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Net sales for the year were $733 million, a $125 million or a 21 percent increase over the $608 million recorded in

2004. Gross profit for fiscal 2005 increased 15 percent to a healthy $134 million. Much of the increase in sales is the

result of increased resin costs. The increase in gross profits is the result of the Company’s continuing ability to pass

these resin cost increases through to its customers.

Cash flow from continuing operations in 2005 was $64 million, an increase of $8 million or 14 percent as compared

to $56 million recorded in 2004. In 2005, Company operations absorbed a $12 million LIFO (last in-first out) inven-

tory valuation charge which, in essence, increases the positive cash flow generated by the Company to $76 million.

We are very happy with the cash flow our Company is generating and hope to improve on these results in the year

to come.

During 2005, our Company completed the disposition of its French subsidiary as well as the sale of its Termofilm,

New Zealand and Australian subsidiaries. The previously announced sale of the Bordex subsidiary is still being nego-

tiated and discussions are taking place oriented toward the disposition of our Belgian subsidiary. We continue to

believe these restructurings are in the best interest of the Company and its shareholders.

In 2005, we also made significant improvements to the Company's capital structure by paying off our $200 million 97/8

percent Senior Subordinated Debt and issuing $175 million 77/8 percent Senior Debt. We've also extended the term

of our bank credit facility to November 2010, increased the size of this facility to $125 million and reduced the inter-

est payable rate for borrowings under the facility by approximately 1 percent.

Quality, service and price form the foundation of our Company. These pillars of success have established AEP's

market advantage, and define why the world's premier marketers have made our flexible packaging products an inte-

gral component of their supply chain. 

In all our operations, we continue to sharpen our focus on these fundamentals of quality, service and price, to ensure

that in every engagement with our customers, AEP offers compelling market advantage.

As we move forward, it is essential that we continue to focus on these fundamentals that have brought to our business

the success we currently enjoy. We are sharpening our focus, accentuating our strengths, and reemphasizing the market

advantages that have enabled AEP to become the supplier of flexible packaging solutions to the markets we serve.

Sincerely,

J. Brendan Barba
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In every area of our operations, AEP focuses on continu-

ous improvement. This is why we’ve invested in ISO

9001:2000 certification for all our plants in the U.S.

R&D also plays a major role in ensuring manufacturing

quality and efficiency, while supporting sales. AEP’s

Technical Services experts constantly work to improve

the performance of the products in our portfolio, while

developing new products to serve entire markets, as

well as specialized products designed to meet unique

customer requirements. In all, we offer more than

15,000 distinct product formulations. AEP manages its

manufacturing assets for maximum throughput and

return on investment. Just like most of our customers, we

run our North American plants on a 24-hours-a-day,

seven-days-a-week basis. Our flexible packaging products

are a critical component in our customers’ supply chain,

and we operate on a four-shift-per-week basis to meet

customer demand. 

In Product Development, R&D and Manufacturing,

AEP technicians use advanced lab equipment and our

extensive product portfolio to create new packaging

solutions for specific customer needs. In all, AEP offers

more than 15,000 distinct product formulations. 

Product Development, R&D, Manufacturing
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“AEP strives to be the most accommodating and creative supplier in the flexible
packaging industry, offering cost-effective solutions tailored precisely to customer
needs. Our strategy is to succeed by ensuring our client’s success.”  

David J. Cron

Executive Vice President, 

Manufacturing
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“AEP’s automation extends to distribution. We use advanced distribution
software to provide the detailed status updates we need to keep track of
every shipment right through customer delivery. Our customers depend on fast,
reliable delivery, and we have the tools and processes in place to provide that.”

Logistics

Staying close to our customers is a keystone of AEP’s

success. Our customers depend on us for the flexible

packaging products they need to keep their production

lines rolling, using Just-in-Time inventory control. And

we’ve developed a sophisticated distribution system to

ensure maximum reliability and efficiency in all aspects of

shipping and distribution. We outsource trucking func-

tions to maximize assets and focus on our company’s core

competencies. Yet we maintain online control through

L2 software, which  provides detailed reports that track

every shipment through to customer delivery. Further,

since our customers operate their facilities seven days a

week, we run our distribution operations seven days a

week as well. This responsive, reliable delivery is a core

element of the customer service that distinguishes AEP

as a market leader in flexible packaging products. 

Paul Vegliante

Executive Vice President, 

Operations
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Sales & Marketing

John Powers

Executive Vice President, 

Sales and Marketing 

AEP has entered a dynamic phase of internal growth. In

response to customer demand, we’ve taken steps to

increase total production capacity by more than 10 percent

in 2005, and we will complete this expansion process in

2006. In parallel, we have also added new professional

staff in key areas of our sales operations. One of our most

important value-adds is the knowledge and dedication of

our people. That’s why customer service is our highest

priority. In each of our seven North American plants, we

invest in continual improvement, training and technology

to improve service and maintain our lead. With our engi-

neering skills and technical resources, we can develop

new packaging solutions that help customers increase

their competitive advantage. At AEP, we always search

out new ways to make our packaging solutions clearer,

thinner, easier to use and more cost-effective. 

“The difference is our people, their product knowledge and commitment to
customer service. This is how, when Katrina disrupted national supply, we were
able to rapidly provide effective alternatives to keep our customers’ production
lines running. We go the extra mile for our customers. That’s the AEP way.”



Of all the things we wrap at AEP, our strongest bond is

the one we’ve formed with customers. You can see AEP’s

commitment to strong customer relationships in the way

our people worked to keep customers operating in the

aftermath of hurricanes Katrina and Rita. These disasters

caused massive outages in refining capacity in the Gulf

Coast and Texas, the source of most of the resins that

supply our industry. As a result, suppliers put our

industry on force majeure allocation, severely restricting

supply. Fortunately, due to our practice of investing in

inventory, we were in position to maintain production.

Where appropriate, our experts worked with customers

to reformulate products to match the resin grades we had

available. In some cases, we sourced specific resins on

secondary markets. As a result, even though our suppliers

cut our resin supply, we were able to keep providing the

flexible packaging products our customers rely on to

keep their plants operating. Thankfully, none of our

customers had to interrupt production during this

difficult period.
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In a difficult year, AEP has shown its true colors. While

natural disasters severely restricted our access to source

materials, we were able to keep our customers supplied

with flexible packaging solutions they required. And we did

it all without unduly increasing prices due to industry-wide

shortages. This goes a long way to strengthen customer

relationships. More importantly, AEP has emerged on a

sound footing for increasing profitability and growth. We

are sharpening our focus on our North American businesses,

where we are the market leader. In addition, we have

divested or closed virtually all of the businesses that fall

outside our prime focus areas. This includes one final

facility in Belgium, which is currently in the process of

disposition. Going forward, we see bright prospects for

AEP’s continued growth and success. We are sharpening our

focus on the things we value most –namely, quality,

reliability and customer service, as well as employee

development and equal opportunit y– and, significantly,

shareholder value. AEP operating profits have risen

substantially this year, and we believe we are solidly on

track to continue this growth in the future. We invite you

to participate in our success. 

The value we deliver to our 

marketplace begins and ends with our

people–our most important asset.

“Since 1997, AEP employees have taken part in the AEP ESOP, the Employee Stock
Ownership Plan. It’s more than a retirement plan. It gets every employee to think
like an owner of the company, which, indeed, we are. Now we all have a stake in
the company’s success.”
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