in dissolving pulp business consulting over the past three
years have been Industrial Economics and the U.S. Department of Justice. Total
billings to these two clients were about $1,500,000. We have not actively sought
consulting work since we finished the APC case but we have completed minor, short-
term timber-related studies for Sierra Pacific, Port Blakely Tree Farms, Timber Data
Corporation, San Bernardino County, California and others, primarily in conjunction
with our rail logistics business activities.



