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HIGHLIGHTS OF THE YEAR

WESTVACO CORPORATION AND CONSOLIDATED SUBSIDIARY COMPANIES

Year ended October 31 1999 1998 1999

In millions, except per share

INCOME STATEMENT CASH FLOW
Net sales $2,801.8 $2,885.9 Cash from operations $ 4127 $ 406.7
Operating profit Capital expenditures $ 2289 $ 423.0
(before corporate and other) $ 305.0 $ 3455 Dividends $ 882 $ 893
Net income before nonrecurring items’ $ 1451 $ 135.0 BALANCE SHEET
Net income $ 12§ 1320 Total assets $48967  $5008.7
PER SHARE DATA Long-term obligations $1,502.2 $1,526.3
Earnings before nonrecurring items? $§ 145 $ 133 Shareholders’ equity $2171.3 $2,246.4
Earnings $ 111 $ 130 Net change in working capital $ 408 $ [127.6]
Book value $ 21.65 $ 22.39 Debt to capital 33.6% 33.6%
Dividends § 88 $§ .88 Return on capital employed 2.5% 2.9%

1 Excludes the 1999 fourth quarter after-tax charge for restructuring of $48.9 million, or $49 per share, and a credit of $15.0 million, or $.15 per share, for a release
of deferred taxes. 1998 fourth quarter excludes an after-tax charge for restructuring of $3.0 million, or $.03 per share. All per share data is for basic and diluted.

QUARTERLY HIGHLIGHTS

SALES 1999 1998 EARNINGS 1999 1998 1999 1998
In millions Earnings per share
before nonrecurring items? Earnings per share
First $ 650.7 $ 7021 First $ .25 $ .32 $ .25 $ .32
Second 679.5 724.2 Second 27 34 27 34
Third 700.2 727.8 Third 55 31 D 31
Fourth 7714 7318 Fourth 58 .36 24 33
Year $2,801.8 $2,885.9 Year $1.45 $1.33 $1.11 $1.30
DIVIDENDS PER SHARE 1999 1998 STOCK PRICES? 1999 1998
High Low High Low
First $.22 $.22 First $29.50  $21.44 $3419  $29.44
Second 22 22 Second 29.88 20.81 34.13 29.56
Third 22 22 Third 32.81 28.19 31.63 24.94
Fourth 22 22 Fourth 31.25 24.75 27.38 21.00
Year $.88 $.88 2 This table reflects the range of market prices of Westvaco common stock as quoted in the New York Stock Exchange-
Composite Transactions. The New York Stock Exchange is the principal market in which the securities are traded.

MAJOR BUSINESS SEGMENTS

Dollars, in millions

Specialty

Specialty .

Chemicals Specialty Chemicals

$314.5 Chemicals $18.1

1% $52.5 9%

17%
Paper
Packagi Incl
(|:i|:3;29 Paper zzgf;des é::elll:::s)
Rigesa, Lida.) (Includes Envelopes) $60.0
$1,461.7 Envelopes) $62.0 2%
“ X
52% $1,028.5 20%
37%

SALES OPERATING PROFIT CAPITAL EXPENDITURES
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Dear Fellow Shareholders:
Responding to the fast pace of change in global markets, your company
took decisive action in 1999. We undertook a comprehensive strategic review,
reaching important conclusions about our businesses, and we made significant
strides toward achieving the scale and focus
necessary to accomplish our objectives.

Major initiatives included reorganizing our
packaging operations into a single, cohesive business

unit to better access market opportunities and to

realize significant cost savings. We also announced
two significant packaging acquisitions, further strengthening our growth
potential. More broadly, our in-depth strategic analysis provided new insights
on how to enhance our standing in a dynamic global environment.

With our new plans, we will build on our superior research and
development ingenuity. Our many market-leading products, along with
new and improved ones, figure prominently in each operating unit’s strategic
blueprint. In customer relationships, we will reinforce our emphasis on taking
the initiative with business-based solutions to their needs. Customers increasingly
turn to suppliers on whom they can depend for more than products. Finally, many
of our most promising business opportunities exist in international markets.
Leveraging upon our excellent manufacturing assets and marketing expertise,

we will expand our presence in targeted U.S. and global markets.
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Broadening our vision

Our industry experienced significant structural changes
in the 1990s, developments which were driven by excess
capacity in major product categories, global economic
turmoil and imbalances in exchange rates that led to
dislocations in international trade. Consolidation by our
competitors and customers also increased. Confronted
with these challenging conditions, in 1999 we initiated

a thorough strategic review to build on our strengths
and broaden our vision.

We concluded that while our core focus on market
leadership through product and service differentiation was
sound, we needed to better define those markets with the
highest growth and profitability potential. We have done so
and have intensified our efforts in those markets.

Better market insights will support our intent
to become more international in scope by growing with
existing and new multinational customers. We now have
a strong international presence with businesses in Brazil,
the Czech Republic and a joint venture in China, as well
as a global sales and distribution network. Our plans
for the future require that we expand both our sales
and manufacturing base. We will do so through
strategically sound acquisitions in the United States
and in international markets.

For two decades, we have consistently achieved
operating margins that were above the norm in our industry.
Insights from our strategic review will help us improve other
financial measures, including cash flow, as well as returns
on invested capital and shareholder equity.

It is our aim over the next five years to increase
our after-tax return on capital employed to the range
of 10 percent and achieve additional improvement in
subsequent years. Achieving this target would produce
returns on equity in excess of 15 percent. Other financial
objectives include further containment of capital spending,
maintaining a strong capital structure and continuing an
excellent dividend payment record.

In positioning Westvaco to achieve these
ambitions, we took several major steps in 1999. For
example, in the fourth quarter we announced the
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reorganization of our packaging businesses and took

an $80.5 million pretax charge against earnings, primarily
to reduce the book value of underutilized assets within
our packaging and coated papers businesses. These
actions will result in annual total pretax savings of about
$35 million. Separately, we are obtaining substantial
savings from our ongoing emphasis on cost control.

In 1998, we announced a multi-year target of $100 million
in annual sustainable cost savings. We reached that
target well ahead of schedule in 1999 and continue to
drive toward additional cost reductions.

Packaging

We began our review process with our packaging
businesses. Following a period of intensive study,
we determined that combining our Bleached Board,
Consumer Packaging and Kraft Divisions, as well as
related international sales activities, would create
benefits far in excess of what we could expect from
operating these businesses as individual units. The
Packaging Resources Group (PRG) began operation
November 1. Rigesa, Ltda., our Brazilian subsidiary,
will soon be seamlessly aligned with the PRG.

This new business unit is our platform for growth
in attractive global packaging markets, and it positions
us for greater expansion through market-driven initiatives,
including acquisitions. We will conclude two significant
acquisitions early in fiscal year 2000.

The first will be Temple-Inland’s bleached
paperboard mill in Evadale, TX. The Evadale mill is
an excellent facility which represents a superb strategic
and operational fit with our existing packaging businesses.
The economics of this transaction are very compelling,
with the Evadale mill becoming accretive to earnings
and cash flow in the first year of our ownership. Within
three years, we estimate that annual synergies and cost
savings will be at least $100 million.

Second, the acquisition of Mebane Packaging
Group, which we announced in late November, will
significantly expand our consumer packaging operations.
Mebane is a leading supplier of high-quality packaging
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for pharmaceutical products and personal care items,
two markets especially attractive to us because of their
size and growth potential.

Fine papers and envelopes
Strategic plans for our fine papers business reflect the
significant potential for improved performance by our
existing operations. Our strong development teams have
created promising new products, and the recent rebuilds of
two major coated paper machines and other manufacturing
improvements now enable us to produce those products.
The outlook for our coated papers business has
also substantially improved as a result of stronger market
conditions. This business has confronted very significant
competitive challenges in recent years, which have been
driven in large measure by excess capacity in international
markets. Going forward, we will place great emphasis
on innovation as we increase cash
flows and profitability through
continued emphasis on cost control

GROWTH IN THE 1980S—1990S
e Expanded genetic research with new forest

S H A R E H OL D E R S

As we do so, we will evaluate other strategic initiatives
in view of the continuing challenges in the global
printing paper markets.

In our envelope business, strategic plans center on
leveraging our lineup of differentiated products and services
with acquisitions to fill in market gaps as exemplified by our
recent purchase of New England Envelope Company.

Specialty chemicals and forestry
The strategic emphasis for our chemical businesses
includes continued product innovation, as well as
acquisitions

GROWTH IN 2000 & BEYOND

Growth based on carefully constructed strategic
plans has been a hallmark of Westvaco's success.
Announced in 1999, new plans will guide the
company’s expansion in 2000 and beyond to:

to create a
manufacturing
base outside the
United States.

This business © Build on market-leading positions, focusing
on customer needs and innovative R&D

e Bring product and service introductions to
market faster to offset shorter product lifecycles

e Study new distribution channels, licensing

and manufacturing efficiency.

GROWTH IN THE 1960S—1970S

e Acquired United States Envelope Company,
largest domestic envelope producer

* Reorganized separate operations as Chemical
Division, acquiring and building new plants

e Opened two new consumer packaging plants

e Created international sales network

e (Opened third corporate research center

e Consolidated papermaking operations, building
new mill in Wickliffe, KY

e Added two new machines at Luke, MD, fine
papers mill to replace outdated equipment

* Built new paperboard mill in Tres Barras, Brazil,
and opened four new corrugated container
plants in the U.S. and Brazil

e Developed energy strategy for the 1970s,
providing fuel switching flexibility

e |ntroduced Printkotee high-yield bleached
paperboard, revolutionizing packaging markets

* |ntroduced ovenable paperboard and Westvacoe
Ovenware, creating a new packaging market

e Expanded coated web paper grades

e Began large-scale production of saturating
kraft for decorative laminate market

e |ntroduced Nuchare activated carbon for
environmental applications

o |nitiated state-of-the-art information systems
for forestry management and planning

science laboratory in Summerville, SC, and
produced second generation of superior trees

e |ncreased coated papermaking capacity at
Wickliffe, KY, mill, adding an advanced coater

e Entered and expanded into ink resins market,
acquiring St. Johns Company

e Exited multiwall bag, phosphate, disposable
paper and U.S. corrugated container businesses

e Expanded presence to Asia/Pacific Rim

o Added two state-of-the-art bleached board
machines in Covington, VA

e Expanded consumer packaging with new
equipment and two international plants

* Replaced outmoded envelope plants with
new manufacturing and distribution facilities

 Built new activated carbon plant
e |ntroduced Printkotee Advantage paperboard
e |ntroduced Kraftpake folding carton board

e Expanded fine paper product offerings,
adding No.1 and recycled grades

® Registered almost all facilities to 1509002
quality standards and carbon plants to QS9000

e Formed licensing /distribution alliance with
Europe’s largest envelope producer

e Formed consumer packaging joint venture
in Guangzhou, China

e Converted paper and paperboard production
to elemental chlorine-free processes

® Received over 70 awards for environmental
initiatives since 1980

e |mplemented electronic data interchange system

opportunities and strategic partnerships
 Expand emphasis on Information Technology
for e-commerce, customer service, economic
efficiencies and communications
e |ncrease forest productivity and explore
options to secure fiber supplies while realigning
land holdings and marketing forestry expertise
through independent and joint venture programs

Packaging
e (Optimize manufacturing, sales and supply
chain within our Packaging Resources Group

® Pursug acquisitions to expand our global
manufacturing and sales in fast-growing markets

e Enhance Brazilian packaging operations,
diversifying printing capabilities and substrates

Specialty Chemicals

e Expand globally through select strategic
acquisitions

e |dentify new and innovative product uses by
working with customers and broadening our
technological base

Fine Papers & Envelopes

e | everage recent capital investments in coated
printing paper operations by adding to profits
with new products and marketing initiatives

e Strengthen our envelope business by filling
market gaps and through strategic alliances

Saturating Kraft

e Develop new applications for saturating kraft
beyond decorative laminates and flooring
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generates strong financial returns and has an excellent to future steps that will further increase our success in
track record in commercializing new products. We targeted markets. By remaining focused on providing value
are currently the world’s leading supplier of activated to customers through product and service innovation, we
carbon for use in automotive emissions controls. We will create opportunities to expand our market leadership
also have significant positions in markets for ingredients and achieve much improved results.
in printing inks, asphalt emulsifiers, dye dispersants Making the most of those opportunities will not
and other products. be easy, but | am confident that we have the strategy,

The prime strategic considerations for our market plans, products and people to succeed.
forestry operations are ensuring a secure long-term
fiber supply for our mills through continued strategic Sincerely,

realignment of our land holdings and additional
improvements in forest productivity based on our M/ﬁ

industry-leading forestry research program. We will

further increase the profitability of our forestry operations John A. Luke, Jr.

by marketing our industry-leading forestry expertise Chairman, President and Chief Executive Officer
through independent and joint venture programs.

Other strategic options under study include alternatives December 1, 1999

to monetize a portion of timberland ownership.

Summary
As we go forward, we are encouraged by steady
improvement in the global economy as well as in our own
markets. This circumstance adds welcome support for our
strategic plans to strengthen our market leadership. We are
mindful, however, of continuing tension in international trade
relations. We continue to support policies to achieve further
trade liberalization, which would greatly benefit your
company and many other businesses.

We are also strongly committed to building upon
our excellent employee safety programs and our strong
record of environmental stewardship. Our agreement with

Westvaco’s reputation for
excellence in sustainable
forestry practices is based on
decades of leading by example.
We manage our own forests

to produce more wood than

we harvest while providing
diverse habitat for wildlife

and sharing our expertise with
others. In 1999, we took an extra step by joining in an unprecedented

The Nature Conservancy (noted at right) is one example partnership with The Nature Conservancy to survey our 1.3 million

of how we balance the interests of business and nature. acres in the United States with a focus on protecting rare, endangered
Your company enters the new millennium with and unique plant and animal habitats. The Conservancy will review

enhanced scale and market focus that resulted from management practices for sites that we have identified as special

our strategic review process. Men and women from and help us search for additional locations worthy of the designation.

throughout our organization readily accepted the challenge Our agreement marks the first time the Conservancy has gained

of conducting a detailed examination of our businesses. access to all of a forest products company’s U.S. lands for systematic

Their talent, creativity and market insights provided the gvaluation. The Conservancy expects to gain knowledge that it can

basis for our initial conclusions. We are excited about convey to other landowners and hopes our agreement will become

the changes we have already begun, and we look forward a model for others to follow.



Global packaging markets represent
prime growth opportunities for
Westvaco. By combining our

packaging-related businesses to
create the Packaging Resources
Group (PRG), we will serve
customers better and generate
more business faster, with
greater profits, than was
previously possible.

In recent years, our
customers have been
rapidly changing the way
they do business. Many
have merged with or
bought competitors,

and these shifts have
often been associated
with heightened interest
in international markets.
Increasingly, our customers
want suppliers who can
meet multiple packaging
needs and supply them
anywhere in the world in
a timely, efficient manner.
Bringing our packaging-
related businesses

An interview with

David E. McIntyre

Group Vice President
Packaging Resources Group

together positions us to
meet both requirements.
We are excited about

the potential for better
connections with all
customers, especially

our ability to move with
major, strategic customers
around the world in the
manner which best suits
their needs. This capability
stems from providing
customers with a single
source for a broad array
of products and services—
bleached and unbleached
folding carton board,
package design

assistance, technical sales service,
finished packaging and logistics and
shipping assistance. Supplying multiple
products and services through a
unified structure will also help us better
understand our customers, and we will
use this information along with our
own business intelligence to become
more market driven. As we learn
more about customer needs, our
new structure will enable us to
move farther down the supply chain
and explore even closer customer
relationships. It is our goal to empower
our customers with solutions, not just to
sell products and services.

In recent years, we have built or
purchased wholly owned consumer
packaging plants in the Czech
Republic and Brazil and taken part
in a joint venture consumer packaging
plant in China. We have also expanded our corrugated
packaging operations in Brazil, a business with which
we have experienced good success for nearly 50 years.
The decisions to enter or expand in these markets were
made after careful market study and assessment of
growth opportunities. We continue to believe that many
of our most promising future business prospects will
be in international packaging markets. In some cases,
we will be able to meet customer requirements from
existing offshore locations or by exporting packaging and
paperboard from the United States. Other international
customers, however, may be better served from a
source located closer to their operations. To access such
opportunities, we would consider strategic acquisitions
after careful examination of overall market needs.
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Compared to operating separate businesses,
does the PRG’s structure create cost efficiencies?

The PRG’s structure makes it possible for us to improve
efficiency in our existing packaging operations and will
also enhance synergies with acquisitions. Combining our
Bleached Board, Kraft and Consumer Packaging Divisions,
along with related international sales activities, into a single
unit will enable us to save money through a consolidated
purchasing program and reduce overhead expenses and
staffing associated with order entry, scheduling, logistics
and administration. Cost saving opportunities through
these measures will increase as the PRG grows through
the acquisition of Temple-Inland’s bleached paperboard
mill in Evadale, TX, and Mebane Packaging Group.

These acquisitions also present other profit improvement
opportunities. For example, we now have four bleached
board machines at our mill in Covington, VA. With the
Evadale mill, we will have eight machines. By optimizing
production between the two mills, we can increase
operating efficiency through longer production runs. Similar
operating efficiencies may result from combining Mebane
with our existing consumer packaging operations.

Why is the Evadale mill an attractive acquisition
for Westvaco?

This acquisition provides us with a terrific opportunity

to extend our leadership in global packaging markets.
Evadale produces bleached paperboard, a product for
which we expect demand to outpace supply growth over
the next several years. The combination of our world-class
bleached board mill in Covington with the Evadale mill
significantly enhances our ability to benefit from improving
demand by strengthening our position as the world’s
second largest bleached board producer. Our Covington
mill makes top quality paperboard for high-value general
folding carton applications including packaging for food,
cosmetics, pharmaceuticals, confections, consumer
electronics and tobacco. The mill is also a major supplier

to beverage and
commercial printing
markets. Acquiring the
Evadale mill will broaden
our participation in folding
carton and commercial
printing markets while
adding new food service,
greeting card and office
supply business. Beyond
immediate increased
access to packaging
markets, we expect
additional benefits from
applying our precision
manufacturing techniques
at the Evadale mill. The
mill recently completed

an extensive capital
investment program, which
significantly improved its
manufacturing potential.
We will develop that
potential in ways that lower
costs, improve the mill’s
product mix and provide
the option to add low-cost
incremental capacity as
market conditions warrant.

What made Mebane
Packaging Group
attractive to Westvaco?

Increasing participation
in select segments of
consumer packaging
markets is a prime
strategic focus for us.
Mebane has seven plants

in the eastern United States
and Puerto Rico that serve
several high-value market
segments. The company is
particularly well positioned
in the fast-growing
pharmaceutical market as
a leading U.S. supplier to
major multinational drug
companies. Demand for
pharmaceuticals, and
therefore pharmaceutical
packaging, is growing
faster than demand for
other types of consumer
packaging. Factors
driving the growth include
rapid introduction of

new prescription and
over-the-counter drugs
and an aging population
in developed countries.
These circumstances are
changing requirements for
pharmaceutical packaging.
The changes include
heightened focus on
global branding, increased
emphasis on package
safety and security

and added emphasis

on high-quality graphic
appearance to help
communicate product
instructions. Our high-
quality paperboard and
our expanding consumer
packaging capabilities
position us to increase
service to this very
attractive market.
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