MARKETS INITIATIVE

TREND REPORT 2007

ENVIRONMENTAL LEADERSHIF IN THE PAPER SUPPLY CHAIN




TABLE OF CONTENTS

EXECUTIVE SUMMARY .. ....ottiiiiiiiteenannnnnnnns 3

DEMAND DRIVES CHANGES

High-Volume Purchasers Drive Supply Trends ........... 4
NEw PoLL FINDINGS

Potential Readership Growth with Eco-Papers ............ 5
MoVING FORWARD

RECYCLED FIBRE
Strong Demand for Recycled Paper
Opens Growth Opportunities ......................... 6

Eco-PAPERS & FSC

Paper Players Investing in Eco-paper Production ..... 8
AGRICULTURAL FIBRES
The New Paper Fibre Basket ........................... 9
CARBON FOOTPRINT
Toward Climate Stability ...t 10

RECOMMENDATIONS .. .oiiteteeeennrrrnnnnnnnnannannns 11

CONTRIBUTING AUTHORS:

Corinne Berman, Josée Breton, Tom Fortington,
Gerard Gleason, Valerie Langer, Tracy London,
Neva Murtha, Christina Niven, Nicole Rycroft.

Source for graph data is Markets Initiative
unless otherwise indicated.

Front cover photo: Boreal forest, northern Quebec.
Photographer: Garth Lenz/CBI

This version of the report is optimized for the
Internet. For a high-quality copy printed on
Ancient Forest Friendly paper, please contact us.

© Markets Initiative, 2007

www.marketsinitiative.org
www.ancientforestfriendly.com

ANCIENT FOREST

FRIENDLY"



EXECUTIVE SUMMARY

NicoLE RYCROFT ¢ EXECUTIVE DIRECTOR, MARKETS INITIATIVE

ToDAY, EVER-INCREASING LEVELS of ownership concentra-
tion, financial crises and shifting market expectations are
shaping the Canadian paper industry during one of its most
active periods of change. While all three issues are critical to
the paper industry, this report focuses on evolving market
expectations and dynamics. Specifically, we have tracked the
decline in market tolerance for papers containing endangered
forest fibre and a growing expectation and support for envi-
ronmental papers in Canadian and international markets.

The past five years have seen a steady “greenward” shift
within major paper markets, in response to increasingly
sophisticated, concerned and engaged paper consumers.

In only six years, 60 percent of literary publishers in
Canada and 40 percent in the UK have started to shift to
eco-friendly options, such as high-recycled fibre and Forest
Stewardship Council (Fsc) content papers. Canada’s book in-
dustry sparked an international trend followed by publish-
ers in nine other countries. Similar shifts are taking place in
other sectors, including the magazine industry, the newspa-
per sector and catalogue manufacturing, to name a few.

In a recently commissioned national poll, Markets Initiative
found a strong positive link between publishing companies’
brands and printing on environmental papers. The poll shows
that the use of environmental paper significantly enhances
a company’s brand. The findings reveal that 94 percent of
newspaper readers, particularly the 18—34 demographic, think
publishers should be using environmentally friendly paper.

While eco-papers once constituted a specialized niche mar-
ket for mill production, increased publisher demand for en-
vironmental products has resulted in eco-papers becom-
ing more mainstream. Mills such as Domtar, which began
with one environmental paper type, are now producing
entire product lines with environmental qualities. Further,
a broad range of paper producers, such as the world’s sec-
ond largest coated paper producer, Stora Enso, and smaller
Canadian based players, such as Cascades, have been rising
to the challenge of meeting the increased demand.

Over the coming years, Markets Initiative predicts that ad-
dressing climate change will be a major factor in determin-
ing new investments in paper manufacturing. The Stern
Review! identified conservation of intact forests as a prima-
ry defense against climate change and its projected impacts
on national economies and security. Consequently, low-car-
bon technologies, along with the conservation and protec-
tion of intact forests, have become increasingly important.
Canada’s Boreal forest is part of the world’s largest terrestrial
carbon sink. Maintaining its integrity, through large-scale
area conservation and shifts to sustainable forest manage-
ment systems, is recognized as critical to maintaining the
stability of the global climate as well as the global economy.
Low-carbon papers with high recycled content, agricultural
residue fibre and Fsc fibre will also become central to the
coz reduction plan.

The acceleration of market trends toward environmental
papers experienced in the last five years will only increase
given the growing concern for global warming. As a result,
the production of eco-friendly paper will increasingly differ-
entiate successful producers in the paper market. The move
to eco-papers requires significant infrastructure shifts and
leadership by the Canadian government, the paper and log-
ging industries, non-governmental organizations (NGOs)
and large consumers. Clearly, the end customer is ready
for these shifts. Given their strong performances to date,
Markets Initiative anticipates that today’s niche eco-paper
lines will become mainstream products for the world’s large
paper producers during the next three to five years.

It remains to be seen if the Canadian industry can estab-
lish itself as an environmental paper sector leader quickly
enough to capture a significant share of this burgeoning
paper market. oo
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DEMAND DRIVES CHANGES

HIGH-VOLUME PURCHASERS DRIVE SUPPLY TRENDS

THE DEMAND FOR ENVIRONMENTAL PAPER has increased sig-
nificantly during the past five years. Three factors in particu-
lar are converging to enable this change: a building wave of
global environmental concern, a growing practice of corpo-
rate social responsibility, and successful campaigns? focused
on shifting major paper purchasers away from unsustain-
able practices.

More than 170 Canadian magazine and book publishers,
including Canadian Geographic, McClelland & Stewart and
Random House Canada, have committed to safeguarding
ancient and endangered forests, and are proceeding with
implementation of Ancient Forest Friendly (AFF) purchasing
policies3 Markets Initiative has worked with book publish-
ers for just over six years, during which time 60 percent of
Canadian book publishers now print between 20 and 100
percent of their uncoated titles on Ancient Forest Friendly
sheets# (containing a high percentage of recycled fibre).

Following Canada’s lead, book publishers in both Europe
and the United States are developing their own AFF purchas-
ing policies to protect the world’s ancient and endangered
forests. To date, publishers responsible for 40 percent of UK
publishing, including Harper Collins UK, Random House UK
and Pearson UK, as well as 131 American publishers, including
Random House, have committed to AFF purchasing policies.

In other sectors, industry leaders in the office supply re-
tailer and financial services industries are taking similar
steps. In November 2006, NOW, one of Canada’s largest
weekly newspapers (readership: 395,000) developed an
AFF policy, indicating broad procurement changes in the
newspaper industry are likely pending.

The most recent sector to join the eco-friendly paper trend
is the catalogue industry. Catalogue giant Limited Brands
(Victoria’s Secret), agreed in December 2006 to source
from environmentally friendly suppliers in a paper pro-
curement commitment which will influence close to $100
million (us) in paper purchases annually.

The number of AFF and Fsc-certified’s sheets suitable for
books and magazines has risen dramatically over the past
five years, driving mills to develop these eco-friendly pa-
per lines.

Given the most recent announcements by Victoria's Secret
and NOW to move to eco-friendly paper, as well as antici-
pated future announcements, demand for Ancient Forest
Friendly and Fsc-certified papers will increase significant-
ly, creating growth opportunities for mills willing to adapt
to the changing marketplace. oo

4 MARKETS INITIATIVE

+ TREND REPORT 2007



NEW POLL FINDINGS

POTENTIAL READERSHIP GROWTH WITH ECO-PAPERS

PAPER IS A SIGNIFICANT COST CONSIDERATION in the pub-
lishing industry, second only to human resources. Manag-
ing the risk associated with the market fluctuations in price,
availability and quality of paper is one of the fundamen-
tals for profitable publishing. Recent polling indicates that
paper also potentially bears the risk of reader alienation or
conversely, positive branding for publishers who print on
environmental papers.

The North American newspaper industry is particularly
vulnerable to the vagaries of the newsprint supply market.
Uncertainty stems from a 25 percent reduction in supply
during the past 10 years, stagnation in quality innovation,
and unstable swings in cost. In the face of declining news-
paper readership, newspaper publishers have been innova-
tive in addressing the issue of newsprint as a source of cost
risk exposure by changing layout and adopting technology
innovations and new media. However, publishers must con-
sider another potential risk associated with a reliance on
paper: environmental performance.

With increasing public awareness and concern about envi-
ronmental issues,® publishers face undue risk to their brand
if they publish on papers considered environmentally dam-
aging. Polling shows that the public, especially youth, is in-
creasingly judgmental of a publication’s integrity with re-
spect to the publisher’s environmental practices.

Of'the reading public, newspaper readers’ consumer choices

are the most strongly informed by environmental consider-
ations. As evidenced by Markets Initiative’s market research
through a Pollara poll”in late 2006, 94 percent of Canadians
say newspapers should be published on environmentally
friendly paper. Newspaper publishers have an opportunity
to gain a competitive advantage with the influential boom-
er market (age 55 to 65) by publishing on environmental pa-
pers: 77% are more likely to purchase a newspaper printed
on environmentally friendly paper.

Newspaper publishers also have an opportunity to develop
their brand attractiveness to younger readers. Of all age
groups, readers between the ages of 18 and 34 find the most
brand value in environmentally friendly publishers, includ-
ing book, magazine and newspaper publishers. Seven out of
10 readers in this demographic have more confidence in the
integrity of a newspaper if that publisher uses environmen-
tally friendly paper.

The poll results indicate a strong trend of consumer choices
being influenced by environmental considerations. In do-
ing so, they identify an opportunity for publishers to in-
crease their readership growth potential by implementing
and marketing environmentally responsible paper procure-
ment policies. As we have seen, some Canadian book and
magazine publishers have already identified this potential,
and have successfully shifted toward more environmen-
tally responsible practices while balancing factors of cost,
quality and availability. oo

SEVEN OUT OF TEN YOUNG PEOPLE between
the ages of 18 and 34 have more confidence in
the integrity of a newspaper if that publisher
uses environmentally friendly paper.’

TATERRR AT
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STRONG DEMAND FOR RECYCLED PAPER
OPENS GROWTH OPPORTUNITIES

MANY OF THE LARGE PAPER CONSUMERS developing envi-
ronmental paper procurement policies in North America
are prioritizing recycled fibre. This has created a shift in the
paper supply chain. While existing recycled pulp producers
have leveraged the opportunity to increase output, addi-
tional capacity is necessary to meet the growing demand.

In North America, the current production of high quality
de-inked pulp (suitable for printing and writing paper) is
1,492,000 metric tons (MT) per year. Approximately twenty
percent of this pulp is underutilized to manufacture low-
quality products such as tissue and paperboard. The remain-
ing 1.2 million MT of de-inked pulp currently used in North

American printing and writing paper production represents
only a small portion of the estimated 23 million MT of pulp
used for this type of paper in North America each year.

At this juncture, the primary limitation for recycled fibre
comprising a greater percentage of pulps used in printing and
writing papers seems to be a lack of de-inked pulp supply. Mill
closures have resulted in a drop of approximately 11 percent, or
172,000 MT," of printing and writing grade de-inked pulp since
2001. Ironically, concurrent with this drop in production capac-
ity, increased market demand has sparked remaining operating
mills to increase their rate of production, from an average of 73
percent of production capacity in 2001, to 9O percent in 2005.

*Source: Conservatree, 2007
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MOVING FORWARD: RECYCLED FIBRE

BOOK PUBLISHERS WORLDWIDE

INTERNATIONAL ECO-PAPER POLICIES

So although overall production has decreased, de-inking
mills are now operating at close to full capacity—a first
since the turn of the century.

According to Richard Laramée, Director of Cascades Paper
Breakeyville plant, a long-term perspective—as opposed to
the fashion- and price-driven peaks of 1995 and 2000 —mo-
tivates the rise in current demand for recovered paper. As
a result, Cascades invested $2.9 million (CDN) in early 2006
to improve processes that resulted in a 14 percent rise in
production: from 48,000 tons of de-inked pulp in 2005 to
55,500 tons in 2006. In 2007, the confirmed planned pro-
duction is between 55,000 and 57,000 tons.

Many large commercial paper purchasers, such as Staples
and Random House, are concerned that it will become dif-
ficult to source sufficient de-inked fibre for recycled paper.
Clearly, additional production capacity is necessary. In the
short term, older de-inked pulp mills could be utilized; how-
ever, the long term solution to meet the growing market de-
mand requires a significant increase in production capacity
through retrofits and/or new infrastructure. oo

NEW POLL FINDINGS
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MOVING FORWARD: ECO-PAPERS & FSC

CASE STUDY

TAKING THE LEAP

Paper players investing in eco-paper production

IN RECENT YEARS, PAPER PRODUCERS have recognized a
growing consumer demand for environmentally friendly
papers.Inresponse, major players such as Domtar and Stora
Enso—aswellas smaller millslike Leipa Georg Leinfelder—
have invested in the development of environmental sheets
and launched new lines of environmental papers.

In 2004, Domtar launched EarthCote, an environmen-
tal paper. Within two years, it expanded into an entire
product line, EarthChoice, with 20 glossy and uncoated
papers containing varying blends of recycled and Forest
Stewardship Council (Fsc) certified fibre.

In its first year of production (2004), Domtar sold 45,000
metric tons (mT) of Fsc-certified paper. The following
year, sales jumped by 122 percent to 100,000 MT. Despite
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two mill closures in 2006, Domtar’s production and sales
continued to grow to 120,000 MT, a 20 percent increase
over the previous year. Furthermore, the output of rsc-
certified paper for that year accounted for a full 15 percent
of the company’s total branded paper sales. Projections
for 2007 demonstrate Domtar’s commitment to earth-
friendly paper production with an anticipated 400,000
MT of Fsc-certified paper. More than doubling its market
share since its launch two years ago, EarthChoice Fsc-
certified paper has become a key Domtar product line
and market indicator.

Domtar’s Director of Business Development, Lewis Fix,
says the company continues to convert more products to
its EarthChoice line in order to address the growing cor-
porate and consumer needs for environmental papers.
“It is a differentiated product that addresses the desire
for an environmentally preferable product,” he says. “We
want every Domtar branded product to be Fsc-certified/
EarthChoice. The timeline for doing this is being investi-
gated intensively.”

Leipa Georg Leinfelder is one of the few paper mills cur-
rently producing Ancient Forest Friendly coated maga-
zine grade paper. In 2004, a new program was imple-
mented for production of a recycled coated magazine
paper: Leipa Ultra Lux. Within the next year, production
more than doubled, as an additional recycled sheet was
added to their inventory. During that same period, North
American-bound exports jumped 75 percent. Sales have
continued to be strong, increasing by 10 percent in 2006
and are projected to climb a further 25 percent in 2007.

While the above-mentioned paper producers represent
the ‘tip of the iceberg’ of mills currently investing or plan-
ning to invest in eco-friendly papers, it is anticipated
that demand will outstrip supply unless more producers
change their product lines. oo
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MOVING FORWARD:

AGRICULTURAL FIBRES

PAPER PRODUCTION NEED NOT BE solely dependent on trees
as a fibre source. Until the early 1800s, all paper was made
from non-wood fibre, such as cotton linters and flax. Al-
though wood has dominated the North American and Eu-
ropean pulp and paper industries for the past 150 years,
non-wood continues to be present in abundance in the
world paper supply, comprising approximately 50 percent
of production in China and India.

With growing awareness of environmental impacts caused
by deforestation, corporate leaders are looking to alterna-
tives. In the past five years, more than 170 Canadian pub-
lishers and printers, plus American companies such as Dell
and Office Depot, have established purchasing policies that
encourage the development of paper with non-wood con-
tent. This trend is expected to quickly increase because of
several advantages of ‘tree free’ fibre sources:

- Carbon sequestration, biodiversity crises and
wood fibre shortages are a growing concern to
customers and governments, making alterna-
tives to wood increasingly desirable.

- Utilizing straw residues for paper increases
farmer income.

- Advancing technology is making the pulping
procedure more energy- and fibre-efficient.

Asia, primarily China, accounts for 86 percent of the world’s
total non-wood pulping production. North America and Eu-
rope combined account for less than four percent.® As China
and India build new mega-mills solely for commercial-grade
non-wood pulp and paper, modest projections suggest that
inten years up to 80 million metric tons (MT) of paper could
be produced from existing agricultural crops. If Europe,
North America and Russia were to utilize 10 to 20 percent
of their agricultural residues, such as wheat straw, flax and
corn stover, up to 120 million MT of non-wood pulp could
be produced.

At least two Canadian pulp and paper companies are cur-
rently investigating wheat, flax and oat straw as a commer-
cial fibre base. With markets increasingly stating a prefer-
ence for non-wood content paper, one can expect mills to
fill the demand. The question remains whether those mills
will be in Canada or Asia. oo

Non-wood fibres, such as straw residues,
continue to be abundant in the world paper
supply, comprising approximately 50 percent
of production in China and India.
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CARBON FOOTPRINT

TOWARD CLIMATE STABILITY

GREENHOUSE GAS EMISSIONS IN 2000, BY SOURCE
SOURCE: WRI, 2006
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* Emissions caused by changes in land use are caused almost entirely by deforestation. (Stern)

from a carbon perspective, as young forests do not ap-
proach old-growth carbon storage capacity for at least 200
years.”? Hence deforestation, and particularly deforestation
of old-growth or intact forests, is a significant source of new
carbon in the atmosphere.

Other strategies recommended in the Stern Review—and by
leading climate experts—include shifting to low-carbon prod-
uctsand technologies.In this vein, at the producerlevel, anum-
ber of mills are exploring and switching to renewable sources
of energy such as biogas and the development of low-carbon
papers.'4 Papers made with 100% recycled content generate 38
to 48 percent fewer emissions than an equivalent 1000% virgin
sheet>—thus providing purchasers and suppliers with an easy
and effective mitigation strategy. For purchasers, exploring
other low-carbon options such as electronic media and papers
free of intact forest fibre are becoming increasingly common.

WELIVE IN A CARBON-SENSITIVE WORLD. At a time when gov-
ernment and business leaders grapple with how to mitigate
global warming, scientists and economists are increasingly
clear that action needs to be taken—and that it needs to be
taken now. As the UK government-commissioned Stern Re-
view asserted in November 2006, “Tackling climate change
is the pro-growth strategy for the longer term.” The outlook
points toward legislation and mandated targets to reduce
greenhouse gas emissions. Companies and sectors with high
carbon profiles are likely to feel the impact. For publishers
and heavy paper consumers, greening paper procurement
is alow-investment, high-yield strategy for reducing the car-
bon footprint and limiting the risk to their business.

Paper is currently a high-carbon commodity. The pulp and pa-
per industry is the fourth-largest emitter of greenhouse gases
among Us manufacturing industries, and contributes nine per-
cent of total carbon dioxide emissions from manufacturing?

Compounding the carbon load of paper production is the
fact that paper is still largely derived from intact forests.
Forests store 50 percent of terrestrial carbon;° in fact, the
Boreal forest is identified as the world’s largest terrestrial
carbon sink." Old-growth forests are particularly valuable

“Curbing deforestation is a highly cost-effective
way of reducing greenhouse gas emissions and
has the potential to offer significant reductions
fairly quickly.”

—Stern Review, p.537

While carbon emissions trading is making headway with
industrial paper consumers keen to reduce their envi-
ronmental impact, there is a catch. The climate solution
requires carbon reduction. Simply paying for emissions
“offsets” does not deliver the reduction in emissions neces-
sary to turn the tide on global warming. The adoption of
ecologically-responsible purchasing policies translates into
less forest logged and less carbon released. After publishers
have implemented policies that reduce their carbon foot-
print, well-chosen offset programs can be of value. “There is
a danger that the use of tradable credits and carbon offsets,
for example, in the form of forest plantations becomes an
excuse to do nothing to reduce actual carbon dioxide emis-
sions,” says UBC professor William Rees, co-inventor of the
‘ecological footprint’ analysis. “At best, they should be seen
as temporary, short-term measures while emissions-reduc-
tion technologies catch up. There is no substitute for con-
suming—and therefore emitting—less.” oo
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MARKETSINITIATIVE'S ROLE istoshift consumption patterns
ofindustrial paper consumers so that their purchases do not
destroy ancient and endangered forests. The organization
works collaboratively throughout the paper supply chain.

WITH SEVEN YEARS OF SUCCESS in facilitating shifts within
the Canadian book and magazine industries, Markets
Initiative is at the forefront of creating change in global
paper markets. As a result of Markets Initiative’s work, 200
publishers, printers and other large paper consumers have
formally committed to eliminating their use of papers
derived from ancient and endangered forests. Markets
Initiative’s highest-profile milestone to date is working with
Raincoast Books to shift the Harry Potter series onto Ancient
Forest Friendly paper. Markets Initiative has mentored
similar projects in nine other countries.

Stern Review on the Economics of
Climate Change, Nov 2006

Sector-wide engagement campaigns
have been led by the following en-

serve intact forest ecosystems and
their functions, such as climate sta-
bilization, water regulation and spe-
cies habitat.

Fsc-certified: Forest Stewardship
Council (rsc) forest certification

is a voluntary market mechanism
through which forests are certified
against a strict set of environmental
and social standards.

vironmental organizations and 6. Globe and Mail / cTv News poll,

focused on these sectors: Markets Jan 2007

Initiative (Canada: book, magazine . .

and newspaper industries and sup- 7 POLLARA national online panel, 1962

ply chain), Green Press Initiative respondents. Aug1-8 2006. Accuracy

(US: book sector), Forest Ethics (cata- within +/- 2/2%, 19 times out of 20

logues, office supply retailers) and g 1,6 pJ. 3004. Pulping. USDA For-

Greenpeace (Europe: book industry). est Service: www.fpLfs.fed.us/
. Ancient Forest Friendly™ purchasing documnts/pdf2004/fpl_2004_

policies consist of three primary en- Inceoorpdf —Accessed Sep 18,2006

Vironmentgl pl?tformg: responsible 9. U.S.EnergyInformation Administra-

ﬁbre sourcing (i.e. a shift away from tion 2002, Martin et al. 2000

intact or ancient and endangered for-

ests); responsible bleaching technol- 10. Kérner, Christian. Slow in, Rapid

ogies (processed and totally chlorine out—Carbon Flux Studies and Kyoto

free processes); and improved paper Targets. Science, May 23 2003: Vol.

efficiency 300, No. 5623, pp 1242-1243

Ancient Forest Friendly™ paper 11. Pembina Institute For The Canadian

designation: The Ancient Forest Boreal Initiative (2005). Counting

Friendly logo represents the highest Canada’s Natural Capital: Assessing

ecological qualities in the paper in- the Real Value of Canada’s Boreal

dustry. In order to be Ancient Forest Ecosystem Services

Friendly, a paper must be manufac-

tured with a high percentage of re- 12. Harmon, Mark E., William K. Ferrell

cycled fibre or agricultural residue. and Jerry F. Franklin. Science, New

Any virgin fibre used must not have Series, Feb 9,1990: Vol. 247, No. 4943,

originated from an endangered for- pp 699-702.

est, as well as being Fsc-certified. .

Bleaching must be gChlorine free. > Stern, Summary of Conclusions

Ancient Forest Friendly papers con- 14. Low carbon papers are those at the

topmost end of the Ancient Forest
Friendly scale (refer to note 4).

. Environmental impact estimates

calculated for different paper grades
on Environmental Defense Paper
Calculator: www.papercalculator.org

RECOMMENDATIONS

Major paper purchasers:

» Develop and implement an
Ancient Forest Friendly procurement policy

» Work with your paper suppliers to ensure
they no longer source from intact forests

» Demand your suppliers shift to Fsc-certified
wood fibre and pulps

 Ask your paper suppliers to develop
Ancient Forest Friendly, low-carbon papers
with high recycled content

» Advertise your environmental paper policy to
enhance your brand equity with customers

Paper producers:

« Increase production of environmentally
friendly, low carbon papers

« Drive efforts to increase the amount of
recovered paper available for North
American paper products

» Cease sourcing virgin wood fibre from intact
forest regions and shift to Fsc-certified
wood fibre and pulps

» Research opportunities to develop commercial
scale production of non-wood paper

Government:

« Prioritize conservation-based land use
planning for intact forest landscapes
Re-direct structural support for mills so the
Canadian paper industry becomes a global
leader of eco-friendly papers—emphasizing
non-wood and low-carbon paper options
with high recycled content
» Remove regulatory barriers to operators
adopting Fsc as a forest management policy
» Develop incentives for large paper purchasers
to shift to eco-friendly papers
» Lead by example and implement paper
procurement policies that shift government
paper purchasing practices to
eco-friendly options
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