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Hokuetsu Diamond

Hokuetsu Paper Mills, Ltd. announced a new logo in
commemoration of the 100th anniversary of its found-
ing and the introduction of the No. 9 papermaking
machine at the Niigata Mill. The logo looks like a dia-
mond with nine pentagrams, which are used in the
corporate flag, arranged in the shape of an oblong
diamond. The star at the top, which leads the other
stars, symbolizes the N9 and looks like a person stand-
ing with the two arms stretched out. The orange
color at the top represents the enthusiasm of the
Hokuetsu personnel, clearly indicating the direction for
which Hokuetsu is heading.
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We will strive to meet the expectations of all our
stakeholders, including shareholders, customers
and residents of local communities by keeping our
“corporate climate,” which has been cultivated
through the history of 100 years, and further
enhancing “bonds” among all employees.

Established in Nagaoka City, Niigata Prefecture in
1907, the Company celebrated its 100th anniversary
in 2007, this year. We are sure that our long
prosperity is entirely attributed to the support of all
stakeholders and efforts of our seniors and all
employees.

The world has continuously experienced drastic
political and economical ups and downs in the past
100 years. Japan has also gone through dramatic
changes, such as growth of national power after the
Meiji Restoration, World War Il and end of the war,
postwar reconstruction and development into an
economic power.

Against this backdrop, the Company has also tided
over a lot of disturbances. In particular, the Niigata
Earthquake in 1964 was a hardship, on which the
fate of the Company depended. However, we have
overcome the difficulty through united efforts of
labor and management, and achieved reconstruction.
We have strengthened our corporate foundation
and made efforts for expansion and drastic reform,
establishing our present ground.

Currently, the Company is highly valued by
customers in recognition of our advanced
technologies, high-quality products and stable supply
of products. We are also aiming at further
development by continuously making efforts for
the improvement of efficiency of business and
profitability. In addition, we would like to be a
corporation that does its utmost to protect the
global environment and contributes to society
through afforestation and resource preservation.
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= “[Notes on the projections]

The future projections described .inthis annual report
have been calculated ‘based’oh the judgments and
assumptions made from industry trends, customer
situations and other information currently obtainable, and
these projections may vary'in the future due to
uncertainties inherent in the projections or changes in the
internal and.external situations of future business
operations. The .Company does not guarantee these
projections.

Hokuetsu Paper Mills, Ltd
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Papermaking machine for cardboard was

constructed at Katsuta Mill (presently,
Kanto Mill Katsuta Factory).
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The production of paperboard started at
the factory in Nagaoka.
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Ichikawa Mill (presently, Kanto Mill
Ichikawa Factory) was completed and
started production of wood-free paper.
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No. 4 papermaking machine was
constructed at Ichikawa Mill. It started
the production of duplex board.
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No. 4 papermaking machine was

constructed at Niigata Mill to produce
ivory board.

HRDOF > a—-rhRICED
A?):"—]‘F{ﬁo)ﬁzféﬁo

No. 6 papermaking machine was
constructed at Niigata Mill to produce A3
coated paper through the world's first
on-machine coater method.
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A plan to construct No. 9 papermaking
machine at Niigata Mill was determined.
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Katsuta Mill was constructed. Facilities ERIFE (1997) '7_
for manufacturing liquid package and r_{

converting paper (presently, Hokuetsu 3 B~ 2 a7 S S AT 28 2 b
Package Co., Ltd.) were completed. Eg;iﬁ;é}%iﬂé’iﬁwﬁji%%o
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Kvaerner continuous digester was
completed at Niigata Mill. It started
production of chlorine-free pulp.

constructed at Niigata Mill.

Hokuyetsu Board Paper Co. was founded
in Niigata. It was merged with Hokuetsu
Paper Mills, Ltd. in 1917 to become
Niigata Mill of Hokuetsu Paper Mills, Ltd.

Hokuyetsu Pulp Co. was founded. It was
merged with Hokuetsu Paper Mills, Ltd.
in 1944 to become a pulp mill
(presently, Niigata Mill).

4| mAnsesE (1964)
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Niigata Earthquake occurred. Niigata Mill
was damaged by the earthquake and a
reconstruction plan was determined
immediately.

2 Hokuetsu Paper Mills, Ltd. Hokuetsu Paper Mills, Ltd. 3
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Consolidated Financial Highlights
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Years ended March 31
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Millions of yen

Thousand of
U.S. dollars (Note 1)

(et per sore) chenge (et or o)
2007 2006 2007/2006 2007
LA ¢ For the year
5 L5 Net sales ¥ 158,992 ¥ 153,692 3.4% $ 1,346,363
R Operating income 9,050 6,932 30.5 76,636
e 2 Ordinary income 9,220 7,205 28.0 78,078
WA HEA 35 Net income 4,395 3,238 35.7 37,217
ROE Return on equity 3.4% 2.9% 0.5 point 3.4%
1470 Per share data
WSR3 Net income ¥22.75 ¥19.31 17.8% $0.19
Bt 2 4 Cash dividends 12.00 12.00 00.0 0.10
SAHEREA ¢ At year-end
N T Total assets ¥ 269,124 ¥ 232,486 15.8% $ 2,278,974
MBS Gesm2)  Net assets (Note 2) 143,439 112,800 27.2% 1,214,658

FERC1. RNIVEREIR (EE E200743A31 BREDRmANEAE TS COMIEE1. 00KNL=118. 0O THREL TV &1,

2. 2006FE . PEMER S EELSIVVERETT,

Notes: 1. U.S. dollar amounts are converted from Japanese yen for convenience only, at the rate of ¥118.09 to US$1.00, the approximate exchange rate prevailing on March 31, 2007.
2. For the net assets amount in 2006, minority interests are excluded.
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Net Sales
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Ordinary Income to Net Sales
(BEA)
Millions of yen (%)
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40,000 3
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55L& Net Sales

W T LEEEEFIEEE Ordinary Income to Net Sales
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Net Income

MEESS ()

Net Assets (Note)
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Net Income per Share

(BEM) ()
Millions of yen Yen
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LHEGFIE Net Income
W 1#RSEED LA Net Income per Share
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Net Assets per Share (Note)

@5m) )
Millions of yen Yen
150,000 / 700
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HUEESST Net Assets
W 1B D#UEESE Net Assets per Share
AL 2003~2006 EEDITEERR D EMER P EEL VW ARB T,

Note: For the net assets amounts from 2003 to 2006,
minority interests are excluded.
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Hokuetsu Paper at a Glance
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Pulp and paper manufacturing business

pelluti 159 8 6 9
Composition of sales 0
] /0

W5 LS (BFA willions of yen)
Sales

2005/3 I 132,152
2006/3 I 133,951
2007/3 . 138,201
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Paper processing business

pollui 159
Composition of sales O
] /0

W55 ES (BFMA Millions of yen)
Sales

2005/3 I 12,409
2006/3 I 13,474
2007/3 I 13,791
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Sales
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2006/3 I 6,267
2007/3 | 7,000
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Printing paper

Coated paper

Light weight coated paper
Wood free paper

Ground wood (medium grade) paper

White paperboard
Art post

Ivory board
Cardboard
Duplex board

Specialty paper

IT-related materials
Industrial paper
Communication paper
Design paper

Mixed materials for molding
Cast-coated paper

Liquid package cartons
Paper containers for various types of liquid

Laminated paper
Laminated paper

Paper packages
Food containers, cosmetic cases

Business forms and related materials
Report paper, label seals

Functional materials
Various types of functional
coating products

Environmentally-friendly products
Various types of
environmentally-friendly products

HEERER. HEMEDE - ARt - B

EiX - EER
Z Dfth

Wood business

Construction, machinery production,

sales and maintenance
Transportation and warehousing business

Others

Hokuetsu Paper Mills, Ltd.
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Masaaki Miwa
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HARTRMIE TR EE»ORXKMBLEFCT-HLE
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Challenge to new corporate value creation

Representative Director, President & CEO

FAVTHETLILIIRIL., ZOHDOT 5. 85k L
P CTRERBEZISITHMELDDOLELTENDE L/,
2 T EO b OME T, Z2LTEMTY
LEFENZ T ENZNEABRK, FER O A L
ZHEL. ZOREARE NG YA ZARKE 0 A R SR R
F5HDO LR E IEAZ S TEYET,
SHETOI004ER . B ICBEFL TR, Z O
RERICBUIARARRBRERKICHL, &2t rV—7
HIFTLEOEDIIL, FOEBNEN ZHIELTIWD
L7z
RKOFLVELRANNFTTOHE - HZ2MZ512H720.
VIR ETEBYAZTHIZERL—D2FTORBIEIC,
FEICTHEOLD 2 REOREEUCEEL ., KL Z WY
HOTEFND 2 NEEZTBYE T,

2006 FEEREBMEL D v 71005HE D 5 4%
20064E B DAL BAL 7V —F ORI EFE LTI,
56 b5 131,5890592 7 5 F & R 4E b THI53ME M. 3.4% D
BILE 2D AR OB AL ERE R > TBVE I, HEFLE
X90450 i 7 M & i 4F IR 216 1L 30.5% D Witk #%
HAARIZ92ME 20 5 M & Hi AR A 2068 1 28.0% D3 Ao
MR 3212436595 1 )7 I & i 4E R 1165 1 35.7% D
WALV F L2 ZOREE, 5 LEAEFEFRERICONT
LRIEDA.7%H55.8% N 1 Lo MAEKLFED
21%9528% M ELTENET, Wiz R TTwD

Message to Stakeholders

N JtEREEESHTE () Changes in production output of Hokuetsu Paper Mills (tons)

Btk White paperboard JEZTH# Non-coated paper

1,500,000

1,200,000

900,000

Production volume
HeORREHT

600,000
300,000

€ 1973 1976 1979 1982 1985

On the 100th Anniversary of the Company’s
Establishment

On April 27, 2007, Hokuetsu Paper Mills, Ltd. was proud to celebrate
its 100th year in business. A hundred years ago in April, the
Company was inaugurated as the first company to engage in a
modern papermaking business in Niigata Prefecture, making use of
the abundant water in the Shinano River, bountiful rice production in
Niigata Plain, abundant oil production in the surrounding areas, and
a new power supply from a waterpower plant. The founders of the
Company had the enthusiasm and passion to establish a modern
papermaking industry in their home province of Nagaoka, which
was a merchant town then, and contribute to the development of
the economy and increase employment in the district. Since then,
the Company has survived stormy years during times that were
historically tough in Japan, both domestically and internationally. In
particular, the Niigata Earthquake is an unforgettable event in the
Company’s history, since the earthquake, which struck Niigata
Prefecture in June 1964, directly hit the Company’s Niigata Mill and
caused tremendous damage. [t really plunged the Company into
crisis, threatening its very existence to such an extent that rumors
spread that Hokuetsu Paper Mills would never recover. Despite
these circumstances, the Company rode out the crisis and recovered
from the disaster by a joint effort between the management
executives at the time, who displayed valiant leadership, and the
labor union, which had to make agonizing decisions. Since then, |
believe that the sense of unity established in the hard times has been
maintained till now as a corporate culture of the Company. And,
taking advantage of the Company’s experiences while recovering
from the earthquake, all members of the Company have strived to

ZETHE Coated paper

1988 1991 1994 1997 2000 2003 2006

strengthen and expand the foundations of the business and improve
the business structure, and have worked together to overcome
difficulties year by year. In 1986, the Company took a life-or-death
challenge to invest in the construction of the Niigata No. 6
papermaking machine and entered the coated paper market. It was
the first success in the country to produce coated paper in an
integrated line covering all processes from the production of base
paper to surface coating. The Company then built No. 7 and No. 8
papermaking machines to further shore up the corporate base.
Furthermore, the Company placed production bases at excellent
locations such as Kanto Mills, located in Ichikawa City and
Hitachinaka City to make white paperboard, and Nagaoka Mill to
produce specialty paper. Such optimum production balance and a
product mix consisting of three major products gave the Company’s
management room to maneuver.

During the past hundred years, the Company has done its best to
implement various management policies at each moment by
unifying the intentions of the whole company and the whole group.

At this commemorative moment in which we take a first step of
the Company's history, we are determined to concentrate on
paper production, honestly and steadily without going to extremes,
just as we have done, and conform to the needs of the time.

Financial summary for fiscal 2006 and outlook of
J-100 plan

In fiscal 2006, Hokuetsu Paper Mills Group marked consolidated
net sales of ¥158,992 million, which is an increase of about
¥5,300 million or 3.4% on a year-on-year basis, and is an all-time
high for the fourth consecutive year. Consolidated operating

Hokuetsu Paper Mills, Ltd.
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Message to Stakeholders
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The factors of year-on-year increases and decreases for consolidated ordinary income (Hundred millions of yen)

[ J-1005T E#E BRI 1-100 Plan Progress

8

[20074 3881 92.2{8H —20064F38H] 72.1{EM —~+20&M] [Frorn ¥72.1 hlfmdred mgggrllin <l;/la:jch ?|(|)'06 to ¥92.2 hundred million in March 2007, 20034355 20054355 20064355 20074355 20084355 BECHTS
SIICICasCIONaPRIOK undred million] S-21 SHEREFE J-1005tERFH J-1005tE3FH J-1005tE44H 3 JERE

YA+ AERE (—68{&M) Factor of decreases (68 hundred million yen) 7S5 XZEH (88f&M) Factor of increases (88 hundred million yen) . Eﬁgf’oﬁar o . s:gﬁ&(’;‘ear o . tirrzfozar o —_— fgz'?t?]‘)sear o ::rzgoe% % to targets

ARFTAHE - miEEl S . 4K +2. AR 45, Z D +2] s-21 Plan -100 Plan 1-100 Plan J-100 Plan

Sales price and product class ratio [printing paper: 2, paperboard: 5,

ﬁgﬁiﬁl price others: 2] EEFEE  Ordinary income (&AM / Millions of ven) 10,118 12,548 7,205 9,220 17,000 54.2%

RS AR =130V T =1 1. %% —9] T EEREFEE  Ordinary income to net sales (%) 7.1 8.3 4.7 5.8 10%L1 E 58.0%

Raw wood price [fuel: -13, pulp: -11, cherr??cals: -9] [ +2 AR +2. 2 D fth:+8] 7o LR ! 10% or merg

R (e — 7. 4] [printing paper: 2, paperboard: 2, ROA Return on assets (%) 4.7 5.7 3.2 3.7 7‘3‘&%&% 52.9%

i o thers: 8 °

Fockction and sales el S PR =7, GierE] o o BEEALE  Equity ratio 6 44.1 48.4 48.5 53.0 50%L31_E 106.0%

?f_%.@i q t 50% or more

ST PR D/EL2Z  Debtlequity ratio (& / Times) 0.85 0.67 0.65 0.54 0651 T 90.0%

ig 0.6 times or less

Fixed cost 5= FSEBITDALLZE EBITDA/net sales %) 17.8 17.5 14.0 12.9 18% L k£ 71.7%

REE 18% or more

Selling, general and administrative expenses

NN EBITDA : #&EF&+32ILFIS +iRTERE

Non-operating revenue

EEER
Consolidation factor
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BT VB OE LA X BB o BN, b3
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FEBEMTRTIIBOTIAFREL BRI TL, FA
WZDWTIE214% Mo S A i A Je 3 b 3 4 0 W B ) i A%
DLEFR NV H—=FANVD LR BEHEOHRDORETT,
ZOMIIE BT EL B EIML T,
RIZTFAERELTIE e Amieg - Rl A 2594 Mo
EROMEBIE I OWTIE, Bl IEED FRIFE T
HYFHATLED, B D WTIE Y ol i 45 1F 23
FHLTBVEF, A - Wot i 1268 M P - B E D
WX FHWE L2 SGER R F 5 LTBE 925 Bl
THIBDNAFTARA T — 12X B IR M ORI
BHMREONENRDRELLS>TEVE T, ELTHIFE
) EC32ME M. BB T o085 LA AT —. W - His
DNAF I ARA T =R F KW L0 7 2L LA %D
RTORELYUFEZHHIEDNTEI L2 FEBIZOWT
32 M. SR FITHAREE HEEETHIE T,
20074 BRI G & e X B ARG O LA HAATEY
F 95, R ARSI MEAE JE 0 L E L7z el ig o5 1E &
FELY35 75RO %wE T3S X 54 M.
BsH LB RO ERE OB IMICE 2 BTN 2 7oA A,
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EBITDA: Ordinary income + interest expenses paid + depreciation and amortization

income was ¥9,050 million, up roughly ¥2,100 million or 30.5%
on a year-on-year basis and consolidated ordinary income was
¥9,220 million, up around ¥2,000 million or 28.0% on a year-on-
year basis. Consolidated net income after tax was ¥4,395 million,
up about ¥1,100 million or 35.7% on a year-on-year basis. As a
result, the ordinary income to net sales ratio improved from 4.7%
in the previous year to 5.8%, and the net income ratio also
improved from 2.1% in the previous year to 2.8%. Looking in
more detail, ordinary income is made up of plus factors of ¥8,800
million and minus factors of ¥6,800 million.

The biggest minus factor was the increase in costs of raw materials
to the tune of ¥4,300 million. All main raw materials were minus
factors due to increased fuel costs caused by price hikes of crude oil
since last year, inflated prices of petrochemical agents, increased
pulp prices, increased amounts of recycled waste paper because of
an increase in demand from China and, further, a weak yen.
Another factor was the increase of tree tips in the amount of ¥2,100
million. This was due to a price increase of woody materials caused
by currency appreciations in exporting countries, an increase in
bunker oil prices, and a weak yen. In addition, sales administration
expenses and non-operating income & expense were minus factors.

One of the plus factors was the sales price and product mix which
contributed ¥900 million. The price adjustment of printing paper
was not as good as expected in both timing and rate, but the price
adjustment of paperboard made in the first half of the year was
effective. The production and sales of this paper contributed
¥1,200 million. We revamped our facilities mainly to increase
production, and this contributed well to our income, but our sales
of electric power associated with the installation of a biomass boiler

power generation plant at Katsuta Factory was the most effective.
Our improvements in efficiency contributed ¥3,200 million because
our fuel efficiency was largely improved by installing the No. 8 boiler
at Niigata Mill, the effects of biomass boilers installed at Niigata Mill
and Katsuta Factory, and our switching to gas for fuel at the
Nagaoka Mill. The fixed costs contributed ¥3,200 million, which
was mainly due to the change in our depreciation method.

In fiscal 2007, we expect raw material prices to continue to
increase. Nevertheless, we forecast ordinary income to increase
by ¥800 million over fiscal 2006 to ¥10,000 million. This is
because of our adjustments to sales prices that we made in the
previous year, an increase in production as a result of revamping
the No. 3 and No. 7 papermaking machines of Niigata Mill, and
an increase in sales of electricity by increasing the amount of
power generated at Katsuta Factory.

Under the medium-term management plan “J-100,” which
started in April 2003, the target for ordinary income in the last year
of the plan, or fiscal 2007, was ¥17,000 million, but we expect to
fall considerably short of this in our present business performance
outlook. According to the initial plan, the ordinary income would
increase by ¥4,300 million compared with fiscal 2002 owing to the
increase in production and sales, improvements in efficiency and
reductions of fixed costs. Our present forecast for fiscal 2007
estimates the improvements in these three categories to be
¥15,400 million compared with fiscal 2002, which is three times
more than our initial plan. This proves that our total capital
investment of ¥70,000 million made in the “J-100" plan yielded
better-than-expected results. However, because the inflation of
raw materials and tree tips in these five years amounted to

Hokuetsu Paper Mills, Ltd.
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The factors of changes in consolidated ordinary income during the five years of the J-100 plan (compared with the

¥101 hundred million in March 2003) (Hundred millions of yen)

[ “2008%E3HEAFE” 1008 vs “J-1005tH" 170EM——70{&M] [Forecast for the year ending March 2008 of ¥100 hundred million, a decrease of ¥70 hundred
million compared with the ¥170 hundred million of the J-100 plan.]
W 200853AHIF18 (10018M) — 2003%F38HA(101{8M) = —1{&M Forecast for the year ending March 2008 of ¥100 hundred million, a decrease of ¥1 hundred
million compared with the ¥101 hundred million in March 2003.
M J-1005t8 (170{8M) — 2003FE38H (101{8M) = +69{EM ¥170 hundred million of the J-100 plan, an increase of ¥69 hundred million compared with
¥101 hundred million in March 2003.
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Message to Stakeholders

9E M #EAESERL T 482 Conceptual drawing of the No. 9 papermaking machine

¥14,700 million, we estimate that ordinary income for fiscal 2007
will remain at ¥10,100 million, which is the same level as in fiscal
2002. Under the “J-100" plan, which is now in its final year, we
have so far concentrated mainly on investments to increase
production and improve energy costs, and particularly regarding
the improvement of energy costs, we managed to convert our fuel
from heavy oil to biomass and gas, thereby curtailing our
consumption of heavy oil. In this way, we firmly reinforced the
foundation of our corporate operations, since we will be able to
minimize the effects of any future price hikes in heavy oil.

Efforts to create new corporate value

The Company concluded a business cooperation agreement with
Mitsubishi Corporation in July 2006. In addition, Mitsubishi
Corporation acquired stocks in the Company that were issued by
third-party allotment on August 7, 2006 to increase our paid-in
capital. This stock acquisition was made to strengthen mutual
relations. Through this collaboration, the Company was able to
reinforce both its upstream (procurement of raw materials) and
downstream (product sales including exports) operations and
establish a corporate structure to further concentrate on enhancing
production and improving efficiency with regard to papermaking
products which are the main business line of the Company. In
December, the Company concluded a strategic alliance agreement
with Nippon Paper Industries Co., Ltd. and a technical cooperation
basic agreement with Daio Paper Corporation. Through the
alliance agreement with Nippon Paper Industries, both companies
intend to increase their presence in the domestic and overseas
markets of the paper and pulp industry by establishing a mutually

cooperative relationship in the fields of production system &
logistics, raw materials procurement, and technology, while
respecting the independence of each other’s management.

By concluding the technical cooperation agreement and cross-
shareholding with Daio Paper Corporation, both companies
intend to improve their corporate value by mutually disclosing
pulp and paper production technologies and environmental
technologies, and by jointly developing new technologies.

The year 2007 is the last year of the “J-100" plan and a memorable
year in which we celebrate the 100th anniversary of our
establishment. We must continue with the virtues of Hokuetsu,
which have been cultivated over our long history and, at the same
time, have the mettle to create new a Hokuetsu Paper Mills. The
business development associated with N9 machine, presently under
construction at Niigata Mill, will be the first step toward this objective.

And, we intend to forge a new history of Hokuetsu Paper Mills
and let the Company grow continuously to be a stable and
attractive entity which coexists and prospers with society.

Inasmuch as the circumstances surrounding the corporate
management is rapidly changing and becoming more severe, we are
determined to proceed with the establishment of an attractive and
reliable company for all the stakeholders including shareholders.
We would like to ask for the continued understanding and support
of our stakeholders in all our future endeavors.

fgangEce0 i 1ER

Representative Director, President & CEO
Masaaki Miwa
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