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Business Model and Network

pany has three sales offices in Japan’s three
nsuming regions: the Tokyo Head Office, the
saka Branch and the Nagoya Office. The Niigata
agaoka Mills are located near these major
consuming regions. The Kanto Mill Ichikawa and
Katsuta factories are conveniently located adjacent
to the largest consuming region of Tokyo to facilitate
the collection of used paper and the shipment of
paper products.

The location of these offices and mills is useful
for the supply of appealing products and services in
response to customers requests, which is the Com-
pany’s crucial corporate philosophy, and for the smooth
and quick delivery of paper products according to

customers’ requests.
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Nagaoka Mill

Our flagship mill has six paper machines
and a white paperboard machine and
supplies necessary pulp as papermaking
material to all of our mills, in addition to
using the pulp on its own. Taking
advantage of its proximity to the three
metropolitan consuming regions (Tokyo,
Osaka and Nagoya), a well-established
direct delivery system is reflected in the
mill's high direct shipment ratio.
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The Nagaoka Mill focuses on specialty
paper, with diverse equipment including
eight specialty paper machines, hard
fiberboard production equipment,
vulcanized fiber production equipment
and other special-use machines and
equipment. Drawing on the technical
expertise of the adjoining research
center to employ the latest technologies
in specialty paper manufacturing, the
mill's production system is designed to
respond quickly to user requests.
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Equipped with the leading-edge used
paper de-inking equipment, the Kanto
Mill Katsuta Factory can produce high-
grade recycled pulp principally to manu-
facture special-application paperboard.
Its location near Tokyo is advantageous
for the collection of used paper and the

shipping of paper products.

RIS L3 )1 T Kanto Mill Ichikawa
Biig~ >~ 2 2h. Bk~ > With two white paperboard machines and a
NEEET SHIIIESE I 24t specialty paper machine, the Kanto Mil
PEWVWS I 7EFEO>I— FAKR— Ichikawa Factory is the mainstay mill for white
WAL DIIBTT, LEHT paperboard, in which the Company has a
DArEE%EFD LE L DHED high market share. Making the most of its
FHEITOEEDICHREZ—EY proximity to the Tokyo metropolitan area, the
TORELIBIEGFECHNEAN mill produces paperboard from used paper
TWET, collected in the Kanto region and its surround-

ing areas and emphasizes environmental
protection, for example, by using in-plant gas

turbine generators.
Atk Tokyo, Head Office
LA DEEPHFEDIERIG A The Sales Division at the Head Office
- Tt tt. EXFED) B% (including the Osaka Branch and the Nagoya
AR E AT Nagoya Office LT THNET, Office) of the Company fully controls all oper-
EIERER L IDN T B2 EESLH ations related to production and shipments.
hEfTd 2 &lckl) ., BHnEE The Sales Division, which has face-to-
! B ThHIEREEEERL. ¢ face, direct communications with customers,
ABctt  Os Branch (XL VREA CELE A A T B 1R is the core section of our corporate operating
DEGHERS>TWVWET, system to pursue a sales policy of higher

customer satisfaction and quick delivery.
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Printing paper
products pro-
duced at the
Niigata Mill
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Our printing paper is produced at the Niigata Mill,
our flagship mill located near the center of Niigata,
Niigata Prefecture. It has an integrated production
system, starting from the manufacture of pulp to the
final paper product. More than 90% of wood chips
used by the mill derive from replanted trees. All the
pulp produced from them is ECF/Eco-Pulp, an envi-
ronment-friendly pulp processed by the Elemental
Chlorine-Free (ECF) method in the entire process
of bleaching wood pulp. The Niigata Mill supplies
Eco-Pulp not only to its own papermaking but also
to all Hokuetsu mills as a papermaking material.
Accordingly, all our products are made from Eco-Pulp
100% pure or combined with used paper to be
gentle on the environment.

The Niigata Mill is one of the largest papermak-
ing mills in Japan for printing paper. We have a
lineup of various paper machines to flexibly and pre-
cisely meet a wide range of user needs and to pursue
truly reliable products supported by leading-edge
technology. The lineup includes the Nos. 2 and 3

paper machines for wood-free paper, wood-containing
paper and light weight coated paper; the No. 5 large
paper machine for quality wood-free paper; and the
Nos. 6, 7 and 8 large on-machine coaters, which are
uncommon domestically.

The No. 8 machine, completed in 1998, is the
world’s largest on-machine coater and can coat
7,040-mm-wide products at 1,300 meters in a minute.
Its high-quality products and high productivity have
gained high acclaim.

Generated by such machines, the products made
under our motto to “Supply our customers with
what they need when they need it,” live up to cus-
tomer expectations. Located near the Tokyo metro-
politan, Kansai and Chubu regions, we strive to
upgrade the mill’s corporate culture to be increas-
ingly environment-friendly and well liked by the

local residents.

Hokuetsu Paper Mills, Ltd. 9
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Kanto Mill Katsuta

Our white paperboard products are produced from
four paper machines: three at the Kanto Mills and
the No. 4 machine at the Niigata Mill. The No. 4
machine at the Niigata Mill principally produces
high-quality paperboard made only from Eco-Pulp,
whereas the machines at the Kanto Mills produce
diverse types of paperboard.

The core Kanto Mills consist of the Ichikawa and
Katsuta factories, located in Ichikawa, Chiba Prefec-
ture, and Hitachinaka, Ibaraki Prefecture, respectively.
Focused on recycling, the two factories produce
mainly paperboard from used paper collected in the
Kanto region and its surrounding areas. Located
near Tokyo, the Ichikawa Factory emits no sulfur
dioxide (SO:) and has eliminated the use of heavy
petroleum through reliance on city gas, which dra-
matically reduces CO: emissions. The factory sells to
electric companies the surplus energy accumulated
by in-plant generators, which are reliant solely on
city gas for fuel, and supplies all of the factories with
electricity and steam using a highly efficient thermal

cogeneration system.
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Kanto Mill Ichikawa

Hokuetsu Paper Mills’ top-class coating technology
and its experience and know-how, along with the
Kanto Mills” quality management, have enabled the
mills to operate steadily and efficiently, establishing
their presence among the leading white paperboard
manufacturing mills in Japan. To meet diverse cus-
tomer demands, the Kanto Mills manufacture paper-
board in a variety of qualities and forms, including
ivory board, special paperboard, white-lined board,
cast-coated paper and ink jet forms.

Taking advantage of its location near the Tokyo
Metropolitan Zone, the Kanto Mills aim to be urban
model plants that allow for used paper recycling and
improved considerations to the environment to
enable balanced cohabitation of living quarters and

factories-serving to create a new recycling society.

Hokuetsu Paper Mills, Led. 11
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Our specialty paper is produced by the Nagaoka
Mill and the No. 2 paper machine at the Kanto Mill
Ichikawa Factory. The latter focuses on its specialty
paper operation and produces specialty products
such as drawing paper, high-quality printing paper
and recycled paper.

The Nagaoka Mill, located in Nagaoka, almost at
the center of Niigata Prefecture, has a proud history;
it was established in 1907 as the birthplace of the
Company. The mill draws on the technical expertise
of the adjoining research center to employ the latest
technologies in manufacturing state-of-the-art func-
tional materials. Under the key concept of “Material,
Recycle and Ecology,” the mill endeavors to meet
market needs in producing advanced, future-ori-
ented products that promise excellent functionality
and sensibility.

In March 2002, the Nagaoka Mill introduced a
unique No. 6 paper machine, a multifunctional piece
of equipment for the 21st century, enabling the estab-
lishment of a structure for in-line impregnation and
coating. The Nagaoka Mill also has five circular net
machines, a long net machine and two functional paper

machines. In addition, the mill has hard fiberboard,

vulcanized fiber production equipment; impregnation
equipment; coating equipment; embossing machines;
a conditioner; and a super calendar.

These paper machines generate a variety of spe-
cialty papers. One such paper is Fancy Paper, featur-
ing varied color tones, texture and feel on both sides.
With a variety of embossing patterns, Fancy Paper’s
decorative features are perfect for packages, covers
and the inside covers of books. Other papers include
High-quality Special Paper used for commercial art and
expensive maps, Paper for Office Use for applications
such as inkjet forms and adhesive postcards, and
Industrial Paper for use as various abrasive base papers,
tape for chip carriers and glass-fiber filter paper for
clean-room use. The Nagaoka Mill manufactures
hard fiberboard made of 100% used paper and vul-
canized, natural fiber material made from paper
through chemical reactions as a plastic substitute.

The Nagaoka Mill addresses proactive measures to
be an increasingly environment-friendly mill to sup-
ply high-quality products with the acquired ISO cer-
tifications on quality management and environmental

protection as two driving forces.

Hokuetsu Paper Mills, Ltd. 13
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Paper Processing Business:

Hokuetsu Package Co., Ltd.

Hokuetsu Package Co., Ltd.

Head office: Furukawa Chiyoda Building 7F, 15-19,
Uchikanda 2-chome, Chiyoda-ku, Tokyo

Established: November 1977

Capital: ¥310 million

Parent’s ratio
of shareholding:  85%

Corporate History

1977 Hokuetsu Package Co., Ltd., was established as a spin-off of
Hokuetsu Paper Mills, Ltd., through capital investment of ¥30
million.

1987 Increased capital to ¥90 million for acquisition of state-of-the-
art equipment for all divisions to celebrate the 10th anniver-
sary of establishment.

1990 Established the Business Forms and Related Materials
Division, and the division launched operations.

1995  Acquired ISO 9002 certification (international quality standards).

1996 Business Forms and Related Materials Division increased the
number of eight-color printing machines and the amount of
finishing equipment.

1997 Increased the number of co-extrusion machines and bobbin
slitters in the Laminated Paper Division.

1998 Updated ISO 9001 certification (international quality standards).

1999 Milk Carton Division established an automated line employing
such components as a six-color offset printing machine, a
frame sealer and an in-line skiving machine.

1999 Merged with Tohei Pak Co., Ltd.

2001 Increased capital to ¥310 million and acquired ISO 14001
certification

2002 Net sales exceeded ¥10 billion. Relocated the head office to
the current location. Established a joint venture for the manu-
facture of tape for chip carriers in Shanghai, China.

2003 Introduced new information systems (ERP and MES).

EVXRTH—L ExL vy b
Business Forms and E Pellet
Related Materials

(DMilk Cartons

Tohei Pak is a highly reliable brand, created with state-
of-the-art technology supported by a hygienic operating
environment and accumulated expertise, that uses
advanced quality control. To address diverse user needs,
the Company performs all stages of product development
from design construction to planning and marketing.

(@Laminated Paper

As with the Lami Board series, Hokuetsu Package processes
a variety of materials mainly for use in paperboard, includ-
ing paper, film, metal foils and coating agents, which are
tailored to client needs using proprietary technologies for
bonding and gravure coating. The Company also devel-
ops high-quality products that result from the use of a
variety of fine materials as well as from superb secondary
processing features.

(®Design Packaging

Hokuetsu Package provides packaging that meets customer
needs by strategically employing an integrated structure
for planning through production. The Company also
provides consulting services for choosing materials suit-
able for any given product toward the promotion of
products that fully use the distinct features of its paper.

@ Business Forms and Related Materials

Hokuetsu Package’s innovative, integrated production
structure covers everything from base paper production to
design and printing, and mailing finished materials. The
Company’s efficient production system, which includes
elegant multicolor printing and in-lining of paper through
the use of advanced plate-making equipment and a
double-diameter blanket cylinder printer, contributes to
higher product quality and shorter delivery times.

(®Development of a New, Environment-
Related Busniess
The Company has developed and sells a new environment-
friendly material, E Pelette, of which the basic component
is 51% or more paper. It is classified as “paper” under the
Container Recycling Law but has almost plastic-like foam
features. The returnable box system using “Easter Pack,”
made from Pasco, has attracted attention in the distribu-
tion industry as an ecology-oriented total solution in the
pursuit of zero waste in physical distribution.
Hokuetsu Package continues to develop new business
opportunities with a goal of protecting the global

environment.

Hokuetsu Paper Mills, Ltd. 15
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Technical Development

Hokuetsu Paper Mills is known for technology, and the
Company prides itself for advanced production technol-
ogy. From 1908, when we built Japan’s first all-electric
paper machine, to 1998 when we began operating the
No. 8 paper machine in the Niigata Mill, the Company
has always aimed to improve quality and productivity.
In the field of white paperboard, we became the first in
the world to market reversible coated paper in 1968.
We have since maintained a leadership position in the
field of high-quality, white paperboard. In 1986, when
we began operating the No. 6 paper machine at the
Niigata Mill, we realized full-scale production of light-
weight A-3 coated paper using the on-machine coater
method, previously believed to be extremely difficult.
We followed it up with the Niigata Mill’s No. 7 paper
machine for A-2 coated paper using the on-machine
coater method, another world first. Today, with the No. 8
paper machine at the Niigata Mill, we continue to lead
the industry in on-machine coater technology. In pulp
production, we were the first in Japan to launch full-scale
production of ECF pulp by eliminating the use of chlo-
rine in the bleaching process. We have since improved
the ECF method into the Light-ECF method for even
friendlier production of pulp for the environment. The
new method has gained world acclaim.

A product we sell outside the paper field is glass-fiber
paper. We are the only company in Japan to commer-
cially produce glass-fiber paper, supplying it to clean
rooms in semiconductor plants. Hokuetsu Paper Mills
strives to produce superior products by developing new
technologies.

Environmental Management

Commitment to Protecting the Environment
Hokuetsu Paper Mills acquired ISO 14001 certification
for all its factories in the fiscal year ended March 31,
2002, and is strengthening environment preservation
efforts while carrying out management founded on ISO
14001 standards. In addition, the Company continues
to pursue the complete elimination of numerous air- and
water-polluting substances and industrial waste based on
its philosophy of using the world’s leading technologies
to minimize negative environmental impact.

1. Recycling used paper

Since 1961, we have utilized used paper to produce
recycled pulp. Recently, with local governments actively
collecting used magazines, we have increased the amounts
of these and other used paper in our pulp to efficiently
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utilize resources. We also are developing and expanding
applications for used paper.

2. Conserving energy

Our integrated production system for manufacturing
pulp and paper generates timber resin including lignin
during the pulp manufacturing process (resin that we
use as biomass energy), taking care of nearly 70% of
our energy needs at the Niigata Mill.

3. Reducing CO:

To prevent global warming, we actively use natural gas
that generates less CO.. Petroleum and coal generate
1.4 times and 1.8 times the amount of CO: as natural
gas, respectively. We do not use coal.

Combined with the effects of our improved facilities,
we manage to control our CO: generation to about 60%
of the average amount generated in the industry. To
further promote energy conservation and reduce COx,
the Niigata Mill established a new biomass boiler.

Eco-Pulp—

Environment-Friendly, Fresh Pulp Made with the
ECF Method

At Hokuetsu Paper Mills, we use the Elemental Chlorine-
Free (ECF) method in the entire process of bleaching
wood pulp. The resulting pulp is called ECF pulp, or
Eco-Pulp, which is our brand name. The use of Eco-
Pulp helps reduce environmental problems associated
with the papermaking process. The ECF method uses
chlorine dioxide (ClO:) in place of chlorine gas (Cl)—
traditionally used in the leaching process and generat-
ing chemicals such as chloroform—to produce an
oxidative reaction. The ECF method generates little
chloroform and other chlorinated organic compounds.
This has reduced Hokuetsu Paper Mills” organic halide
(AOX) content (an index to indicate the concentration
level of AOX in wastewater) to 10% or less, significantly
improving the wastewater color. In 1997, Hokuetsu
Paper Mills became the first paper manufacturer in
Japan to fully employ the ECF method, and all pulp
has been produced using the ECF method since April
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2000. Although it was thought that the ECF method
would increase production costs, the increase has been
absorbed by the improved productivity. Eco-Pulp also is
suitable for recycling because of its improved strength,
which enables multiple recycling. In the United States,
without the ECF or Totally Chlorine-Free (TCF)
processes, we would never have been able to comply
with newly established U.S. environmental regulations.
Hokuetsu Paper Mills is the only manufacturer in
Japan that can comply with this global standard.

Eco-Ring—

New Proposal for Recycled Paper

In recent years, products with a high used-paper con-
tent have been gaining the spotlight as being ideal for
“green purchases” in the paper industry. As one mea-
sure to promote the increased use of recycled paper, the
industry is striving for a higher ratio of recycled paper
content in paper for printing and office use. On the
other hand, the recycling of used paper that contains
ink as a high-grade paper requires the consumption of
large volumes of energy and chemicals.

Procurement and Reforestation of
Environmentally Oriented Materials

At Hokuetsu Paper Mills, we import more than 90%
of the wood chips we use as material for papermaking.
Approximately 97% of these imported wood chips
are made from replanted trees, which are supplied by
countries such as Chile, South Africa and Brazil
where planned planting, growing and harvesting
cycles are firmly established.

Hokuetsu Paper Mills plants trees in Japan and
overseas. In Japan, we actively plant several kinds of
broad-leaved and needle-leaved trees. As a result of
the reforestation process, we acquired an FSC certifi-
cation in May 2003 for our company-owned forest
(about 3,000 hectares) in Iwate Prefecture, which
accounts for 46% of all our company-owned forests.

Because of this situation, the Company is taking a
vigorous approach toward using Eco-Pulp, which is
produced from replanted trees, and has attained approxi-
mately 30% used-paper content, thereby reducing the
burden placed on the environment during manufacturing
processes. Hokuetsu Paper Mills also has commenced
the sale of Eco-Ring, a new high-grade recycled paper
that promotes the employment of replanted forests and
used paper.

In fiscal 2003, the year ending March 31, 2004, the
Company aims to achieve an afforestation ratio of 91%.
By promoting the replanting of forests, we contribute to
the promotion of CO: absorption and fixation, which
has become a global issue. In the pulp production process,
which spans timber processing to the high-grade paper
production stages, timber resin can be used as biomass
to reduce the use of fossil fuels. By aggressively employ-
ing the benefits of afforested trees to the fullest, we utilize
a combination of replanted trees and used paper.

Opverseas, we plant acacia in idle pastures in the
Wangarei in North Island, New Zealand. In addi-
tion, we established a joint venture afforestation
company in Adelaide, Australia, in cooperation with
six other companies (some are new entrants from
other industries), and started planting eucalyptus
trees in idle pastures in the region this year. Such
reforestation measures are part of our efforts to pro-
tect the environment
because forests not only
absorb CO: but also act as
a source of water and help
to prevent natural disasters.
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Idle pasture before tree-planting
started in Adelaide, Australia
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