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PART I
FINANCIAL INFORMATION

Item 1. Financial Statements.
Packaging Corporation of America

Condensed Consolidated Balance Sheets

  
September 30, 2003

 
December 31, 2002

 

  
(unaudited)

   

(In thousands, except share and per share amounts)          
Assets

         

Current assets:
         

Cash and cash equivalents
  

$ 116,651
   

$ 131,305
  

Accounts and notes receivable, net of allowance for doubtful accounts of $5,919 and
$5,821 as of September 30, 2003 and December 31, 2002, respectively

  
202,465

   
175,716

  

Inventories
  

166,480
   

160,549
  

Prepaid expenses and other current assets
  

30,601
   

22,600
  

Deferred income taxes
  

54,240
   

19,384
  

Total current assets
  

570,437
   

509,554
  

Property, plant and equipment, net
  

1,376,331
   

1,408,980
  

Intangible assets, net of accumulated amortization of $1,991 and $1,726 as of September 30,
2003 and December 31, 2002, respectively

  
3,764

   
3,854

  

Other long-term assets
  

41,054
   

60,163
  

Total assets
  

$1,991,586
   

$ 1,982,551
  

Liabilities and shareholders’ equity
         

Current liabilities:
         

Short-term debt and current maturities of long-term debt
  

$ 109,070
   

$ 113,094
  

Accounts payable
  

97,064
   

85,807
  

Accrued interest
  

6,195
   

13,362
  

Accrued liabilities
  

88,793
   

84,543
  

Total current liabilities
  

301,122
   

296,806
  

Long-term liabilities:
         
       



Long-term debt 599,695 629,119
Deferred income taxes

  
267,525

   
241,372

  

Other liabilities
  

19,988
   

19,379
  

Total long-term liabilities
  

887,208
   

889,870
  

Shareholders’ equity:
         

Common stock (par value $.01 per share, 300,000,000 shares authorized, 104,669,535
shares and 104,510,094 shares issued as of September 30, 2003 and December 31,
2002, respectively)

  
1,047

   
1,045

  

Additional paid in capital
  

462,437
   

466,911
  

Retained earnings
  

314,530
   

329,065
  

Accumulated other comprehensive income (loss):
         

Unrealized gain (loss) on derivatives, net
  

26,361
   

(811)
 

Cumulative foreign currency translation adjustment
  

(9)
  

(1)
 

Total accumulated other comprehensive income (loss)
  

26,352
   

(812)
 

Unearned compensation on restricted stock
  

(1,110)
  

—
  

Common stock held in treasury, at cost (18,800 shares at December 31, 2002)
  

—
   

(334)
 

Total shareholders’ equity
  

803,256
   

795,875
  

Total liabilities and shareholders’ equity
  

$1,991,586
   

$ 1,982,551
  

 

See notes to condensed consolidated financial statements.
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Packaging Corporation of America
Condensed Consolidated Statements of Income

(unaudited)

  

Three Months Ended
September 30,

 

  
2003

 
2002

 

(In thousands, except per share amounts)      
Net sales

 

$ 444,599
 

$ 455,570
 

Cost of sales
 

(365,747) (368,953)
Gross profit

 

78,852
 

86,617
 

Selling and administrative expenses
 

(32,722) (33,065)
Other expense, net

 

(2,644) (3,609)
Corporate overhead

 

(13,959) (9,908)

Income before interest and taxes
 

29,527
 

40,035
 

Interest expense, net
 

(82,593) (16,749)

Income (loss) before taxes
 

(53,066) 23,286
 

(Provision) credit for income taxes
 

20,730
 

(8,688)

Net income (loss)
 

$ (32,336) $ 14,598
 

Weighted average common shares outstanding:
     

Basic
 

104,303
 

104,775
 

Diluted
 

106,037
 

106,863
 

Basic earnings per common share:
     

Net income (loss) per common share
 

$ (0.31) $ 0.14
 

Diluted earnings per common share:
     

Net income (loss) per common share
 

$ (0.31) $ 0.14
 

 

See notes to condensed consolidated financial statements.
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Packaging Corporation of America
Condensed Consolidated Statements of Income

(unaudited)

  

Nine Months Ended
September 30,

 

  
2003

 
2002

 

(In thousands, except per share amounts)      
Net sales

 

$ 1,304,337
 

$ 1,317,666
 

Cost of sales
 

(1,073,921) (1,072,947)
Gross profit

 

230,416
 

244,719
 

Selling and administrative expenses
 

(96,748) (99,151)
Other expense, net

 

(8,419) (5,340)
Corporate overhead

 

(34,925) (30,463)
   



Income before interest and taxes 90,324 109,765
Interest expense, net

 

(114,077) (51,231)

Income (loss) before taxes
 

(23,753) 58,534
 

(Provision) credit for income taxes
 

9,218
 

(22,715)

Net income (loss)
 

$ (14,535) $ 35,819
 

Weighted average common shares outstanding:
     

Basic
 

104,433
 

105,257
 

Diluted
 

106,310
 

107,475
 

Basic earnings per common share:
     

Net income (loss) per common share
 

$ (0.14) $ 0.34
 

Diluted earnings per common share:
     

Net income (loss) per common share
 

$ (0.14) $ 0.33
 

 

See notes to condensed consolidated financial statements.
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Packaging Corporation of America
Condensed Consolidated Statements of Cash Flow

(unaudited)

 

 

Nine Months Ended
September 30,

 

 

 
2003

 
2002

 

(In thousands)      
Cash Flows from Operating Activities:

     

Net income (loss)
 

$ (14,535) $ 35,819
 

Adjustments to reconcile net income to net cash provided by operating activities:
     

Depreciation, depletion and amortization
 

116,571
 

111,115
 

Amortization of financing costs
 

1,938
 

3,181
 

Loss—early debt extinguishment
 

76,622
 

—
 

Deferred income tax provision
 

(9,219) 23,569
 

Loss on disposals of property, plant and equipment
 

3,079
 

3,264
 

Pension and postretirement benefits
 

1,395
 

1,743
 

Tax benefit associated with employee stock option exercises
 

5,504
 

3,449
 

Other, net
 

(960) 1,082
 

Changes in components of working capital:
     

(Increase) decrease in current assets—
     

Accounts receivable
 

(25,951) (31,413)
Inventories

 

(5,610) 12,473
 

Prepaid expenses and other
 

(7,960) (6,583)
Increase (decrease) in current liabilities—

     

Accounts payable
 

11,080
 

1,202
 

Accrued liabilities
 

(2,995) 14,177
 

Net cash provided by operating activities
 

148,959
 

173,078
 

Cash Flows from Investing Activities:
     

Additions to property, plant and equipment
 

(78,144) (72,399)
Acquisitions of businesses

 

(2,799) —
 

Additions to long term assets
 

(3,564) (4,716)
Proceeds from disposals of property, plant and equipment

 

760
 

2,653
 

Net cash used for investing activities
 

(83,747) (74,462)
Cash Flows from Financing Activities:

     

Payments on long-term debt
 

(685,425) (27,046)
Proceeds from long-term debt issued

 

595,888
 

—
 

Financing costs paid
 

(6,466) —
 

Proceeds from settlement of treasury lock
 

26,965
 

—
 

Repurchases of common stock
 

(17,517) (27,844)
Issuance of common stock upon exercise of stock options

 

6,689
 

3,501
 

Net cash used for financing activities
 

(79,866) (51,389)
Net increase (decrease) in cash and cash equivalents

 

(14,654) 47,227
 

Cash and cash equivalents, beginning of period
 

131,305
 

82,465
 

Cash and cash equivalents, end of period
 

$ 116,651
 

$129,692
 

 

See notes to condensed consolidated financial statements.
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements

(unaudited)
September 30, 2003

1.   Basis of Presentation

The consolidated financial statements as of September 30, 2003 and 2002 of Packaging Corporation of America (“PCA” or the “Company”) are
unaudited but include all adjustments (consisting only of normal recurring adjustments) that management considers necessary for a fair presentation of such
financial statements. These financial statements have been prepared in accordance with accounting principles generally accepted in the United States for
interim financial information and with Article 10 of SEC Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States for complete financial statements. Operating results during the period ended September 30, 2003
are not necessarily indicative of the results that may be expected for the period ending December 31, 2003. These consolidated financial statements should be
read in conjunction with PCA’s annual report on Form 10-K for the year ended December 31, 2002.

2.   Summary of Accounting Policies

Basis of Consolidation

The accompanying condensed consolidated financial statements of PCA include all majority-owned subsidiaries. All significant intercompany
transactions have been eliminated. The Company has one joint venture that is carried under the equity method.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions that affect the amounts in the financial statements and the accompanying notes. Actual results could differ from those estimates.

Segment Information

PCA is primarily engaged in one line of business: the manufacture and sale of packaging materials, boxes and containers for industrial and consumer
markets. No single customer accounts for more than 10% of total revenues. PCA’s manufacturing operations are located within the United States.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which is effective for
fiscal years beginning after June 15, 2002. The Statement requires legal obligations associated with the retirement of long-lived assets to be recognized at
their fair value at the time that the obligations are incurred. Upon initial recognition of a liability, that cost should be capitalized as part of the related long-
lived asset and allocated to expense over the useful life of the asset. Certain of the Company’s facilities have indeterminate lives because they are expected to
remain in operation for the foreseeable future. Consequently, the asset retirement obligations related to these facilities cannot be reasonably estimated. The
adoption of SFAS No. 143 on January 1, 2003, did not have a material impact on the Company’s financial statements.
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

2.   Summary of Accounting Policies (Continued)

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” effective for exit or disposal
activities initiated after December 31, 2002. This Statement addresses financial accounting and reporting for costs associated with exit or disposal activities.
The adoption of SFAS No. 146 on January 1, 2003, did not have a material impact on the Company’s consolidated financial position or results of operations.

In November 2002, the FASB issued FASB Interpretation (“FIN”) No. 45, “Guarantors Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others.” This Interpretation elaborates on the disclosures to be made by a guarantor in its interim and annual
financial statements about its obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to recognize, at the inception
of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. This Interpretation does not prescribe a specific approach for
subsequently measuring the guarantor’s recognized liability over the term of the related guarantee. This Interpretation also incorporates, without change, the
guidance in FIN No. 34, “Disclosure of Indirect Guarantees of Indebtedness of Others,” which is being superseded. The initial recognition and initial
measurement provisions are applicable on a prospective basis to guarantees issued or modified after December 31, 2002. The disclosure requirements are
effective for financial statements of interim or annual periods ending after December 15, 2002. See Note 5, Letters of Credit, for the disclosure information.

In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities,” which addresses the financial reporting by companies
involved with variable interest entities. A variable interest entity is a corporation, partnership, trust, or any other legal structure used for business purposes
that either (a) does not have equity investors with voting rights or (b) has equity investors that do not provide sufficient financial resources for the entity to
support its activities. FIN No. 46 requires a variable interest entity to be consolidated by a company if that company is subject to a majority of the risk of loss
from the variable interest entity’s activities or entitled to receive a majority of the entity’s residual returns or both. Previously, a company generally included
an entity in its consolidated financial statements only if it controlled the entity through voting interests. The consolidation requirements of FIN No. 46 apply
immediately to variable interest entities created after January 31, 2003. Existing variable interest entities must be consolidated in the first fiscal year or
interim period ending after December 15, 2003. The adoption of FIN No. 46 did not have a significant impact on the Company’s financial statements.

Also in January 2003, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation—Transition and Disclosure,” which amends SFAS
No. 123, “Accounting for Stock-Based Compensation.” SFAS No. 148 provides alternative methods of transition for a voluntary change to the fair value



based method of accounting for stock-based compensation. In addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to require more
prominent and more frequent disclosures in financial statements about the effects of stock-based compensation. SFAS No. 148 is effective for fiscal years
ending after December 15, 2002. See below for Stock-Based Compensation disclosure information.
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

2.   Summary of Accounting Policies (Continued)

Stock-Based Compensation

PCA entered into management equity agreements in June 1999 with 125 of its management-level employees. These agreements provided for the grant of
options to purchase up to an aggregate of 6,576,460 shares of PCA’s common stock at $4.55 per share, the same price per share at which PCA Holdings LLC
purchased common stock in the April 12, 1999 transactions. The agreements called for these options to vest ratably over a five-year period, or, upon
completion of an initial public offering, vest fully with contractual restrictions on transfer for a period of up to 18 months following completion of the
offering. The options vested with the initial public offering in January 2000, and the restriction period ended in August 2001.

In October 1999, the Company adopted a long-term equity incentive plan, which provides for grants of stock options, stock appreciation rights (SARs),
restricted stock and performance awards to directors, officers and employees of PCA, as well as others who engage in services for PCA. Option awards
granted to officers and employees vest ratably over a four-year period, whereas option awards granted to directors vest immediately. Under the plan, which
will terminate on June 1, 2009, up to 4,400,000 shares of common stock are available for issuance under the long-term equity incentive plan.

On June 20, 2003, the Company granted 64,500 shares of restricted stock to certain of its employees. These shares vest on June 20, 2007. The Company
will recognize compensation costs associated with these shares ratably over the next four years.

As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation” and amended by SFAS No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure,” the Company has elected to account for its stock option plan under Accounting Principles Board (“APB”)
Opinion No. 25, “Accounting for Stock Issued to Employees,” and adopt the disclosure only provisions of SFAS No. 123 and SFAS No. 148. Under APB
No. 25, no compensation costs are recognized because the number of options is fixed and the option exercise price is equal to the fair market price of the
common stock on the date of the grant. Under SFAS No. 123, stock options are valued at the grant date using the Black-Scholes valuation model and
compensation costs are recognized ratably over the vesting period. Had compensation
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

2.   Summary of Accounting Policies (Continued)

costs been determined as prescribed by SFAS No. 123, the Company’s net income and earnings per common share for the periods presented would have been
the following:

  

Three months ended
September 30,  

  2003  2002  

Net income (loss)—as reported
 

$ (32,336) $ 14,598
 

Add: Amortization of unearned compensation on restricted stock,
net of tax

 

45
 

—
 

Less: Stock-based compensation expense determined using fair
value method, net of tax

 

(881) (688)
Net income (loss)—pro forma

 

$ (33,172) $ 13,910
 

Basic earnings (loss) per common share—as reported
 

$ (0.31) $ 0.14
 

Diluted earnings (loss) per common share—as reported
 

$ (0.31) $ 0.14
 

Basic earnings (loss) per common share—pro forma
 

$ (0.32) $ 0.13
 

Diluted earnings (loss) per common share—pro forma
 

$ (0.32) $ 0.13
 

 
  

Nine months ended
September 30,  

  2003  2002  

Net income (loss)—as reported
 

$ (14,535) $ 35,819
 

Add: Amortization of unearned compensation on restricted stock,
net of tax

 

45
 

—
 

Less: Stock-based compensation expense determined using fair
value method, net of tax (2,288) (1,649)



Net income (loss)—pro forma
 

$ (16,778) $ 34,170
 

Basic earnings (loss) per common share—as reported
 

$ (0.14) $ 0.34
 

Diluted earnings (loss) per common share—as reported
 

$ (0.14) $ 0.33
 

Basic earnings (loss) per common share—pro forma
 

$ (0.16) $ 0.32
 

Diluted earnings (loss) per common share—pro forma
 

$ (0.16) $ 0.32
 

 
The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options which have no vesting restrictions and are

fully transferable. In addition, option valuation models require the input of highly subjective assumptions including the expected stock price volatility.
Because the Company’s employee stock options have characteristics significantly different from those of traded options, and because changes in the
subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing models do not necessarily provide a reliable
single measure of the fair value of its employee stock options.

9

Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

2.   Summary of Accounting Policies (Continued)

Revenue Recognition

The Company recognizes revenue as title to the products is transferred to customers. Shipping and handling costs are included in cost of sales. Shipping
and handling billings to a customer in a sales transaction are included in revenue.

Comprehensive Income (Loss)

For the three months ended September 30, 2003 and 2002, total comprehensive income was $16.9 million and $0.5 million greater than net income for
the respective periods. For the nine months ended September 30, 2003 and 2002, total comprehensive income was $27.2 million and $1.4 million greater than
net income for the respective periods. These variances in comprehensive income were due to changes in the fair value of derivatives, foreign currency
translation adjustments and proceeds from settlement of a Treasury lock.

On June 12, 2003, PCA entered into two interest rate protection agreements with a counterparty to lock in then current interest rates on 5-year and 10-
year U.S. Treasury notes. PCA entered into these agreements to protect it against increases in the 5-year U.S. Treasury note rate, which served as a reference
in determining the interest rate applicable to the 5-year notes due 2008, and the 10-year U.S. Treasury note rate, which served as a reference in determining
the interest rate applicable to the 10-year notes due 2013. As a result of increases in the interest rates on the 5-year U.S. Treasury notes and 10-year U.S.
Treasury notes, PCA received a payment of approximately $27.0 million from the counterparty upon settlement of the agreements, which occurred on July 21,
2003. PCA recorded the settlement in Accumulated Other Comprehensive Income (Loss) and will amortize this amount to interest expense over the
respective lives of the notes.

Reclassifications

Prior year’s financial statements have been reclassified where appropriate to conform with the current year presentation.
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

3.   Earnings Per Share

The following table sets forth the computation of basic and diluted income per common share for the periods presented.

  

Three Months Ended
September 30,  

  2003  2002  

(In thousands, except per share data)      
Numerator:

     

Net income (loss)
 

$ (32,336) $ 14,598
 

Denominator:
     

Basic common shares outstanding
 

104,303
 

104,775
 

Effect of dilutive securities:
     

Stock options
 

1,734
 

2,088
 

Dilutive common shares outstanding
 

106,037
 

106,863
 

Basic income (loss) per common share
 

$ (0.31) $ 0.14
 

  



Diluted income per (loss) common share $ (0.31) $ 0.14
 

  

Nine Months Ended
September 30,

 

  
2003

 
2002

 

(In thousands, except per share data)      
Numerator:

     

Net income (loss)
 

$ (14,535) $ 35,819
 

Denominator:
     

Basic common shares outstanding
 

104,433
 

105,257
 

Effect of dilutive securities:
     

Stock options
 

1,877
 

2,218
 

Dilutive common shares outstanding
 

106,310
 

107,475
 

Basic income (loss) per common share
 

$ (0.14) $ 0.34
 

Diluted income (loss) per common share
 

$ (0.14) $ 0.33
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

4.   Inventories

The components of inventories are as follows:

  

September 30,
2003

 

December 31,
2002

 

    
(audited)

 

(In thousands)          
Raw materials

  

$ 76,669
   

$ 73,730
  

Work in progress
  

5,519
   

5,423
  

Finished goods
  

52,882
   

49,306
  

Supplies and materials
  

61,797
   

61,571
  

Inventories at FIFO cost
  

196,867
   

190,030
  

Excess of FIFO over LIFO cost
  

(30,387)
  

(29,481)
 

Inventory, net
  

$166,480
   

$ 160,549
  

 
An actual valuation of inventory under the LIFO method can be made only at the end of each year based on the inventory levels and costs at that time.

Accordingly, interim LIFO calculations must necessarily be based on management’s estimates of expected year-end inventory levels and costs. Because these
are subject to many forces beyond management’s control, interim results are subject to the final year-end LIFO inventory valuation.
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

5.   Debt

A summary of debt is set forth in the following table:
  September 30,  December 31,  

  2003  2002  

(In thousands)          
Senior credit facility—

         

Term Loan A, effective interest rate of 3.15% as of December 31, 2002
  

$ —
   

$ 54,618
  

Term Loan B, effective interest rate of 3.40% as of December 31, 2002
  

—
   

24,382
  

Term Loan, effective interest rate of 2.44% as of September 30, 2003, due in
varying annual installments beginning July 21, 2005 through 2008

  

50,000
   

—
  

Receivables credit facility, effective interest rate of 1.50% and 1.78% as of
September 30, 2003 and December 31, 2002, respectively, due October 10,
2006

  

109,000
   

113,000
  

Senior subordinated notes, interest at 9.625% payable semi-annually, due April 1,
2009, callable April 1, 2004

  

3,617
   

550,000
  

       



$150 million senior notes, net of discount, interest at 4.375% payable semi-
annually, due August 1, 2008

149,350 —

$400 million senior notes, net of discount, interest at 5.750% payable semi-
annually, due August 1, 2013

  

396,658
   

—
  

Other
  

140
   

213
  

Total
  

708,765
   

742,213
  

Less: Current portion
  

109,070
   

113,094
  

Total long-term debt
  

$ 599,695
   

$ 629,119
  

 

On June 23, 2003, PCA launched a tender offer, which expired at midnight on July 21, 2003, for any and all of its outstanding $550.0 million aggregate
principal amount of 9 5/8% senior subordinated notes due 2009. In connection with the tender offer, PCA also solicited consents to adopt amendments to the
indenture under which the 9 5/8% notes were issued to eliminate substantially all of the restrictive covenants and several of the event of default provisions
contained in the indenture. The consent solicitation expired on July 7, 2003, at which time holders of approximately $546.3 million, or 99.3%, in aggregate
principal amount of the 9 5/8% notes consented to the proposed amendments and tendered their notes in the tender offer.

On July 7, 2003, PCA repaid all borrowings under its existing senior secured credit facility. This facility was replaced with a new senior unsecured credit
facility that provides a new $100.0 million revolving credit facility, including a $35.0 million subfacility for letters of credit, and a new $50.0 million term
loan. As of September 30, 2003, there are no borrowings outstanding under the revolving credit facility. The new senior credit facility closed on July 21,
2003, and it expires in 2008.

On July 15, 2003, PCA offered $150.0 million of 4 3/8% five-year senior notes and $400.0 million of 5 3/4% ten-year senior notes through a private
placement. The offering closed on July 21, 2003. On July 22, 2003, PCA used the net proceeds from the offering, together with the borrowings under the new
senior credit facility and cash on hand, to repurchase $546.4 million, or 99.3%, of its outstanding 9 5/8% senior subordinated notes that were validly tendered
and accepted for payment in the tender offer that expired at
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Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

5.   Debt (Continued)
midnight on July 21, 2003. The remaining senior subordinated notes are callable beginning on April 1, 2004 at 104.8125%. As a result of these

transactions, PCA recorded a one-time, charge of approximately $76.6 million ($46.7 million after-tax) in the third quarter. The $76.6 million charge includes
the tender offer premium of $55.9 million and a $17.4 million non-cash charge for the write-off of deferred financing fees due to the early extinguishment of
debt, which are included in interest expense, and fees and expenses of $3.3 million, which are included in corporate overhead.

On October 10, 2003, PCA renewed the receivables credit facility for an additional three-year term. This facility will terminate on October 10, 2006.

The new instruments governing PCA’s indebtedness contain covenants that limit the ability of PCA and its subsidiaries to enter into sale and leaseback
transactions, incur liens, enter into certain transactions with affiliates, or merge or consolidate with any other person or sell or otherwise dispose of all or
substantially all of the assets of the Company. They also require PCA to comply with certain financial covenants, including the ratio of earnings before
interest, taxes, depreciation and amortization (EBITDA) to interest expense, the ratio of debt to total capitalization, and minimum net worth levels. A failure
to comply with these restrictions could lead to an event of default, which could result in an acceleration of such indebtedness. At September 30, 2003 the
Company was in compliance with these covenants.

6.   Letters of Credit

A summary of the Company’s letters of credit is set forth in the following table:

  

September 30,
2003

 

December 31,
2002

 

(In thousands)          
Workers’ compensation

  

$11,775
   

$11,775
  

Management equity loans
  

600
   

2,065
  

Environmental
  

1,272
   

1,431
  

Equipment leases
  

—
   

1,329
  

Total
  

$13,647
   

$16,600
  

 

The letter of credit related to the management equity loans guaranteed bank financing to enable some members of PCA’s management to purchase equity
under the management equity agreements discussed in Note 9, Shareholders’ Equity from PCA’s 2002 Annual Report on Form 10-K. The letter of credit
expires in June of 2004.

The remaining letters of credit guarantee payment by PCA of various environmental obligations, including landfills and solid waste programs and
workers’ compensation.

7.   Shareholders’ Equity

On May 16, 2001, the Company announced a $100.0 million common stock repurchase program. PCA currently expects to continue to repurchase the
shares from time to time. Through September 30, 2003, the Company repurchased 5,195,600 shares of common stock for approximately $88.8 million. No
shares were repurchased during the third quarter of 2003. All repurchased shares were retired prior to September 30, 2003.
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8.   Summarized Combined Financial Information about Guarantor Subsidiaries

The following is summarized aggregated financial information for Packaging Credit Company, LLC, Dixie Container Corporation, PCA
International, Inc., PCA International Services, LLC, Tomahawk Power LLC and PCA Hydro, Inc., each of which was a wholly-owned subsidiary of PCA
and included in the Company’s consolidated financial statements. Each of these subsidiaries fully, unconditionally, jointly and severally guaranteed the
remaining balance of $3.6 million in senior subordinated notes issued by PCA. Separate financial statements of the guarantor subsidiaries are not presented
because, in the opinion of management, such financial statements are not material to investors. Financial information for Packaging Receivables Company,
LLC, PCAI de Mexico S. de R.L. de C.V., and PCAI Services de Mexico S. de R.L. de C.V. are reflected as non-guarantor subsidiaries.

  
PCA

 

Guarantor
Subs

 

Non-
Guarantor

Subs
 

 Eliminations 
 

Total
 

(In thousands)                
September 30, 2003

               

Current assets
 

$ 399,937
 

$ 84,610
  

$199,091
   

$ (113,201)
 

$ 570,437
 

Non-current assets
 

1,566,286
 

209,526
  

21
   

(354,684)
 

1,421,149
 

Total assets
 

1,966,223
 

294,136
  

199,112
   

(467,885)
 

1,991,586
 

Current liabilities
 

331,269
 

2,589
  

109,209
   

(141,945)
 

301,122
 

Non-current liabilities
 

886,810
 

398
  

—
   

—
  

887,208
 

Total liabilities
 

1,218,079
 

2,987
  

109,209
   

(141,945)
 

1,188,330
 

Net assets
 

$ 748,144
 

$291,149
  

$ 89,903
   

$ (325,940)
 

$ 803,256
 

December 31, 2002
               

Current assets
 

$ 337,266
 

$ 89,057
  

$186,029
   

$ (102,798)
 

$ 509,554
 

Non-current assets
 

1,615,362
 

171,254
  

23
   

(313,642)
 

1,472,997
 

Total assets
 

1,952,628
 

260,311
  

186,052
   

(416,440)
 

1,982,551
 

Current liabilities
 

305,458
 

3,607
  

113,183
   

(125,442)
 

296,806
 

Non-current liabilities
 

889,483
 

387
  

—
   

—
  

889,870
 

Total liabilities
 

1,194,941
 

3,994
  

113,183
   

(125,442)
 

1,186,676
 

Net assets
 

$ 757,687
 

$256,317
  

$ 72,869
   

$ (290,998)
 

$ 795,875
 

Nine months ended September 30, 2003
               

Net sales
 

$1,297,028
 

$ 7,340
  

$ 522
   

$ (553)
 

$ 1,304,337
 

Pre-tax profit (loss)
 

(51,557) 49,972
  

2,917
   

(25,085)
 

(23,753)
Net income (loss)

 

(31,464) 29,275
  

2,917
   

(15,263)
 

(14,535)

Nine months ended September 30, 2002
               

Net sales
 

$1,311,677
 

$ 5,989
  

$ —
   

$ —
  

$ 1,317,666
 

Pre-tax profit
 

33,390
 

62,924
  

192
   

(37,972)
 

58,534
 

Net income
 

20,520
 

38,210
  

192
   

(23,103)
 

35,819
 

 

15

Packaging Corporation of America
Notes to Condensed Consolidated Financial Statements (Continued)

(unaudited)
September 30, 2003

9.   Subsequent Event

On October 13, 2003, PCA announced its intentions to begin paying a quarterly cash dividend of $0.15 per share, or $0.60 per share annually, on its
common stock. The first quarterly dividend of $0.15 per share will be paid on January 15, 2004 to shareholders of record as of December 15, 2003.
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Item 2.   Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Results of Operations

Three Months Ended September 30, 2003 Compared to Three Months Ended September 30, 2002

Net Sales



Net sales decreased by $11.0 million, or 2.4%, for the three months ended September 30, 2003 from the comparable period in 2002. The decrease was
primarily the result of decreased sales volumes and prices of containerboard to external third parties and decreased sales prices of corrugated products.

Corrugated products volume sold was essentially unchanged for the three months ended September 30, 2003 from the comparable period in 2002. On a
comparable shipments-per-workday basis, corrugated products volume was down 1.8% from the third quarter of 2002. The third quarter of 2003 had one
more workday, those days not falling on a weekend or holiday, than the third quarter of 2002. Containerboard volume to external domestic and export
customers decreased 18.6% for the three months ended September 30, 2003 from the comparable period in 2002. Containerboard mill production for the three
months ended September 30, 2003 was 567,000 tons compared to 578,000 tons in the same period in 2002.

According to Pulp & Paper Week, average linerboard and semi-chemical medium list prices for 42 lb. Liner-East and 26 lb. Medium-East, which are
representative benchmark grades, were $422 and $377, respectively, per ton for the three months ended September 30, 2003. This compares to $428 and
$387, respectively, per ton for the three months ended September 30, 2002. Pulp & Paper Week’s published pricing typically applies to transactions that occur
in the month following the publication. Accordingly, the average price for the second quarter consists of the average of the prices published in June, July and
August. Pulp & Paper Week reported that the list prices of linerboard and medium decreased $10 per ton during the third quarter of 2003.

Income Before Interest and Taxes

Income before interest and taxes decreased by $10.5 million, or 26.2%, for the three months ended September 30, 2003 compared to the three months
ended September 30, 2002. Included in income before interest and taxes for the third quarter of 2003 is $3.3 million of fees and expenses related to the
Company’s debt refinancing which was completed in July 2003. In addition to the charges related to the debt refinancing, the decrease in income before
interest and taxes was primarily attributable to lower pricing and containerboard volume, which, in total, reduced operating income by $6.2 million.

Gross profit decreased $7.8 million, or 9.0%, for the three months ended September 30, 2003 from the comparable period in 2002. Gross profit as a
percentage of sales declined from 19.0% of sales to 17.7% of sales in the current quarter due primarily to the decreased pricing and containerboard volume
described previously.

Selling and administrative expenses decreased $0.3 million, or 1.0%, for the three months ended September 30, 2003 compared to the three months
ended September 30, 2002. The decrease was primarily the result of decreased general selling and employment related expenses.

Corporate overhead for the three months ended September 30, 2003 increased by $4.1 million, or 40.9%, from the comparable period in 2002. The
increase was primarily attributable to the fees and expenses related to the debt refinancing of $3.3 million and the timing of other general corporate expenses.

Interest Expense and Income Taxes

Interest expense increased by $65.8 million, or 393.1%, for the three months ended September 30, 2003 from the three months ended September 30,
2002, primarily as a result of $73.3 million charge related
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to the Company’s debt refinancing, which was completed in July 2003, partially offset by reduced interest expense due to lower interest rates related to the
Company’s refinancing. Included in the charge related to refinancing is $55.9 million representing the premium paid for the tender of the 9 5/8% senior
subordinated notes and $17.4 million for the write-off of deferred financing fees related to the 9 5/8% notes and PCA’s original revolving credit facility dated
as of April 12, 1999 and amended and restated as of June 29, 2000.

PCA’s effective tax rate was 39.1% for the three months ended September 30, 2003 and 37.3% for the comparable period in 2002. The effective tax rate
varies from the U.S. federal statutory tax rate of 35% principally due to the impact of state and local income taxes and a deduction for extraterritorial income
exclusion.

Net Income

Net income decreased by $46.9 million, or 321.5%, for the three months ended September 30, 2003 from the three months ended September 30, 2002.
The decrease was primarily the result of after-tax charges of $46.7 million related to the Company’s debt refinancing completed in July 2003, partially offset
by a reduction of interest expense of $4.6 million after-tax, as previously discussed above. In addition, net income decreased primarily due to lower pricing
and containerboard volume ($3.8 million after tax) and the increased expenses in corporate overhead related to timing described previously.

Nine Months Ended September 30, 2003 Compared to Nine Months Ended September 30, 2002

Net Sales

Net sales decreased by $13.3 million, or 1.0%, for the nine months ended September 30, 2003 from the comparable period in 2002. The decrease was
primarily the result of decreased sales volumes of containerboard to external third parties.

Corrugated products volume sold increased 0.4% for the nine months ended September 30, 2003 from the comparable period in 2002. On a comparable
shipments-per-workday basis, corrugated products volume was essentially unchanged from the nine months ended September 30, 2002. September year-to-
date 2003 had one more workday, those days not falling on a weekend or holiday, than the comparable period in 2002.

Containerboard volume to external domestic and export customers decreased 12.4% for the nine months ended September 30, 2003 from the comparable
period in 2002. Containerboard mill production for the nine months ended September 30, 2003 was 1,655,000 tons compared to 1,646,000 tons in the same
period in 2002.

According to Pulp & Paper Week, average linerboard and semi-chemical medium list prices for 42 lb. Liner-East and 26 lb. Medium-East, which are
representative benchmark grades, were $426 and $382, respectively, per ton for the nine months ended September 30, 2003. This compares to $421 and $378,
respectively, per ton for the nine months ended September 30, 2002.

Income Before Interest and Taxes

Income before interest and taxes decreased by $19.4 million, or 17.7%, for the nine months ended September 30, 2003 compared to the nine months
ended September 30, 2002. Included in income before interest and taxes for the nine months ended September 30,  2003 is $3.3 million of fees and expenses
related to the Company’s debt refinancing which was completed in July 2003. In addition to the charges related to the debt refinancing, the decrease in
income before interest and taxes was primarily attributable to increased costs of energy in our operations and higher costs of virgin fiber at our containerboard
mills in
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addition to increased depreciation, depletion and amortization expenses which, in total, reduced operating income by $15.5 million.

Gross profit decreased $14.3 million, or 5.8%, for the nine months ended September 30, 2003 from the comparable period in 2002. Gross profit as a
percentage of sales decreased to 17.7% of sales in the first nine months of 2003 from 18.6% in the comparable period of 2002 due primarily to the increased
energy, virgin fiber costs and depreciation, depletion and amortization expenses described previously.

Selling and administrative expenses decreased $2.4 million, or 2.4%, for the nine months ended September 30, 2003 compared to the nine months ended
September 30, 2002. The decrease was primarily the result of reduced travel, information technology, and other general selling and employment related
expenses.

Corporate overhead for the nine months ended September 30, 2003 increased by $4.5 million, or 14.6%, from the comparable period in 2002. The
increase was primarily attributable to the fees and expenses related to the debt refinancing of $3.3 million and to increased depreciation and amortization
expenses and costs related to the development and administration of the company’s hourly pension plan.

Interest Expense and Income Taxes

Interest expense increased by $62.8 million, or 122.7%, for the nine months ended September 30, 2003 from the nine months ended September 30, 2002,
primarily as a result of the $73.3 million charge related to the Company’s debt refinancing, which was completed in July 2003, partially offset by reduced
interest expense due to lower interest rates related to the Company’s refinancing. Included in the charge related to the debt refinancing is $55.9 million
representing the premium paid for the tender of the 9 5/8% senior subordinated notes and $17.4 million for the write-off of deferred financing fees related to
the 9 5/8% notes and PCA’s original revolving credit facility dated as of April 12, 1999 and amended and restated as of June 29, 2000.

PCA’s effective tax rate was 38.8% for the nine months ended September 30, 2003 and 38.8% for the comparable period in 2002. The effective tax rate
varies from the U.S. federal statutory tax rate of 35% principally due to the impact of state and local income taxes and a deduction for extraterritorial income
exclusion.

Net Income

Net income decreased by $50.4 million, or 140.6%, for the nine months ended September 30, 2003 from the nine months ended September 30, 2002.
The decrease was primarily the result of after-tax charges of $46.7 million related to the Company’s debt refinancing completed in July 2003. This was
partially offset by decreased interest expense of $6.4 million, after-tax, primarily as a result of the lower interest rates from the debt refinancing and
prepayments PCA made on its term loans under its senior credit facility and the receivables credit facility. The reduction in interest expense was more than
offset by increased costs of energy in our operations and higher costs of virgin fiber at our containerboard mills in addition to increased depreciation,
depletion and amortization expenses which, in total, reduced net income by $9.5 million.

Liquidity and Capital Resources

Operating Activities

Cash flow provided by operating activities for the nine months ended September 30, 2003 was $149.0 million, a decrease of $24.1 million, or 13.9%,
from the comparable period in 2002. The decrease was primarily due to lower net income and unfavorable changes in working capital. The unfavorable
changes in working capital were driven by higher deferred tax assets as a result of the net operating losses PCA has
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generated in 2003, lower interest accruals due to the lower interest rates resulting from the debt refinancing completed in July 2003, and higher balances of
inventory related to an increase in inventory levels and increased prices for virgin fiber described previously. These unfavorable changes were partially offset
by a favorable changes to accounts payable and accounts receivable.

Investing Activities

Net cash used for investing activities for the nine months ended September 30, 2003 increased $9.3 million, or 12.5%, to $83.7 million, compared to the
nine months ended September 30, 2002. The increase was primarily related to expenditures to acquire the assets of a corrugated products plant and to
establish an additional corrugated products plant in the second quarter of 2003 in addition to an increase in general additions to property, plant and equipment
in the third quarter of 2003.

Financing Activities

Net cash used for financing activities totaled $79.9 million for the nine months ended September 30, 2003, an increase of $28.5 million, or 55.4%, from
the comparable period in 2002. The increase was primarily attributable to $83.1 million in debt prepayments in 2003 that PCA made prior to the debt
refinancing in July compared to $27.1 million in debt prepayments made during the comparable period in 2002. This was partially offset by lower stock
repurchases of $10.3 million that PCA made in 2003 compared to 2002 and higher proceeds received from stock option exercises of $3.2 million in 2003
compared to the same period in 2002. In addition, PCA also netted $14.0 million in proceeds from the debt refinancing described below.

In connection with the debt refinancing in July, PCA received proceeds, net of discount, of $595.8 million from its notes offering and new bank facility
and $27.0 million from settlement of the Treasury locks in July, which it used to complete the tender offer of its 9 5/8% senior subordinated notes in the
amount of $602.3 million, including the premium. PCA also incurred financing costs in the amount of $6.5 million in connection with the debt refinancing.

The following table provides the outstanding balances and the weighted average interest rates as of September 30, 2003 for each of PCA’s then-
outstanding debt instruments:

  

Balance at
Sept. 30,

2003
 

Weighted
Average

Interest Rate
 

Borrowing Arrangement  (in thousands)
       

Term Loan
 

$ 50,000
  

2.438%
  

Senior Revolving Credit Facility:



Revolver-Eurodollar
 

—
  

N/A
  

Revolver-Base Rate
 

—
  

N/A
  

Receivables Credit Facility
 

109,000
  

1.495%
  

4 3/8% Five-Year Notes
 

150,000
  

4.375%
  

5 3/4% Ten-Year Notes
 

400,000
  

5.750%
  

9 5/8% Senior Subordinated Notes
 

3,617
  

9.625%
  

Total
 

$ 712,617
  

4.597%
  

The above table excludes unamortized debt discount of approximately $4.0 million at September 30, 2003.

PCA’s primary sources of liquidity have been cash flows from operations and borrowings under PCA’s senior revolving credit facility and receivables
credit facility. As of September 30, 2003, PCA had $141.0 million in unused borrowing capacity under the existing credit agreements. PCA’s primary uses of
cash are for debt service and capital expenditures.
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On June 23, 2003, PCA launched a tender offer, which expired at midnight on July 21, 2003, for any and all of its outstanding $550 million aggregate
principal amount of 9 5/8% senior subordinated notes due 2009. In connection with the tender offer, PCA also solicited consents to adopt amendments to the
indenture under which the 9 5/8% notes were issued to eliminate substantially all of the restrictive covenants and several of the event of default provisions
contained in the indenture. The consent solicitation expired on July 7, 2003, at which time holders of approximately $546.3 million, or 99.3%, in aggregate
principal amount of the 9 5/8% notes consented to the proposed amendments and tendered their notes in the tender offer.

On July 7, 2003, PCA repaid all borrowings under its existing senior secured credit facility. This facility was replaced with a new senior unsecured credit
facility that provides a new $100.0 million revolving credit facility, including a $35.0 million subfacility for letters of credit, and a new $50.0 million term
loan. The new senior credit facility closed on July 21, 2003, and it expires in 2008.

On July 15, 2003, PCA offered $150 million of 4 3/8% five-year senior notes and $400.0 million of 5 3/4% ten-year senior notes through a private
placement. The offering closed on July 21, 2003. On July 22, 2003, PCA used the net proceeds from the offering, together with the borrowings under the new
senior credit facility and cash on hand, to repurchase $546.4 million, or 99.3%, of its outstanding 9 5/8% senior subordinated notes that were validly tendered
and accepted for payment in the tender offer that expired at midnight on July 21, 2003. The remaining senior subordinated notes are callable beginning on
April 1, 2004 at 104.8125%. As a result of these transactions, PCA recorded a one-time, charge of approximately $76.6 million ($46.7 million after-tax) in the
third quarter. The $76.6 million charge includes the tender offer premium of $55.9 million, fees and expenses of $3.3 million, and a $17.4 million non-cash
charge for the write-off of deferred financing fees due to the early extinguishment of debt.

The borrowings under the new senior revolving credit facility are available to fund PCA’s working capital requirements, capital expenditures and other
general corporate purposes. The new term loan is required to be repaid in $10.0 million installments on the second, third and fourth anniversary of the new
senior credit facility closing date and a $20.0 million installment on the fifth anniversary of the new senior credit facility closing date.

The receivables credit facility, originally scheduled to terminate on November 29, 2003, was renewed for an additional three-year term on October 10,
2003. This facility will terminate on October 10, 2006.

The new instruments governing PCA’s indebtedness contain financial and other covenants that limit, among other things, the ability of PCA and its
subsidiaries to:

·  enter into sale and leaseback transactions,
·  incur liens,

·  enter into certain transactions with affiliates, or
·  merge or consolidate with any other person or sell or otherwise dispose of all or substantially all of the assets of PCA.
These limitations could limit our corporate and operating activities.

In addition, we must maintain minimum net worth, maximum leverage and minimum EBITDA to interest ratios under the new senior credit facility. A
failure to comply with the restrictions contained in the new senior credit facility could lead to an event of default, which could result in an acceleration of
such indebtedness. Such an acceleration would also constitute an event of default under the notes indenture and the receivables credit facility.

PCA estimates that it will make approximately $115.0 million in capital expenditures in 2003. These expenditures will be used primarily for
maintenance capital, cost reduction, business growth and environmental compliance. As of September 30, 2003, PCA had spent $78.1 million for capital
expenditures and had committed to spend an additional $47.4 million in 2003 and beyond.
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PCA believes that cash generated from operations will be adequate to meet its anticipated debt service requirements, capital expenditures, working
capital needs and dividend payments for the next 12 months, and that cash generated from operations and amounts available under the new senior credit
facility will be adequate to meet its anticipated debt service requirements, capital expenditures, working capital needs and dividend payments for the
foreseeable future. PCA’s future operating performance and its ability to service or refinance the notes, to service, extend or refinance the credit facilities and
to pay cash dividends, will be subject to future economic conditions and to financial, business and other factors, many of which are beyond PCA’s control.

Market Risk and Risk Management Policies

On June 12, 2003, PCA entered into two interest rate protection agreements with a counterparty to lock in then current interest rates on 5-year and 10-
year U.S. Treasury notes. PCA entered into these agreements to protect it against increases in the 5-year U.S. Treasury note rate, which served as a reference
in determining the interest rate applicable to the 5-year notes due 2008, and the 10-year U.S. Treasury note rate, which served as a reference in determining
the interest rate applicable to the 10-year notes due 2013. As a result of increases in the interest rates on the 5-year U.S. Treasury notes and 10-year U.S.
Treasury notes, PCA received a payment of approximately $27.0 million from the counterparty upon settlement of the agreements, which occurred on July 21,
2003.

Environmental Matters



PCA is subject to, and must comply with, a variety of federal, state and local environmental laws, particularly those relating to air and water quality,
waste disposal and the cleanup of contaminated soil and groundwater. Because environmental regulations are constantly evolving, PCA has incurred, and will
continue to incur, costs to maintain compliance with those laws. In particular, the United States Environmental Protection Agency finalized the Cluster
Rules which govern pulp and paper mill operations, including those at our Counce, Filer City, Valdosta and Tomahawk mills. Over the next several years, the
Cluster Rules will affect PCA’s allowable discharges of air and water pollutants, and require PCA to spend money to ensure compliance with those new rules.

Impact of Inflation

PCA does not believe that inflation has had a material impact on its financial position or results of operations during the past three years.

Critical Accounting Policies

Management’s discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which
have been prepared in accordance with accounting principles generally accepted in the United States of America. The preparation of these financial
statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosures
of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates, including those related to bad debts, inventories, intangible assets,
pensions and other post-retirement benefits, income taxes, and contingencies and litigation. We base our estimates on historical experience and on various
other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or
conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the preparation of our consolidated
financial statements. For a further discussion on the
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application of these and other accounting policies, see Note 2 to our audited consolidated financial statements included in our annual report on Form 10-K for
the year ended December 31, 2002.

Accounts Receivable

We evaluate the collectibility of our accounts receivable based upon a combination of factors. In circumstances where we are aware of a specific
customer’s inability to meet its financial obligations to us (e.g., bankruptcy filings, substantial downgrading of credit sources), we record a specific reserve for
bad debts against amounts due to reduce the net recognized receivable to the amount we reasonably believe will be collected. For all other customers, we
recognize reserves for bad debts consisting of 0.3% for amounts less than 90 days past due and 30% for amounts more than 90 days past due based on our
historical collection experience. If our collection experience deteriorates (i.e., higher than expected defaults or an unexpected material adverse change in a
major customer’s ability to meet its financial obligations to us), our estimates of the recoverability of amounts due us could be reduced by a material amount.

Inventory

We record our inventory at the lower of cost or market. The estimated market value is based on assumptions for future demand and related pricing. If
actual market conditions are less favorable than those projected by management, reductions in the value of inventory may be required. Raw materials, work in
process and finished goods are valued using the lower of last-in, first-out (“LIFO”) cost or market method. Supplies and materials inventories are valued
using a moving average cost.

Derivatives

We hold derivative financial instruments to hedge our interest rate risk associated with our long-term debt. These derivatives qualify for hedge
accounting as discussed in Note 2 to our audited consolidated financial statements included in our most recent annual report on Form 10-K. We do not
speculate in derivatives trading. Hedge accounting results when we designate and document the hedging relationships involving these derivative instruments.
While we intend to continue to meet the conditions for hedge accounting, if hedges do not qualify as highly effective or if we did not believe that forecasted
transactions would occur, the changes in the fair value of the derivatives used as hedges would be reflected in earnings.

In addition to the above derivative financial instruments, we have other contracts covering a portion of our purchases of natural gas and electricity that
have the characteristics of derivatives but are not required to be accounted for as derivatives. These contracts for the physical delivery of these items qualify
for the normal purchases exception under SFAS No. 133 as we take physical delivery of the item and use it in the production process. This exception is an
election and, if not elected, these contracts would be carried on the balance sheet at fair value with changes in fair value reflected in income. These contracts
cover natural gas and electricity usage at our mills through 2004.

Environmental Liabilities

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which is effective for
fiscal years beginning after June 15, 2002. The Statement requires legal obligations associated with the retirement of long-lived assets to be recognized at
their fair value at the time that the obligations are incurred. Upon initial recognition of a liability, that cost should be capitalized as part of the related long-
lived asset and allocated to expense over the useful life of the asset. The adoption of SFAS No. 143 on January 1, 2003, did not have a material impact on the
Company’s financial statements.
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The potential costs for various environmental matters are uncertain due to such factors as the unknown magnitude of possible cleanup costs, the
complexity and evolving nature of governmental laws and regulations and their interpretations, and the timing, varying costs and effectiveness of alternative
cleanup technologies. Liabilities recorded for environmental contingencies are estimates of the probable costs based upon available information and
assumptions. Because of these uncertainties, however, our estimates may change. We believe that any additional costs identified as further information
becomes available would not have a material effect on our financial statements.



In connection with the sale to PCA of the containerboard and corrugated products business of Pactiv Corporation in April 1999, Pactiv agreed to retain
all liability for all former facilities and all sites associated with offsite waste disposal prior to April 12, 1999. Pactiv also retained environmental liability for a
closed landfill located near the Filer City mill.

Revenue Recognition

We recognize revenue as title to the products is transferred to customers.

Impairment of Long-Lived Assets

Long-lived assets to be held and used are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be fully recoverable. In the event that facts and circumstances indicate that the carrying amount of any long-lived assets may be impaired, an
evaluation of recoverability would be performed. If an evaluation were required, the estimated future undiscounted cash flows associated with the asset would
be compared to the asset’s carrying amount to determine if a write-down to fair value were required.

Goodwill is tested annually for impairment in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets.”

Forward-Looking Statements

Some of the statements in this Quarterly Report on Form 10-Q, and in particular, statements found in Management’s Discussion and Analysis of
Financial Condition and Results of Operations, that are not historical in nature may constitute forward-looking statements. These statements are often
identified by the words “will,” “should,” “anticipate,” “believe,” “expect,” “intend,” “estimate,” “hope” or similar expressions. These statements reflect
management’s current views with respect to future events and are subject to risks and uncertainties. There are important factors that could cause actual results
to differ materially from those in forward-looking statements, many of which are beyond our control. These factors, risks and uncertainties include the
following:

·  the impact of general economic conditions;

·  containerboard and corrugated products general industry conditions, including competition, product demand and product pricing;

·  fluctuations in wood fiber and recycled fiber costs;

·  fluctuations in purchased energy costs; and

·  legislative or regulatory requirements, particularly concerning environmental matters.

Our actual results, performance or achievement could differ materially from those expressed in, or implied by, these forward-looking statements, and
accordingly, we can give no assurances that any of the events anticipated by the forward-looking statements will transpire or occur, or if any of them do so,
what impact they will have on our results of operations or financial condition. In view of these uncertainties,
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investors are cautioned not to place undue reliance on these forward-looking statements. We expressly disclaim any obligation to publicly revise any forward-
looking statements that have been made to reflect the occurrence of events after the date hereof. For a discussion of other factors that may affect our business,
see the “Risk Factors” exhibit included in PCA’s annual report on Form 10-K for the year ended December 31, 2002 filed with the Securities and Exchange
Commission and available at the SEC’s website at www.sec.gov.

Available Information

The Company’s internet website address is www.packagingcorp.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, and amendments to those reports filed or furnished pursuant to section 13(a) or 15(d) of the Exchange Act are available free of charge through
our website as soon as reasonably practicable after they are electronically filed with, or furnished to, the Securities and Exchange Commission.

Item 3.   Quantitative and Qualitative Disclosures about Market Risk.

For a discussion of market risks related to PCA, see Part I, Item 2, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Market Risk and Risk Management Policies” in this Quarterly Report on Form 10-Q.

Item 4.   Controls and Procedures.

PCA’s management, under the supervision and with the participation of the Chief Executive Officer and Chief Financial Officer, evaluated the
effectiveness of PCA’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934 as amended).
Based on this evaluation, the Chief Executive Officer and Chief Financial Officer concluded that, as of September 30, 2003, PCA’s disclosure controls and
procedures were effective to ensure that information required to be disclosed by PCA in reports that it files or submits under the Securities Exchange Act of
1934 is recorded, processed, summarized and reported within the time periods specified in Securities and Exchange Commission rules and forms.

There were no significant changes in PCA’s internal controls over financial reporting that occurred during the quarter ended September 30, 2003 that
have materially affected, or are reasonably likely to materially affect, PCA’s internal control over financial reporting.
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PART II
OTHER INFORMATION

Item 1.   Legal Proceedings.

On May 14, 1999, PCA was named as a defendant in two Consolidated Class Action Complaints which alleged a civil violation of Section 1 of the
Sherman Act. The suits, captioned Winoff Industries, Inc. v. Stone Container Corporation, MDL No. 1261 (E.D. Pa.) and General Refractories Co. v. Gaylord
Container Corporation, MDL No. 1261 (E.D. Pa.), name us as a defendant based solely on the allegation that PCA is successor to the interests of Tenneco



Packaging Inc. and Tenneco Inc., both of which were also named as defendants in the suits, along with nine other linerboard and corrugated sheet
manufacturers. The complaints allege that the defendants, during the period October 1, 1993 through November 30, 1995, conspired to limit the supply of
linerboard, and that the purpose and effect of the alleged conspiracy was to artificially increase prices of corrugated containers and corrugated sheets,
respectively. On November 3, 2003, Pactiv (formerly known as Tenneco Packaging), Tenneco and PCA entered into an agreement to settle the class action
lawsuits. The settlement agreement, which is subject to court approval, provides for a full release of all claims against PCA as a result of the class action
lawsuits. Several plaintiffs opted out of the class and filed direct action complaints in various federal courts across the country. All of the opt-out complaints
make allegations against the defendants, including PCA, substantially similar to those made in the class actions. The settlement agreement does not cover
these direct action cases. We believe that the allegations of the opt-out plaintiffs have no merit. We do not believe that the outcome of this litigation should
have a material adverse effect on our financial position, results of operations, or cash flow.

PCA is also party to various legal actions arising in the ordinary course of our business. These legal actions cover a broad variety of claims spanning our
entire business. We believe that the resolution of these legal actions will not, individually or in the aggregate, have a material adverse effect on our financial
condition or results of operations.

Item 2.   Changes in Securities and Use of Proceeds.

In connection with the tender of substantially all of PCA’s $550 million of 95/8% senior subordinated notes due 2009 (CUSIP No. 695156AD1), the
indenture under which the senior subordinated notes were issued was amended to eliminate or modify substantially all of the restrictive covenants and certain
events of default and related provisions in the indenture.

Item 3.   Defaults Upon Senior Securities.

None.

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

None.

Item 5.   Other Information.

None.
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Item 6.   Exhibits and Reports on Form 8-K.

1) Exhibits
 

 

10.1
 

Amendment No. 1 to Credit and Security Agreement, dated as of April 12, 2001, among Packaging Receivables Company,
LLC (“PRC”), Packaging Credit Company, LLC (“PCC”), Blue Ridge Asset Funding Corporation (“Blue Ridge”) and
Wachovia Bank, N.A. (“Wachovia”).

10.2
 

Second Amendment to Credit and Security Agreement, dated as of January 31, 2003, among PRC, PCC, Blue Ridge and
Wachovia.

10.3
 

Third Amendment to Credit and Security Agreement, dated as of September 30, 2003, among PRC, PCC, Blue Ridge and
Wachovia.

10.4
 

Fourth Amendment to Credit and Security Agreement, dated as of October 10, 2003, among PRC, PCC, Blue Ridge and
Wachovia.

31.1
 

Certification of Chief Executive Officer, As Adopted  Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2

 

Certification of Chief Financial Officer, As Adopted  Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1

 

Certification of Chief Executive Officer Pursuant to 18 U.S.C. §1350, As Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002

32.2
 

Certification of Chief Financial Officer Pursuant to 18 U.S.C. §1350, As Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002

2) Reports on Form 8-K
 

 

On July 11, 2003, PCA filed a current report on Form 8-K, announcing the results of its tender offer relating to its $550 million
outstanding 9 5/8% senior subordinated notes due 2009.

 

 

On July 14, 2003, PCA filed a cuurent report on Form 8-K, announcing its intent to offer $550 million in five-and ten-year
notes.

 

 

On July 14, 2003, PCA filed a current report on Form 8-K, announcing second quarter 2003 financial results.
 

 

On July 22, 2003, PCA filed a current report on Form 8-K, announcing the pricing of its tender offer relating to its $550
million outstanding 9 5/8% senior subordinated notes due 2009.

 

 

On July 22, 2003, PCA filed a current report on Form 8-K, announcing the successful completion of its tender offer relating to
its $550 million outstanding 9 5/8% senior subordinated notes due 2009 and its debt refinancing. PCA also provided earnings
guidance for the third quarter of 2003.
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SIGNATURES



Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
 

PACKAGING CORPORATION OF AMERICA  
 

(Registrant)
  
  
 

By: /s/ PAUL T. STECKO
  

Chairman and Chief Executive Officer  
(Authorized Officer)

   
   
 

By: /s/ RICHARD B. WEST
  

Senior Vice President, Chief Financial Officer
 and Corporate Secretary  

(Principal Financial Officer)
Date: November 14, 2003
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                                                                    Exhibit 10.1 
 
                 AMENDMENT NO.1 TO CREDIT AND SECURITY AGREEMENT 
 
          THIS AMENDMENT NO.1 TO CREDIT AND SECURITY AGREEMENT (this 
"AMENDMENT") is entered into as of April 12, 2001, by and among: 
 
          (1)     Packaging Receivables Company LLC, a Delaware limited 
     liability company (together with its successors and permitted assigns, the 
     "Borrower"), 
 
          (2)     Packaging Credit Company, LLC, a Delaware limited liability 
     company (together with its successors, "INITIAL SERVICER"), as initial 
     servicer hereunder (in such capacity, together with any successor servicer 
     or sub-servicer appointed pursuant to Section 8.1 of the Agreement, the 
     "SERVICER"), 
 
          (3)     Blue Ridge Asset Funding Corporation, a Delaware corporation 
     (together with its successors, "BLUE RIDGE"), and Wachovia Bank, N.A., a 
     national banking association, in its capacity as a Liquidity Bank to Blue 
     Ridge (together with its successors, "WACHOVIA"), as Lenders (hereinafter 
     defined), and 
 
          (4)     Wachovia Bank, N.A., as agent for the Lenders (in such 
     capacity, together with any successors thereto in such capacity, the 
     "AGENT"), 
 
with respect to that certain Credit and Security Agreement dated as of November 
29, 2000, by and among the Borrower, the Servicer, the Lenders, and the Agent 
(as previously amended, the "EXISTING AGREEMENT" which, as amended hereby, is 
hereinafter referred to as the "AGREEMENT"). 
 
          UNLESS OTHERWISE INDICATED, CAPITALIZED TERMS USED IN THIS AMENDMENT 
ARE USED WITH THE MEANINGS ATTRIBUTED THERETO TO THE EXISTING AGREEMENT. 
 
                              W I T N E S S E T H : 
 
          WHEREAS, the parties hereto desire to amend the Existing Agreement as 
     hereinafter set forth; 
 
          NOW, THEREFORE, in consideration of the premises and the mutual 
agreements herein contained, the parties hereto hereby agree as follows: 
 
          1.      AMENDMENTS TO EXISTING AGREEMENT. Subject to the terms and 
conditions hereinafter set forth, the parties hereby agree to amend the Existing 
Agreement as follows: 
 
          1.1.    The definition of "ELIGIBLE RECEIVABLE" in Annex A is hereby 
     amended by adding a new clause (n) after clause (m) as follows: 
 
          (n)     which is not an Allied Signed Receivable. 
 
 
 
          1.2.    The following definition is hereby added to Annex A in its 
     entirety to read, respectively, as follows: 
 
                  "ALLIED SIGNAL RECEIVABLE" means an account receivable the 
     Obligor of which is Allied Signal, Inc. or any Affiliate thereof. 
 
          2.      REPRESENTATIONS. 
 
          2.1.    Each of the Loan Parties represents and warrants to the 
Lenders and the Agents that it has duly authorized, executed and delivered this 
Amendment and that the Agreement constitutes, a legal, valid and binding 
obligation of such Loan Party, enforceable in accordance with its terms (except 
as enforceability may be limited by applicable bankruptcy, insolvency, or 
similar laws affecting the enforcement of creditors' rights generally or by 
equitable principles relating to enforceability). 
 
          2.2.    Each of the Loan Parties further represents and warrants to 
the Lenders and the Agents that each of its representations and warranties set 
forth in Section 6.1 of the Agreement is true and correct as of the date hereof 
and that no Event of Default or Unmatured Default exists as of the date hereof 
and is continuing. 
 
          3.      CONDITIONS PRECEDENT. This Amendment shall become effective as 
of the date first above written upon receipt by the Agent of a counterpart 
hereof duly executed by each of the parties hereto. 



 
          4.      MISCELLANEOUS. 
 
          4.1.    Except as expressly amended hereby, the Existing Agreement 
shall remain unaltered and in full force and effect, and each of the parties 
hereby ratifies and confirms the Agreement and each of the other Transaction 
Documents to which it is a party. 
 
          4.2.    THIS AMENDMENT SHALL BE GOVERNED BY, AND CONSTRUED IN 
ACCORDANCE WITH, THE INTERNAL LAWS OF THE STATE OF NEW YORK WITHOUT REFERENCE TO 
PRINCIPLES OF CONFLICTS OF LAW. 
 
          4.3.    EACH LOAN PARTY HEREBY ACKNOWLEDGES AND AGREES THAT: 
 
          4.3.1.  IT IRREVOCABLY (i) SUBMITS TO THE NON-EXCLUSIVE JURISDICTION, 
     FIRST, OF ANY UNITED STATES FEDERAL COURT, AND SECOND, IF FEDERAL 
     JURISDICTION IS NOT AVAILABLE, OF ANY NEW YORK STATE COURT, IN EITHER CASE 
     SITTING IN NEW YORK COUNTY, NEW YORK, IN ANY ACTION OR PROCEEDING ARISING 
     OUT OF OR RELATING TO THIS AMENDMENT, AND (ii) WAIVES, TO THE FULLEST 
     EXTENT IT MAY EFFECTIVELY DO SO, THE DEFENSE OF AN INCONVENIENT FORUM TO 
     THE MAINTENANCE OF AN ACTION OR PROCEEDING IN SUCH COURTS. 
 
          4.3.2.  TO THE EXTENT THAT IT HAS OR HEREAFTER MAY ACQUIRE ANY 
     IMMUNITY FROM THE JURISDICTION OF ANY COURT 
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     OR FROM ANY LEGAL PROCESS (WHETHER THROUGH SERVICE OR NOTICE, ATTACHMENT 
     PRIOR TO JUDGMENT, ATTACHMENT IN AID TO EXECUTION, EXECUTION OR OTHERWISE) 
     WITH RESPECT TO ITSELF OR ITS PROPERTY, IT HEREBY IRREVOCABLY WAIVES SUCH 
     IMMUNITY IN RESPECT OF ITS OBLIGATIONS UNDER OR IN CONNECTION WITH THIS 
     AMENDMENT. 
 
          44.     This Amendment may be executed in any number of counterparts 
     and by the different parties hereto in separate counterparts, each of which 
     when so executed shall be deemed to be an original and all of which when 
     taken together shall constitute one and the same Amendment. 
 
                           < SIGNATURE PAGES FOLLOW > 
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     IN WITNESS WHEREOF, the parties hereto have executed this Amendment as of 
the date first above written. 
 
BORROWER: 
                                   PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                   By: /s/ Darla J. Olivier 
                                      ------------------------------------------ 
                                      Name:  Darla J. Olivier 
                                           ------------------------------------- 
                                      Title: Assistant Secretary 
                                            ------------------------------------ 
 
SERVICER: 
                                   PACKAGING CREDIT COMPANY, LLC 
 
 
                                   By: /s/ Darla J. Olivier 
                                      ------------------------------------------ 
                                      Name:  Darla J. Olivier 
                                           ------------------------------------- 
                                      Title: Assistant Secretary 
                                            ------------------------------------ 
 
 
                        Borrower/Servicer Signature Page 
 
 
 
AGENT: 
                                   WACHOVIA BANK, N.A., as Agent 
 
 
                                   By: 
                                      ------------------------------------------ 
                                      Name: 



                                            ---------------------- 
                                      Title: 
                                            ---------------------- 
 
LENDERS: 
                                   BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                   By: Wachovia Bank, N.A., its attorney-in-fact 
 
 
                                   By: 
                                      ------------------------------------------ 
                                      Name: 
                                            ---------------------- 
                                      Title: 
                                            ---------------------- 
 
                                        Initial Commitment: not applicable 
 
                                   WACHOVIA BANK, N.A. 
 
 
                                   By: 
                                      ------------------------------------------ 
                                      Name: 
                                            ---------------------- 
                                      Title: 
                                            ---------------------- 
 
                                        Initial Commitment: $150,000,000 
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                                                                    Exhibit 10.2 
 
                SECOND AMENDMENT TO CREDIT AND SECURITY AGREEMENT 
 
     THIS SECOND AMENDMENT (the "AMENDMENT"), dated as of January 31, 2003, 
is entered into between Packaging Receivables Company, LLC, a Delaware limited 
liability company (the "BORROWER"), Packaging Credit Company, LLC, a Delaware 
limited liability company (the "SERVICER"), Blue Ridge Asset Funding Corporation 
("BLUE RIDGE"), as a Lender and Wachovia Bank National Association ("WACHOVIA"), 
as Agent and a Lender; 
 
                                   WITNESSETH: 
 
     WHEREAS, the Borrower, the Servicer, Blue Ridge and Wachovia have 
heretofore executed and delivered a Credit and Security Agreement, dated as of 
November 29, 2000 (as amended, supplemented or otherwise modified through the 
date hereof, the "CREDIT AGREEMENT"), 
 
     WHEREAS, the parties hereto desire to amend the Credit Agreement as 
provided herein; 
 
     NOW, THEREFORE, for good and valuable consideration, the receipt and 
adequacy of which are hereby acknowledged, the parties hereto hereby agree that 
the Credit Agreement shall be and is hereby amended as follows: 
 
     (a)  Section 4.2 of the Credit Agreement shall be amended by adding the 
following sentence after subsection (h) thereof: 
 
            "For avoidance of doubt, any interpretation of accounting 
            Research Bulletin No. 51 by the Financial Accounting 
            Standards Board which becomes applicable to the Liquidity 
            Banks shall constitute a Regulatory Change subject to this 
            Section 4.2." 
 
     (b)  Clause (h) of the defined term "ELIGIBLE RECEIVABLE" appearing in 
Annex A to the Credit Agreement is hereby amended by adding the following 
language at the end thereof: 
 
            "; PROVIDED FURTHER, that the applicability of any Rebate 
            Amount shall not preclude a Receivable from being an 
            Eligible Receivable;" 
 
     (c)  The defined term "OBLIGOR CONCENTRATION LIMIT" appearing in Annex A to 
the Credit Agreement is hereby amended by inserting "(PROVIDED that the Servicer 
may deduct from such Receivables the Unpaid Balance of Receivables of an Obligor 
and its affiliated Obligors that the Servicer can specifically identify as not 
being Eligible Receivables)," after the parenthetical "(if any)" appearing in 
the second line thereof. 
 
 
 
     (d)  The following definitions shall be added to Annex A in alphabetical 
order as follows: 
 
            "REBATE AMOUNT" means, at any date, the accrued amount 
            carried in the Originator's records for rebates and 
            allowances that have been earned and are payable by it to 
            Obligors pursuant to the Originator's "volume rebate 
            program" (or other similar rebate and allowance programs 
            of the Obligor from time to time in effect), in which 
            entitlement to such rebate or allowance is earned by an 
            Obligor upon the purchase of a specified aggregate volume 
            (as mutually agreed by such Obligor and the Originator) of 
            merchandise or services from the Originator within a 
            specified period of time (as mutually agreed by such 
            Obligor and the Originator). 
 
            "VOLUME REBATE RESERVE" means, at any time, the aggregate 
            Rebate Amounts carried in the Originator's records as of 
            the last day of the most recent Settlement Period." 
 
     (e)  The defined term "REQUIRED RESERVE" appearing in Annex A to the Credit 
Agreement is hereby amended and restated in its entirety to read as follows: 
 
            "REQUIRED RESERVE" means, on any day during a Settlement 
            Period, an amount equal to the sum of (1) the product of 
            (A) the greater of (i) 12% and (ii) the sum of (v) the 
            Loss Reserve, (w) the Dilution Reserve, (x) the Interest 
            Reserve, and (y) the Servicing Reserve (in each case, as 



            of the immediately preceding Settlement Date) times (B) 
            the Net Pool Balance on such day and (2) the Volume Rebate 
            Reserve." 
 
     (f)  The defined term "DILUTION" appearing in Annex A to the Credit 
Agreement is hereby amended and restated in its entirety to read as follows: 
 
            "DILUTION" means the reduction or cancellation of the 
            Unpaid Balance of a Receivable as described in SECTION 
            3.4(a) excluding Rebate Amounts." 
 
     SECTION 2.   This Amendment shall become effective on the date the Agent 
has received counterparts hereof executed by the Borrower, the Servicer, Blue 
Ridge and Wachovia and consented to in writing by the Performance Guarantor. 
 
     SECTION 3.   This Amendment may be executed in any number of counterparts 
and by the different parties on separate counterparts and each such counterpart 
shall be deemed to be an original, but all such counterparts shall together 
constitute but one and the same Amendment. 
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     SECTION 4.   Except as specifically provided above, the Credit Agreement 
and the other Transaction Documents shall remain in full force and effect and 
are hereby ratified and confirmed in all respects. The execution, delivery, and 
effectiveness of this Amendment shall not operate as a waiver of any right, 
power, or remedy of the Agent or the Lender under the Credit Agreement or any of 
the other Transaction Documents, nor constitute a waiver or modification of any 
provision of any of the other Transaction Documents. All defined terms used 
herein and not defined herein shall have the same meaning herein as in the 
Credit Agreement. The Borrower agrees to pay on demand all costs and expenses 
(including reasonable fees and expenses of counsel and for rating agency review) 
of or incurred by the Agent and each Purchaser Agent in connection with the 
negotiation, preparation, execution and delivery of this Amendment. 
 
     SECTION 5.   THIS AMENDMENT AND THE RIGHTS AND OBLIGATIONS OF THE PARTIES 
HEREUNDER SHALL BE CONSTRUED IN ACCORDANCE WITH AND BE GOVERNED BY THE INTERNAL 
LAWS OF THE STATE OF NEW YORK, WITHOUT REFERENCE TO PRINCIPLES OF CONFLICTS OF 
LAW. 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
 
                                        PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                        By: /s/ Darla J. Olivier 
                                           ------------------------------------- 
                                           Name Printed: Darla J. Olivier 
                                                         ---------------- 
                                           Title: Assistant Secretary 
                                                  ------------------- 
 
                                        BLUE RIDGE ASSET FUNDING CORPORATION 
                                          WACHOVIA SECURITIES, INC., AS 
                                          ATTORNEY-IN-FACT 
 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
                                        PACKAGING CREDIT COMPANY, LLC, 
                                          as Servicer 
 
 
                                        By: /s/ Darla J. Olivier 
                                           ------------------------------------- 
                                           Name Printed: Darla J. Olivier 
                                                         ---------------- 
                                           Title: Assistant Secretary 
                                                  ------------------- 



 
                                        WACHOVIA BANK NATIONAL ASSOCIATION, 
                                          as Agent and a Lender 
 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
     Consented to as of the date first above written: 
 
                                        PACKAGING CORPORATION OF AMERICA 
 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: Pamela A. Barnes 
                                                         ---------------- 
                                           Title: Treasurer 
                                                  --------- 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
 
                                        PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
                                        BLUE RIDGE ASSET FUNDING CORPORATION 
                                          WACHOVIA SECURITIES, INC., AS 
                                          ATTORNEY-IN-FACT 
 
 
                                        By: /s/ Douglas R. Wilson 
                                           ------------------------------------- 
                                           Name Printed: DOUGLAS R. WILSON, SR. 
                                                        ------------------------ 
                                           Title:            VICE PRESIDENT 
                                                 ------------------------------- 
 
                                        PACKAGING CREDIT COMPANY, LLC, 
                                          as Servicer 
 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
                                        WACHOVIA BANK NATIONAL ASSOCIATION, 
                                          as Agent and a Lender 
 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
     Consented to as of the date first above written: 
 
                                        PACKAGING CORPORATION OF AMERICA 
 
 



                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
                                      PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                      By: 
                                         --------------------------------------- 
                                         Name Printed: 
                                                      -------------------------- 
                                         Title: 
                                               --------------------------------- 
 
                                      BLUE RIDGE ASSET FUNDING CORPORATION 
 
 
                                      By: 
                                         --------------------------------------- 
                                         Name Printed: Wachovia Securities, Inc. 
                                         Title: Attorney-in-fact 
 
                                      PACKAGING CREDIT COMPANY, LLC, 
                                        as Servicer 
 
 
                                      By: 
                                         --------------------------------------- 
                                         Name Printed: 
                                                      -------------------------- 
                                         Title: 
                                               --------------------------------- 
 
                                      WACHOVIA BANK NATIONAL ASSOCIATION, 
                                        as Agent and a Lender 
 
 
                                      By: /s/ Kenny Karpowicz 
                                         --------------------------------------- 
                                         Name Printed:      Kenny Karpowicz 
                                                      -------------------------- 
                                         Title:              Vice President 
                                               --------------------------------- 
 
     Consented to as of the date first above written: 
 
                                      PACKAGING CORPORATION OF AMERICA 
 
 
                                      By: 
                                         --------------------------------------- 
                                         Name Printed: 
                                                      -------------------------- 
                                         Title: 
                                               --------------------------------- 
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                                         Title:  Treasurer 
                                               --------------------------------- 
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                                                                    Exhibit 10.3 
 
                THIRD AMENDMENT TO CREDIT AND SECURITY AGREEMENT 
 
     THIS THIRD AMENDMENT (the "AMENDMENT"), dated as of September 30, 2003, is 
entered into between Packaging Receivables Company, LLC, a Delaware limited 
liability company (the "BORROWER"), Packaging Credit Company, LLC, a Delaware 
limited liability company (the "SERVICER"), Blue Ridge Asset Funding Corporation 
("BLUE RIDGE"), as a Lender and Wachovia Bank National Association ("WACHOVIA"), 
as Agent and a Lender; 
 
                                   WITNESSETH: 
 
     WHEREAS, the Borrower, the Servicer, Blue Ridge and Wachovia have 
heretofore executed and delivered a Credit and Security Agreement, dated as of 
November 29, 2000 (as amended, supplemented or otherwise modified through the 
date hereof, the "CREDIT AGREEMENT"), 
 
     WHEREAS, the parties hereto desire to amend the Credit Agreement as 
provided herein; 
 
     NOW, THEREFORE, for good and valuable consideration, the receipt and 
adequacy of which are hereby acknowledged, the parties hereto hereby agree that 
the Credit Agreement shall be and is hereby amended as follows: 
 
     SECTION 1.   (a) Section 1.5 of the Credit Agreement shall be amended by 
deleting "AND" at the end of clause (b), inserting "; AND" at the end of clause 
(c) and adding a new clause (d) as follows: 
 
                  (d)   AMORTIZATION OPTION / ADDITIONAL INTEREST 
            OPTION UPON OCCURRENCE OF CERTAIN EVENTS. (i) Upon the 
            occurrence of a Change in Control or an event prohibited 
            by Section 7.3(k), the Agent shall have the right (a) to 
            declare that a Termination Date has occurred, whereupon 
            the Aggregate Commitment shall terminate and all 
            Collections shall be allocated and distributed pursuant to 
            Section 3.2(b) hereof (the "AMORTIZATION OPTION") or (b) 
            to require the Borrower to pay additional interest of 2.0% 
            per annum on the principal amount of any Loan (the 
            "ADDITIONAL INTEREST OPTION"). Within 10 days following 
            any Change in Control or the occurrence of, or public 
            announcement of its entering into a contractual agreement 
            that, when consummated will result in, an event prohibited 
            by Section 7.3(k), the Borrower will deliver a notice (the 
            "AMORTIZATION NOTICE") to the Agent describing the 
            transaction or transactions that constitute a Change in 
            Control or such event, and, within 10 days of receipt of 
            the Amortization Notice, if the Agent has elected the 
            Amortization Option or the Additional Interest Option, the 
            Agent shall deliver a notice (the "ELECTION NOTICE") to 
            the Borrower informing the Borrower of such election. If 
            the Agent elects the Amortization Option, then on or prior 
            to the date which is the earlier of (x) 45 
 
 
 
            days after the receipt by the Borrower of the Election 
            Notice with respect to a Change in Control or the event 
            prohibited by Section 7.3(k) or (y) the date of occurrence 
            of the Change in Control or the event prohibited by 
            Section 7.3(k), the Agent shall allocate and distribute 
            all Collections pursuant to Section 3.2(b) hereof and on 
            the earlier of (1) the date of such distribution and (2) 
            the later of the dates referred to in clauses (x) and (y) 
            above, the Aggregate Commitment shall automatically 
            terminate. If the Agent elects the Additional Interest 
            Option, then, from the date of the occurrence of such 
            Change in Control or event prohibited by Section 7.3(k), 
            the Borrower shall pay interest on the principal amount of 
            any Loan at a rate per annum equal at all times to 2.0% 
            per annum above the rate per annum required to be paid on 
            such Loan pursuant to Section 1.3. 
 
                  (ii)  Upon the occurrence of a Credit Event, the 
            Agent shall have the right (a) to declare that a 
            Termination Date has occurred, whereupon the Aggregate 
            Commitment shall terminate and all Collections shall be 
            allocated and distributed pursuant to Section 3.2(b) 
            hereof (the "CREDIT EVENT AMORTIZATION OPTION") or(b) to 



            require the Borrower to pay additional interest of 2.0% 
            per annum on the principal amount of any Loan (the 
            "ADDITIONAL INTEREST OPTION"). Within 10 days of the 
            occurrence of a Credit Event, the Borrower will deliver a 
            notice (the "CREDIT EVENT AMORTIZATION NOTICE") to the 
            Agent describing such event. Promptly after the occurrence 
            of the Credit Event, the Agent will elect the Credit Event 
            Amortization Option or the Additional Interest Option, and 
            the Agent shall deliver a notice (the "CREDIT EVENT 
            ELECTION NOTICE") to the Borrower informing the Borrower 
            of such election If the Agent elects the Credit Event 
            Amortization Option, then on the date of delivery of the 
            Credit Event Notice, the Agent shall allocate and 
            distribute all Collections pursuant to Section 3.2(b) 
            hereof and on the earlier of (1) the date of such 
            distribution and (2) the date the Borrower receives the 
            Credit Event Election Notice, the Aggregate Commitment 
            shall automatically terminate. If the Agent elects the 
            Additional Interest Option, then, from the date of the 
            occurrence of such Credit Event, the Borrower shall pay 
            interest on the principal amount of any Loan at a rate per 
            annum equal at all times to 2.0% per annum above the rate 
            per annum required to be paid on such Loan pursuant to 
            Section 1.3. 
 
     (b)  Section 7.1(f) of the Credit Agreement is hereby amended by deleting 
the reference to "SECTION 6.1(n)" appearing therein and replacing it with 
"SECTION 6.1(m)." 
 
     (c)  The last paragraph of Section 7.2 of the Credit Agreement is hereby 
amended in its entirety and as so amended shall read as follows: 
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                  Notwithstanding anything herein to the contrary, as 
            long as the Agent is a party to the Five Year Credit 
            Agreement, the Borrower shall be deemed to be in 
            compliance with Section 7.2(a)(i), 7.2(b)(i) and 7.2(c) to 
            the extent the Performance Guarantor is in compliance with 
            Section 5.01 of the Five Year Credit Agreement. 
 
     (d)  Section 7.3(j) of the Credit Agreement is hereby amended in its 
entirety and as so amended shall read as follows: 
 
                  (j)   NAME CHANGE, OFFICES. The Borrower will not 
            change its state of organization or its name or identity 
            unless it shall have: (i) given the Agent at least 15 
            Business Days' prior written notice thereof and (ii) prior 
            to effectiveness of such change, delivered to the Agent 
            all financing statements, instruments and other documents 
            requested by the Agent in connection with such change. 
 
     (e)  Section 8.5(a)(i) of the Credit Agreement is hereby amended in its 
entirety and as so amended shall read as follows: 
 
                  (i)   upon the request of the Agent, file such 
            financing or continuation statements, or amendments 
            thereto or assignments thereof, and such other instruments 
            or notices, as may be necessary or appropriate, in 
            accordance with the terms of this Agreement; 
 
     (f)  Section 8.5(b) of the Credit Agreement is hereby amended in its 
entirety and as so amended shall read as follows: 
 
                  (b)   ADDITIONAL FINANCING STATEMENTS; CONTINUATION 
            STATEMENTS; PERFORMANCE BY AGENT. The Borrower hereby 
            authorizes the Agent or its designee to file one or more 
            financing or continuation statements, and amendments 
            thereto and assignments thereof, relative to all or any of 
            the Collateral now existing or hereafter arising in the 
            name of the Borrower. If the Borrower fails to perform any 
            of its agreements or obligations under this Agreement, the 
            Agent or its designee may (but shall not be required to) 
            itself perform, or cause performance of, such agreement or 
            obligation, and the reasonable expenses of the Agent or 
            its designee incurred in connection therewith shall be 
            payable by the Borrower as provided in Section 14.5. 
 
     (g)  Section 10.1(a)(ii) of the Credit Agreement is hereby amended by 
deleting the reference to "TWO" and replacing it with "THREE." 
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     (h)  Clauses (j) and (k) of Section 10.1 of the Credit Agreement are hereby 
amended in their entirely and as so amended shall read as follows: 
 
                  (j)   [RESERVED] 
 
                  (k)   [RESERVED] 
 
     (i)  Clause (m) of Section 10.1 of the Credit Agreement is hereby amended 
by deleting "OR THE RELATED ASSETS DESCRIBED IN CLAUSES (b), (d) OR (e) OF THE 
DEFINITION THEREOF." 
 
     (j)  Clause (o) of Section 10.1 of the Credit Agreement is hereby amended 
in its entirety and as so amended shall read as follows: 
 
                  (o)   The Performance Guarantor or any of its ERISA 
            Affiliates shall incur, or shall be reasonably likely to 
            incur liability in excess of $25,000,000 in the aggregate 
            as a result of one or more of the following: (i) the 
            occurrence of any ERISA Event; (ii) the partial or 
            complete withdrawal of the Performance Guarantor or any of 
            its ERISA Affiliates from a Multiemployer Plan; or (iii) 
            the reorganization or termination of a Multiemployer Plan; 
 
     (k)  The following sentences are hereby added to the end of Section 
12.1(b): 
 
                  In addition, Blue Ridge may assign all or a portion 
            of its rights and obligations hereunder to another person 
            if such Person (i) is a corporation whose principal 
            business is the financing of financial assets, (ii) has 
            Wachovia as its administrative agent and (iii) issues 
            commercial paper with credit ratings substantially 
            identical to the ratings applicable to the commercial 
            paper of Blue Ridge. Blue Ridge shall promptly notify each 
            party hereto of any such assignment. 
 
     (l)  Sub-clauses (i) and (ii) of Section 12.1(c) of the Credit Agreement 
are amended in their entirety and as amended shall read as follows: 
 
                  (c)   In addition to, and not in limitation of, 
            assignments and participations described in Section 
            12.1(b): 
 
                        (i)   in the event that any Liquidity Bank 
                        becomes a Downgraded Liquidity Bank, such 
                        Downgraded Liquidity Bank shall give prompt 
                        written notice of its Downgrading Event to the 
                        Agent and to the Borrower, whereupon the Agent 
                        may identify an Eligible Assignee acceptable 
                        to the Borrower (which acceptance shall not be 
                        unreasonably withheld or delayed) and the 
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                        Downgraded Liquidity Bank shall promptly 
                        assign its rights and obligations to the 
                        Eligible Assignee designated by the Agent 
                        against payment in full of its Obligations; 
 
                        (ii)  each of the Lenders may assign all or 
                        any portion of its Loans and, if applicable, 
                        its Commitment under this Agreement to any 
                        Eligible Assignee acceptable to the Borrower 
                        (which acceptance shall not be unreasonably 
                        withheld or delayed); and 
 
     (m)  Section 12.2(a) of the Credit Agreement is amended in its entirety and 
as amended shall read as follows: 
 
                  SECTION 12.2. RIGHTS OF ASSIGNEES AND PARTICIPANTS. 
            (a) Upon the assignment by a Lender in accordance with 
            Section 12.1(b) or (c), the Eligible Assignee(s) 
            acceptable to the Borrower receiving such assignment shall 
            have all of the rights of such Lender with respect to the 
            transaction Documents and the Obligations (or such portion 
            thereof as has been assigned). 



 
     (n)  Clause (b) of the defined term "CHANGE IN CONTROL" appearing in Annex 
A of the Credit Agreement is hereby amended in its entirety and as so amended 
shall read as follows: 
 
                  (b) (i) any Person or two or more Persons acting in 
            concert other than the Principal shall have acquired 
            beneficial ownership (within the meaning of Rule 13d-3 of 
            the Securities and Exchange Commission under the 
            Securities Exchange Act of 1934), directly or indirectly, 
            of Voting Stock of the Performance Guarantor (or other 
            securities convertible into such Voting Stock) 
            representing more of the combined voting power of all 
            Voting Stock or the Performance Guarantor than that owned, 
            directly or indirectly, by the Principal; or (ii) any 
            Person or two or more Persons acting in concert other than 
            the Principal shall have acquired beneficial ownership 
            (within the meaning of Rule 13d-3 of the Securities and 
            Exchange Commission under the Securities Exchange Act of 
            1934), directly or indirectly, of Voting Stock of the 
            Performance Guarantor (or other securities convertible 
            into such Voting Stock) representing 50% or more of the 
            combined voting power of all Voting Stock of the 
            Performance Guarantor; or (iii) during any period of up to 
            12 consecutive months, commencing after the date of this 
            Agreement, individuals who at the beginning of such 
            12-month period were directors of the Performance 
            Guarantor shall cease for any reason (other than due to 
            death or disability) to constitute a majority of the board 
            of directors of the Performance 
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            Guarantor (except to the extent that individuals who at 
            the beginning of such 12-month period were replaced by 
            individuals (x) elected by a majority of the remaining 
            members of the board of directors of the Performance 
            Guarantor or (y) nominated for election by a majority of 
            the remaining members of the board of directors of the 
            Performance Guarantor and thereafter elected as directors 
            by the shareholders of the Performance Guarantor); or (iv) 
            any Person or two or more Persons acting in concert shall 
            have acquired by contract or otherwise, or shall have 
            entered into a contract or arrangement that, upon 
            consummation, will result in its or their acquisition of 
            the power to exercise, directly or indirectly, a 
            controlling influence over the management or policies of 
            the Performance Guarantor; or (v) a "CHANGE IN CONTROL" or 
            similar event shall occur as provided in any instrument or 
            agreement governing Indebtedness of the Performance 
            Guarantor, to the extent the outstanding principal amount 
            of the Indebtedness outstanding thereunder exceeds 
            $25,000,000. 
 
     (o)  The defined term "ERISA AFFILIATE" appearing in Annex A of the Credit 
Agreement is hereby amended in its entirety and as so amended shall read as 
follows: 
 
                  "ERISA AFFILIATE" means any Person that for purposes 
            of Title IV of ERISA is a member of the Performance 
            Guarantor's controlled group, or under common control with 
            the Performance Guarantor, within the meaning of Section 
            414 of the Internal Revenue Code. 
 
     (p)  The defined term "ERISA EVENT" appearing in Annex A of the Credit 
Agreement is hereby amended in its entirety and as so amended shall read as 
follows: 
 
                  "ERISA EVENT" means (a) (i) the occurrence of a 
            reportable event, within the meaning of Section 4043 of 
            ERISA, with respect to any Plan unless the 30-day notice 
            requirement with respect to such event has been waived by 
            the PBGC, or (ii) the requirements of subsection (1) of 
            Section 4043(b) of ERISA (without regard to subsection (2) 
            of such Section) are met with respect to a contributing 
            sponsor, as defined in Section 4001(a)(13) of ERISA, of a 
            Plan, and an event described in paragraph (9), (10), (11), 
            (12) or (13) of Section 4043(c) of ERISA is reasonably 
            expected to occur with respect to such Plan within the 
            following 30 days; (b) the application for a minimum 



            funding waiver with respect to a Plan; (c) the provision 
            by the administrator of any Plan of a notice of intent to 
            terminate such Plan pursuant to Section 4041(a)(2) of 
            ERISA (including any such notice with respect to a plan 
            amendment referred to in Section 4041(e) of ERISA); (d) 
            the cessation of operations at a facility of the 
            Performance Guarantor 
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            or any ERISA Affiliate in the circumstances described in 
            Section 4062(e) of ERISA; (e) the withdrawal by the 
            Performance Guarantor or any ERISA Affiliate from a 
            Multiple Employer Plan during a plan year for which it was 
            a substantial employer, as defined in Section 4001(a)(2) 
            of ERISA; (f) the conditions for the imposition of a lien 
            under Section 302(f) of ERISA shall have been met with 
            respect to any Plan; (g) the adoption of an amendment to a 
            Plan requiring the provision of security to such Plan 
            pursuant to Section 307 of ERISA; or (h) the institution 
            by the PBGC of proceedings to terminate a Plan pursuant to 
            Section 4042 of ERISA, or the occurrence of any event or 
            condition described in Section 4042 of ERISA that 
            constitutes grounds for the termination of, or the 
            appointment of a trustee to administer, a Plan. 
 
     (q)  The following defined term is hereby added to Annex A of the Credit 
Agreement in the appropriate alphabetical order: 
 
                  "FIVE YEAR CREDIT AGREEMENT" means that certain Five 
            Year Credit Agreement dated as of July 21, 2003, among 
            Packaging Corporation of America, as Borrower, the Initial 
            Lenders named therein, Citicorp North America, Inc., as 
            Syndication Agent, JPMorgan Chase Bank, as Administrative 
            Agent and Citigroup Global Markets Inc. and J.P. Morgan 
            Securities Inc., as Arrangers. 
 
     (r)  The defined term "MULTIEMPLOYER PLAN" appearing in Annex A to the 
Credit Agreement is hereby amended in its entirety and as so amended shall read 
as follows: 
 
                  "MULTIEMPLOYER PLAN" means a multiemployer plan, as 
            defined in Section 4001(a)(3) of ERISA, to which the 
            Performance Guarantor or any ERISA Affiliate is making or 
            accruing an obligation to make contributions, or has 
            within any of the preceding five plan years made or 
            accrued an obligation to make contributions. 
 
     (s)  The defined term "PLAN" appearing in Annex A to the Credit Agreement 
is hereby amended in its entirety and as so amended shall read as follows: 
 
                  "PLAN" means a Single Employer Plan or a Multiple 
            Employer Plan. 
 
     (t)  The defined term "SENIOR CREDIT AGREEMENT" appearing in Annex A to the 
Credit Agreement is hereby deleted in its entirety. 
 
     (u)  All references to "SENIOR CREDIT AGREEMENT" appearing in the Credit 
Agreement shall now read as "FIVE YEAR CREDIT AGREEMENT". 
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     (v)  The following new definition term is hereby added to Annex A in the 
correct alphabetical order: 
 
                  "MULTIPLE EMPLOYER PLAN" means a single employer 
            plan, as defined in Section 4001(a)(15) of ERISA, that (a) 
            is maintained for employees of the Performance Guarantor 
            or any ERISA Affiliate and at least one Person other than 
            the Performance Guarantor and the ERISA Affiliates or (b) 
            was so maintained and in respect of which the Performance 
            Guarantor or any ERISA Affiliate could have liability 
            under Section 4064 or 4069 of ERISA in the event such plan 
            has been or were to be terminated. 
 
     SECTION 2.   This Amendment shall become effective on the date the Agent 
has received (i) counterparts hereof executed by the Borrower, the Servicer, 
Blue Ridge and Wachovia and consented to in writing by the Performance Guarantor 
and (ii) a $10,000 amendment fee payable to the Agent. 



 
     SECTION 3.   This Amendment may be executed in any number of counterparts 
and by the different parties on separate counterparts and each such counterpart 
shall be deemed to be an original, but all such counterparts shall together 
constitute but one and the same Amendment. 
 
     SECTION 4.   Except as specifically provided above, the Credit Agreement 
and the other Transaction Documents shall remain in full force and effect and 
are hereby ratified and confirmed in all respects. The execution, delivery, and 
effectiveness of this Amendment shall not operate as a waiver of any right, 
power, or remedy of the Agent or the Lender under the Credit Agreement or any of 
the other Transaction Documents, nor constitute a waiver or modification of any 
provision of any of the other Transaction Documents. All defined terms used 
herein and not defined herein shall have the same meaning herein as in the 
Credit Agreement. The Borrower agrees to pay on demand all costs and expenses 
(including reasonable fees and expenses of counsel and for rating agency review) 
of or incurred by the Agent and each Purchaser Agent in connection with the 
negotiation, preparation, execution and delivery of this Amendment. 
 
     SECTION 5.   THIS AMENDMENT AND THE RIGHTS AND OBLIGATIONS OF THE PARTIES 
HEREUNDER SHALL BE CONSTRUED IN ACCORDANCE WITH AND BE GOVERNED BY THE INTERNAL 
LAWS OF THE STATE OF NEW YORK, WITHOUT REFERENCE TO PRINCIPLES OF CONFLICTS OF 
LAW. 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
 
                                     PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                     By: /s/ Darla J. Olivier 
                                        ---------------------------------------- 
                                       Name Printed: Darla J. Olivier 
                                                    ---------------------------- 
                                       Title: Assistant Secretary 
                                             ----------------------------------- 
 
                                     BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                     By: WACHOVIA CAPITAL MARKETS, LLC 
                                         ATTORNEY-IN-FACT 
 
                                         By: 
                                            ------------------------------------ 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
 
                                     PACKAGING CREDIT COMPANY, LLC, 
                                       as Servicer 
 
 
                                     By: /s/ Darla J. Olivier 
                                        ---------------------------------------- 
                                       Name Printed: Darla J. Olivier 
                                                    ---------------------------- 
                                       Title: Assistant Secretary 
                                             ----------------------------------- 
 
                                     WACHOVIA BANK NATIONAL ASSOCIATION, 
                                       as Agent and a Lender 
 
 
                                     By: 
                                        ---------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 



and delivered by their duly authorized officers as of the date first above 
written. 
 
 
                                     PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                     By: 
                                        ---------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                     BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                     By: WACHOVIA CAPITAL MARKETS, LLC 
                                         ATTORNEY-IN-FACT 
 
                                         By: /s/ Douglas R. Wilson 
                                            ------------------------------------ 
                                           Name Printed: DOUGLAS R. WILSON, SR. 
                                                        ------------------------ 
                                           Title:            VICE PRESIDENT 
                                                 ------------------------------- 
 
 
                                     PACKAGING CREDIT COMPANY, LLC, 
                                       as Servicer 
 
 
                                     By: 
                                        ---------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                     WACHOVIA BANK NATIONAL ASSOCIATION, 
                                       as Agent and a Lender 
 
 
                                     By: 
                                        ---------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
 
                                     PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                     By: 
                                        ---------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                     BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                     By: WACHOVIA CAPITAL MARKETS, LLC 
                                         ATTORNEY-IN-FACT 
 
                                         By: 
                                            ------------------------------------ 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
 
                                     PACKAGING CREDIT COMPANY, LLC, 



                                       as Servicer 
 
 
                                     By: 
                                        ---------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                     WACHOVIA BANK NATIONAL ASSOCIATION, 
                                       as Agent and a Lender 
 
 
                                     By: /s/ Kenny Karpowicz 
                                        ---------------------------------------- 
                                       Name Printed:   Kenny Karpowicz 
                                                    ---------------------------- 
                                       Title:           Vice President 
                                             ----------------------------------- 
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     Consented to as of the date first above written: 
 
 
                                     PACKAGING CORPORATION OF AMERICA 
 
 
                                     By: /s/ Pamela A. Bames 
                                        ---------------------------------------- 
                                       Name Printed: Pamela A. Bames 
                                                    ---------------------------- 
                                       Title: Treasurer 
                                             ----------------------------------- 
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                                                                    Exhibit 10.4 
 
                FOURTH AMENDMENT TO CREDIT AND SECURITY AGREEMENT 
 
     THIS FOURTH AMENDMENT (the "AMENDMENT"), dated as of October 10, 2003, is 
entered into between Packaging Receivables Company, LLC, a Delaware limited 
liability company (the "BORROWER"), Packaging Credit Company, LLC, a Delaware 
limited liability company (the "SERVICER"), Blue Ridge Asset Funding Corporation 
("BLUE RIDGE"), as a Lender and Wachovia Bank National Association ("WACHOVIA"), 
as Agent and a Lender; 
 
                                   WITNESSETH: 
 
     WHEREAS, the Borrower, the Servicer, Blue Ridge and Wachovia have 
heretofore executed and delivered a Credit and Security Agreement, dated as of 
November 29, 2000 (as amended, supplemented or otherwise modified through the 
date hereof, the "CREDIT AGREEMENT"), 
 
     WHEREAS, the parties hereto desire to amend the Credit Agreement as 
provided herein; 
 
     NOW, THEREFORE, for good and valuable consideration, the receipt and 
adequacy of which are hereby acknowledged, the parties hereto hereby agree that 
the Credit Agreement shall be and is hereby amended as follows: 
 
     SECTION 1.   The defined term "DILUTION HORIZON RATIO" appearing in Annex A 
of the Credit Agreement is hereby amended in its entirety and as so amended 
shall read as follows: 
 
                    DILUTION HORIZON RATIO" means, on any Settlement 
            Date, an amount calculated by dividing (a) cumulative 
            sales generated during the most recent Settlement Period 
            by (b) the Net Pool Balance as of the most recent Cut-Off 
            Date. 
 
     SECTION 2.   Clause (k) of the defined term "ELIGIBLE RECEIVABLE" is hereby 
amended by adding the following proviso at the end thereof: 
 
                    ; PROVIDED, HOWEVER, that 15% of the Unpaid 
            Balance of all Receivables may be due and payable between 
            62 and 91 days of the original invoice date. 
 
     SECTION 3.   The defined term "SCHEDULED TERMINATION DATE" appearing in 
Annex A of the Credit Agreement is hereby amended in its entirety and as so 
amended shall read as follows: 
 
                    "SCHEDULED TERMINATION DATE" means October 10, 
            2006, unless extended by unanimous agreement of the Agent, 
            the Lenders and the Liquidity Banks. 
 
     SECTION 4.   This Amendment shall become effective on the date the Agent 
has received (i) counterparts hereof executed by the Borrower, the Servicer, 
Blue Ridge and Wachovia and consented to in writing by the Performance 
Guarantor, (ii) executed counterparts of the Amended 
 
 
 
and Restated Fee Letter by Wachovia, Blue Ridge, the Borrower and the Servicer 
and (iii) a $15,000 amendment fee payable to Wachovia. 
 
     SECTION 5.   This Amendment may be executed in any number of counterparts 
and by the different parties on separate counterparts and each such counterpart 
shall be deemed to be an original, but all such counterparts shall together 
constitute but one and the same Amendment. 
 
     SECTION 6.   Except as specifically provided above, the Credit Agreement 
and the other Transaction Documents shall remain in full force and effect and 
are hereby ratified and confirmed in all respects. The execution, delivery, and 
effectiveness of this Amendment shall not operate as a waiver of any right, 
power, or remedy of the Agent or the Lender under the Credit Agreement or any of 
the other Transaction Documents, nor constitute a waiver or modification of any 
provision of any of the other Transaction Documents. All defined terms used 
herein and not defined herein shall have the same meaning herein as in the 
Credit Agreement. The Borrower agrees to pay on demand all costs and expenses 
(including reasonable fees and expenses of counsel and for rating agency review) 
of or incurred by the Agent and each Purchaser Agent in connection with the 
negotiation, preparation, execution and delivery of this Amendment. 
 
     SECTION 7.   THIS AMENDMENT AND THE RIGHTS AND OBLIGATIONS OF THE PARTIES 



HEREUNDER SHALL BE CONSTRUED IN ACCORDANCE WITH AND BE GOVERNED BY THE INTERNAL 
LAWS OF THE STATE OF NEW YORK, WITHOUT REFERENCE TO PRINCIPLES OF CONFLICTS OF 
LAW. 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
                                    PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                    By:  /s/ Darla J. Olivier 
                                       ----------------------------------------- 
                                       Name Printed:  Darla J. Olivier 
                                                    ---------------------------- 
                                       Title:  Assistant Secretary 
                                             ----------------------------------- 
 
                                    BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                    By: WACHOVIA CAPITAL MARKETS, LLC 
                                        ATTORNEY-IN-FACT 
 
                                       By: 
                                          -------------------------------------- 
                                          Name Printed: 
                                                       ------------------------- 
                                          Title: 
                                                -------------------------------- 
 
                                    PACKAGING CREDIT COMPANY, LLC, 
                                      as Servicer 
 
 
                                    By:  /s/ Darla J. Olivier 
                                       ----------------------------------------- 
                                       Name Printed:  Darla J. Olivier 
                                                    ---------------------------- 
                                       Title:  Assistant Secretary 
                                             ----------------------------------- 
 
                                    WACHOVIA BANK NATIONAL ASSOCIATION, 
                                      as Agent and a Lender 
 
 
                                    By: 
                                       ----------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
                                    PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                    By: 
                                       ----------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                    BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                    By: WACHOVIA CAPITAL MARKETS, LLC 
                                        ATTORNEY-IN-FACT 
 
                                        By:  /s/ Douglas R. Wilson, Sr. 
                                           ------------------------------------- 
                                           Name Printed: DOUGLAS R. WILSON, SR. 
                                                        ------------------------ 



                                           Title:           VICE PRESIDENT 
                                                 ------------------------------- 
 
                                    PACKAGING CREDIT COMPANY, LLC, 
                                      as Servicer 
 
 
                                    By: 
                                       ----------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                    WACHOVIA BANK NATIONAL ASSOCIATION, 
                                      as Agent and a Lender 
 
 
                                    By: 
                                       ----------------------------------------- 
 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
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     IN WITNESS WHEREOF, the parties have caused this Amendment to be executed 
and delivered by their duly authorized officers as of the date first above 
written. 
 
                                    PACKAGING RECEIVABLES COMPANY, LLC 
 
 
                                    By: 
                                       ----------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
                                    BLUE RIDGE ASSET FUNDING CORPORATION 
 
                                    By: WACHOVIA CAPITAL MARKETS, LLC 
                                        ATTORNEY-IN-FACT 
 
                                        By: 
                                           ------------------------------------- 
                                           Name Printed: 
                                                        ------------------------ 
                                           Title: 
                                                 ------------------------------- 
 
                                    PACKAGING CREDIT COMPANY, LLC, 
                                      as Servicer 
 
 
                                    By: 
                                       ----------------------------------------- 
                                       Name Printed: 
                                                    ---------------------------- 
                                       Title: 
                                             ----------------------------------- 
 
 
                                    WACHOVIA BANK NATIONAL ASSOCIATION, 
                                      as Agent and a Lender 
 
 
                                    By:  /s/ Kenny Karpowicz 
                                       ----------------------------------------- 
                                       Name Printed:      Kenny Karpowicz 
                                                    ---------------------------- 
                                       Title:              Vice President 
                                             ----------------------------------- 
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     Consented to as of the date first above written: 
 
                                    PACKAGING CORPORATION OF AMERICA 
 
 
                                    By: /s/ Pamela A. Bames 
                                       ----------------------------------------- 
                                       Name Printed: Pamela A. Bames 
                                                    ---------------------------- 
                                       Title: Treasurer 
                                             ----------------------------------- 
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Exhibit 31.1

CERTIFICATION

I, Paul T. Stecko, certify that:

(1)   I have reviewed this quarterly report on Form 10-Q of Packaging Corporation of America;

(2)   Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

(3)   Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of PCA as of, and for, the periods presented in this quarterly report;

(4)   PCA’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for PCA and have:

a)     designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to PCA, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b)     evaluated the effectiveness of PCA’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c)     disclosed in this report any change in PCA’s internal control over financial reporting that occurred during PCA’s most recent fiscal quarter
(PCA’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, PCA’s internal control
over financial reporting; and

(5)   PCA’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to PCA’s
auditors and the Audit Committee of PCA’s Board of Directors (or persons performing the equivalent functions):

a)     all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect PCA’s ability to record, process, summarize and report financial data information; and

b)     any fraud, whether or not material, that involves management or other employees who have a significant role in PCA’s internal control over
financial reporting.

Date: November 14, 2003

/s/ Paul T. Stecko

Paul T. Stecko
Chairman and Chief Executive Officer



Exhibit 31.2

CERTIFICATION

I, Richard B. West, certify that:

(1)   I have reviewed this quarterly report on Form 10-Q of Packaging Corporation of America;

(2)   Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

(3)   Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of PCA as of, and for, the periods presented in this quarterly report;

(4)   PCA’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for PCA and have:

a)     designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to PCA, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b)     evaluated the effectiveness of PCA’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c)     disclosed in this report any change in PCA’s internal control over financial reporting that occurred during PCA’s most recent fiscal quarter
(PCA’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, PCA’s internal control
over financial reporting; and

(5)   PCA’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to PCA’s
auditors and the Audit Committee of PCA’s Board of Directors (or persons performing the equivalent functions):

a)     all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect PCA’s ability to record, process, summarize and report financial data information; and

b)     any fraud, whether or not material, that involves management or other employees who have a significant role in PCA’s internal control over
financial reporting.

Date: November 14, 2003

/s/ Richard B. West

Richard B. West
Senior Vice President, Chief Financial Officer
and Corporate Secretary



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. §1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Paul T. Stecko, Chief Executive Officer of Packaging Corporation of America (the “Company”), certify, pursuant to 18 U.S.C. §1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1)   The Quarterly Report of the Company on Form 10-Q for the period ended September 30, 2003 fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)   The information contained in such Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Paul T. Stecko

Paul T. Stecko
Chairman and Chief Executive Officer

November 14, 2003



Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. §1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Richard B. West, Chief Financial Officer of Packaging Corporation of America (the “Company”), certify, pursuant to 18 U.S.C. §1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1)   The Quarterly Report of the Company on Form 10-Q for the period ended September 30, 2003 fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)   The information contained in such Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Richard B. West

Richard B. West
Senior Vice President, Chief Financial Officer
and Corporate Secretary

November 14, 2003

 

 


