Hokuetsu Paper Mills, Ltd.

Annual Report

2008

Year Ended March 31, 2008

20084E3 H I —4ER] D THY

It AR =4



Profile
i by |

19074E . BURCBLE 4L L LTk v S 2z e B g
HRA S 113 20074R 1CBI 100 FE 2 MR FL 72,
BUE LA 7N —7 1%, HEAK - B - SR K - K T2
DHFEFEEHLEL. 100EDEER OB TR b/
R IEf o L. BMEORBOREN
R E FE O - WERE O I wE
ENaHTTBIET,

JCREBAR 70 — 71\ 56 AL D P & 5 7 45 M
BIfRAE R—AEL ., BREGH A 2RI L7 M H M
Azl W% - R IG - hgAl 4 -
ZOMDBHE@ B AT —7 FNVF—IZHBRT 5
ZHIELTBLE T,

Contents

ERN

1

2 EREEME/IN\1SAk
3 BEHE
a4

12 FROSHtR
14 FEYIR

19 ®EHEN
20 EER
21 EHBtIvav
64 BEESHOIEN
66 RUBIE
67 EENRBNY

AR EETEZEE (20005 £ ~)

AT —UMILT —DEFRN
6 LWHEEOHFIRREI-1005EDFEIE  Business Environment and J-100 Plan Summary
10 ##EEtE [Value-up 10]

18 O—iRL—KHINFUR

Hokuetsu Paper Mills, Ltd. was established as a
paperboard manufacturer in 1907, and celebrated its
100th anniversary in 2007. Currently, the Hokuetsu
Paper Mills Group is engaged mainly in the business
of printing paper, paperboard, and specialty paper,
as well as paper processing. We make continued
efforts to stably supply high-quality products,
improve operational efficiency, and enhance
profitability under our corporate climate that has
been cultivated through our 100-year history and
through bonds among our employees.

Hokuetsu Paper Mills Group aims to become a
corporation that contributes to customers,
shareholders, business partners, social communities,
and all other stakeholders, based on advanced
technologies and strong relationships of trust with
the above parties as well as through the provision of
paper materials with less environmental impact.
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Aiming for further competitiveness
Evolution of Mid-Term Management Plans since FY2000
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(FY2000-2002)

Maintain the lead in the
industry in productivity and
competitive cost structure

« Promote customer-oriented
operations

e Promote environmental measures

e Enhance group management and
improve financial structure

« Rationalize group employment level

 Lower operating cost of each plant

Jump-100
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(FY2003-2007)

Acquire international
competitiveness in quality, cost,
and earnings-crceating power

« Challenge new technology and cost
reduction with “strengthened
competitiveness”

« Evolve as a coated manufacturer—
N6 to N7, to N8

o Commit to customer-oriented sales
operation and environment-focused
management

« Continue to ensure high earnings
and stable dividends

[RELICET2EEFRIR]

CO7Za7 VU R—MIEHBELTBORITHED
FRICETZECHIS. EFDBE. BEDIRR. Z0ft
R R CAFAREEERICRDHIBROREICLD
BHULTHD., S&. FPRICAEIT ST REER Y
SHROBHREECSIIDIANRREEELICKD,
BEHIDTIENHDET, HHELTZDHERMEZ
REET D EDTIFIENCEZTEABELEE L

9

UL R B AL 2B (2000 % JE ~)

Value-up 10

(20084F: £ ~ 20104 %)

ERMEDEALE
BB HDOFRER

OB ENDEN

O/\SUARDHHRFRE LERE
Dt

OB EARNER
OEERBDEE

(FY2008-2010)

Maximize corporate value and
realizing international
competitiveness

e Reach investment targets

e Promote balanced environmental
management and
internationalization

e Train and optimally utilize human
resources

e Enhance the management
foundation

Notes on the projections

The future projections described in this annual report
have been calculated based on 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. Please note that the Company does not
guarantee these projections.

Hokuetsu Paper Mills, Ltd



Consolidated Financial Highlights Hokuetsu Paper Mills at a Glance
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bl Net sales ¥ 172,709 58 900 8.6 % $ 1,723,643 [SE White paperboard
(= ila Operating income 8,330 9,050 8.0 % 83,134 z— RRZN Art post
REFES Ordinary income 7,891 9,220 A14.4% 78,753 0/ Eggiﬁ:ﬁ Igorzé)oardd
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[(=Fd Cash dividends 14.00 12.00 16.7 % 0.14 FH A R Design paper
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REHEER: At year-end
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P _— . ) -
SEEAS  Total netassets 140,184 143,439 £23% 1,399,042 Paper processing business SRS Paper containers for various types of liquid
S=%—b Laminated paper
R SRRV, FE 2008 £3A31 BRED R RSB A NS TOMES 00K KL =100.200 TRELTVET, S5 LHRRLE Compositon of sals SR~ MITHR Laminated paper
Note 1: U.S. dollar amounts are converted from Japanese yen for convenience only, at the rate of ¥100.20 to US$1.00, the approximate exchange rate on March 31, 2008. 4se Paper packages
FHA)X\ws—3  Food containers, cosmetic cases
0 EIRATA—L1A Business forms and related materials
) /O 1RE, SANJU - ¥—)l  Report paper, labels, stickers
i s 1 Shlealiess Ry v ) Functional materials
mELE N W SR WHEESE (o) W S N e . A ,
i Net income el el 'J;j_jfe'j' (B33 Miltions of yen) E|iHEI—T 1@ Various types of functional coating products
W55 LB ERAGE —— B R O AR B RS DS (i) 20067 I 3470 EOSIGES Environmentally-friendly products
Ordinary income to net sales Net income per share Net assets per share (Note 2) ! RIEEENGER Various types of
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Millions of yen (%) Millions of yen Yen Millions of yen Yen
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150,000 9 6,000 45 o ‘ % 0)1‘@@%% —
90,000 her busi Rk, MRS - BTt - BEfE
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® 0/0 Transportation and warehousing business

Others
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B %LES Netsales B 4RI Net income B @EESSt Total net assets 2006/3 I 6,267
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7EEC2 12004~2006 F EDMMEERRIZ. DEMERED &
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Note 2: For the net assets amounts from 2004 to
2006, minority interests are excluded.

Hokuetsu Paper Mills, Ltd. Hokuetsu Paper Mills, Ltd. 3
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Message to Stakeholders
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Realize international competitiveness with
a global presence through the Value-up 10 plan
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J-100 Plan Review and Financial Summary for Fiscal 2007

In fiscal 2007, the final year of the "Jump-100" plan ("J-100" plan),
the Group posted consolidated net sales of ¥172,709 million, up
about ¥13,700 million or 8.6% from the previous year. Meanwhile,
consolidated operating income decreased ¥720 million or 8% year-
on-year to ¥8,330 million. Consolidated ordinary income also
dropped ¥1,329 million or 14.4% to ¥7,891 million, and the
ordinary income to net sales ratio was 4.6%. These were both about
half of the “J-100" plan’s targets of ¥17,000 million for ordinary
income and 10% for ordinary income to net sales ratio.

These low results are attributable primarily to the effect of high
prices for raw materials, which were over ¥20,000 million more than
initially estimated in the “J-100" plan. During the five years of the “J-
100" plan, the Group aggressively made capital investments, partly
taking into account raw material price hikes. Strategic capital
expenditures in all plants totaled ¥120,000 million, compared with the
initially planned ¥70,000 million. Through these investments, we
installed the No. 8 recovery boiler and a biomass power generation
plant at the Niigata Mill, installed biomass boilers at the Kanto Mill
Katsuta Factory, reduced energy costs by switching to gas for boiler
fuel at the Nagaoka Mill, and improved the quality of machines and
carried out work for expanding production capacity at the Niigata Mill
and the Kanto Mill Ichikawa Factory. Consequently, production and
sales volume increased and operational efficiency improved, pushing
up profits by ¥10,600 million from the beginning of the “J-100" plan.
Furthermore, we completed reconstruction of the Nagaoka Mill, and
built the No.9 papermaking machine and introduced new production
facilities at the Niigata Mill. As a result, we believe we have established
a base for implementing growth strategies under a world-level
production structure. Furthermore, during the period of the “J-100"
plan, we established cooperative relationships with other companies,
concluding a business cooperation agreement with Mitsubishi
Corporation, a strategic alliance agreement with Nippon Paper
Industries Co., Ltd., and a technical cooperation basic agreement with

Daio Paper Corporation. By establishing these cooperative
relationships, we have been able to put in place systems aiming for
increased corporate value on a foundation of independent
management. At the start of this year, however, it became clear that
there had been a significant breach of compliance concerning
deviations between the publicized and the actual ratios of waste paper
used in our recycled paper. With respect to this issue, in April we set
up the Quality Control Office and appointed a Chief Compliance
Officer as measures to prevent recurrence of similar incidents and to
strengthen the compliance conformity system. We also substantially
enhanced the internal control system and internal audits.

Under such circumstances, the Group launched the new
management plan, “Value-up 10" (“V-10"), in April 2008, to last
through fiscal 2010. The major target of this plan is to optimally
bring out potential capabilities accumulated through capital
investments during the period of the “J-100" plan. To this end, it is
indispensable for us to realize stable operation of the new machine
(N9) at the Niigata Mill as soon as possible in the printing paper field,
and to raise profitability in the white paperboard and specialty paper
fields. We will implement management that focuses on leading the
tide of globalization in the Japanese paper and pulp industry,
training personnel who can produce maximum effects in response to
changes in the management environment, pursuing profits, and
enhancing the internal control system.

Operation of the N9 machine, which will be the core of Hokuetsu
Paper Mills Group, started in September 2008. In order to open up
the future and advance into the world with N9, we will strive to
expand the corporate scale, enhance profitability, and contribute to
stakeholders under the Hokuetsu Paper Mills Corporate Philosophy,
the basic thinking of the Group, aiming for efficient management,
environmental management, and continued growth. We would like
to ask for the continued understanding and support of our
stakeholders in all our future endeavors.

Hokuetsu Paper Mills, Ltd.
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Business Environment and J-100 Plan Summary
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Domestic demands for printing/communication papers Total energy usage breakdown for Hokuetsu Paper Mills The factors of year-on-year increases and decreases for consolidated ordinary income (Hundred millions of yen)
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a decrease of approx. ¥13 hundred million]
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[recycled waste paper: -18, fuel: -15,

chemicals: -15, pulp: -10]
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State of the Paper and Pulp Industry

The global economy remains unpredictable due to unstable
financial markets worldwide hurt by the credit crunch that arose
from the collapse of the housing bubble and the subprime
mortgage crisis in the U.S. In addition, the abrupt exchange rate
fluctuations and price hikes of raw materials, fuels, and
commodities adversely influenced the real economy.

Against this backdrop, while the total domestic market for paper
and paperboard entered a stage of maturity, with demand peaking
at 30.27 million tons in 2007, the volume of shipments of coated
paper—the Company’s flagship product—nhas increased for four
years in a row domestically, bolstered by firm demand. However,
profit levels are facing very harsh conditions, as the skyrocketing
costs of crude oil, and other raw materials and fuels such as lumber
chips, pulp, and used paper were originally not expected. We have
not been able to offset the above cost increases by transferring the
increase to product prices, improving operational efficiency—which
we managed during the period for the “J-100" plan—and
switching to other energy sources.

From fiscal 2007 to 2008, the Company and other manufacturers
are expected to complete installation or start operations of new
machines, mainly for coated paper. This establishment of new
machines is an important strategy for Japanese paper and pulp
manufacturers aiming to increase their cost competitiveness and
survive as global corporations. As one of these players, the
Company is also tackling this issue by proceeding with original
equipment manufacturing (OEM) for both domestic and overseas
companies and renewing the Group’s business framework through
a scrap and build process that transcends barriers between domestic
and overseas companies.

[ — 18 B - 156, Fm—15,

CFHE +38. 4 +1 1. ZDfth:+41
[printing paper: 38, paperboard: 11, others: 4]

[EME+1 1 4RHK:+2, ZDf:+5]
[printing paper: 11, paperboard: 2,
others: 5]

Results for FY2007

In fiscal 2007, the Company posted consolidated net sales of
¥172,709 million, up ¥13,717 million or 8.6% from the previous
year. Meanwhile, ordinary income decreased ¥1,329 million or
14.4% year-on-year to ¥7,891 million. This decline of
approximately ¥1,300 million reflects an increase of ¥10,200
million and a decrease of ¥11,500 million. The increase included
¥5,300 million derived from prices and the product class ratio in
relation to the spread of price revisions, ¥3,100 million owing to
improved efficiency of operations as a result of further company-
wide cost reduction, and ¥1,800 million through increased
production and sales, centering on pulp, printing paper, and sales
of electric power by the Katsuta Factory. The decrease included
¥7,700 million due to price hikes of major materials, such as fuels,
used paper, pulp, petrochemical agents, and chips; ¥2,700 million
in fixed expenses, mainly depreciation costs following proactive
capital investment and a change in the accounting system; and
¥1,100 million in selling, general and administrative expenses.

For fiscal 2008, consolidated ordinary income is expected to be
¥7,000 million, down ¥900 million from a year earlier. This decline
is expected to be attributable to continued high prices of raw
materials and fuels and an increase in fixed expenses, mainly
depreciation costs relating to the start of operations of N9, despite
an increase in profits thanks to execution of further price revisions
and a rise in production following the start of operations of N9.

Hokuetsu Paper Mills, Ltd.
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B J-1005tESFEE O EHFZFEFEFRERERE (2003FE3A 101 EAEDHEK) (&m)
The factors of changes in consolidated ordinary income during the five-year period of the J-100 plan
(Compared with the ¥101 hundred million in March 2003) (Hundred millions of yen)

[ “20084F38HIEE" 798H vs “J-1005tE" 170{EM——9112M] [Results for the year ended March 2008 of ¥79 hundred million, a decrease of ¥91 hundred
million compared with the ¥170 hundred million of the J-100 plan]

mm 2008E3FHEESE (79(8M) — 2003FE38HA (101{EM) = —22(E0 Results for the year ended March 2008 of ¥79 hundred million, a decrease of ¥22 hundred
b million compared with the ¥101 hundred million in March 2003

mm J-100:HE (170(EM) — 20034388 (10148M) = +69(&M ¥170 hundred million of the J-100 plan, an increase of ¥69 hundred million compared with
¥101 hundred million in March 2003

[fuel: -59, recycled waste paper: -28,
pulp: -26, chemicals: -29]
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Overview of the “J-100” Plan; Towards “V-10,” the New Management Plan

In fiscal 2007, the final year of the five-year management plan
“Jump 100" (“J-100"), consolidated ordinary income was ¥7,900
million, ¥9,100 million short of the initial plan of ¥17,000 million.
The increase included ¥3,700 million due to the start of operations
of the recovery boiler No. 8 and the renovation of the printing
paper machine at the Niigata Mill, an increase in production and
sales volume at the Kanto Mill Ichikawa Factory following the
renovation of its paperboard machine, and ¥6,900 million owing
chiefly to the installation of biomass power generation plants at the
Kanto Mill Katsuta Factory and the Niigata Mill, and the reduction
of costs by switching to gas for boiler fuel at the Nagaoka Mill.
Meanwhile, the decrease included ¥20,900 million resulting from
price hikes of major materials, such as fuels, used paper, pulp,
petrochemical products, and chips. We passed on higher costs to
prices of our products, but failed to achieve the initial plan.

An event that occurred during the period of the “J-100" plan
that deserves special mention is damage to the Nagaoka Mill
resulting from the Niigata Chuetsu Earthquake on October 23,
2004. It was fortunate that no Group personnel were hurt. In the
spring of 2007 — three years after the earthquake — we finished
moving four papermaking machines from a damaged building to a
new, highly earthquake-proof building. In the meantime, No. 8
recovery boiler at the Niigata Mill started operations, and we
decided upon a management plan to construct the No. 9
papermaking machine at the Niigata Mill. In summer 2006, Oji
Paper Co., Ltd. attempted to conduct a takeover bid for the
Company, the first domestic hostile TOB in Japan.

In response to this TOB attempt, the Company rejected Oji
Paper’s TOB proposal with an appeal to shareholders that it would

advocate independent management, centering on the No. 9
papermaking machine at the Niigata Mill, which started operations
in September of this year, and increase corporate value under such
management. On August 7, 2006, we completed capital increase
through a third-party allocation of new shares to Mitsubishi
Corporation. The Company then refrained from large capital
investment, and not only stabilized its financial base, but also
reinforced both its upstream (procurement of raw materials) and
downstream (product sales including exports) operations. Going
forward, we would like to respond to the shareholders who
supported us, by raising our corporate value based on the results
of the above managerial measures. In “V-10,” our new three-year
management plan, we aim to achieve a consolidated ordinary
income of ¥15,000 million for fiscal 2010, the final year of the
plan, increase cash flows, and post record-high profits.

Due to aggressive capital investment during the period of the
“J-100" plan, the Company was able to establish a production
system that is superior to that of its rivals in both competitiveness
and growth potential in terms of hardware. Under the new
management plan, we will bring out the potential power of our
well-developed infrastructure to the maximum , strengthen
communication thoroughly between the management and
employees to enhance systems and operations, and revitalize the
organization with a view to developing personnel. We also plan to
establish the Nagaoka Specialty Paper Division, under which we
will operate the organization flexibly to encourage each sector to
assume responsibility for pursuing profits.

Hokuetsu Paper Mills, Ltd.
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