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17 October 2016

Mr Tim King

Case Manager

Dumping Operations
Anti-Dumping Authority
Level 35, 55 Collins Street
Melbourne Victoria 3000

Public File
Dear Mr King

Investigation No. 341 — A4 Copy Paper exported from Brazil, P R China, Indonesia and
Thailand — UPM China Exporter Verification Report

l. Chinese exporter

The UPM Group of companies involved in the export of A4 copy paper to Australia includes
UPM-Kymmene Asia Pacific Pte Ltd (“UPM AP”), UPM (China) Co., Ltd (“UPM China”), and
UPM Australia Pty Ltd (‘UPM AU”). Throughout the verification report, the companies are
collectively referred to as “UPM".

The Anti-Dumping Commission (“the Commission”) is not specific about who is the exporter
of the goods from China — rather it merely states that the exporter is UPM. The exporter is
either UPM AP or UPM China. It is the Commission’s policy to typically identify the
manufacturer as the exporter of the goods.

1. Verification of costs

The Commission indicates that UPM China ‘contract manufactures’ for UPM AP under a
licensing fee arrangement payable by UPM China to UPM AP. The contractual arrangement
operates as follows:

“The arrangement permits UPM China to import raw materials free of duty/VAT when
those raw materials are used to manufacture goods then sold for export. UPM China
confirmed that UPM AP purchase and pay for all of the raw materials used in the
manufacture of all of UPM’s export sales of the GUC. For this service, UPM China is
paid a processing fee based on an agreed formula. UPM China provided the source
documents demonstrating invoicing and payment of the processing fee.”

At Section 4 of the UPM Group verification report the Commission indicates that it has verified
UPM'’s cost to make and sell the goods the subject of the investigation. It also states that
“The verification team did not identify any significant issues during the verification visit.”. The
Commission determined UPM’s normal values under s.269TAC(1), indicating that there were
a sufficient level of domestic sales made in the ordinary course of trade by the UPM
Group (emphasis added).

The manufacturing tolling arrangement used by UPM AP and UPM China requires careful
analysis by the Commission in its assessment as to whether goods sold in China have been
made in the ordinary course of trade. As UPM entities are involved in the manufacturing



™

. Australian Paper

process, the Commission must examine whether the goods reflect full éoét i’ré;:overy through“
each manufacturing phase (i.e. the production of the pulp, pulp to paper). All companies in
the supply chain are UPM Kimmene subsidiary companies and hence related.

Due to the relationship of all of the entities (pulp supply, supplier of raw materials, toll
manufacturing, sale to external parties) full recovery of cost principles apply.

AP has previously indicated that it understands UPM Uruguay is the supplier of pulp to UPM
Changshu (i.e. UPM China) for further processing. As the pulp supplier is an affiliated
company of UPM China, the Commission must validate that the price paid (whether via UPM
AP) for the pulp reflects full cost recovery (and is not a mere transfer price).

The UPM Verification report confirms that UPM AP supplies all of the raw materials
consumed in the manufacture of the exported goods. In some instances, the raw materials
are used in the manufacture of goods sold domestically and UPM China pays the relevant
VAT and duties. This raises an immediate query as to the reliability of the allocation of costs
between domestic and export sales. The report is silent as to what steps were followed to
ensure the correct allocations were made.

UPM AP supplies all raw materials used under the manufacturing arrangement with UPM
China. UPM AP pays UPM China a tolling or licensing fee for the production of the goods.
What information has the Commission requested from UPM China validate that the
processing fee is representative of the costs expended by UPM China in the manufacture of
the exported copy paper? The licensing arrangement [alfernate use], however, due to the
relationships of the parties involved in the supply of raw materials and the manufacture of the
copy paper, full cost recovery principles must be applied.

The UPM exporter verification report is silent on these key issues. UPM China'’s full costs
(including whether the processing fee recovers all manufacturing conversion costs) must be
identifiable by the Commission in order for it to be satisfied that the domestic sales by UPM
China have been made in the ordinary course of trade.

. Domestic sales

AP notes the difficulties encountered at UPM in verifying the payment of rebates to customers
by UPM. Discrepancies were encountered when the Commission sought to reconcile
domestic accrued rebates with actual paid amounts at customer level.

The Commission requested that UPM provide it with a domestic sales spreadsheet of actual
rebates paid to customers. UPM had apportioned the total rebates paid by the sales volumes
that were eligible for the rebates. AP questions, however, whether the rebates paid on sales
volumes actually related to the goods under investigation, or whether they extended to goods
not covered by the investigation (to ensure no overpayment of rebates at the customer level).

V. Adjustments

AP has examined Section 6 of the UPM report and reviewed the basis for adjustments to
UPM'’s normal value (for both allowed and disallowed claims).
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AP concurs with the Commission’s rejection of the claim for an adjustment for warehousing
costs sought by UPM. UPM was seeking a downward adjustment for alleged domestic
warehousing expenses, however, the Commission has correctly rejected this claim due to an
inability of UPM to demonstrate price was impacted by the alleged cost.

The Commission made adjustments for export selling commissions (including commissions)
(upwards adjustment) and domestic selling expenses (downwards adjustment). AP supports
the adjustments made by the Commission. Based upon the available information in the
public file version of the UPM report, it is not clear whether the selling and administration
costs associated with exports of the goods to Australia have also been included as an upward
adjustment to UPM’s normal value. AP submits that UPM AP is actively involved in securing
export sales to Australia and its costs (and associated costs) of the trading operation must
also be included in an upward adjustment. The alleged ‘breakdown’ of the claimed sales
commission is correctly unverifiable and cannot be accepted by the Commission for the
purposes of reducing the adjustment for the export sales commission. In respect of the
downward adjustment for domestic selling expenses, AP requests that the Commission be
fully satisfied that the amounts identified for domestic selling expenses relate directly to the
goods under investigation (and not to other paper products manufactured by UPM China).

V. Closing remarks

The UPM Group report is limited in its discussion of the treatment and verification of costs
verified by the Commission for the related entities involved in the supply of pulp, sourcing of
raw materials, production costs for A4 copy paper, and the allocation of costs between
domestic and export sales.

The UPM report is silent as to whether the raw material costs supplied to UPM China recover
full costs and similarly, there is no indication that the ‘processing fee’ recovers all of UPM
China’ conversion costs. The fee is based upon an ‘agreed formula’ that bears no
resemblance to the actual costs incurred by UPM China. The Commission is urged to
examine UPM China’s costs and validate the full costs associated with the production of the
A4 copy paper as incurred by UPM China.

Whilst AP welcomes the Commission’s vigilance in requiring UPM to identify actual rebates
paid on domestic sales of like goods, AP requests the Commission to further validate that the
amounts identified as rebates relate wholly to the goods under investigation.

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

W'
Matt Decarne
Trade Affairs Manager



