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OTHER
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PART I
Item 1. Business

General

Buckeye Technologies Inc. is a leading producer of value-added
cellulose-based specialty products, headquartered in Memphis, Tennessee. We
believe that we have leading positions in many of the high-end niche markets in
which we compete. We utilize our expertise in polymer chemistry, leading
research and development and advanced manufacturing facilities to develop and
produce innovative and proprietary products for our customers. We sell our
products to a wide array of technically demanding niche markets in which we
believe our proprietary products, manufacturing processes and commitment to
customer technical service give us a competitive advantage. We are the only
manufacturer in the world offering cellulose-based specialty products made from
both wood and cotton and utilizing wetlaid and airlaid technologies. As a
result, we believe we produce and market a broader range of cellulose-based
specialty products than any of our competitors. We produce uniquely tailored
products designed to meet individual customer requirements. Our focus on
specialty niche markets allows us to establish long-term supply positions with
key customers. We operate manufacturing facilities in the United States, Canada,
Germany and Brazil.

Cellulose is a natural fiber derived from trees and other plants that
is used in the manufacture of a wide array of products. The total cellulose
market generally can be divided into two categories: commodity and specialty.
Manufacturers use commodity cellulose to produce bulk paper and packaging
materials, the markets for which are very large but highly cyclical. Specialty
cellulose is used to impart unique chemical or physical characteristics to a
diverse range of highly engineered products. Specialty cellulose generally
commands higher prices, and demand for specialty cellulose is less cyclical than
commodity cellulose. We believe the more demanding performance requirements for
products requiring specialty cellulose limit the number of participants in our
niche markets. Our focus on niche specialty cellulose markets has enabled us to
maintain positive cash flows even during cyclical downturns in the commodity
cellulose markets.

Company History

We and our predecessors have participated in the specialty cellulose
market for over 80 years and have developed new uses for many cellulose-based
products. We began operations as an independent company on March 16, 1993, when
we acquired the cellulose manufacturing operations of Procter & Gamble located
in Memphis, Tennessee and Perry, Florida (the Foley Plant), with Procter &
Gamble retaining a 50% limited partnership interest in the Foley Plant. We
became a public company in November of 1995 and simultaneously acquired and
redeemed Procter & Gamble's remaining interest in the Foley Plant.

In May 1996, we acquired the specialty cellulose business of Peter
Temming AG located in Glueckstadt, Germany. In September 1996, we acquired Alpha
Cellulose Holdings, Inc., a specialty cellulose producing facility located in
Lumberton, North Carolina. In May 1997, we acquired Merfin International Inc., a
leading manufacturer of airlaid nonwovens with facilities located in Canada,
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Ireland and the United States. In October 1999, we acquired essentially all of
the assets of Walkisoft, UPM-Kymmene's airlaid nonwovens business. The
acquisition of Walkisoft added manufacturing facilities in Steinfurt, Germany
and Gaston County, North Carolina. In March 2000, we acquired the intellectual
property rights to the Stac-Pac(TM) folding technology. In August 2000, we
acquired the cotton cellulose business of Fibra, S.A. located in Americana,
Brazil. In calendar 2001, we commenced operating the world's largest airlaid
nonwovens machine at our Gaston, North Carolina facility and started up a
cosmetic cotton fiber line at our Lumberton, North Carolina facility.

Due to a decline in demand for cotton content paper, in August 2003, we
closed the specialty cotton papers portion of our Lumberton, North Carolina
facility. Due to excess airlaid production capacity around the globe we closed
our single-line airlaid nonwovens facility in Cork, Ireland during July 2004. In
January 2005, we announced our decision to close our cotton linter pulp facility
in Glueckstadt, Germany. We expect to cease production at the end of this
calendar year. In conjunction with this closure, we are upgrading the capability
of our Americana, Brazil manufacturing facility. We expect this expansion will
be completed near the end of calendar 2005 and will cost approximately $26
million. See Note 4, Impairment of Long-Lived Assets, to the Consolidated
Financial Statements for further discussion of the Lumberton, North Carolina;
Cork, Ireland; and Glueckstadt, Germany closures.

We are incorporated in Delaware and our executive offices are located
at 1001 Tillman Street, Memphis, Tennessee. Our telephone number is (901)
320-8100.

Products

Our product lines can be broadly grouped into four categories: chemical
cellulose, customized fibers, fluff pulp and nonwoven materials. We manage these
products within two reporting segments: specialty fibers and nonwoven materials.
The chemical cellulose and customized fibers are derived from wood and cotton
cellulose materials using wetlaid technologies. Fluff pulps are derived from
wood using wetlaid technology. Wetlaid technologies encompass cellulose
manufacturing processes in which fibers are deposited using water. Airlaid
nonwoven materials are derived from wood pulps, synthetic fibers and other
materials using airlaid technology. Airlaid technology utilizes air as a
depositing medium for fibers, one benefit of which is an increased ability as
compared to wetlaid processes to mix additional feature-enhancing substances
into the material being produced. A breakdown of our major product categories,
percentage of sales, product attributes and applications is provided below.

% of
Fiscal
Product Groups 2005 Sales Value Added Attributes Market for En
Specialty Fibers
Chemical Cellulose 32%
Food casings Purity and strength Hot dog and sausag
Rayon industrial Strength and heat stability High performance t
cord reinforcement

4
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High purity cotton
ethers

Film for liquid
crystal displays

High viscosity, purity and safety

Transparency/clarity, strength and
Purity

Personal care prod
products, pharmace
construction mater

Laptop and desktop
television screens

Customized Fibers 18%

Filters

Specialty cotton
papers

Cosmetic Cotton

High porosity and product life

Color permanence and tear
resistance

Absorbency, strength and softness

Finishing and crack reduction

Automotive, labora
filters

Personal stationer
and currency

Cotton balls and c

Concrete (resident

Disposable diapers
products and adult

Buckeye UltraFiber
500tm
Fluff Pulp 18%
Fluff pulp
Nonwoven Materials 32%

Airlaid nonwovens

Absorbency, fluid management and
wet strength

Feminine hygiene ¢
wipes and mops, ta
placemats, inconti
food pads

See Note 17, Segment Information,

to the Consolidated Financial

Statements for additional information on products.

Raw Materials

Slash pine timber and cotton fibers are the principal raw materials
used in the manufacture of our specialty fibers products. These materials

represent the largest components of our variable costs of production.
surrounding the Foley Plant has a high concentration of slash pine timber,

enables us to purchase adequate supplies of a species well suited to our
products at an attractive cost. In order to be better assured of a secure source

of wood at reasonable prices, we have entered into timber purchase agreements

which allow us to purchase a portion of our wood at current market or fixed

prices as stated in the agreements.

Additional information is included in Note

19, Commitments, to the Consolidated Financial Statements.

We purchase cotton fiber either directly from cottonseed o0il mills or

indirectly through agents or brokers. We purchase the majority of our

The region
which
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requirements of cotton fiber for the Memphis and Lumberton plants domestically.
The majority of the cotton fiber processed in the Americana plant comes from
within Brazil. The Glueckstadt plant will continue to purchase cotton fiber
principally from suppliers in Central Asia and the Middle East until the closure
at the end of calendar year 2005.

Fluff pulp is the principal raw material used in the manufacture of our
nonwoven materials products. More than 50% of our fluff pulp usage is supplied
internally and the remainder is purchased from several other suppliers. In
addition to fluff pulp, these products are comprised of synthetic fibers, latex
polymers, absorbent powders and carrier tissue depending on grade
specifications. These materials are also purchased from multiple sources.

The cost of slash pine timber, cotton fiber, and fluff pulp are subject
to market fluctuations caused by supply and demand factors. We do not foresee
material constraints from pricing or availability for any of our key raw
materials.

Sales and Customers

Our products are marketed and sold through a highly trained and
technically skilled in-house sales force. We maintain sales offices in the
United States and Europe. Our worldwide sales are diversified by geographic
region as well as end-product application. Our sales are distributed to
customers in approximately 60 countries around the world. Our fiscal 2005 sales
reflect this geographic diversity, with 42% of sales in North America, 38% of
sales in Europe, 10% of sales in Asia, 4% of sales in South America and 6% in
other regions. Approximately 86% of our worldwide sales, for fiscal 2005, were
denominated in U.S. dollars. Our products are shipped by rail, truck and ocean
carrier. Geographic segment data and product sales data are included in Note 17,
Segment Information, to the Consolidated Financial Statements.

The high-end, technically demanding specialty niche markets that we
serve require a higher level of sales and technical service support than do
commodity product sales. Our sales, product development and customer service
professionals work with customers in their plants to design products tailored
precisely to their product needs and manufacturing processes. In addition to an
in-house sales force, we also utilize outside sales agents in some parts of the
world.

Procter & Gamble is our largest customer, accounting for 14% of our
fiscal 2005 net sales. Nonwoven materials accounts for slightly more than half
of the total sales to Procter & Gamble. No other customer accounted for greater
than 5% of our fiscal 2005 net sales.

Research and Development

Our research and development activities focus on developing new
products, improving existing products, and enhancing process technologies to
further reduce costs and respond to environmental needs. We have research and
development pilot plant facilities in Memphis, and we employ engineers,
scientists and technicians who are focused on advanced products and new
applications to drive future growth. Our pilot plant facilities allow us to
produce, test and deliver breakthrough products to the market place on a more
cost-effective basis while minimizing interruptions to the normal production
cycles of our operating plants.

Research and development costs of $8.8 million, $9.5 million and $9.3
million were charged to expense as incurred for the years ended June 30, 2005,
2004 and 2003, respectively.
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Competition

There are relatively few specialty fibers producers when compared with
the much larger commodity paper pulp markets. The technical demands and unique
requirements of the high-purity chemical cellulose or customized fiber pulp user
tend to differentiate suppliers on the basis of their ability to meet the
customer's particular set of needs, rather than focusing only on pricing. The
high-purity chemical cellulose and customized fiber markets are less subject to
price variation than commodity paper pulp markets. Major competitors include
Archer-Daniels-Midland, Borregaard, Rayonier, Tembec and Weyerhaeuser. A major
competitor closed its high-purity wood cellulose mill in July 2003, which we
estimate represented 18% of the high-purity wood cellulose market. This closure
provided us with an opportunity to increase our volume in these markets.

We believe that the number of producers is unlikely to grow
significantly given the substantial investment to enter the mature specialty
fibers market and sufficient existing capacity.

Although demand for fluff pulp is generally stable, fluff pulp prices
tend to vary together with commodity paper pulp prices because fluff pulp is
often produced in mills that also produce commodity paper pulp. Our strategy is
to reduce our exposure to fluff pulp by increasing our sales of more specialized
wood cellulose into new and existing markets. We also use about 40,000 metric
tons of fluff pulp from our Foley plant annually as a key raw material in our
airlaid nonwovens operations. We currently produce less than 10% of the world's
supply of fluff pulp. Major competitors include Bowater, International Paper,
Koch Industries, Rayonier, and Weyerhaeuser,

Demand for airlaid nonwovens grew significantly in the 1990's. Since
then, significant capacity expansion in 2001, primarily in North America,
resulted in the market being oversupplied. Buckeye is the leading supplier of
airlaid nonwoven materials worldwide. The markets we compete in also utilize
nonwovens materials produced with technologies other than airlaid such as
spunlaced. Major nonwovens competitors include Ahlstrom, BBA Nonwovens, Concert
Industries, Duni, Georgia-Pacific, Kimberly Clark and PGI.

In August 2003, Concert Industries filed for protection under Canada's
Companies' Creditors Arrangement Act. During fiscal 2005, Concert Industries
emerged from bankruptcy protection under new ownership and aggressively sought
new business in the over-supplied North American market.

The closure of our Cork, Ireland plant in July 2004 improved airlaid
industry capacity utilization in Europe and improved our competitive position
there. We successfully transitioned more than half of Cork's business to other
airlaid sites. There is limited availability of airlaid nonwoven capacity in
Europe, while the North American industry is operating in an environment of
significant over supply.

Intellectual Property

At June 30, 2005 and 2004, we recorded intellectual property assets
totaling $27.6 and $29.2 million, respectively. These amounts include patents
(including application and defense costs), licenses, trademarks, and tradenames
the majority of which were obtained in the acquisition of airlaid nonwovens
businesses and Stac-Pac(TM) technology. We intend to protect our patents and
file applications for any future inventions that are deemed to be important to
our business operations. The Stac-Pac(TM) packaging technology, a proprietary
system for packaging low-density nonwoven materials in compressed cube-shaped
bales, is an example of technology acquired by us to further differentiate us
from our airlaid nonwovens competitors. Stac-Pac(TM) bales facilitate our
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customers' high-speed production lines with a continuous flow of material.
Stac—-Pac (TM) units also reduce freight costs by compressing more material in a
bale than can be shipped in a traditional roll form, which enables us to ship
the bales more effectively in trucks and containers. Additional information is
included in Note 1, Accounting Policies, to our Consolidated Financial
Statements.

Inflation

We believe that inflation has neither had a material effect on our
results of operations nor on our financial condition during recent periods.

Seasonality

Our business has generally not been seasonal to a substantial extent.
However, somewhat lower specialty fiber volume is shipped in the July -
September quarter. Historically, nonwoven materials volume is lower during the
October - December quarter, however, we did not experience this decrease in
volume during the October - December quarter of fiscal 2005.

Employees

As of August 30, 2005, we employed approximately 1,700 employees, of
whom approximately 1,150 are employed at our facilities in the United States.
Approximately 60% of the U.S. employees are represented by unions at three
plants in Perry, Florida; Lumberton, North Carolina; and Memphis, Tennessee. On
October 21, 2003, the union at our Foley Plant ratified a new labor agreement
effective through March 31, 2008. The agreement for the Memphis Plant was signed
on April 28, 2003 and remains in effect through March 18, 2006. During fiscal
2003, the Lumberton Plant's hourly employees elected to be represented by a
union. A two-year labor agreement was ratified on May 1, 2004. On December 4,
2003 the union at our Canadian facility ratified a new labor agreement effective
through June 30, 2006.

Works councils provide employee representation for non-management
workers at our specialty fibers plants in Glueckstadt, Germany and Americana,
Brazil, and our nonwoven materials plant in Steinfurt, Germany.

Our plants in Gaston, and King, North Carolina are not unionized.

None of our facilities has had labor disputes or work stoppages in
recent history. The Foley and Memphis Plants have not experienced any work
stoppages due to labor disputes in over 30 years and 50 years, respectively. We
completed severance negotiations with the works council at our Glueckstadt,
Germany facility during the third quarter of fiscal 2005, and we do not expect
any labor issues as a result of the planned closure of that plant. We consider
our relationships with our employees and their representative organizations to
be good. An extended interruption of operations at any of our facilities could
have a material adverse effect on our business.

Environmental Regulations and Liabilities

Our operations are subject to extensive general and industry-specific
federal, state, local and foreign environmental laws and regulations. We devote
significant resources to maintaining compliance with these laws and regulations.
We expect that, due to the nature of our operations, we will be subject to
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increasingly stringent environmental requirements (including standards
applicable to wastewater discharges and air emissions) and will continue to
incur substantial costs to comply with such requirements. Because it is
difficult to predict the scope of future requirements, we can offer no assurance
that we will not incur material environmental compliance costs or liabilities in
the future. Our failure to comply with environmental laws or regulations could
subject us to penalties or other sanctions which could materially affect our
business, results of operations or financial condition. Additional information
is included in Note 20, Contingencies, to the Consolidated Financial Statements.

Other Information

Our website is www.bkitech.com. We make available, free of charge,
through our website under the heading "Investor Relations," annual reports on
Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and
any amendments to those filed or furnished, pursuant to Section 13(a) or
Section 15(d) of the Securities Exchange Act of 1934. The information on our
website is not part of or incorporated by reference in this Annual Report on
Form 10-K.

These reports are also available as soon as reasonably practicable
after we electronically file such materials with, or furnish such materials
to, the Securities and Exchange Commission, or the SEC. The public may also
read and copy any materials we file with the SEC at the SEC's Public Reference
Room at Station Place, 100 F Street NE, Washington, D.C. 20549. In addition,
the SEC maintains an internet site that contains reports, proxy and
information statements and other information filed electronically by us, which
are available at http://www.sec.gov.

Safe Harbor Provisions

This document contains both historical and forward-looking statements.
All statements other than statements of historical fact are, or may be deemed to
be, forward-looking statements within the meaning of section 27A of the
Securities Act of 1933, as amended, and section 21E of the Securities Exchange
Act of 1934, as amended. These forward-looking statements are not based on
historical facts, but rather reflect management's current expectations
concerning future results and events.

These forward-looking statements generally can be identified by the use
of statements that include phrases such as "believe," "expect," "anticipate,"
"intend," "plan," "foresee," "likely," "will" or other similar words or phrases.
Similarly, statements that describe management's objectives, plans or goals are
or may be forward-looking statements. These forward-looking statements involve
known and unknown risks, uncertainties and other factors that are difficult to
predict and which may cause the actual results, performance or achievements to
be different from any future results, performance and achievements expressed or
implied by these statements.

The following important factors, among others, could affect future
results, causing these results to differ materially from those expressed in our
forward-looking statements: pricing fluctuations and worldwide economic
conditions; dependence on a single customer; fluctuation in the costs of raw
materials; competition; inability to predict the scope of future environmental
compliance costs or liabilities; and the ability to obtain additional capital,
maintain adequate cash flow to service debt as well as meet operating needs.
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The forward-looking statements included in this document are only made
as of the date of this document and we do not have any obligation to publicly
update any forward-looking statements to reflect subsequent events or
circumstances.

Item 2. Properties

Corporate Headquarters. Our corporate headquarters, research and
development laboratories, and pilot plants are located in Memphis, Tennessee.

Specialty Fiber Plants

Memphis Plant. The Memphis Plant is located on approximately 75 acres
adjacent to the headgquarters complex and has a capacity of approximately 100,000
annual metric tons of cotton cellulose. The facility currently operates at
approximately 90% of capacity.

Foley Plant. The Foley Plant is located at Perry, Florida, on a 2,900
acre site and has a capacity of approximately 465,000 annual metric tons of wood
cellulose. In connection with the acquisition of the Foley Plant, we also own
13,000 acres of real property near the plant site. The Foley Plant operates near
100% capacity.

Glueckstadt Plant. The Glueckstadt Plant is located in Glueckstadt,
Germany. The site is adjacent to the paper plant of Steinbeis Temming Papier
GmbH. Some utilities, including steam, power, water and waste treatment, are
shared between the plants pursuant to various utility agreements. The
Glueckstadt Plant has a capacity of approximately 50,000 annual metric tons. The
Glueckstadt plant operates at approximately 55% of capacity using a reduced
shift system. We expect to cease production at the Glueckstadt plant in December
of 2005.

Lumberton Plant. The Lumberton Plant is located in Lumberton, North
Carolina on a 65-acre site and has a capacity of approximately 8,000 annual
metric tons of cosmetic cotton fiber. The Lumberton Plant is operating near 90%
of capacity.

Americana Plant. The Americana Plant is located in the city of
Americana in the state of Sao Paulo, Brazil on 27 acres and is part of a
multi-business industrial site. It is operating at its full capacity of
approximately 40,000 annual metric tons of cotton cellulose.

Nonwovens Plants

The stated capacity of airlaid nonwovens machines is based upon an
assumed mix of products. The flexible nature of the airlaid technology allows
for a wide range of materials to be produced. Machine production capability has
typically been lower than the stated capacity, often by factors of 10-20%, when
adjusted to reflect the actual product mix. Based on current product mix,
utilization of our airlaid machines worldwide is running approximately 75%.

All of our airlaid nonwovens sites have proprietary Stac-Pac (TM)
folding technology, which allows us to efficiently produce compressed bales that
facilitate customers' high-speed production lines with a continuous flow of
materials and facilitate more efficient shipping.

Delta Plant. The Delta Plant is located in Delta, British Columbia on a

12-acre industrial park site and has a total capacity of approximately 30,000
annual metric tons of airlaid nonwovens (26,000 based on current production mix)

10
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from two production lines.

Steinfurt Plant. The Steinfurt Plant is located in Steinfurt, Germany
on an 1l8-acre site and has a total capacity of approximately 30,000 annual
metric tons of airlaid nonwovens from two production lines.

Gaston Plant. The Gaston Plant is located in Gaston County near Mt.
Holly, North Carolina on an 80-acre site and has a total capacity of
approximately 60,000 annual metric tons of airlaid nonwovens (48,000 annual
metric tons based on current production mix) from two production lines.

King Plant. The King Plant is located in King, North Carolina and
converts airlaid materials and wetlaid papers into wipes, towels and tissues for
industrial and commercial uses.

We own our corporate headquarters, the Memphis Plant, the Foley Plant,
the Lumberton Plant, the Gaston Plant, the Delta, Canada Plant, the Glueckstadt,
Germany Plant, the Steinfurt, Germany Plant and the Americana, Brazil Plant. We
lease buildings that house the King, North Carolina Plant, the sales offices in
Europe and distribution facilities in Savannah, Georgia. All of the facilities
located in the United States are pledged as collateral for certain debt
agreements.

We believe that our specialty fibers and nonwoven materials
manufacturing facilities and administrative buildings are adequate to meet
current operating demands.

Item 3. Legal Proceedings

We are involved in certain legal actions and claims arising in the
ordinary course of business. We believe that such litigation and claims will be
resolved without material adverse effect on our financial position or results of
operation.

Item 4. Submission of Matters to a Vote of Security Holders

None

PART II

Item 5. Market for the Registrant's Common Stock and Related Security Holder
Matters

Buckeye Technologies Inc. is traded on the New York Stock Exchange
under the symbol BKI. There were approximately 4,600 shareholders on August 30,
2005, based on the number of record holders of our common stock and an estimate
of the number of individual participants represented by security position
listings. The table below sets forth the high and low sales prices for our
common stock.

Year Ended June 30

11
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First quarter
Second quarter
Third quarter
Fourth quarter

(ended September 30)
(ended December 31)
(ended March 31)
(ended June 30)

$11.93
13.30
13.30
10.97

$9.40
9.66
10.22
7.38

We did not make any dividend payments during the fiscal years ended

June 30,
future.
ended June 30,

2005 or 2004,

2005 or 2004.

and have no plans to pay dividends in the foreseeable
We repurchased no shares of our common stock during the fiscal years
Due to certain debt agreements we are limited in

our ability to make dividend distributions and share repurchases in the future.
The amount available will depend on our financial results and ability to comply
with certain conditions under our most restrictive debt agreements at the time

of distribution or repurchase.
Item 6. Selected Financial Data

Selected Financial Data
(In thousands, except per share data)

2
Operating Data:
Net SaleS. ittt e iiee et eeeeaenns
Operating income (lOSS) «.eeveeeeeennn.
Cumulative effect of changes in
accounting, net of tax............
Net dncome (10SS) vv ittt iiieennnn
Basic earnings (loss) per share......
Diluted earnings (loss) per share....
Pro forma amounts (f)
Net income (lOSS) ¢ v it iieennenn.
Earnings (loss) per share
BasicC. .ttt
Diluted. ...,
Balance sheet data:
Total assetsS. i ittt eeiiienennn
Total long-term debt (including
current portion)...............

Includes a pretax charge of $16,905 (
restructuring and impairment costs. (
Assets, and Note 5,
Statements.) .
early extinguishment of debt. Include
after tax) for gain on sale of assets
the IRS completed an audit of our tax
conclusion of this audit, we released
claimed relating to our investment in

Restructuring Costs,
Includes a pretax charge of $242

005 (a) 2004 (b)
$712,782 $656,913
57,601 (19,079)
- 5,720
20,204 (38,190)
S 0.54 S (1.03)
S 0.54 S (1.03)
$ 20,204 $(43,910)
S 0.54 S (1.18)
$ 0.54 S (1.18
$949,737 $970,823
538,982 606,748
$9,392 after tax) for

See Notes 4,

($153 after tax)
s a pretax gain of $7,203
held for sale.
return for fiscal year 2002.

$9.
.05
.40
.10

11
11
12

Year Ended June 30

2003 (c)
S 641,082
4,496
(24,894)
$ (0.67)
$ (0.67)
S (23,513)
$ (0.64)
$ (0.64)
$1,097,855
664,475

Impairment of Long-lived
to the Consolidated Financial

for loss on
($4,682
During fiscal 2005,

With the

the reserve on a tax deduction we

our former facility in Cork,

Ireland

12

24



Edgar Filing: BUCKEYE TECHNOLOGIES INC - Form 10-K

and recorded a non-cash tax benefit of $5,481 to our provision for income
taxes.

10

(b) Includes a pretax charge of $51,853 ($33,522 after tax) for restructuring
and impairment costs. (See Note 4, Impairment of Long-lived Assets, and
Note 5, Restructuring Costs, to the Consolidated Financial Statements.)
Includes $4,940 ($3,112 after tax) for loss on early extinguishment of
debt. Includes $5,720 ($0.15 per share), net of tax, cumulative effect of
change in accounting relating to a change in the way we account for planned
maintenance activities at our Perry, Florida facility. (See Note 3, Changes
in Accounting, to the Consolidated Financial Statements.)

(c) Includes a pretax charge of $38,139 ($24,678 after tax) for restructuring
and impairment costs. (See Note 4, Impairment of Long-lived Assets, and
Note 5, Restructuring Costs, to the Consolidated Financial Statements.)

(d) Includes a pretax charge of $11,589 ($7,596 after tax) for restructuring
and impairment costs. Includes $11,500 ($0.33 per share) cumulative effect
of a change in accounting relating to a goodwill impairment charge for our
converting plant at King, North Carolina under the transition rules of
Statement of Financial Accounting Standard, No. 142, Goodwill and Other
Intangible Assets.

(e) Includes the operations of Americana from August 1, 2000, its date of
acquisition. Includes the $3,249 ($0.09 per share), net of tax, cumulative
effect of a change in accounting relating to a change in depreciation
methods from straight-line to units-of-production for some cotton cellulose
and airlaid nonwovens equipment.

(f) Pro forma amounts reflect net income (loss) and earnings (loss) per share
as if the changes in accounting methods were applied retroactively.
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Item 7. Management's Discussion and Analysis of Financial Condition and
Results of Operations

The following Management's Discussion and Analysis of Results of
Operations and Financial Condition ("MD&A") summarizes the significant factors
affecting our results of operations, liquidity, capital resources and
contractual obligations, as well as discussing our critical accounting policies.
This discussion should be read in conjunction with the Consolidated Financial
Statements, Notes to the Consolidated Financial Statements, and other sections
of this Annual Report on Form 10-K. Our MD&A is composed of four major sections;
Executive Summary, Results of Operations, Financial Condition and Critical
Accounting Policies.

Executive Summary

Buckeye Technologies Inc. and its subsidiaries manufacture value-added
cellulose-based specialty products in the United States, Canada, Germany, and
Brazil and sell these products in over 60 countries worldwide. We generate
revenues, operating income and cash flows from two reporting segments: specialty
fibers and nonwoven materials. Specialty fibers are derived from wood and cotton
cellulose materials using wetlaid technologies. Our nonwoven materials are
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derived from wood pulps, synthetic fibers and other materials using an airlaid
process. See "Item 1l: Business" for a more detailed description of these
segments and processes.

Our strategy is to continue to strengthen our position as a leading
supplier of cellulose-based specialty products. We believe that we can continue
to expand market share, improve profitability and decrease our exposure to
cyclical downturns by pursuing the following strategic objectives: focus on
technically demanding niche markets, develop and commercialize innovative
proprietary products, strengthen long-term alliances with customers, provide our
products at an attractive value, and significantly reduce our debt.

Fiscal 2005 was a year of improvement and recovery for Buckeye. We made
considerable progress in restoring profitability and strengthened our balance
sheet. Our specialty fibers markets remained strong. As our inventories are at
historically low levels, we are carefully matching sales with production to
optimize our product mix and move product into higher value niche markets. While
the nonwoven materials segment posted improvements during fiscal 2005 they are
still operating in an environment of significant over supply in North America.

o Net income reached $20.2 million ($0.54 per share) last year. This
compares to a loss of $38.2 million ($1.03 per share) in fiscal 2004
and a loss of $24.9 million ($0.67 per share) in fiscal 2003.

o Net sales for fiscal year 2005 were $712.8 million, 8.5% above the
$656.9 million achieved in fiscal 2004 and 11% above the $641.1 million
achieved in fiscal 2003.

o Our gross margin in fiscal year 2005 reached 17%, higher than the
12% achieved in fiscal 2004 and the 13% achieved in fiscal 2003.

o Net cash provided by operating activities totaled $78.6 million. We
reduced the debt on our balance sheet by $67.7 million (from $606.7
million to $539.0 million).

The positive events in our markets were dampened by rising costs for
chemicals, energy and other materials. We expect high costs in these areas to
continue pressuring our operating margins. Since demand for our specialty fibers
is sufficiently strong, we believe we can implement price increases in these
markets in the future. However, we are restrained from doing this quickly due to
existing commercial agreements.

In early January 2005, we announced a plan to close our Glueckstadt,
Germany specialty fibers facility during the second quarter of fiscal 2006.
Although cotton linter pulp remains an important part of the specialty fibers
business, we could no longer economically Jjustify operating this high fixed cost
facility. We expect to retain most of the volume currently produced at
Glueckstadt through improved utilization of our Memphis, Tennessee facility and
bringing the Americana, Brazil facility, which we expect will have market
capability by the fall of 2005, to near capacity levels on an accelerated
schedule. The inability to recover the remaining value of the Glueckstadt,
Germany assets resulted in an impairment charge of $12.3 million and should
result in restructuring charges and related payments of approximately $6.5
million during fiscal 2005 and 2006.

To accommodate demand for high-end products and a smooth transition of
the business currently sourced at the Glueckstadt, Germany facility, we added a
shift to our Memphis, Tennessee cotton-based specialty fibers facility. We began

operating this facility on a four-shift schedule during March 2005.
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Our North American airlaid nonwovens business made significant progress
this fiscal year, achieving 23% growth in revenue. This improvement offset the
closure of our Cork, Ireland facility, allowing us to maintain year over year
shipment volumes while improving earnings. We ceased producing airlaid nonwoven
materials at our Cork, Ireland facility in July, 2004 and successfully
transitioned the majority of the product previously produced at Cork to our
larger dual-line plants in Europe and North America. This increased the capacity
utilization at our other airlaid nonwovens facilities and, as a result, we have
seen improved earnings in our nonwovens segment. The full on-going benefit of
cost savings from the closure was realized during the last six months of fiscal
2005 and we expect going forward will total approximately $7 million annually.

With our Steinfurt, Germany plant running at near capacity in fiscal
year 2006, we plan to focus on further improving capacity utilization in North
America, where we still have excess capacity. However, we expect the over-supply
situation in North America and the high costs for raw materials will continue to
present challenges for the nonwoven materials segment in fiscal 2006.

Our cash flow during fiscal 2005 was strong. During the year, we
reduced the debt, including capital leases, on our balance sheet by $67.7
million. Although we were not able to cost effectively obtain the consent of the
holders of our notes due in 2013 to fully refinance our notes due in 2008 with
bank debt, we elected to call a portion of our notes due in 2008. During the
year, we retired $20 million of the relatively high cost 9.25% 2008 notes from
the market. We intend to call the remainder of the 2008 notes over the next
several years in advance of their maturity on September 15, 2008.

Our operating margins were negatively impacted during the second half
of fiscal 2005 by high costs for chemicals and energy, and extra expenses
related to compliance with the Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley).
Re-establishing margin improvement is a key goal for fiscal year 2006.

We are encouraged by progress on several fronts:

o We launched a new product, Buckeye UltraFiber 500 (TM), a revolutionary
concrete reinforcing fiber at the World of Concrete exhibit in Las
Vegas, Nevada in January 2005. Buckeye UltraFiber 500 (TM) was voted the
most innovative new product at the show. As we have previously
reported, we are currently establishing distribution for this product
in the United States as well as in foreign markets. All early signs
continue to be positive.

o The demand for ligquid crystal display screens for laptop computers and
television sets continues to expand rapidly. Our cotton cellulose
fibers are a small but critical component of the construction of these
screens.

o Our plan to transition the specialty fibers production currently
supplied by Glueckstadt, Germany to our lower cost manufacturing
facilities in Memphis, Tennessee and Americana, Brazil is proceeding on
schedule. We expect to complete our project to add full market
capability to our Americana, Brazil facility by the end of this
calendar year. This, coupled with the additional production shift at
our Memphis, Tennessee facility, positions us to supply cotton-based
specialty fiber products from facilities with a significantly more
favorable cost structure during the second half of fiscal 2006.

The combination of new product initiatives, strong demand in important
markets and an improved manufacturing configuration gives us optimism that we
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can generate future growth in sales and profitability. Like other manufacturing
firms, we are currently being negatively impacted by high costs for energy,
chemicals, and other materials. Additionally, the extra administrative expense
brought about by compliance with Sarbanes-Oxley was and will continue to be
burdensome. These issues will slow progress in the short-term, but we believe
our longer-term outlook continues to be favorable.
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Results of Operations
Consolidated results

The following table compares the components of consolidated operating
income (loss) for the three fiscal years ended June 30, 2005.

(millions) Year Ended June 30 $ Change
2005/ 2004/ 2
2005 2004 2003 2004 2003

Net sales $712.8 $656.9 $641.1 $55.9 $15.8
Cost of goods sold 592.7 579.5 558.2 13.2 21.3
Gross margin 120.1 77 .4 82.9 42,7 (5.5)
Selling, research and

administrative expenses 43.3 42.4 37.9 0.9 4.5
Amortization of intangibles and

other 2.3 2.2 2.3 0.1 (0.1)
Impairment and

restructuring costs 16.9 51.9 38.2 (35.0) 13.7
Operating income (loss) $57.6 S (19.1) S 4.5 $76.6 $(23.6)

*Percent change is not meaningful.

Net sales continued to improve overall during fiscal 2005 due primarily
to increased pricing and improved mix in both specialty fibers and nonwoven
materials. Net sales growth in fiscal 2004 was due to strong performance by the
nonwoven materials segment, primarily the result of increased volume and the
strengthening of the euro. The increase in nonwoven materials sales was only
slightly offset by a decline in net sales of specialty fibers products during
fiscal 2004.

Cost of goods sold increased by 2% on an overall volume increase of
approximately 2% during fiscal 2005. This consistency was the result of two
offsetting factors. During fiscal 2005 there was a significant increase in
chemical, energy and other raw material costs that impacted all of our plants.
This increase was offset by the absence of several additional specialty fibers
charges related to unusual events and special circumstances, including a planned
extended maintenance shutdown at our Perry, Florida specialty fibers facility
that occurred during fiscal 2004.

Gross margins were positively impacted by the higher selling prices
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discussed previously. The unusual events and special circumstances during fiscal
2004 also contributed to the decrease in gross margin versus fiscal 2003. These
items are discussed further in the "Segment Results" section of this discussion
and analysis.

Selling, research and administrative expenses increased during fiscal
2005 primarily due to increased accounting and consulting fees related to the
implementation of Sarbanes-Oxley. External costs related to the implementation
of Sarbanes-Oxley exceeded $2.0 million for fiscal 2005. We expect the costs
related to compliance with Sarbanes-Oxley will decrease in fiscal 2006. This
increase was partially offset by the absence of $3.3 million of bad debt expense
incurred during fiscal 2004 as a result of the bankruptcy filing of a large
specialty fibers customer.

In arriving at our decision to close our Glueckstadt, Germany,
cotton-based specialty fibers facility, we evaluated the recoverability of our
long-lived assets at the facility and recognized an impairment charge of $12.3
million in fiscal 2005. As of June 30, 2005, we had incurred $3.0 million of
restructuring costs as part of this planned closure. The remaining restructuring
costs incurred during fiscal 2005 were primarily related to the program
initiated as part of the closure of our Cork, Ireland facility. We experienced
an operating loss in 2004 primarily as a result of $51.9 million of
restructuring and impairment costs related to the closure of our Cork, Ireland
facility and other organizational restructuring.

Further discussion of revenue, operating trends, impairment and
restructuring costs can be found later in this MD&A. Additional information on
the impairment and restructuring programs and charges may also be found in Note
4, Impairment of Long-lived Assets, and Note 5, Restructuring Costs, to the
Consolidated Financial Statements of the accompanying consolidated financial
statements.
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Segment results

Although nonwoven materials, processes, customers, distribution methods
and regulatory environment are very similar to specialty fibers, we believe it
is appropriate for nonwoven materials to be disclosed as a separate reporting
segment from specialty fibers. The specialty fibers segment is an aggregation of
cellulosic fibers based on both wood and cotton. We make separate financial
decisions and allocate resources based on the sales and operating income of each
segment. We allocate selling, research, and administration expense to each
segment, and we use the resulting operating income to measure the performance of
the two segments. We exclude items that are not included in measuring business
performance, such as restructuring costs, asset impairment, amortization of
intangibles and certain financing and investing costs.

Specialty fibers

The following table compares specialty fibers net sales and operating
income for the three years ended June 30, 2005.

(millions) Year Ended June 30 $ Change

2005/ 2004/
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2005 2004 2003 2004 2003
Net sales $513.6 $461.4 $466.5 $52.2 $(5.1)
Operating income 64.1 28.2 41.9 35.9 (13.7)

Net sales increased during fiscal 2005 primarily due to an increase in
specialty wood shipment volume and higher selling prices for both wood and
cotton based products. Improvements in volume, selling prices and mix of our
specialty fibers products were driven by several complementary factors:

o Market supply constraints caused by the closure of one of the world's
largest dissolving wood cellulose mills in calendar 2003 significantly
tightened the market for high purity dissolving wood pulps. This
development presented us with opportunities to increase our shipments
of high purity dissolving wood pulps and to reduce our shipments of
fluff pulp during fiscal 2005 and 2004.

In fiscal 2005, shipment volume for specialty pulp grades increased 13%
over the prior year. This demand was met partially by reducing our
finished goods inventory of specialty pulp grades. Strong demand and
constrained supply in the market for high purity dissolving wood pulps
also allowed us to raise the average prices on our specialty grades by
approximately 5%. We are currently limited in our ability to raise
specialty pulp pricing further by calendar year supply agreements with
a number of our customers.

o Continued strengthening of the world-wide economy increased the
overall demand for pulp and paper products, driving up commodity pulp
prices. Fluff pulp pricing steadily increased over the last two fiscal
years until they plateaued earlier this calendar year. Average fluff
pulp prices increased 13% during fiscal 2005 and 4% during fiscal 2004.
Although fluff pulp pricing remains steady, current fluff pulp pricing
may not continue to hold and may be negatively impacted by recent
weakness in commodity pulp markets.

Regardless of the rise in price of commodity pulps during the last two
years, we continue to believe that over the long run we will be better
served by having more of our production in high value specialty grades
and a smaller exposure to the more volatile fluff pulp market. Fluff
pulp shipment volume (including internal shipments to our airlaid
plants) was down about 1% compared to the previous year.

o Even though there was a strengthening of the U.S. dollar against the
euro during the last half of fiscal 2005, the relative overall weakness
of the U.S. dollar continues to make our products more attractive to
export customers. Although the U.S. dollar ended fiscal 2005 at
approximately the same exchange rate versus the euro as it ended fiscal
2004, the dollar was on average 6% weaker during fiscal 2005 than it
was in the previous year. Changes in exchange rates may have a material
impact on the demand and selling prices of our products in the future.

o Net sales for cotton-based specialty fibers increased approximately 4%
due to higher selling prices. Selling prices increased by an average of
9% in an effort to pass through higher costs of cotton fibers,
chemicals, fossil fuels and freight. Although these price increases had
a positive impact on revenue and operating income during fiscal 2005,
they were partially offset by a 5% decrease in shipment volume for
cotton-based products.
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During fiscal 2004, net sales decreased primarily due to lower selling
prices and mix changes for our cotton-based products and lower unit wood volume,
partially offset by improvements in selling prices and mix of wood-based
products. Sales price increases and decreases for cotton-based products are
influenced by the variability in the cost and supply of cotton fibers. As the
cost of these fibers fell during calendar year 2003, we reduced our sales
prices. Our cotton sales prices did not recover until calendar year 2004. Sales
volume at our Americana, Brazil facility, increased by 23% in fiscal 2004, which
contributed to the mix change as the selling price of this product is
significantly lower due to our tolling arrangement with the customer.

Rising energy and chemical prices pushed manufacturing costs higher for
fiscal 2005. While we were able to recover a portion of these costs through
raising the price for our products, we expect that rising energy and chemical
prices will continue to put pressure on our operating margins during fiscal
2006. The allocation of sales, research and administrative costs related to the
implementation of Sarbanes-Oxley also offset the improvement in pricing, mix,
and volume during fiscal 2005.

In spite of the increase in costs, operating income substantially
improved during fiscal 2005 based on the strong improvement in sales and the
absence of several additional charges related to unusual events and special
situations that occurred during fiscal 2004. These unusual events and special
situations included: the planned maintenance shutdown of our Perry, Florida
facility ($9.6 million), the bankruptcy of a large customer ($3.3 million), the
ratification of a new labor agreement that included a one-time retroactive
payment ($0.8 million), and higher costs associated with reduced production at
our Perry, Florida and Memphis, Tennessee specialty fibers facilities.

These additional charges related to unusual events and special
situations reduced operating income for fiscal 2004 by 33% from the same period
in 2003. Operating income during fiscal 2004 was also negatively impacted by
currency driven manufacturing cost increases at our Glueckstadt, Germany cotton
facility due to the weakening of the U.S. dollar. All of these decreases were
partially offset by a more favorable specialty wood pulp sales mix, higher
specialty wood pulp prices, and operating the Americana, Brazil facility at
capacity for the entire year ending June 30, 2004.

As mentioned previously, we continue to move forward with developing
our capability to supply a wide range of products based on cotton cellulose to
customers worldwide by upgrading the capability of our Americana, Brazil
manufacturing facility. Because Brazil benefits from low manufacturing costs and
a large and increasing raw material supply, we expect that, when this upgrade is
completed in the fall of 2005 and we fully transition to market sales, this
facility will be a significant contributor to our profitability.

Nonwoven materials

The following table compares nonwoven materials net sales and operating
income for the three years ended June 30, 2005.

(millions) Year Ended June 30 $ Change

2005/ 2004/
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2005 2004 2003 2004 2003
Net sales $226.5 $217.6 $195.9 $8.9 $21.7
Operating income 13.0 7.6 4.0 5.4 3.6

The increase in net sales during fiscal 2005 was due to improved
pricing and mix, and the relative strength of the euro versus the U.S. dollar.
Although we ceased production at our Cork, Ireland facility in July, 2004 we
continued shipping inventory from Cork through November and completed the
transition of a majority of Cork's sales to our other nonwoven materials
facilities. Our increase in net sales in fiscal 2004 was primarily due to a 5%
increase in shipment volume and the strengthening of the euro versus the U.S.
dollar. These improvements were partially offset by minor price and mix changes.

During fiscal 2005, a competitor in North America emerged from
bankruptcy protection. Under new management, they aggressively sought new
business in the over-supplied North American market. Although we benefited from
this competitor's difficulties during the first half of fiscal 2005, their
competitive actions impacted our pricing and volume in the second half of fiscal
2005. We expect the over-supply situation in North America will continue to
present challenges for the nonwoven materials segment into fiscal 2006.

Operating income improved significantly for fiscal 2005. The
improvement was primarily due to higher selling prices and the closure of our
high cost Cork, Ireland facility. Overall, our nonwoven materials business
supported similar shipment and production volume with one less manufacturing
facility for the majority of the year. Our Gaston, North Carolina facility
continued to show improvement in its operating performance compared to the prior
year due to significant increases in shipment volume and the resulting
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improvement in capacity utilization. These improvements were partially offset by
price increases on raw materials and other manufacturing costs. The cost of
fluff pulp, bi-component fibers, and binder materials increased during fiscal
2005. We expect these higher costs will continue to put pressure on operating
margins in fiscal 2006.

Improvement in operating income in fiscal 2004 reflects the increase in
sales volume. Additionally, improved waste, reliability and other cost
reductions along with the favorable net impact of changes in exchange rates
offset some modest selling price reductions, unfavorable changes to product mix
and increases in raw material prices. Our Cork facility recorded improved
earnings performance in the fourth quarter of fiscal 2004 primarily due to a
reduction in depreciation expense after the facility's fixed assets were
impaired at the end of the third quarter. For further discussion of this closure
see Note 4, Impairment of Long-lived Assets, and Note 5, Restructuring Costs, to
the Consolidated Financial Statements.

Restructuring and impairment activities

During the three years ended June 30, 2005, we entered into various
restructuring programs, which resulted in restructuring and impairment charges.
In order to continue to provide both specialty fibers and nonwoven materials at
attractive values, we will continue to look for ways to reduce costs and
optimize our operating structure. The following table summarizes restructuring
expense by program and impairment charges for the three years ended June 30,
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2005. Following the table is an explanation of the programs and the resulting
impairment charges. For further explanation of these charges, see Note 4,
Impairment of Long-lived Assets, and Note 5, Restructuring Costs, to the
Consolidated Financial Statements.

(millions)
(estimate)
2006 2005 2004 2003

Impairment charges........ccciiiiiininnnnnn.. $12.3 $45.9 $36.
Restructuring costs

2005 Restructuring program............... $3.5 $ 3.0 $ - $

2004 Restructuring program............... - 1.2 1.8

2003 Restructuring program - phase 2..... - 0.3 3.2

2003 Restructuring program - phase 1..... - 0.1 1.0 1.
Total restructuring COSLS. ...t nennnnn. $3.5 $ 4.6 $ 6.0 $ 1

2005 Restructuring program and impairments

In January 2005, we announced our decision to discontinue producing
cotton linter pulp at our Glueckstadt, Germany facility. Our decision was due
to a combination of factors that had increased the plant's costs to a level

at which it was uneconomical to continue operations. The most significant
factor impacting cost at the site was the substantial strengthening of the euro
over calendar 2003 and 2004. Specialty fibers are normally priced and sold in

U.S. dollars around the world. As a majority of Glueckstadt's costs are
denominated in euros, this substantial strengthening had a negative impact on
Glueckstadt's cost position and margin. Additionally, Glueckstadt's process
water, waste treatment and energy costs are more than twice the cost of these
utilities at our Memphis, Tennessee cotton-based specialty fibers facility.
Faced with these difficulties, we reduced the number of employees at the
facility from approximately 150 to approximately 100 and operated at 55%

of capacity during calendar year 2004.

After careful consideration of all the options available, we decided to
close the Glueckstadt facility and consolidate production at our two other
specialty fibers manufacturing facilities. We expect production at
Glueckstadt to cease during the second quarter of fiscal 2006. We expect the
closing of our Glueckstadt facility and the transfer of the cotton-based
specialty fiber production to our Memphis, Tennessee and Americana, Brazil
facilities, later this calendar year, will yield a superior cost structure and
improve margins.

Based on our inability to recover the remaining value of the long-lived
assets at the Glueckstadt, Germany facility, we determined that these long-lived
assets, with a carrying amount of $15.3 million, were impaired and wrote them
down to their estimated fair value of $3.0 million, resulting in an impairment
charge of $12.3 million ($6.5 million after tax).
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The closure of the Glueckstadt facility will result in the termination
of approximately 100 employees, and we expect restructuring expenses related to
the closure to be approximately $6.5 million over fiscal 2005 and 2006 period.
We further expect payments related to this restructuring program will extend
through the end of fiscal 2006. We expect this consolidation to enable us to
improve our overall specialty fibers operating results by approximately $9
million annually and to reduce working capital needs by approximately $6
million.

In anticipation of the closure of the facility, customers increased
their inventories to ensure a smooth transition as they qualified material
supplied from our Memphis, Tennessee facility. Due to the increased demand, we
were able to increase pricing and make incremental sales from inventory.
Additionally, as a result of the impairment of the Glueckstadt plant and
equipment, there was a decrease in depreciation expense during the period.
Although we are recognizing some of the benefit of the closure, we do not expect
to realize the full on-going benefit of the closure until calendar year 2006.

2004 Restructuring program and impairments

During March 2004, our Board of Directors approved the discontinuation
of production of nonwoven materials at our Cork, Ireland facility. While the
demand for nonwoven products grew at a rate in the low to mid-single digits on
an annualized basis, the growth in demand was not sufficient to fully utilize
the existing capacity. As such, industry participants rationalized production
by idling plants and closing facilities.

Due to excess production capacity around the globe, we operated Cork
below its productive capacity from its inception in 1998. Because of its
location and small size, our cost to produce at Cork was higher than at
our other locations. Due to these issues, we decided to close the Cork
facility and consolidate production at our three other nonwoven manufacturing
facilities. Production at Cork ceased in July 2004. Closing our Cork
facility reduced our nonwovens capacity by about 10%.

We continued to meet customer needs for nonwoven materials by producing
these products at our facilities in Delta, British Columbia, Canada; Steinfurt,
Germany; and Gaston County, North Carolina. This consolidation reduced working
capital needs, and we began to fully realize the on-going cost benefit from
operating one less facility during the third quarter of fiscal 2005. The
closure of the Cork facility and related reorganization of the nonwoven
materials segment resulted in the termination of 89 employees and resulted in
restructuring expenses totaling $3.0 million. We do not expect additional
expenses related to this program.

Our commitment to discontinue production represented an indicator of
impairment, and subsequently we evaluated the value of the property, plant, and
equipment associated with the Cork facility. We determined that these long-lived
assets, with a carrying amount of $48.4 million were impaired and wrote them
down to their estimated fair value of $5.4 million, resulting in an impairment
charge of $43.0 million. During fiscal 2004, we also impaired certain equipment
and other capitalized costs at other facilities of $2.9 million. In late
December 2004, we completed the sale of the Cork facility building for $13.4
million (see Gain on sale of assets held for sale for further discussion).

2003 Restructuring programs (phase 1 and phase 2) and impairments

In April 2003, we announced the discontinuation of production of cotton
linter pulp at our specialty fibers Lumberton, North Carolina facility due to
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the decline in demand for cotton content paper. We completed this partial
closure in August 2003 but continue to produce cosmetic cotton products at the
Lumberton site. This decision reflects a steady decline in demand in the cotton
fiber paper industry, which has contracted by more than one-third since the late
1990's. While cotton linter pulp is one of our core businesses, current demand
did not economically justify operating a facility that could only produce
products for paper applications.

To better meet our customers' needs, we consolidated our U.S. cotton
linter pulp production at our larger Memphis, Tennessee and Glueckstadt, Germany
facilities. In conjunction with the consolidation, we initiated the first phase
of a restructuring program designed to deliver cost reductions through reduced
expenses across the company, the main component of which was the partial closure
of our Lumberton, North Carolina facility. This phase of restructuring resulted
in the elimination of approximately 100 positions within the specialty fibers
segment. The resulting increase in facility utilization enabled us to improve
our operating results by approximately $6 million annually. This more efficient
operating configuration began to reduce our cost of goods sold beginning in
January 2004. This closure reduced our working capital needs by approximately
$10 million.

As part of the closure, we evaluated the ongoing value of the property,
plant and equipment associated with the Lumberton facility. We determined that
long-lived assets (property, plant and equipment) with a carrying amount of
$36.5 million were impaired and wrote them down to their estimated fair value of

18

$7.9 million. The resulting impairment charge of $28.6 million was reflected in
the statement of operations during fiscal 2003. During fiscal 2003, we also
impaired certain equipment and other capitalized costs at other facilities of
$7.9 million.

During the first quarter of fiscal 2004, we entered into a second phase
of this restructuring program. This phase of the program enabled us to improve
our operating results by approximately $6 million annually through reduced
salaries, benefits, other employee-related expenses and operating expenses. As a
result of this restructuring, 78 positions were eliminated. These positions
include manufacturing, sales, product development and administrative functions
throughout the organization.

Net interest expense and amortization of debt costs

We incurred interest expense and amortization of debt costs of $45.1
million in fiscal 2005, down $2.2 million from fiscal 2004. This improvement was
primarily the result of lower average debt levels during fiscal 2005 and the
absence of interest costs from holding $150 million of senior subordinated notes
due 2005 and $200 million of senior notes due 2013 concurrently for 30 days
during the first half of the fiscal 2004. These improvements were partially
offset by higher average variable interest rates during fiscal 2005. See Note 9,
Debt, in the Consolidated Financial Statements for further discussion of
variable interest rates.

We incurred interest expense and amortization of debt costs of $47.3
million in fiscal 2004 compared to $47.5 million for fiscal 2003. The
consistency is the result of several offsetting factors. Lower interest rates
and average debt levels during fiscal 2004 offset both the negative impact of
the termination of the interest rate swap and the additional expense of holding
the $150 million of senior subordinated notes due 2005 and the $200 million of
senior notes due 2013 concurrently for 30 days during the first half of fiscal
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2004.
Loss on early extinguishment of debt costs

On March 23, 2005 we used cash on hand to redeem $20 million of our
senior subordinated notes due in 2008. As a result of this partial
extinguishment, we wrote-off a portion of deferred financing costs, resulting
in non-cash expense of $0.2 million during fiscal 2005.

On November 5, 2003, we established a $220 million senior secured credit
facility. This facility amended and restated our then existing $215 million
revolving credit facility. We used the proceeds of the new credit facility to
pay the outstanding balance on the former revolving credit facility plus
transaction fees and expenses. During fiscal 2004, $1.6 million was expensed
related to the early extinguishment of the previous credit facility.

On September 22, 2003, we placed privately $200 million in aggregate

principal amount of 8.5% senior notes due in 2013. The notes are unsecured
obligations and rank senior to any of our subordinated debt. The notes are

guaranteed by our direct and indirect domestic subsidiaries that are also
guarantors on our senior secured indebtedness. We used the net proceeds from
the private placement to redeem our $150 million senior subordinated notes
due 2005. As a result of the extinguishment, $3.3 million was expensed during
fiscal 2004. These expenses included a $2.1 million call premium and $1.2
million related to the write-off of deferred financing costs.

See Note 9, Debt, in the Consolidated Financial Statements for further
discussion of the debt issuance and related extinguishment.

Gain on sale of assets held for sale

In July 2004, we ceased production of nonwoven materials at our Cork,
Ireland facility. Subsequent to the July 2004 closure of the facility, we
began to actively market the building and equipment with carrying values of
$4.5 million and $1.5 million, respectively. 1In late December of 2004, we
completed the sale of the Cork facility building to the Port of Cork Company
for $13.4 million. Although the carrying values of these assets were based on
appraisals and available market information at the time of the impairment in
March of 2004, the purchase of this building for strategic purposes by the Port
of Cork Company was not contemplated in those appraisals. As a result of the
sale and disposition of the building and equipment for net proceeds after
decommissioning and other expenses of $13.2 million, we recognized a net gain
of $7.2 million ($4.7 million net of tax) during fiscal 2005.
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Foreign exchange and other

Foreign exchange and other in fiscal 2005, 2004 and 2003 were $(0.6)
million, $0.3 million and $(0.0) million, respectively. The expense in fiscal
2005 was primarily due to $0.5 million of expenses related to amending our
senior secured credit facility and other financing related costs. These costs
consisted primarily of legal and transaction support fees. The amendment to the
credit facility, among other things, lowered the effective interest rate on our
term loan by 50 basis points, reduced the required quarterly principal payments
to $0.2 million, changed the final maturity of the term loan to one lump sum
payment, and changed various covenant definitions.

The improvement in fiscal 2004 was due primarily to the absence of
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expenses related to the settlement of a lawsuit and the negative impact of a
natural gas forward contract recognized in fiscal 2003, partially offset by
lower foreign currency gains.

Income taxes

Our effective tax rate for 2005 was approximately (2%) versus 37% in
fiscal 2004 and 41% in fiscal 2003. During the fourth quarter of fiscal 2005,
the IRS completed an audit of our tax return for fiscal year 2002. With the
conclusion of this audit, we released the reserve on a tax deduction we claimed
relating to our investment in our former facility in Cork, Ireland and recorded
a non-cash tax benefit of $5.5 million to our provision for income taxes.
Excluding this benefit, our effective tax rate for 2005 would have been
approximately 25%. The additional improvement in our effective tax rate in 2005
was the result of a number of factors including:

o We continue to receive benefits from the extraterritorial income
exclusion. Although the dollar magnitude of the benefit declined
slightly in fiscal 2005, it had a more significant impact on the
effective rate due to the absolute value of our earnings before taxes.

o The favorable foreign currency translation adjustment of $3.0 million
recorded on the impairment of the long-lived assets at our Glueckstadt
facility is not taxable. Therefore, the tax benefit realized on the
impairment was $1.0 million greater than the statutory rate would
indicate.

o We recorded a tax benefit of $0.7 million resulting from a net change
in our contingency reserves.

Effective for transactions occurring after September 30, 2000, the
Internal Revenue Service enacted the Extraterritorial Income Exclusion. The
income exclusion provides for a reduction of gross income by a percentage of
qualifying foreign trade income. In order to comply with international trade
rules, the American Jobs Creation Act of 2004, or the Jobs Act, repealed the
current tax treatment for extraterritorial income. Effective for transactions
entered into after December 31, 2004, the extraterritorial income exclusion is
subject to a phase-out which will be completed by calendar year end 2006. For
transactions during calendar years 2005 and 2006, the income exclusion will be
80% and 60% of the exclusion otherwise allowed, respectively. Our
extraterritorial income exclusion benefit was reduced in fiscal 2005 due to this
phase-out and will continue to decrease through the final phase-out during
fiscal 2007.

In October 2004, the Jobs Act was signed into law. The Jobs Act
provides a tax deduction for domestic manufacturers. The deduction will be
phased in during fiscal years 2006 through 2010. We are in the process of
evaluating the potential impact of this deduction to our business. The benefit
from this deduction in calendar 2005 is expected to be immaterial. In addition,
the Jobs Act also provides a temporary incentive for U.S. multinationals to
repatriate certain foreign earnings at an effective tax rate of 5.25%. Based on
our assessment of the repatriation provision, we do not plan on repatriating
additional funds and will continue our current policy of permanently reinvesting
all foreign earnings outside the United States.

Cumulative effect of change in accounting

Historically, we accrued in advance expenses related to planned
extended maintenance shutdowns at our Perry, Florida facility. However, as of
July 1, 2003, we changed our method of accounting from the accrue in advance
method to the direct expense method. The effect of applying the new method for
the year ended June 30, 2004 was a decrease in net loss composed of a profit
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increase of $9.1 million pre-tax ($5.7 million net-of-tax reported as a
cumulative effect of accounting change), offset by $8.5 million ($5.4 million
net-of-tax) in additional cost of goods sold compared to what would have been
expensed in fiscal 2004 under the accrue in advance methodology.
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The total cost of the related planned maintenance activity performed in
2004 was $9.6 million. Historically, we perform planned extended maintenance
shutdowns at our Perry, Florida facility in two to five year intervals. Due to
variability in the timing and activities associated with our planned extended
maintenance shutdowns, it is difficult to predict the future costs of these
activities. See Note 3, Changes in Accounting, in the Consolidated Financial
Statements for further discussion of this change in accounting.

Financial Condition

Our financial condition improved during the current fiscal year as a
result of improved earnings. We are committed to reducing our debt,
strengthening our operations and continuing to improve our profitability and
cash flow.

Liquidity and capitalization

We have the following major sources of financing: senior secured credit
facility, senior notes and senior subordinated notes. Our senior secured credit
facility, senior notes and senior subordinated notes contain various covenants.
We were in compliance with these covenants as of June 30, 2005 and believe we
will continue to remain in compliance. These sources of financing are described
in detail in Note 9, Debt, to the Consolidated Financial Statements.

Our total debt decreased $67.7 million to $539.0 million at June 30,
2005 from $606.7 million at June 30, 2004. From June 30, 2003 to June 30, 2004,
total debt decreased by $57.8 million. Our total debt as a percentage of our
total capitalization was 66.7% at June 30, 2005 as compared to 72.6% at June 30,
2004 and 71.7% at June 30, 2003.

On June 30, 2005, we had $9.9 million of cash and cash equivalents and
$65.6 million borrowing capacity on our revolving credit facility. The portion
of this capacity that we could borrow will depend on our financial results and
ability to comply with certain borrowing conditions under the revolving credit
facility. As of June 30, 2005, our liquidity, including available borrowings and
cash and cash equivalents was approximately $75.5 million. Management believes
this is sufficient liquidity to meet the needs of the business. We believe we
will continue to have positive cash flow and these borrowing conditions are not
expected to impact our operating or investing activities, or our ability to
service our debt obligations.

Shelf Registration

On March 15, 2002, we filed a shelf registration statement on Form S-3.
By its terms, the shelf registration statement allows us to issue from time to
time various types of securities, including common stock, preferred stock and
debt securities, up to an aggregate amount of $300 million. We filed the
registration statement to gain additional flexibility in accessing capital
markets for general corporate purposes. This S-3 registration statement became
effective on April 18, 2002.

Treasury stock
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Our Board of Directors has authorized the repurchase of up to 6.0
million shares of our common stock. Under this authorization, we will hold the
repurchased shares as treasury stock and such shares will be available for
general corporate purposes, including the funding of employee benefit and
stock-related plans. In fiscal 2005, we repurchased no shares of our common
stock. Through June 30, 2005, we had repurchased a total of 5,009,300 shares
under the current board authority.
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Cash Flow

While we can offer no assurances, we believe that our cash flow from
operations, together with current cash and cash equivalents, will be sufficient
to fund necessary capital expenditures, meet operating expenses and service our
debt obligations for the foreseeable future. Cash and cash equivalents totaled
$9.9 million at June 30, 2005, compared to $27.2 million at June 30, 2004 and
$50.0 million at June 30, 2003. The following table provides a summary of cash
flows for the three years ended June 30, 2005.

(millions) 2005 2004

Operating activities:

Net 1ncComMEe (L1OSS) v vt ittt et ettt ettt eenennns $ 20.2 S (38.2)
Noncash charges and credits, net.................. 58.3 72.6
Changes in operating assets and liabilities, net.. 0.1 31.3
Net cash provided by operating activities............ 78.6 65.7

Investing activities:

Purchases of property, plant and equipment........ (45.3) (31.9)
Proceeds from sales of assets......vviiiiiieee... 13.6 0.3
Other investing activities........... ..., (0.5) (0.6)
Net cash used in investing activities................ (32.2) (32.2)

Financing activities:

Net borrowings (payments) under lines of credit... 0.4 (224.0)
Proceeds from debt issuances...........cceeeeeeee.. - 350.0
Payments on long-term debt and other.............. (67.7) (178.3)
Other financing activities, net................... 2.4 (4.6)
Net cash used in financing activities................ (64.9) (56.9)
Effect of foreign currency rate fluctuations on cash 1.2 0.7
Net decrease in cash and cash equivalents S (17.3) S (22.7)

Cash provided by operating activities

......... The $12.9 million improvement in cash flows from operating activities
in 2005 was primarily t