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1 COMPANY BACKGROUND

1.1 Corporate structure and ownership

UPM Asia Pacific Pte Ltd (‘UPM AP’), UPM (China) Co., Ltd (‘'UPM China’) and
UPM-Kymmene Pty Ltd (‘'UPM Aus’) are involved in the manufacture and exportation
of the alleged circumvention goods exported to Australia from the People’s Republic
of China (China). These three entities are collectively referred to as ‘UPM’.

UPM China is wholly owned by UPM AP, and UPM AP and UPM Aus are wholly
owned by UPM-Kymmene Oyj.

UPM AP is a registered company in the Republic of Singapore that purchases and
provides major imported inputs to UPM China for the production of the alleged
circumvention goods for export markets.

UPM China is a company incorporated in Jiangsu Province, China, and has a paper
production mill located in Changshu. UPM China manufactures like goods for sale in
China, and is a toll and contract manufacturer of the alleged circumvention goods
exported to Australia.

UPM Aus is the sales agent incorporated and based in Australia, representing UPM
AP in Australia, New Zealand and the Pacific Islands.

For all export sales to Australia in 2019, UPM AP purchased and retained ownership
of all major production inputs and delivered these to UPM China for processing into
finished goods. UPM China charged UPM AP a fee for this service.

1.2 Accounting records

UPM AP’s financial statements for 2019 were audited by PricewaterhouseCoopers,
and the auditor’s report includes a statement that the financial accounts comply with
the provisions of the Companies Act and Financial Reporting Standards in Singapore
(“FRSs”).

UPM China’s financial statements for 2019 were also audited by
PricewaterhouseCoopers, and the auditor’s report includes a statement that the
financial accounts comply with the requirements of the Accounting Standards for
Business Enterprises (“CASs”).

Therefore, the verification team considers that the accounting records held by UPM
AP and UPM China are in accordance with the generally accepted accounting
principles in each respective country.
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2 EXPORTS OF THE ALLEGED CIRCUMVENTION GOODS

2.1 Manufacturing arrangement

UPM AP has a contract manufacturing arrangement with UPM China. This
arrangement permits UPM China to import raw materials free of duty/VAT subject to
those raw materials being used to manufacture goods sold for export. UPM AP
purchases and pays for all raw materials consumed in the manufacture of all of
UPM’s export sales of goods. For this service, UPM China is paid a processing fee
based on an agreed formula.

The verification team notes that under the terms of the contract, UPM AP retains
ownership of the raw materials throughout the manufacturing and sales process.

2.2 Exports of the alleged circumvention goods

UPM AP commenced exporting the alleged circumvention goods to Australia from
China in May 2019. A list of exportations of the alleged circumvention goods is at
Confidential Appendix 1.
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3 VERIFICATION OF SALES COMPLETENESS AND
RELEVANCE

Verification of relevance and completeness is conducted by reconciling selected data
submitted ‘upwards’ through management accounts up to audited financial accounts.
The total sales value and quantity is reconciled to management reports with
particular attention given to ensuring that all relevant transactions are included and
irrelevant transactions are excluded. The total value from the management reports is
then reconciled to the total revenue figure reported in the audited income statement.

The verification team verified the completeness and relevance of the export and
domestic sales listings provided in UPM’s response to the exporter questionnaire by
reconciling these to audited financial statements in accordance with

ADN No. 2016/30.

The verification team verified the relevance and completeness of the sales data as
follows:

e reconciled the total value and quantity of the alleged circumvention goods and
like goods, as recorded in the Australian and domestic sales listings, and the
total value and quantity of other categories of goods, to UPM’s accounting
system;

e reconciled the total sales value in the accounting system to UPM AP’s and
UPM China’s trial balances; and

e reconciled the total revenue in the trial balances to UPM AP’s and UPM
China’s audited income statements for 2019.

The verification team identified the issues outlined below during this process. Details
of this verification process are contained in the verification work program and its
relevant attachments, at Confidential Attachment 1.

3.1 Exceptions during verification of completeness and relevance

of sales
No. Exception Resolution
1 Only sales transactions with an invoice | UPM updated the Australian sales
date during 2019 were included in the listing to include all alleged
Australian sales listing (B-2). circumvention goods exported in 2019,
based on the bill of lading date.

Table 1: Exceptions during verification of completeness and relevance of sales
3.2 Sales completeness and relevance finding

The verification team is satisfied that the sales provided by UPM AP and UPM
China, including any required amendments as outlined in the exception table above,
are complete and relevant. Details of this verification process are contained in the
verification work program and its relevant attachments, at Confidential
Attachment 1.
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4 VERIFICATION OF SALES ACCURACY

The accuracy of data is verified by reconciling selected data submitted "downwards"
to source documents. This part of verification involves the process of agreeing the
volume, value and other key information fields within the sales data down to source
documents. This verifies the accuracy of the data.

The verification team verified accuracy of the export (alleged circumvention goods)
and domestic sales listings submitted in the exporter questionnaire by reconciling
these to source documents in accordance with ADN No. 2016/30.

The verification team did not identify any issues during this process. Details of this
verification process are contained in the verification work program and its relevant
attachments, at Confidential Attachment 1.

4.1 Sales accuracy finding

The verification team is satisfied that the sales data relevant to the alleged
circumvention goods and like goods provided by UPM China and UPM AP, including
any required amendments as outlined in the exception table above, is accurate.
Details of this verification process are contained in the verification work program and
its relevant attachments, at Confidential Attachment 1.
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5 VERIFICATION OF COST TO MAKE AND SELL (CTMS)
COMPLETENESS AND RELEVANCE

Verification of relevance and completeness is conducted by reconciling selected data
submitted ‘upwards’ through management accounts up to audited financial accounts.
The total cost to make data is reconciled to the cost of production in the
management reports with particular attention given to ensuring that all relevant costs
are included and irrelevant costs have been excluded.

The cost of production data is then reconciled, through relevant account ledgers, to
the cost of goods sold figure reported in the audited income statement. Additionally,
selling, general and administration (SG&A) expenses are reconciled to income
statements, with particular attention given to specific expenses that were excluded or
should be excluded.

The verification team verified the completeness and relevance of the cost to make
and sell (CTMS) information provided in the exporter questionnaire by reconciling it
to audited financial statements in accordance with ADN No. 2016/30.

The verification team verified the relevance and completeness of the cost to make
(CTM) data as follows:
e the CTM as recorded in attachments G-3, G-5.1 and G-5.2 to the exporter
guestionnaire was reconciled to UPM’s management report; and
e the total cost of production (variable and fixed costs) as recorded in the
management report was reconciled to UPM China’s cost of sales in its audited
income statement for 2019 after adjusting for finished goods inventory.

The verification team verified the relevance and completeness of the SG&A data as
follows:
e the total SG&A as recorded in attachment G-4.1 to the exporter questionnaire
was reconciled to UPM China’s trial balance for 2019; and
e the total for SG&A as recorded in the trial balance was reconciled to UPM
China’s audited income statement for 2019.

The verification team identified the issues outlined in table 3 below during this
process. Details of this verification process are contained in the verification work
program and its relevant attachments, at Confidential Attachment 1.

A4 Copy Paper - Exporter Verification Report - UPM Asia Pacific Pte Ltd / UPM (China) Co., Ltd
7




PUBLIC RECORD

5.1 Exceptions during verification of completeness and relevance
of CTMS data

No. Exception Resolution

1 UPM had initially allocated UPM revised its CTM in order to
manufacturing overheads and labour capture only the direct labour and
costs incurred on all production lines manufacturing overhead (including

(paper machines) at the Changshu mill. | depreciation) costs incurred on the
The verification team found that certain | relevant paper machine used to
paper machines did not produce the produce the alleged circumvention
alleged circumvention goods or like goods and like goods.

goods, or only produced a select few
product grades in low quantities that
related to the product grades for the like
goods. The information provided in
response to the exporter questionnaire
suggests that the alleged circumvention
goods and like goods were only
produced on paper machine 1.

2 UPM had initially allocated certain costs | UPM revised its CTM (refer above), and
(charged by the head office UPM- this revision also ensured that this
Kymmene Corporation) to its double count of these indirect costs
manufacturing overheads that were was eliminated.

already captured in SG&A (G-4.1),
therefore some costs in UPM’s CTMS
were double counted.

3 UPM had initially divided its total The verification team requested that
manufacturing overheads, including UPM revise this allocation to ensure
direct labour, by the total sales quantity | that the production quantity is used as
to derive a unit manufacturing the denominator. UPM revised its cost
overheads and direct labour cost to allocation and CTM accordingly.

allocate to the alleged circumvention
goods and like goods.

4 Finance and research and development | The verification team included finance
(R&D) expenses were not allocated in and research and development
the CTMS for like goods. These expenses, identified as operating
expenses are operating expenses. expenses, in the CTMS allocation.
5 SG&A expenses associated with sales | The verification team revised the SG&A
of like goods sold in the domestic allocation in order to allocate the
market in China were allocated as a domestic SG&A expenses as a
percentage of UPM China’s and UPM percentage of UPM China’s revenue
AP’s total revenue. only, given that only UPM China sells
like goods on the domestic market in
China.

Table 2: Exceptions during verification of completeness and relevance of CTMS data

A4 Copy Paper - Exporter Verification Report - UPM Asia Pacific Pte Ltd / UPM (China) Co., Ltd
8




PUBLIC RECORD

5.2 Completeness and relevance finding of CTMS data

The verification team is satisfied that the CTMS data provided in the exporter
guestionnaire response by UPM, including the required amendments to the data as
outlined as an exception above, is complete and relevant. Details of this verification
process are contained in the verification work program and its relevant attachments,
at Confidential Attachment 1.
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6 VERIFICATION OF COST TO MAKE AND SELL (CTMS)
ACCURACY

6.1 Cost allocation method

The verification team verified the reasonableness of the method used to allocate the
cost information provided in the exporter questionnaire to the alleged circumvention
goods and like goods, in accordance with ADN No. 2016/30.

The verification team did not identify any issues during this process. Details of this
verification process are contained in the verification work program and its relevant
attachments, at Confidential Attachment 1.

Table 4 below outlines the allocation method applied to each cost item.

Cost item Method applied

Raw materials Allocated based on consumption as per the bill of
materials

Scrap allocation UPM did not apply an offset to its CTM for scrap

Manufacturing overheads Allocated based on production quantity

Direct labour Allocated based on production quantity

Depreciation Allocated based on production quantity

Table 3: Cost allocation method
6.2 Verification of accuracy of CTMS data

The accuracy of data is verified by reconciling selected data ‘downwards’ to source
documents. This part of verification involves the process of agreeing the volume,
value and other key information fields within the cost data down to source
documents. This verifies the accuracy of the data.

The verification team verified the accuracy of the CTMS information provided in the
exporter questionnaire by reconciling it to source documents in accordance with
ADN No. 2016/30.

The verification team did not identify any issues during this process. Details of this
verification process are contained in the verification work program and its relevant
attachments, at Confidential Attachment 1.

6.3 Related party suppliers

UPM AP purchased pulp from a related supplier during the review period. The
purchases of pulp from this related supplier comprised less than 10 per cent of the
total quantity of pulp purchased in the review period.

The verification team analysed the unit purchase prices for related and unrelated
suppliers, and did not find that the purchase price from the related supplier was
significantly or consistently lower or higher than the purchase price from unrelated
suppliers.

Based on this, the verification team is satisfied that the purchases of pulp from the
related supplier were made at arms length.
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6.4 Accuracy finding

The verification team is satisfied that the CTMS data provided in the exporter
guestionnaire response by UPM AP and UPM China, including the required
amendments to the data as outlined as exceptions in Chapter 5 of this report, is
accurate and reasonably reflect the costs associated with the production and sale of
the alleged circumvention goods and like goods.
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7 APPENDICES AND ATTACHMENTS

Confidential Appendix 1

Exports of the alleged circumvention goods

Confidential Appendix 2

Cost to make and sell the alleged
circumvention goods

Confidential Attachment 1

Verification work program

A4 Copy Paper - Exporter Verification Report - UPM Asia Pacific Pte Ltd / UPM (China) Co., Ltd

12




