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Investigation No. 341 — A4 Copy Paper exported from Brazil, P R China, Indonesia and
Thailand — Countervailable subsidies provided by the Government of Indonesia

l. Government of Indonesia subsidy programs

Australian Paper Pty Ltd (“AP”) identified three subsidy programs in its application for
countervailing measures against Indonesian exporters of A4 copy paper (‘the goods”) to
Australia. The programs identified were:

(i) timber at less than adequate remuneration;

(ii) export log ban on logs; and
(i) debt forgiveness - buyback of debt by Gol.

Il. Program 1 — Timber at less than adequate remuneration

In its submission dated 22 July 2016, AP outlined the Government of Indonesia’s (“Gol”) role
in the supply of timber to pulp and paper companies at less than adequate remuneration.
The submission detailed:

the Gol owns the vast majority of harvestable forest in Indonesia;

e private companies that harvest state-owned forest lands are the subject of
concession licenses — HPG licenses to harvest timber from natural forests, and
HTI licenses to harvest timber from plantations;

e License holders pay the PSDH fees (known as cash stumpage fees, or royalties);

e HPH license holders also pay DR fees (rehabilitation fees) and PNT fees
(replacement stumpage fees) for timber harvested from natural forests.

AP understands that the stumpage fees charged by the Gol are at concessional rates (i.e.
fees at less than market rates than what private companies would sell in a market economy
not influenced by government involvement).



1. Suitable Benchmark for Program 1

AP highlighted in its 22 July 2016 submission that the Anti-Dumping Commission (“the
Commission”) would require a suitable market benchmark price with which to compare the
aggregate license fees paid by Indonesian pulp manufacturers to the Gol.

In the US Countervailing Duty Investigation of Certain Uncoated Woodfree Paper from
Indonesia (Final Affirmative Determination, 8 January 2016) the Department of Commerce
(“USDOC") examined the appropriate benchmark for contrasting payments made by the
Indonesian cooperative exporter APRIL, that includes within its integrated pulp and paper
group of companies the woodchip and pulp producer and harvester of standing timber, PT
Riau Andalan Pulp and Paper (“RAPP”). APRIL is also a cooperative exporter in investigation
No. 341 and its A4 copy paper produced by PT Riau Andalan Kertas (“RAK") is made from
pulp supplied by RAPP. The harvested timber is dedicated to the production of pulp
produced by RAPP that is used as a raw material input in the manufacture of uncoated
woodfree paper products of which A4 copy paper is a category.

As the Gol has ownership of a substantial proportion of harvestable forests in Indonesia, it
has almost complete control over the supply of logs. The Gol also has an export ban on logs
which impacts the price of domestic logs. Domestic prices in Indonesia, therefore, are
influenced by the Gol and cannot be considered market-based, and not determined upon
market principles. It is therefore necessary to consider a market based alternative benchmark
price.

In the USDOC inquiry, an alternative proxy was considered taking account of the foIIowing1:

“It is generally accepted that the market value of timber is derivative of the
downstream products. The species, dimension, and growing condition of a tree
largely determine the downstream products that can be produced from a tree; the
value of a standing tree is derived from the demand for logs produced from that tree
and the demand for logs is, in turn derived from the demand for the products
produced from those logs.”

Therefore in considering an appropriate benchmark, the USDOC considered that Malaysia
was a representative benchmark for pricing of logs and woodchip products, subject to the
availability of pricing data. Due regard was given to “the geographic proximity and the
similarities in forest conditions, climate, and tree species between Indonesia and Malaysia,
we continue to find Malaysian log prlces to be the most appropriate source to use in our
benchmark analysis, where available®’

In the uncoated woodfree paper inquiry, USDOC used “species-species prices from a price
survey of acacia pulpwood as reported in an independent market study of the pulpwood and
woodchip industry in Malaysia as the starting price for the acacia stumpage”. The timber
species harvested by RAPP and used in pulp-making is understood to include acacia, mixed
hardwood (“MHW") and eucalyptus For the acacia timber benchmark, USDOC referred to a

' USDOC Countervailing Duty Investigation of Certain Uncoated Paper from Indonesia: Issues and
2Decision Memorandum for the Final Affirmative Determination, 8 January 2016, P.16.

Ibid, P. 16.
% As indicated by USDOC in uncoated woodfree paper exported from Indonesia, 8 January 2016.
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pricing survey which is not available to AP. However, AP does have access to Malaysian
hardwood chip export prices during the investigation period which could be used as a suitable
benchmark for comparison with RAPP’s transfer price for woodchip into pulp making. Table 1
below summarizes the average price for hardwood chips exported from Malaysia during the
2015 investigation period.

Table 1 — Malaysian MHW woodchip prices — 2015

Cubic Metre BDMT BDT GMT
Conversion Factors 2.30 1.00 1.10 0.50

uss$/m® US$/MT US$/BDT USS$/GMT
GTA Malaysian XXXXX 85.02
Hardwood Chip CIF

Notes:

1. Conversion factor sourced from RISI| assuming a reasonable moisture content of
50% (typical of Tropical Hardwoods); 1 BDMT equates to around 2 GMT*.
Therefore converting the 2015 TWA Malaysian export hardwood chip price to
BDMT gives US$xxxxx (CIF).

2. Data sourced from Industry Edge, via Global Trade Altas, a product of HIS
Markit.

3. Data relates to calendar year 2015, and is supplied on a monthly basis — refer to
Confidential Attachment 1 for Malaysian GTA export trade data — woodchips
(HTS Code 4401.22) — ex Malaysian Customs.

4. Hardwood chip prices are included in GTA as Green Metric Tonnes (GMT),
whereas volumes exported from Australia are recorded as a Bone Dry Metric
Tonne (BDMT) measure

5. Price is recorded as USD/GMT (CIF) and the Trade Weighted Average was
calculated for all exports of hardwood chips for 2015 at US$ 85.02/GMT (refer
Confidential Attachment 1).

AP referred to the article in the Jakarta Times (16 December 2013)5 that quoted the domestic
selling price in Indonesia for harvested timber at US$30 per cubic metre. The article also
quoted a US$80 per cubic metre regional price. The equivalent BDMT price for a US$80 per
cubic metre price is US$xxxx per BDMT (likely woodchip export price due to export ban on
logs). This price aligns with the Malaysian export woodchip Bone Dry price in 2015 of
US3$xxxxx per BDMT.

For the MHW timber, the USDOC referenced GTA export statistics for Malaysia. For
eucalyptus timber, GTA export statistics for Thailand were used.

AP has access to GTA export prices from Malaysia for MHW timber throughout the
investigation period. It is recommended that the Commission use (as followed by USDOC)
the MHW timber export prices for Malaysia during 2015 as reflected in Table 2. AP does not

* International Pulpwood Trade Review — Special Market Analysis Study 2016
® AP submission of 22 July 2016, P.4.
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have access to GTA export statistics for Thailand, however, this data may be available from
the source company that has supplied. In the absence of Thai export prices for eucalyptus,
AP recommends the Malaysian MHP export prices be used as the benchmark.

Industry Edge also provided AP with hardwood log (code 4403) export data series for
Malaysia from the Global Trade Atlas (GTA), a product of IHS Markit, reported for the 2015
calendar year, by Malaysian Customs.

Hardwood I039 export volumes are recorded in cubic metres (m3), and their price is recorded
as USDCif™ According to RISI, a reasonable average conversion factor for logs is that 2.3
cubic meters will contain the equivalent 1 BDMT®.

Table 2 — Malaysian MHW log prices — 2015

Cubic Metre BDMT BDT GMT
Conversion Factors 2.30 1.00 1.10 0.50
us$/Mm® USS$/MT US$/BDT US$/GMT
GTA Malaysian Log 172.65 XXXXX
Export Price CIF

Notes:

1. Data sourced from Industry Edge, via Global Trade Altas, a product of HIS
Markit.

2. Data relates to calendar year 2015, and is supplied on a monthly basis — refer to
Confidential Attachment 2 for Malaysian GTA export trade data — logs (HTS Code
4403) — ex Malaysian Customs.

To derive a stumpage benchmark value for acacia hardwood, the Commission can compare
the GTA Malaysian hardwood chip price less freight with a woodchip transfer price of RAPP
that represents license fees paid for harvesting and chipping of logs. Both RAPP woodchip
price and Malaysian export hardwood chip price would include amounts for profit.

For the mixed hardwood (MHW) and eucalyptus species, AP proposes that the Commission
use the Malaysian GTA hardwood log price for 2015 as the benchmark. The hardwood log
price includes freight which will require backing out. To calculate a pre-harvest log price for
Indonesian timber (i.e. that reflects the license fees paid by RAPP), the Commission must
back out from the benchmark price RAPP’s timber harvesting costs.

Benchmark comparison

The benchmark prices (based upon exported hardwood logs and MHW woodchip) can be
contrasted with the Indonesian stumpage fees sourced from APRIL (for RAPP) (and similarly
contrasted with the Sinar Mas Group’s pulp manufacturers’ license & stumpage fees for PT
Pindo Deli and PT Indah Kiat).

6 International Pulpwood Trade Review — Special Market Analysis Study 2016
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AP anticipates that the Indonesian stumpage fees for the Indonesian pu‘l‘»p‘ n;;nufacturers will
be lower than the respective benchmark prices (as calculated).

In order to calculate the benefit received under the program, the Commission will obtain from
the Indonesian pulp producer the respective volumes of timber harvested across the
investigation period and multiply the values (by species) to determine the stumpage fees that
should have been paid, and contrast this value with the actual fees paid. The total of the
benefit is then divided by the total external sales volume of the April Group (and the Sinar
Mas Group) to arrive at a countervailable subsidy rate per metric tonne of A4 copy paper
exported.

\VA Benchmark for Program 2 — | og export ban

AP notes that the USDOC has used the Malaysian GTA data for MHW logs to calculate a
price for the benefit received by the exporter under the log export ban.

AP submits that it is appropriate to similarly use the 2015 MHW log prices sourced from GTA
for 2015 in assessing the subsidy benefit due to the Gol’s log export ban program (please
refer to data at Confidential Attachment 2.

V. Debt forgiveness — buyback of debt

AP does not have access to the required information held by the APP entities as to the extent
of the buyback of debt by the Gol.

It is anticipated by AP that the Commission has obtained sufficient information from its
verification visits with the APP subsidiary companies to adequately assess the extent of debt
buyback by the Gol from the Sinar Mas Group companies.

VI. Conclusions
AP has obtained relevant GTA export data for the investigation period from an independent
source for hardwood chips and MHW logs exported from Malaysia during the 2015
investigation period. Malaysia is considered a suitable, comparable country for benchmarking
prices for timber species with stumpage fees paid by Indonesia harvesters of timber in 2015.
The use of the Malaysia GTA export data will permit the Commission to adequately determine
benefits received by Indonesian pulp manufacturers under Programs 1 and 2 identified in
AP’s application for countervailable subsidies.

If you have any questions concerning this submission please do not hesitate to contact me on
(03) 8540 2451 or AP’s representative Mr John O’Connor on (07) 3342 1921.

Yours sincerely

<

Matt Decarne
Trade Affairs Manager



