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Fibre packaging manufacturers and converters are experiencing greater demands for change now than at

any previous time. In both Australia and New Zealand, major grocery chains have strategies to replicate the

supply chain cost reductions already being achieved in Europe and North America, pushing costs back onto

grocery and packaging suppliers. Those unwiling or unable to invest in technology to meet the new demands

of the retailers will join the dinosaurs.

Pricing ConFusion GrRows

Pulp prices are continuing to rise, however, the next peak
appears to be in sight with most forecasts now suggesting that

prices will cool during the final quarter of the calendar year.

As previously discussed in Pulp & Paper Edge, the main reason
for this current rise in pulp prices has been the closure of
inefficient capacity, especially in Canada. However, while prices
continue to rise, there is likely to be less capacity removed, with
some mills that have high unit costs managing to survive at the

crest of the pricing wave.

The NBSK PIX price pushed through the USD685/t mark at the start
of July, while BHKP PIX managed to just get above USD640/t.

Weekly NBSK & BHKP PIX Prices: 18 Jul '00 — 11 Jul "06 (USD/t)
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NBSK PIX is now only USD25/t below the extended peak of
USD710/t at the start of 2001, while BHKP PIX is also at a
peak since February 2001, but USD70/t below the peak in
January 2001.

A likely brake on the current rising price trend will be the opening
of two mills in Chile. Arauco is set to start production from the
Nueva Aldea mill, (capacity 850 ktpa), this month (July). This mill
will eventually produce both BEKP and radiata pulp, however,

initially it is expected to be focused on BEKP.

The second, but smaller, mill to come on line will be the CMPC
Santa Fe mill in September. With a capacity of 780 ktpa, this mill
will only be producing BEKP.

While neither mill will initially make much impact on the NBSK
market, the increase in BEKP capacity is expected to cause
the price to soften which will start to attract the few paper mills
that are able to swing away from NBSK. While the change will
not be radical, the few mills that do move away from NBSK to
gain advantage from what is expected to be a growing price
differential, will have a sufficient impact to slow or stop the

price rise in NBSK.

In comparison to the NBSK PIX price, the following chart shows

the spread of the market price for NBSK in five markets.

Back in July 2005, the spread in NBSK market prices between
USA (USD630/t) and China (490/t) was USD140/t. However,
when prices have been rising the evidence shows it is the
Chinese prices that are impacted the most, even though the

Chinese traders try to impose the greatest control on prices.

Pulp & Paper Edge is Published by IndustryEdge Pty Ltd (ABN 39 109 201 630)
ISSN Number: 1449-9703. Pulp & Paper Edge is available in PDF and online.
Subscription enquires should be directed to IndustryEdge,

Phone +61 (3) 6224 7166, Email robert@industryedge.com.au IndustryEdge GPO Box 77, Hobart Tas 7001 Australia

IndustryEdge




NBSK Market Pulp Prices by Region: Jan '04 — Jun '06 (USD/t)
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From the start of 2006, the Chinese NBSK market pulp price
has risen by USD130/t, while for the USA, where prices are
historically the highest, the rise has only been USD85/t.

Looking at the above chart, the spread in market pulp
prices between the USA at the top and China at the bottom
was only USD100/t in June. The smallest spread in prices
since August 2004, when prices were coming off a high in

early 2004.

When market prices are generally rising over a period of time
the difference between the high and low prices reduce, but
the gap spreads when prices are down. Also it can be seen
market prices for the USA and northern Europe move with a

similar trend, as do those for Japan, Korea and China.

For those buying or selling market pulp, such as currently
PaperlinX and potentially Gunns and both these companies
would be involved with market hardwood pulp, the chart for
market NBSK shows there is a range of prices in the market

at any given time.
Gunns FiNnaL PuLpmiLL SuBmissioN

The Gunns pulpmill proposal is now formally in its third year.
While this may appear to be an inordinately long time before final
approval is given, the process has been sufficiently structured to

provide greater security to the proponents.

Gunns submitted the final Integrated Impact Statement (lIS) to the

Tasmanian Resource Planning and Development Commission
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(RPDC) on the 14™ July (2006). The document is 6 000 pages in
length, however, a copy of the executive summary (a humble 50
pages) may be obtained from IndustryEdge.

AGHHHS The criteria for the IIS were finalised after
LIMITED community consultation during the first three
quarters of 2005. The draft IS from Gunns was originally expected
to be delivered to the RPDC before the end of 2005, however,
Gunns has continued with the planning for the construction
of the pulpmill while the draft IIS was being completed. The
Tasmanian state election back in February is not expected to

have resulted in any delays to the project.

Two major contractors for the construction phase of the
proposed mill have been announced. These are John Holland
Pty Ltd (a subsidiary of Leighton Holdings Ltd) and Macmahon
Contractors Pty Ltd (a subsidiary of Macmahon Holdings Ltd).

Gunns refers to Holland and Macmahon as alliance partners
for the proposed construction phase. It is understood the
contracts would be provisional on final approvals being given
for the development of the mill, even though there is little doubt

remaining the project would not proceed.

On the expectation the pulpmill will be built, there is some
uncertainty about the distribution of the excess energy produced
by the mill. Now that Tasmania has joined the national electricity
grid through BassLink, there may be greater opportunities for
Gunns in the provision of green energy into the grid. However,
even though BassLink is open, much of the Gunns extra energy
will most likely be delivered into the Tasmanian grid, which
is almost entirely hydro power. The alternative would be to
consider locating an energy intensive plant next to the pulpmill

so economic efficiencies for both companies could be realised.

A potential positive for the Gunns pulpmill could be the possible closure
of the Rank Group’s Medium Density Fibreboard (MDF) plant at Bell
Bay. This facility was acquired by Graeme Hart with his acquisition of
Carter Holt Harvey, however, it has struggled to make an adequate

financial return, even under its initial owners, Hokkushin.

The MDF plant was originally designed to mostly process
hardwood, but the technology was inappropriate so increasingly
softwood has been used to produce a better and lighter board.
After a fire at the plant at the start of July, the future of the facility

Articles continued page 6...
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Background

Major grocery retailers are changing the format of packaging.
Currently, the principal strategic change is for shelf ready
packaging, while there has also been an increasing focus
on the sale of private labels, which has driven packaging

manufacturers and converters to be more flexible.

More stringent packaging specifications being demanded by
major grocery retailers in Australia and New Zealand are not
unique to this part of the world. Those who claim Woolworths
and Coles have too much market power in Australia in
formulating changes to packaging requirements, need to look
to Europe and North America to see the extent of packaging
transformations that have already been implemented. Local
retailers are following the lead northern hemisphere retailers
and are replicating the global push in major retail markets for

cost reductions.

The strategies for increasing private labels by the major retailers
have been well documented previously in Pulp & Paper Edge
and other publications. However, since the impact of demand
for shelf-ready packaging is very significant for grocery
and packaging suppliers, as well as brand owners, some

background will be provided.

Shelf-Ready Packaging

What the exact cost is, or the proportion of the total cost, of the
last 100 metres in getting grocery items onto the supermarket
shelf varies considerably. Suffice it to state, though, that
getting the goods out of the back of the supermarket store,
unpacking them and placing them on the shelf can be as much
as 50% of logistical costs. Regardless of whether staff from
the supermarket chain, or supply companies such as Strategic

Nation, stack shelves, there are costs incurred by the retailer.

To place the issue in some perspective, Rod Evenden, Senior
Business Manager — Supermarket Program Officer, Woolworths,
states that for Woolworths, Australia’s largest grocery chain,
more than half the outgoings are related to the supply chain,
and half of this amount is created in stores in the last 50 metres,

i.e. between the back of the shop and the shelf. Therefore

Woolworths is seeking to reduce at least a quarter of its out-

goings by changes to packaging formats.

Source: Visy

In Australia and New Zealand, supermarket chains generally
measure net profitability by store, while in Europe, where
shelf-ready packaging is being driven the hardest, stores
such as Tesco and Sainsbury measure the net profitability of
every product line. At this level of reporting, maximum focus
on reducing the cost of delivery for any product makes the
difference between being on the shelf and not even getting ont

the loading dock of the store.

Shelf-ready packaging is only one solution for reducing costs.
However, as part of this strategy, Evenden stated at the Shelf
Ready Packaging Forum at the 2005 AUSPACK exhibition, that

all he was asking suppliers to do was to present packs that:

= Are trays or boxes that can be easily opened and form a

display;
« Make opening and dispensing very efficient;
< Make shelf filing possible in one safe action;
« Product packed to display label exactly to the front;

< Containment unit (tray or partial box) to not be plain

cardboard;

< Distribution barcodes on shippers to be discreetly
scannable and not ‘confused’ by primary pack labels

and bar codes that are visible through film wrap;
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= Preferably up to six pre-printed barcodes and two print
and apply barcode labels on cartons to allow auto-
scanning at distribution centres, but not to impact on

shelf ready appearance, and
= All products to be easily identified in the stock room.

From the list of requirements it is evident a transfer of costs
from retailers to suppliers is going to happen. Full cartons are
to be placed on shelves to reduce labour, while the design
must be such that the goods will be promoted and customers

can remove items easily.

At the same AUSPAK Forum, Chris Davis, Design Manager,
Amcor Research and Technology, referred to European Union

research that concludes that:

70% of all purchasing decisions are made in the store;

Impulse buyers select 150 to 200 brands each day;

80% of shoppers only decide on brand after entering

the store, and

More select by colour than by shape.

The style and functionality of shelf ready packaging will
increasingly influence which brands customers buy. The
conclusion being drawn is that fibre packaging suppliers and
converters must be in the shelf-ready market to maintain
market presence, however, the technology to produce shelf-
ready packaging may most likely add costs in a sector where

the focus is now on reducing costs.
Grasping the Nettle

With retailers demanding packaging that reduces their supply
chain costs, and grocery suppliers stipulating the same carton
needs to sell their products, the initial response may be the
strategies are opposing and therefore unattainable. However, as
stated earlier in this feature, what is happening in Australia and
New Zealand is not unique, or even new. Packaging suppliers
and converters in Europe and North America have been facing
this dilemma for longer, and many of these companies have

been successful and flourished through innovation.

An initial challenge is if outer packs are to be smaller to fit
on supermarket shelves, then logic dictates that they will
contain fewer items of the product to be sold. This in turn
will equate to an increased area or volume of board per unit.

Not only is this potentially further increasing costs, but also

Page 4

contrary to one of the National Packaging Covenant goals to
optimise resource efficiency and maximise resource utilisation

in packaging design considerations.

Another challenge is the increased popularity of smaller cartons
will mean more having to be shipped and stacked, however, to
facilitate the speed of opening and easier handling many cartons
have zip strips around them for the removal of the top part. The
zip strips reduce the stackability of the containers, creating weak
points in the sides and corners, which as a consequence may be

more prone to buckling under pressure.

Tailor-made shelf ready boxes will still essentially be corrugated or
microflute containers with more elaborate printing making greater
use of colours. Flexography will push through new bounds, with
special offers, marketing promotions and point of sale glitz being

portrayed over what some may refer to as the humble brown box.

Source: Amcor

To undertake these changes, it is not likely older converting,
printing and packing machines will be able to make the
transformation. Hence companies, especially integrated
manufacturers and converters such as Amcor and Visy, are

making significant investments in converting equipment.

It is understood one of the major difficulties will be moving back
to smaller cartons and the intricacies of die cutting and gluing

the reduced piece sizes.
Competition from Imports

When asked by IndustryEdge about the impact of imports on
shelf ready cartons, Andy McCourt of McCourt Consulting
stated that increasingly packaging is an international industry,
and should not be considered as being restricted to any

geographical region.
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Once there was the rationale that packaging was a relatively
low cost commodity, and therefore the domestic market was
protected simply by the expense of imports and distance
from other producers. What has changed now is that many
goods are being manufactured offshore, and as such are now

packaged in the country of production.

There is a side issue here, in that with more goods being
packaged offshore, there is an increase in the volume of
fibre and other forms of packaging entering the domestic
waste stream that has arrived around imported goods, and
this will reduce the effective recycling rates of local fibre

packaging manufacturers.

In undertaking research for this feature IndustryEdge was told
by some down stream processors and grocery suppliers there
was concern about the quality of printing, both packaging

and labels, emanating from Asia, especially China.
IndustryEdge does not agree with these sentiments.

Firstly, retailers will continue to demand the highest standards
for packaging, and they will have no preference between
domestic production or imported packaging. Therefore, for
goods that are imported, the brand managers will ensure the
packaging is of the highest standards, with graphics and bar

codes to meet all requirements.

The only slight difference is that the packaging on imported
goods must meet the new country of origin labelling laws that
were introduced in late 2005. IndustryEdge understands some
of these laws may be watered down in the future, however,
details about them can be found at the Food Standards

Australia and New Zealand website.

Source: Amcor

The second reason why IndustryEdge believes the quality
of packaging around imported goods is acceptable, is the
increasing use of digital technology to ensure consistency across
pack print work, irrespective of the region of manufacturing.
Proofing software visually scans completed pack work and

checks it against proofs to ensure there are no errors.

Source: Amcor

Major companies including Sunbeam and Breville are engaging
Asian companies to print all their packaging in South East Asia

where the products being packaged are being produced.

Amcor for one recoginises that packaging manufacturers in
China are progressively moving to state-of-the-art technology,
which is evident by the quality of the Private Labels imported
products on supermarket shelves. Coles has also stated their

quality standards are now international, and no longer local.

With improvements in both appearance and functionality of
packaging, the advantages to local manufacturers in Australia
and New Zealand provided by distance and the potential

barrier to imports is diminishing.
Threats and Opportunities

The development of shelf-ready packaging in the local market has
initially been most significant in fresh produce. There is some irony
in that fibre packaging manufacturers have been keen to push
the field-to-supermarket shelf box for fruit and some vegetables,
with strong support from the growers since the produce was not

handled or damaged when placed on the shelves.

The threat for this sector was the returnable plastic crate (RPC)
that has created its own range of problems, and many argue
now that the RPC is not really reducing costs and is ineffective

in point of sale advertising.
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There is clearly a need for integrated packaging, with both Visy

and Amcor offering a full range of packaging types.

Retail statistics appear to differ slightly depending on the study
they are being used for, however, most agree there is a trend
towards fresh food which is causing some loss of market for tin
can manufacturers. This statement, though, has been challenged
by some can suppliers, but research by IndustryEdge has found
that with increased imports of can food, especially for private

label sales, the market for tin plate is declining.

In support of this argument, Blue Scope Steel has announced
it has taken the decision to close its tin plate mill at Port
Kembla in NSW. The reason cited is the increasing foreign
domination in the supply of tin cans. However, there would
also be the question of whether sufficient efficiencies have
been found by Blue Scope Steel, and if they have been able
to compete against cheaper imports, especially while the

Australian dollar remains strong.

As discussed above, the change to packaging style is now
increasingly evident for products other than fresh, especially for dry

groceries, products already in jars and cans and cleaning materials.

In this sector there is an additional threat to suppliers and their
costs in that the range of containers will need to vary between
Coles and Woolworths. At Coles the general shelf depth is 505
mm, while at Woolworths it is only 465 mm, resulting in different

shelf ready containers for each retail chain.

Due to the size of the market and the limited number of retail
chains in Australia and New Zealand, it could be argued that
in comparison with Europe and North America, the packaging
industry in this region has remained conservative, and for some

the impending challenges are going to be difficult.

The future will be good for those companies willing to adapt
and seek new opportunities. IndustryEdge has spoken to a
number of companies that could be considered to be in this
category, and many of them have stated the key to success
will be increased communication. The trouble though at the
moment is that the retailers are reluctant to enter dialogue,

and are more inclined to dictate what has to be done.

Wallowing in a “What can | do?” mentality will cause some
companies (grocery suppliers and packaging converters) to fail
in the shelf-ready packaging revolution. The smart players will
be pro-active and enthusiastic to change and seek ways to

capture new market share on the back of the change.
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Conclusion

Shelf ready packaging is forcing major changes through the

packaging sector in Australasia.

Retailers are driving the agenda based on what has already
been achieved in Europe and North America. The issue for local
suppliers of groceries and packaging is that costs are being
transferred from the retailers back up the supply chain, while

retailers are increasingly measuring profitability by product items.

In addition to absorbing additional costs, those in the supply chain
risk losing market presence by not being ready to adapt to shelf-
ready packaging in the time required. Already competition from

imported grocery items is making an impact on local producers.

The changes are likely to result in restructuring of both the
packaging and grocery industries, with innovative companies
that are wiling to adapt to change and seize opportunities

eventually being the winners.

The introduction of shelf ready packaging in Australia and
New Zealand is not unique. Retailers are looking overseas to
learn what can be achieved, and they will impose increasingly
challenging demands on suppliers of products chasing valuable

retail shelf space.

Gunns Final Pulpmill Submission... continued from page 2...

is now under review. If the decision was to be taken to close
the mill, then approximately 500 ktpa of softwood chips would

come back on the market.

Currently Auspine, Forest Enterprises Australia and Branxholm
sawmills have a substantial over supply of softwood chips.
Gunns would require this quantity of softwood chips to
process through the proposed pulpmill, however, the timing
may be such that Gunns are unable to capitalise the window

of opportunity.

CERTIFICATION PROGRESS FOR APP INDONESIA

In recent years much of the focus for the Asian pulp and
paper sector has mainly been on China, with one of the major

manufacturers there being Asian Pulp & Paper (APP) China.

Including pulp, paper and packaging grades, APP China still
has a capacity of less than half that of APP Indonesia, which

is over 7 Mtpa.
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IndustryEdge asked Aida Greenbury, General Manager of
Sustainability & Stakeholder Engagement, APP Indonesia, what
progress has been made regarding international certification of

its products being sourced from sustainably managed forests.

Greenbury stated APP Indonesia now provides a Statement of
Fibre Origin declaring all paper products manufactured by them
are composed from fibre sourced from sustainably-managed
renewable fibre sources. The environmental credentials are
either audited by internationally recognised entities, or are a
strategic partnership between an Indonesian institution and an

international body such as the Forest Stewardship Council.

APP Mills Sustainable Fibre Trace

Fiber Sustainable Environment
Composition Fiber Source Credentials
Imported Pulp USA, Canada, |- EMS:[S014001
Brazil, Chile, - SFM: FSC, PEFC,
Sweden, CSA, SFI & other
Finland, equivalent certification
New Zealand systems
APP Pulp Indonesia - EMS: 1SO14001
- HCVF Audit: by
SmartWood/Rainforest
Alliance
- CoC & Legal Origin
Verification: by SGS
- SFM Certification
in progress: Ecolabel
Institute of Indonesia,
an FSC’s Strategic
Partner
Post Consumer | USA, - EMS: 1ISO14001
Recycled Singapore, - Recovered Waste
Australia,
New Zealand
Pre Consumer APP Mill - EMS: 1ISO14001
Recycled Indonesia - Recovered Waste

Glossary of Terms

- EMS: Environmental Management Systems

- SFM: credible Sustainable Forest Management certification systems
- HCVF: High Conservation Value Forest as per the definition by FSC
- CoC: Chain of Custody

Source: APP Indonesia

For the future, Greenbury said continuous improvements
in raw material sourcing and utilisation, process efficiency,

waste minimisation and supply chain management are core

disciplines in achieving a better environment. APP Indonesia
is currently working towards Sustainable Forest Management
(SFM) certifications for its fibre source. These will be in
accordance with the national (SFM Certification by Ecolabel
Institute of Indonesia) and international standards (FSC).
These will be supported by credible certification which covers
the fiber source to end products and complies with customer
requirements including Green Purchasing Network in Japan,

Ecomark and European Ecolabel.

By seeking the support of internationally recoginised
environmental groups, APP Indonesia is well progressed
in being able to certify its products as being sourced from
sustainably managed forests. This strategy to achieve
certification will provide greater security in markets where APP
Indonesia has been defensive about some of its operations

in the past.

CoRPORATE REFINING AT NORSKE SkoG

Christian Rynning-Tgnnesen, Norske Skog’s new Chief Executive,
has decided to restructure the company at the highest level to
remove a layer of management at the regional level. This means
the reporting lines for the mills and business units will be directly

into Oslo, rather than centralising in regional corporate offices.

By the end of 2006, the Tasman, Albury and Boyer mills will
be reporting to Ketil Lyng, who will also maintain his role as
Senior Vice President, responsible for supply and logistics at the
corporate level. In addition to the Australasian mills, the Singburi

mill in Thailand will also report to him.

No change at the operational level is expected in Australasia,
with all mills continuing with current market strategies.

L Separate to the above staff changes,

@

Rod Bender

(pictured) has been
appointed as the new mill manager
at Boyer. Bender’s background has
been in engineering and maintenance,
and he has more than a decade of
experience at the Boyer mill. His official start date as the mill
manager was 3rd July. Rod Bender replaces Ernie Hacker
who takes over the role of Tasman mill manger in New

Zealand from the same date.
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The Boyer mill has also been successful in being granted
AUD1.475M from the Tasmanian Community Forestry fund as

part of the expenditure on their bleaching plant upgrade.

The funding was awarded on the basis the upgrade will help in
reducing imports of higher brightness mechanical grades, with the
increased domestic production being focused on the bottom end

of the magazine grades (eg: newspaper inserts and TV guides).

The commissioning of the upgraded bleach plant is expected to

start in September.

THERMAL IMPORTS CoONTINUE TO WARM

The late 1990s saw the demise of thermal fax machines
and domestic production of thermal fax paper ceased, even
though some non-integrated local producers are still applying
a thermal responsive coat over a base coat. The trend for
thermal paper apparent consumption, however, has been
positive. There was a spike in imports for year ending March

2001 associated with the Sydney Olympics.

For years ending March, between 1997-98 and 2005-06,
imports of thermal papers have been growing at an average rate

of 4.5% pa, however, the market is small at just over 7 ktpa.

For the Australian market in 2005-06, 77% of imports were
sourced from Germany (Mitsubishi and Koehler) and Finland
(Gji). In 1997-98, shipments from these sources only accounted

for 42% of total imports.

Imports of Thermal Paper by Country of Origin: 1998 — 2006 (kt)
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Shipments from Japan (Oji, Jugo and Ricoh) have declined
by almost 9% pa, however, up till 2003-04 Japan was the

major supplier.

Main Trading Currencies: 6 Jul ‘05 - 5 Jul ‘06
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The AUD has strengthened against the USD during early July,
however, the movement has been caused by less confidence in
the USD since other major trading currencies have also risen by
a similar proportion. The AUD finished the financial year almost

exactly on par from the start, at close to 74.5 cents.
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World-19 Producers: Jan ‘04 - Apr ‘06 (kt)
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World-19 figures for April show inventories have remained at just
above 3.4 Mt, while shipments and production were 3.084 Mt and
3.105 Mt respectively. Shipments were at the lowest level for twelve
months, while the closing of some capacity in North America is

now being reflected in the production figures.
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In a similar trend to most other grades of paper and
specialties, weighted average import prices have fallen for
the last five years. For Y/E March 2000-01, when shipments
reached a peak, the weighted average import price was
AUDFob4 300/t, however, for the same period for 2005-06,
the price was down to AUDFob2 633/t, a drop of 39%.

Imports of Thermal Paper by Country of Origin:
1996 - 2006 (AUDFob/t)
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Both Papier August Koehler (Germany) and Hansol (South
Korea) announced a 5% increase in global shipments, from the
start of July 2006. However, for the USA market, Koehler will

delay the increase until 1t September.

The major use of thermal paper is Eftpos receipts and ticketing

NZ IRE STARTING TO SMOKE

New Zealand appears to be heading towards a period of
significant difficulty (IndustryEdge is being polite) when it misses
its Kyoto commitment between 2008 and 2012. While current
Cabinet papers are showing New Zealand is unlikely to meet
its commitment to the international agreement, more pragmatic
estimates are that instead of making NZD500 million during the
first commitment period, New Zealand’s taxpayers are more
likely to have to pay NZD500 million over the period In addition,
these official papers reveal the estimated rate of deforestation is

six times faster than last year’s forecast.

The size of the final bill may be much higher, since a failure
by New Zealand to meet its commitment will mean it has
to purchase sufficient carbon credits overseas, and if other

signatories are in the same predicament, then they will also

PIX Packaging Indexes: 7 Jan ‘04 - 11 Jul ‘06 (EUR/t)
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European PIX benchmarks prices for fibre packaging continue with
a nine-month positive trend. Kraftliner PIX benchmark prices are
just short of EUR480.00/t, a rise of 17.5% since mid-October 2005
when prices were at a low point. Testliner and Recycled fluting have

risen by 21% and 23% respectively over the same period.

PIX Paper Indexes: 7 Jan ‘04 - 11 Jul ‘06 (EUR/t)

900
850 f\\

800

750

700

6501

6001

550

500

450:
& @’§
fb

\f@ q,'

§$$
°O°o

@ qso 1’§° (1/@0,]/951/@0\5}960
§ o

Weekly

= Newsprint 45 gsm = LWC 60 gsm Offset Reels

— CWF100gsmReels =— A480gsm

Source: FOEX

European benchmark PIX paper prices have continued in their stable
state, with any flicker of hope that prices may rise in May and June
being no more than just hope. PIX benchmark prices for LWC 60 gsm
Offset Reels and CWF 100 gsm Reels have remained remarkably static

for twelve months.

Page 9

IndustryEdge
e

o ® ® ® @ 0 0 |




be seeking to buy the same credits. The net result may be
an insufficient supply of carbon credits and New Zealand
will be a price taker and will have to pay much higher costs
than are currently envisaged. Some short-term measures
being considered by the Government are a special tax on
thermal power stations as well as raising taxes on imported
cars. Another option is to introduce an age limit on cars,
being part of a strategy to get older polluting models off

the road.

However, while policy solutions to the Kyoto costs appear to
have potential at first glance, there will be significant difficulties
once solutions are investigated more rigorously during the

current ‘policy development’ process.

For example, the problem the New Zealand government will
have to address with a tax on thermal power stations is that
prices for all generation will be inflated significantly. This will be
as a result of the distortion occurring under the current market

design whereby the price is set by the marginal bidder.

The consequence will be the simple pass-through to
consumers of this cost and windfall benefits to generators

who are not subject to the tax, but receive the same price.

This occurs against a backdrop of extreme electricity pricing
events in New Zealand over the last six months due to the

reliance on hydro generation.

Pulp Exports from New Zealand
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On balance, the current policy review in New Zealand will
have to come to terms with the fact that the signing of the

Kyoto Protocol has now placed a huge financial burden

NZ Exports of Newsprint: 1997 - 2006 (kt & NZDFob/t)
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Exports of newsprint for New Zealand’s financial year ending March
2006 rose to 300 kt, beating the previous record of 285 kt in 1993.
The volume of newsprint shipments has risen 33% over the last
two years, however, the weighted average price has fallen by
NZDFob273/t, or 25%
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Nz Exports of Other Paper & Paperboard: 1997 - 2006
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New Zealand exports of other paper and paperboard, including tissue,
also reached a record peak for Y/E March 2006, achieving 382 kt.
While the volume was up, the weighted average export price remained
weak at NZDFob767/t, being NZDFob426/t, or 36%, less than the
peak of NZDFob1 193/t in 2001.
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on the country, and this will become larger as the true
extent of the level of deforestation of new pine plantations

becomes known.

The burden will need to be carried evenly by all sectors of
the new economy without exceptions. New policy cannot
achieve the massive revenue requirements of funding
New Zealand’s Kyoto debacle without destroying the

industries targeted.

New Zealand’s international competitiveness will suffer if
there is a rise in taxes on stationary energy, and possibly
petroleum and distillates as well, while the exchange rate
continues to favour importers. The forestry sector and pulp
and paper manufacturing are going to be disadvantaged in

the international arena.

CHALLENGES TOo HEYwoob & PENOLA

Unfortunately, the Protavia proposed BCTMP pulpmills at
Heywood and Penola, are facing new but unrelated challenges. As
major projects such as these, proceed through relevant approval

processes it is not unexpected that such issues will arise.

The Heywood mill consortium is facing a potential legal challenge
from the Yigar clan, which is part of the Gunditjmara native title
claimants. The claim states the Yigar clan has not been involved

in the planning process for the proposed mill.

The director of the project, John Roche, while being concerned
about any potential delay to the project, disputes the claim

that has been made.

Across the Victoria/South Australia border at Penola, the
federal Department of Environment and Heritage is concerned
the proposed pulpmill will affect the endangered red-tailed

black cockatoo.

While the birds do not apparently nest in the red gums on
the proposed site, they do feed in an area approximately
four kilometres away. The proponents to the pulpmill are
working with the federal government to find a solution to the

concerns being raised.

IndustryEdge apologises to John Roche, General Manager
Heywood Pulpmill project for incorrectly spelling his name in the

June Pulp & Paper Edge.

NZ Paper & Paperbd Exports by Selected Countries (NZDFob/t)
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When newsprint, tissue and packaging are combined, the major
destination for New Zealand’s exports remains Australia, accounting
for 52.5% (358 kt) of shipments for Y/E March 2006. For the second
major destination, China/HK, the volume shipped each year has been

less volatile, fluctuating around 100 ktpa.

NZ Paper & Paperboard Exports by Selected Countries (kt)
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While the volume of total paper and paperboard shipped from
New Zealand has increased by 49% over the last two years, the
weighted average price has fallen by 11% over the same period.
The weighted average price of shipments to Australia has been

consistently more than NZDFob100/t above the weighted average.
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