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PaperiinX 8PS Trust
Directors’ Report

The Oirectors of Permanenl investmen! Managemen! Linuled, the responsible entity of PaperlinX SPS
Trust ("the SPS Trust”), present their report togethar with lhe interim financial repori of the SPS Trust for
the period 1 July 2008 to 31 December 2008 and the auditor's review repoer thereon. This interim
financial report is the second interim financial repor! prepared by the SPS Trust since it was registered
as a Managed lnvestment Scheme on 14 February 2007,

Responsible Entity

Permanant Invesimeni Managemenl Limiled {‘the Respensible Entily’} has acted in the capacily of
Responsible Entity of the SPS Trust since it was established under 2 trust deed daled 07 February
2007.

The registered cffice and principal place of business of the Responsible Enfily and the SPS Trust is
Level 4, 35 Clarence Street, Sydney, NSV 2000

The names of the Direclors of the Responsible Entily holding office during the hali year ended 31
December 2008 and until the date of this report were:

Jonathan Westaby Sweeney Direclor from 12 December 2002 o 31 December 2008
Chairman

Michael John Britton Direcior since 11 July 2603

Dirsetor

Vicki Lee Alien Director since 15 June 2007

Director

Eugene Quass Director from 27 February 2008 to 13 February 2009
Director

David Grbin Director since 22 July 2608

Directar

John Atkin Director since 27 January 2009

Director




PaperlinX SPS Trust
Directors’ Report {cont.)
Principal activities

The SPS Trust was established for the purpose of issuing a new secunty calied PaperfinX Slep-up
Preference Securities (PSPS).  The PSPE are perpetual. preferred units in the SPS Trust and on 3
barch 2007, 2.830,000 PSPS were issused al an issue price of 3108 per security raising $285 million.
The FSPS are listed on the ASX under "PXUPA™

The SPS Trust issued 1 ordinary unit at an issue price of $100 per unit to PaperinX Limited.

The SPS Trustis a registered managed investment scheme and the SPS Trust is domiciled in Ausiralia
Tihe SPE Trust did nol have any employzeas during the period.

Revigw of operations

Results

The SPS Trust's net profit from operations for the current period was $14,881,848 (2007 $12.887 418}

The distribution an the SPS Trust declared and paid o 31 December 2008 was $14.881,848 {2007:
$£12.887.418) representing a distnibution of $5.2217 (2007: $4.5219) on 2,850,000 (2007: 2.850,000)
fully paid preferred units.

The distribution on the 1 ordinary unit for the pericd ended 31 December 2006 was SNIL {2007 ENil}.

Interests of the Responsible Entity

The Responsible Entily, its associates and olher trusts or schemes under the managemenl of the
Responsible Entity have not heid any units in the SPS Trust during the financial year. Set out below are
the fees paid or payable by the SP3 Trust to the Responsible Entity, or any of ils associates, during the
hatf year penod:

2008 2007

5800 5000
Responsibie Entity
- Management fees 46 67
Custody fees 20
&8 67

£vents subseguent te balance date

The SPS Trust s a controlied entily of PapedinX Limited and has an investment in preference shares
issued by PaperlinX SP8 LLC. The income earned by the SPS Trust from this investment is uliimately
sourced from PaperlinX (Europe) Limited. a controlled entity of PaperiinX Limited. In addition, PaperlinX
(Eurcpe} Limifed is a guaranior {o certain borrowings of PaperlinX Limited and its controlied entilies
{cotlectively "the PaperlinX Group).

The PapedinX Group announced on 19" December 2008 that 1 would potentally breach cartain
horrowing covenants at 3t December 2008, At 31 Uecember 2008, the PaperinX Group had breached
certain borrowing covenants relating to its syndicated banking facilily, US Private Placement Notes and
other banking facilities. Subseguent to 31 December 2008, and based oin the ASX announcement made
by PaperlinX Limited on 18" tebruary 2008, a waiver of the covenant breaches has been negofiated
with the lenders and the US Private Placement Noteholders for the period endad 31 December 2008
until 31 March 2009, subject {o certain conditions. As part of the conditions of this waiver, the PaperiinX
Group musl gair approval from its lenders and the US Private Placement Noteholders before declaring
dwidends or making distributions on its erdinary shares or siep-up preference secunilies issued by the
$PS Trusl., during the defaull period.  Furhermore, the PaperlinX Group is in negoliations with its
lenders and the US Private Placement Ncieholders regarding its fulure borrowing covenants and to
obtain approval for the sale of the Australian Paper manufacturing operations.

Other 1han the above, there has not arisen in the interval between the end of the financial period and the
date of this report any items, transactions or evenis of a material and unusual nature likely, in the
opinion of the Responsible Enity, to affzct significantly the operation of the SPS Trust, the resulis of
those operalions, or the state of affairs of the 5PS Trusi, in the current financial period.




PaperiinX SPS Trust
Directiors’ Report (cont.)

Lead Auditor's independence declaration

The lead auditor's indeperdence declaration 15 521 aut an page 12 and forms par of the Direclors’ repon for
the period ended 31 December 2006.

Rounding off

The SPS Trusi is of a kind referred 1o in ASIC Class Order 88/100 dated 10 July 1898 and in accordance with
hat Class Order, amounts in the financial report and Direciors” Report have been rounded off to the nearesl
thousand dollars. unless othenwise stalec

-Dated al Sydney this 26™ day of February 2008

This report is made with a resciution of the Directers of Permanent Invesiment Management Limited

c A : .
R

Vicki Allen
Diractor

[




PaperlinX 8PS Trust

interim Income Statement

For the period ended 31 December

investment income

Dividends recaived
Inleresi income

Toial investment income

Expenses

tManagement fees
Cuslody tees
Auditors’ remuneration
Unit registry fees
Legal fees

Other operating cosis

Total expensss

Profit attribitable to unit holders

PaperlinX SPS Trust

Interim Statement of Changes in Equity
For the period ended 31 December

Total equity at beginning of period

MNet profit for the period
Distributions on step-up preference securities

Total equity at end of period

PaperlinX SP35 Trust
Earnings per Security

For the period ended 31 December

2008 2007
5000 $900
15.033 13.031
7 12
15,040 13,044
{45) 67
{20 -
{15) 15
{30 22}
. “16)
47 37
{158} (157}
14,882 12,387
2008 2007
$000 $000
285,000 285.000
14,882 12.887
{14 882} {12.857)
285,000 285,000
2008 2007
52247 45219

Earnings per Security (§)

The interim income statement. interim sfatement of changes in equity and the earmings per

securily are to be read in conjunction with the condensed notes (o the financial statements

setouton pages 7to 11.




PaperlinX 5PS Trust

Interim Balance Shest

Assets
Current assets

Cash and cash equivalents
Other receivables

Total current assets

Non current assefs
Invesiments

Total non current assets
Tolal assets

Liabilities

Current liabilities

Trade and other payables
Total current liabilities

et assets

Eguity

Step-up preference securities

Ordinary units on issug
Total Equity
T $100

The inlenm balance sheet s to be read i conjunction wilh the condensed noles te the
financial statements sel out on pages ¥ 10 171

As at 31
December
2008

Note 5000

158
34
192

285000

285,000

285,192

.82
192

285,000

3 285,000

285,000

As at 30
June
2008
$0900

56
L
80

285,000
285,000

285,080

8D
a0

285,000

285,000

285,000




PaperlinX SPS Trust

Interim Statement of Cash Flows

For the period ended 31 December 2008 2007
GO0 5000
Cash flows from operating activities
Payments from suppliers - 252
Paymenis to suppliers (56) -
Interest received 7 13
Dividends received ) 15.033 o 13emnm
Net cash flows from operating activities 14,984 13.286

Cash flows investing activities _
Acguisition of nvesiments _ . .

Net cash fiows from investing activities - -

Cash flow from financing activities

Step up preference security distributions o {14.882) {19.452)
Net cash fiows from financing activities (14.882) {19.452)
MNet increase in cash and cash equivalents 162 {6,156}
Cash and cash equivaients at the beginning of the period 56 6,538
Cash and cash equivalents at the end of the period 158 482

The interim statement of cash fiows is to be read in conjunclion with the condensed notes to
the financial statements set oul on pages 7 10 11,




PaperiinX SPS Trust
Condensed notes to the financial statements

{b)

{c)

Accounting policies
Reporting Entity

PaperinX SPS Trust. (the "SPS Trusi) is a registered Managed Investmeni Scheme under he
Corporations Act 2001 The fiancial report of the SPS Trust is for the period 3 July 2608 to 31
December 2008, The compaiative penad afiects lhe period of 1 July 2007 to 31 December 2007.

The financial repot was aulhonsed far ssue by the Direttors of the Responsibie Entity on 267
February 2009.

Statement of compliance

The interim financial report 15 a generai purpose financial report which has been prepared in
accordance with AASB 134 intenm Financial Reporting and the Corporations Act 2001

The interim financial report does not inciude all of the information required for a {uli annuat financial
raport, and should be read in conjunction with the annua} financial report of the enlity as at and for the
year ended 30 June 2008.

Uncertainties on Valuation of Investment and Gaing Concern Basis of Accounting

The SPS Trust is a conirglied entity of PaperkinX Limied and has an investment in preference shares
issued by PaperiinX SPS LLT. The income earned by the SP5 Trust from this investment is ultimately
sourced from PaperiinX (Euwope} Limited. a2 controlled entity of PaperlinX Limited. in addiion,
PaperinX {Eurape) Limited is & guarantar 1o ceriain borrowings within the PaperiinX Group.

The PaperinX Group announced on 19" Decernber 2008 that it would palentially breach cerain
borrowing covenamts at 31 December 2008 At 31 December 2008, the PaperlinX Group had
breached certain borrowing covenants relating to its syndicated banking facility, US Private Placement
Notes and other banking faciblies. Subsequent io 31 December 2008, and based on the ASX
announcement made by PaperimX Limited on 18" February 2009, a waiver of the covenant breaches
has been negofiated with the lenders and the US Private Placement Noteholders for the pericd ended
31 December 2008 until 31 March 2009, subject to cerain conditions. As par of the conditions of this
waiver. the PaperiinX Group must gam approval from itz Jenders and the US Private Placement
Noteholders before declaring dividends or making distributions on #s ordinary shares or step-up
preference securities issued by the SPS Trusi. during the default period. Furlhermore, the PaperlinX
Group is in negotiations with its lenders and the US Private Placement Noteholders regarding its
future borrowing covenants and e obtain approval for the sale of the Australian Paper manufaciunng
operations.

in the event that the PaperinX Group was unable (o renegoliate its borrowing covenants, this may
impact the ability of PaperinX (Europe) Limited 10 repay iis 1oan 1o PaperinX SPS LLC. This would in
turn decrease the vaiue of the SPS Trust's investiment in PaperlinX SPS LLC. In the eveni thal the
SPS Trusl was required to wnte-down its nvestmenti in PaperlinX SPS LLC this would in turn creale
an uncerainty as fo the SPS Trust's ability to continue as a going concesm.

Should PaperlinX Limited no! be able to renegoliaie ils borrowing arrangements, the Responsible
Enlity would need to consider what its obligations are under the PaperlinX SPS Terms, and whether
ihis requires the SPS he converded into PaperlinX Limited preference shares.

Notwithstanding the above, the inlerim financial report has peen prepared on a going concerm basis,
which contemnplaies the realisation of assels and extinguishment of tiabilities in the ordinary course of
business.

The Directors of the Responsible Entily have concludzad that the combination of factors and
circumstances described above represent an unceriainly thal may cast doubl on the SPS Trust's
valuation 0f ifs invesimenl and its ability to continue as o geing concarn. Neveriheless, based on the
management represeniaiions from the Officers on behall of PaperlinX Limited the Directors of the
Responsibie Entily have a reasonable expactation that the SPS Trust has adeguale resources to
continue 8s a going concern for the foreseeable fulure




PaperiinX SPS Trust
Condensed notes to the financial statements

{d)

{e)

Significant Accounting Folicies

The accounting policies apolied by the entity in this interim financial repod ars the same as those
applied by the entity in s financial reposd as at and for the penod ended 30 June 2008

As this is the second inlerim financial report prepared by the SPS Trust comparalve information n
respect of the income statement, statement of changes in equily and cash flows have been proviged

Certain comparative information has been reclassified lo conform Lo current year s presentation
The accounting policies have been appiiad consistently.
Accounting Estimates and Judgements

The preparation of interim financia reports requires judgements. estimales and assumptiens that
afiect the application of accounling policies and the reperiad amounts of assels and labilites, income
and expense. Actual results may differ from these estimales.

Excepi as described below, s preparing this interim financial teport, the significant judgements made
in applying the SPS Trust's accounting policies and the key sources of estimaton uncertainty were lhe
same as those thal applied 1o the financial report as at and for the year ended 30 June 2008

During the six months ended 31 December 2008, ihe following estimates and judgemenis have been
applied:

investment canying value

The SPS Trust nas invested in preference shares issued by PaperinX SPS LLC. a controlizd ently of
PaperlinX Limited. Investmenis are indtiaily recognised at fair value plus direclly allfibuiable
transaclion costs. Subsequent to inifial recognition investments are measured at fair value with
movements in fair value recorded in ihe income statement. The fair value of this investment is
delermined with reference o lhe underlying cash flows recewable from PaperlinX SPS LLC. Referto
nofe 3 (c} for comments in relation {o the uncenainty thal exists in respect of the carrying value of the
investment.

Fair value information

The SPS Trust's fnancial instruments / investments are carred al fair value on the balance sheet
Usually the fair value of the financial instrumants / investments can be reliably determined within 2
reasonable range of estmales

Fair value estimates are made a a specific point of time, based on market conditions and information
about the financial instrument / mvestmenl. These esfimates are subjective in natire and mvolve
unceriainties and matters of significant judgement {e.g. interes! rates, volalility. estimaied cash flows,
etc.) and therefore. cannot be determined with precision.

For certain other financial nstruments / mvesiments, including other receivables and payabies, the
carrying amounts approximate fair value due to the immediate or short-term nature of these hinancial
instruments / investmeanis.

The carrying azmounts of all the SPS Trust's financial assets and liabihlies at the balance sheet date
approximated their fair vatues.




PapearlinX SPS Trust

Condensed notes to the financial statements

2. Segment reperting

The nrimary activity of the SPS Trusl is to invest in preference shares issued by PaperiinX, LLT. a
wholly owned subsidiary of the PaperlinX Graup. The irust is domiciled in Ausiralia.

3 Step-up preference securities

All preference secunties 1 the SPS Trust are of the 31 Dec 2008 31 Dec 2007
same ciass and carry egual rights.  Under the SPS

Trust consiitution, each unil represents 2 right o the

underlying assets of the SPS Trust

$00D . $000
Opening balance 285000 285.000
tssue of 2,850,000 securities at 5100 each - e
Clesing balance 285,000 285,000

The SPS Trusl was esiabiished for the purpose of issuing a new security called PaperinX Step-up
Preference Securilies {PSPS).  The PSPS are perpeiual preferred unils in the SPS Trust and on 30
March 2007, 2,850,000 PSPS were ssued al an issue puce of $100 per security raising $285 million.
The PSPS are listed on the ASX under "PXUPA™

Distributions on the PSPS are at the discretion of the Respansible Entity, subject to the PaperlinX
Group obtaining approval from s lenders and note holders, and are paid on a Hoaung rate,
unfranked, non-cumulative, discretionary and semi-annual basis. Distributions are therefore only paid
after declaration by the Responsitle Eniity If a distribution is not paid in full, the distribution does not
accumuiate and may never be paid on the PSPS  1f a distribution is not paid in full, PaperinX Limited
wili be prohibited from paying dividends or making ofher distributions on any class of ils share capital
wndit such time as scheduled disinbutions are paid by the PaperlinX SPS Trust. in accordance with the
SPS Trust constitution. which inciudes the SPS Terms. The distribution rate is the 180 day bank bil
swap rate plus a margin of 2.40%. The first periadic remarketing date is 30 June 2012 and provides
the PaperlinX SPS Trusi with the following options:

. conduct a2 remarkefing process fo establish a new margin and add or adjust such other terms of
the PSPS as it may requesl, 1o apply untit the next remarketing date:

- realise PSPS {redeem for cash, exchange for PaperlinX Limited ordinary shares or resell to a
third party); or

a begm paying distributions at the step-up margin on the PSPS.

wr




PaperlinX SPS Trust

Condensed notes to the financial statements

4. Ordinary units on issug

Tnere is 1 ordinary unil issued by the SPS Trust o PaperlinX Limiled which represents a right to the

underiying assals of the trust. This right ranks afier the preferred securities.

Opening balance
issue of 1 unit at S100 each
Ciosing balance

" 3100 -
5. Uistributions on step-up preference
securities

Distnibution for period 1 July 2007 1o 31
Decernber 2007 paid on 31 December 2007
{Distribuiion rate B.97%)

Distribution for perod 1 July 2008 10 31
December 2008 paid on 31 December 2008
(Disirinution raie 10.36%)

6. Distribution on ordinary units

Distribution for periad 1 July 2007 to 31
December 2007

Distribution for period 1 July 2008 1o 31
December 2008

31 Dec 2008 31 Dec 2007
SO00 5000
31 Dec 2008 31 Dec 2007
5000 Daltar per $000 Dollar per
unit unit
12.887 4.5219
14 882 52217 - .
14,882 5.2217 12 387 45218

B g

31 Dec 2008 31
$000

et o

Dec 2007
5000




PaperlinX 5PS Trust
Condensed notes fo the financial statementis

7. Earnings per security 31 Dec 2008 31 Dec 2047
$ $
Net profit 14 881.848 12,887,418
Numbsar of securities 2,850,001 2,850,007
Earnings per security 52217 4.5219
8. Contingent Liabilities

At the date of this report. the Responsible Emity is not aware of any coniingent Habifities or
contingent assets ihat relate to the SPS Trust. (2007:Nif)




Directors’ Declaration
In the opinicn of the Direclors of Permanent invesiment Managemeni Limitec. ihe responsibie eniity of
SaseriinX 8PS Trust ('the SPS Trust'):

the financial slalements and notes. sei ouwl on pages 4 to 11, are in agcordance with the Corporalions Act
2001, including®

(&

{iy giving & true and fair view of the financial position of the SPS Trust as &t 31 Drecember 2005 and of its
performance. as represented by the results of its operalions and its cash fiows for the hali-year ended
on {hat date; and

(it complying with Australian Accounting Standard AASE 134 infeam Financial Reporing and the
Corporations Reguiations 2001, and

{by there are reasonable grounds fo behave that lhe SPS Trusl will be able to pay its debis as and when they
hecome due and payabie

{c) the financial statements and notes, set out or pages 4 to 11, are i accordance with the provisions of the
Constitution of the SPS Trust

Dated at Sydnay this 26" day of February 2009.

Signed in accordance with a sesoiulion of the Direclors of Permanent investment Management Limited:

,‘J/' ) : _“ . I '\v,,..&,ﬂm._,‘/-'

Viekt Allen
DHrector




Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001
To: the directors of Permanent Investment Management Limited, the responsible entity of PaperlinX SPS

Trust.

I declare that, to the best of my knowledge and belicf, in relation to the review for the half-year ended 31
December 2008 there have been:

(1) no contraventions of the auditor independence requirements as set oul in the Corporations
Act 2001 1n relation to the review; and

(i1} 1o contraventions of any applicable code of professional conduct in relation to the review.

WPMG

KPMG

’Ipw&d M "?LQM
Paul } McDonald

Partner

Melbourne
26 February 2009

13

KPWMG, an Aus:-alian partnership and a member firm of the KPMG netwark
of independant member firms aftliated with KPMG Internaticnal. a Swiss coope:ative




Independent auditor’s review report to the unitholders of PaperlinX SPS Trust

We liave reviewed the accompanying interim financial report of PaperlinX SPS Trust (“the SPS Trust’), which
comprises the interim balance sheet as at 31 December 2008, income statement. statement of changes in equity and cash
flow starement for the interim period ended on that date, a description of accounting pohcies. other explanatory notes |
to 8 and the directors” declaration.

Directors” responsihiline for the financial veport

The directors of Permanent [nvestment Management Limited {the Responsible Entity) are responsible for the
preparation and fair presentation of the interim financial report in accordance with Australian Accounting Standards
(including the Australian Accounting Interpretations) and the Corporations Act 2001, This responsibility includes
establishing and maintaining internal control relevant to the preparation and fair presentation of the interim financial
report thal is free [rom material misstatement, whether due to fraud or crror; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the crrcumstances.

Auditor’s responsihifity

Our responsibility is to express a conclusion on the interim financial report based on our review. We conducled our
review in accordance with Auditing Standard on Review Engagements ASRE 2410 Review of Intervinm and Other
Financial Reports Performed by the Independent Auditor of the Entity, in order to state whether, on the basis of the
procedures described, we have become aware of any matter that makes us believe that the interim financiai report is not
in accordance with the Corporations Act 2001 including: giving a true and fair view of the SPS Trust’s financial
positicen as at 31 December 2008 and its performance for the interim period cnded on that date; and complying with
Australian Accounting Standard AASB 134 Interim Financial Reporting and the Corporations Regulations 2001, As
auditor of the SPS Trust, ASRE 2410 requires that we comply with the ethical requircments relevant to the audit of the
annual linancial report.

A review of an interim fimancial report consists of making enquiries, prinarily of persens responsible for financial and
accounting matters, and applying analytical and other review procedures. A review is substantially less in scope than an
audit conducted in accordance with Australian Auditing Standards and consequently does not enable us to obtain
assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we
do nol express an audit opinion.

Conclusion

Based on our review, which is not an audit, we have not become aware of any matter that makes us believe that the
interim financial report of PaperlinX SPS Trust is not in accordance with the Corporations Act 2001 including:

(a) viving a true and fair view of the SPS Trust’s financial position as at 31 December 2008 and of its performance for
the interim period ended on that date; and

(b) complying with Australian Accounting Standard AASB 134 fnierim Financial Reporting and the Corporations
Regufutions 2001,

U PMS

KPMG

ouad M ‘gl-h_/u/L
/ill I McDonal

Partner

Melhoume
26 February 2009

i4

¢ OMG, an Australian partners:p and a member firm of the KPMG network
- independent member firms affiliated with KPMG international, a Swiss cooperative




Appendix 4D

(Rides 4 2A 3}

Name of Entity PAPERLINX SPS TRUST
ASRN 123 83¢ 814

For the half year ended 31 December 20608

{Previcus Corresponding Peried 31 Decemoer 2007}

‘Resuits for announcement to the market 2008 2007 %
A$'000  A%000 Change _
Net profit/(loss) for the period 14.882 12,887 Up 154 :
Toist 14.882 12.887
| Distributions T Amount per Franked Amount
i security per security
Interim disiribution — current pericd $5.2217 _.N,’A
* interim distribution — previous correspendmg period $4.5219 NIA
Record date for getermining enlilements 1o the distnbubon 24 December 2008
Date distribution is payable 3t December 2008

Commeniary on resu'l"'cé’fi’)?ﬁiébéribc”iw o

Refer to attached Directors’ Report for explanation of resulis

31 December 31 December
2008 2007
Net tangible asset backing $100 3100
- Nel Assets %285.000,100 5285,000.100
i Number of securilies 2 850.001 2,850,001

MDatails of Entities Over Which Control Has Beer Gained or Lost

PAPERLINX LIMITED 1
APPENDIX 4D - 31 DECEMBER 2008




information on Audit or Review

Trus report is based on accounis to which one of fhe {ollowing applies

L

The accounts have been audied.

The accounts have been sublect ic rewew.

The accounts are i the process
of being audiied or subjeci w0
TEVIEW.

[N

The accounis have noi vel bezn audifed or
reviewed.

A copy of the review repori is included in the half year accounts atiached.

Sign here:

Print name- Vicki Allen

PAPERLINX LIMITED
APPENDIX 4D - 37 DECEMBER 2008

Date: 28" February 2408




