THE FEASIBILITY STUDY REPORT
ON

THE RENGVATION OF THE PULP AND PAPER MILLS

0F

THE PAPER INDUSTRIES CORPORATION OF

THE PHILIPPINES
IN
THE REPUBLIC OF THE PHILIPPINES

SUMARY

FEBRUARY.1985

JAPAN INTERNATIONAL COOPERATION AGENCY

b R

AT s e AN
T A I I e
AR ol A e

e e
B S

L R R
SRS

Mv:arﬂ%- e

TS
el i

ST

§<=
2
F

i

L,

U D e T L DR T e
e b A S e e B A

o g

o
o

i

e L
iy ,_*srﬂ“m_mm?}g?‘»m‘mi

e

Jemm






THE FEASIBILITY STUDY REPORT
N |
THE RENOVATION OF THE PULP AND PAPER MILLS
OF
THE PAPER INDUSTRIES CORPORATION OF
THE PHILIPPINES
IN
THE REPUBLIC OF THE PHILIPPINES
SUMARY

| GEN LIBRARY

NG

103047982

FEBRUARY.1985

JAPAN INTERNATIONAL COOPERATION AGENCY



EHERWMAEER

2N g5 6.14 "8

AH 95

%ﬁb&x 11595 \ MPI




&3

0 50 e 15D

200 250 300Km

~_THE PHILIPPINES

LUZON
1g*
PHILIPPINE SEA
SOUTH CHINA SEA Manita ig‘q
it ~ |
D - 14°
. _
MINDORO Y \ v
g{\“ SAMAR
120
5 | 1
|
N
LEYTE
A
i (;Sﬁ' 1’
/ {
% PALAWAN
SULU SEA $%] Bislig g
= > /\
s K ’\\ 3
T e )
“ns Ji/
prt CELEBES SEA
'ﬁﬁ MINDANAO
118° 120 i22* 124° 126° .







Lot

List of Abhreviation

Pefinition

Abbreviation
BOi Board of ‘Investments .
CB The Central Bank of the Philippines
DBP Development bank’ of the Philippines
JHCA Japan International Cooperation Agency
NEDA National Ecoﬁomic and Development Authority
PICOP Paper Indusiries Corporation of the Philippines
Pulpapel Pulp and Paper Manufacturers Aésociation, Inc.
NPC National Power Corporation
Gbp gross domestic product
GNP gross national product
CIF cost, insurance and freight
C&F cost and freight
IRR internal rate of return
L/C letter of credit
MAAB Memorandum to Authorized Agent Bank
ROI return on investment
uUss$ United States Dollars
P Philippine -Pesos _
PPMD pulp and paper manufacturing division
TMPD timber products manufacturing division
¥ Japanese Yen
BKP bleached kraft pulp
M corrugating medium
CTMP chemi-thermomechanical pulp
EBK easily bleachable kraft furnish
KF kraft furnish
L hardwood
LB linerboard




Abbreviation Definition
N . softwood -
NP newsprinf
RGNP rotogravuie newsprint -
RGP - vefiner  groundwood pulp
SBKP semi bleached kraft pulp
SCp semi-chemical pulp
STD.NP standard newsprint
T™P thermontechanical  pulp
UKP unbleached kraft pulp
AC alternating current
AD air dry
BD bone dry
BODs biological oxygen demand (5 days)
ch cross direction
COoD chemical oxygen demand
C8F Canadian standard freeness
DC direct current
DS dry solid
JETRO Japan External Trade Organization
JIS Japanese Industriat .Standard
MD machine direction
max. maximum
pH hydrdgen—ion concentration -
PM paper machine
Fig. figure
ITP industrial tree plantation
Mn million
o centimefier




Abbreviation . , : Definition

¢ ' diameter
°C degree centigrade
D diameter
d day
N _ gram -
g/m? ~ gram per square meter
H height
h hour
a5 ha _ hectare
% HP horse power
Hz hertz
" inch
kcal kilocatoric
kg kilogram
kg/om? kilogram per square centimeter
keglem? G kilogram per square centimeter (gauge pressure)
kg/m? kilogram per cubic meter
kv ' kilovolt
kW kilowatt
kWh kiloWatt hour
L length
1 liter
m meter
m? square meter
m3 cubic meter
mg : milligram
ml : mifliliter
mmHg vacuum {pressure) millimeter of m.ercury
MVA - mega-volt-ampere
MWh © mega-watt-hour
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Abbrevi_ation : Definition

MW “megawatt

N newton

% | - percent

rpm revolution per minute

s ' second

SCIN standard cubic Jilotcr (0°C, atmosphere)
i ton (metric ton)

v volt

yr oor vy year
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L ﬁACKGRoUND AND OBYECTIVES OF THE STUDY

. B'legI ound of thc Study

'lhe Japmese Plehm;mry Survey Team for thie renovatlon of the pu]p and paper
milis -of - the P'lper Iudustnes Cmpomtlon of the Phlilppmes sent by Japan Inter- :
natlonal Cooperat;on Agem,y (herenmftei referred 10, as “JI(‘A"), an offxcml"
agency responsxb]e for the Government “of Japan v:s1ted the Republlc of the'”

-Phﬂlppmes (hcremafter referrcd 1o as “the Phl]ippmes”) in June 1984 The Team = |

exchmged views- ‘with the Government of the. Phlhppmes and the ofﬁcnls of the
Paper Industnes Corporatlon of the I’hlhppmes (heremaftel referred to as “PICOP”) '
regarding the nnpiementdtxon of the rcnovatxon of the mills of PICOP. At that
time it was agreed fo unp]ement the Study on. the Renov'ltzon of the Pulp and
Paper Mills of PICOP (hereinafter referred to as “the Study™) within the frame-
work of “The Plant Renovation Cooperatzon Program between J'tpan and ASFAN-"
Countries” and exchanged. the Notes Ve;bals (Implementmg Arrangement) with
the Government of the P_luhppmes concernmg the 1mplementat10n_0_f the Study.

In response to the abbvé—i‘nentioned Nétés'VerbaIs, the Government of .Japan has
‘made a decision to despatch the team to implement the Study.

In accofda’nce with the Notes Verbals, the TICA’s study team (hereinafter re-
ferred to as “Study. Team™) visited the Philippines from September 10 to Sept-
ember 28, 1984 to conduct field surveys for the Study.

Towards -the end of January i985 JICA delivered the explicative team of draft
© final report and signed on agreement (Mmutes of Meeting on the Draft Final
Report) with regard to the report above,

Objectives

The objectives of the Study were as follows:
[y To diagnose the present situati_on of PICOP (operation, managemeni and
' administration). '

2) To investigate the possibility of the renovation from technical, financial

and economical point of view.

-3y To con'tribu_te to increase production efficiency and to improve guality of

~ paper and paperboard- products. .



4y To formulaie the rcnovation plan.

The Study was carried out in the following arcas:
1) Modernization of the newsprint machine in - Bislig Mlll
2) Improvement of the containerboard machine in Bislig Mill.
3) Transfer and mtsg,rqtnon of Iligan Mill to Bistig Mill. '
The above-mentioned scope of the Study dxd not include the Timber 1’10—

ducts Manufacturing Division,

Sy
e
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"I, PULP AND PAPER INDUSTRY OF THE
PHILIPPINES

General

1) -

3)

‘The pulp and paper industry has to be. struggling against the diffi-

culties under huge amount of financial deficit. The production of
paper and paperboard in 1977 was 353,000 tfyr which followed by
gradual decline wntil 292,000 t/yr in 1983.

As the background of the difficulties, the policy of free trading adopted
by the govermﬁent in 1981 has exerted-a part of its cause in addition to
the worldwide depréssion since the second half of 1980. That is, cheap
pulp and paper products from the developed industrialized countries has
rushed into the Philippine market, and likely defcated the local in-

" .dustry which is inherently of less competitive against overseas industries.

At the request of local indlistry in order to get rid of the difﬁculty,
the government has decided to resume imports restriction of paper and
paperboard since November 1982,

However, three times of big devalvation of Peso between 1983 and
1984 resulted price raise in imported raw materials, supplies, fuel,

- chemicals, etc., and expected improvement of financial sifuation has not

been achieved.

Despite the circumstances, selling price in local market has been rc- '
gulated since 1980 until at last price raise was approved in 1983 and fol
lowed by July 1984.

The evidence of financial recovery has commenced to be observed to-

day.

Consumption of paper and paperboard

Pulp and paper manufacturers in the Philippines count 28 and integrated

firms of pulp through to paper are only 5.

According to the Pulpapel statistics in 1983, the supply and demand situa-

tion is as follows:



Sales of domestic production - 275,165 tyr :
Amount of imporcts S 163,339 tfyr

Gross total consumption 438,504 tfyr

- About 50% of domestic production was sup_plied by PICOP in 1983 (138,431
tlyn). ' ' o - '

Demand forecast _

Separate. calculations of newsprint and con_iainerboard are carried out for
demand forecast on the bases of demand trend as well as the GNP changes

of the last decade.

Results are shown below. . . : R : 4

Ne'wsprinf "I Containerboard
(incl. printing
and writing paper)

Annual growth rate 3.0% ' 147% ¥

Consumption tfyr o tfyr
©—~ 1983 (base) 131,220 - 179,621

— 1988 152,100 S -192,300.

1993 176,400 . - 207,000 -

Note: # Average annual growth rate between 1984 and 1996

k3
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i PRESENT SITUATION OF PICOP

in 1983, PjCOP’s production of paper and paperboard (Bislig Mill) was as follows:

Newsprint : '74,803 tfyr | _(No. I paper machine)

Kraft linerboard _34,600 tyr (No. 2 paper machine)
Cormgating medium 29,548 tfyr (No. 2 paper machine)
Total 139,011 tfyr

Among them, newsprint furnish from 100% tropical hardwood is regarded as special

feature of this company.
1. ~Financial position

PICOP has proceeded by fairly satisfactory financial balance by 1979. Deficit
in finance took place since 1980, increased deficit up around 210 million Pesos in
1983 resutted in cumulative deficit of 518 million Pesos (refer o Fig. Hl—1--1).

The financial difficulties are due to the inflation caused by the oil crisis in 1980
as well as worldwide depression until 1982. Furthermore, acceleratedly PICOP
has been influenced by the Peso devaluation in three times.

Interest payment amounted 283.5 million Pesos in 1983 shows the typical aspect
of PICOP’s situation, as well as the astronomical burden of foreign exchange loan.

Meanwhile the price raise w_.as approved by the Government in 1983 and 1984,
and sharp increase in sales revenue is expected in 1984 fiscal year.

2. Technical Suggestions on the Present' Operation of Bislig Mill

In comparison with other Southeast Asian countries, it is able to say that the
management system in PICOP has been completed, the level of employees’ skill
is high, and superior operational technique is maintained.

However, low availabilities of equipment is due to the superannuation and in-
sufficient maintenance resulis from the financial difficulties for past several years.

The Study Team held the conference in Bislig Mill and in Manila with the
executive committee, regarding technical items to improve present operations.

The major items are shown below.
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(1)

(2)

(3)

G

(5)

(6)

M

(8}

Kraft pulpmg plant _ S

Rcducmg Kappfl Number of unbleachbd kmft pulp for ncwsprmt should be
evaiuated in mder to save bledchmg chemlcdls Also the utilization of digester
waste heat may be considered for energy savmg by means of cooking liquor
heat-up in fulure.

RGP/IMP Plant

Imploved unit power, consumptmn and 1mpr0ved pulp qmlmes can be ex-
pected by the 1nod1f1cat1011 of flow so as to change power distributions in
primary and sacondaxy stages of refining.

No. | Paper machine
— to blend softwood kraft vulp for the mcrease of wet-web strength
 to even cross direction moisture prof" le for lmproved quahty

No. 2 I’apel machme
To tebuild press part for decreasing moisture content of wet-web out of
press and for improving steam consumption.

Recausticizing
+ to install- dregs washer for decreasing soda loss.

Evaporator -

There is a need: to increase concentration - of ploduct b}ack liguor in order
to maxiinize éneigy utilization of black liquort. In future, it is recommended
to adopt plafe type evaporator in order to decrease scaling and plugging
trouble. :

Kraft recovery process

= The modification of wet bottom type.electrostatic precipitator of recovery
boiler, which has been suffered from its corrosion ‘problem, into the new
dry bottom type electrostatic prcupitator is of high efflcmnuy and con-
trlbutes to lower soda loss

= The mstallahon of wet cyclone scrubber at exhaust stack of dissolving fank

is for the same purpose of soda recovery.

Power plant

— stabilization of main steam pressure (1250 psig)

— adopting suitable ‘corrosion-Tesistant material for superheater tubes of
boilers - in order to minimize corrosion problems.

-7



9)

(10)

- modnﬁcatlon of qecondmy air feed system at recovery boﬂcr

- to shift m-plant power gencratlon to p\uchased powet by mmumz;ng con-

densmg powcr ;,enemt;on akmg ‘account of the fluutuation of steam

dennud

Utilities -
— to save - water consmmptzon

- to: establish countermeasures for improving unit consumptlon of process

steam’ through- the actl\qtles of Energy Conservation Progran.

Environment

'ihe following countermeasures for cost reduction.

_. Countermeasures for decrease of effluent pol]utant load “which contribute
‘to the improvement of production vield of pulp and paper.

— Countermeasures for decrease amount of process effluent.

3. Present Situation of Tligan Mill

1)

2)

Present situation of Mill e'quipment
In spite of the fact that the Mill has been in shutdown since 1980 by reason
of shortage of wood resources and market condition, the equipment and

facilities are in good condition except pulping department. Especially, the

equipment related to the board machine and coater would become functional
again if paftial renovation - and repaire were undertaken. But it is necessary
for pulping equipment ‘and facilities to be rebuilt extensively. '

Renovation of equipment and facilities in Higan Mill

The study team went over the following three points.

2) Restart of Iligan Mill _
'Since_ there is no future prospect of wood supply, restart of the Mill
- would be very difficult in the present condition.

'b) -Transfer to Mamla district

It is not recommended to transfer to Manila dlstrlct because 1nhab1tants
Vwould oppose to new paper mill from the vIeprmt of enwronmental
' protection. In addltlon steam cost and electric power cost are hlgher

in that dlstn_ct.

¢) Transfer to Bislig M111
Since. there is no dlfﬁcu]ty ‘of wood supply and also utlhty division and
“technical serv;ces can be served for common use, this plan wili be ad-
vantageous to mill management. ' '

— 8 —
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3)

Based on thcse mvest;gfmom the Study Team_ has determmed to take up
the phn of transfer to Bislig MitL.

But tmnsfm of coater in Illgan Mlll would not be mciuded in this plan be-
cause of the following reasons: '

~ the coater is not suitable. for the current market needs
— the adequate qu'mtlly of demand is' not expectcd
Therefore, since it seems unprofitable at this moisment, transfer of the coater
should be planned when market needs would justify it.

Problems of board machine

Since the wet-web out of the press part of the board machine has extremly
high moisture content, it incurs a large amount of drying steam cor1$11mpti011
and high production cost. When the machine is reused, the press part must
be replaced completely. '
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IV. WOOD RESOURCES

Supply Sources

1)

2)

3)

4)

3)

PICOP has four main wood slipply sources as follows.

a) Forést concessions

b) Industrial free plantation
¢} Agro-Forestry

d) Wood procurement division

PICOP has two forest concessions totalling up to 182,682 hectares in area,
including 54,380 hectares of industrial tree plantation granted in 1982, and
they are possible to be renewed at every 25 years.

The above industrial tree plantation locates inside PICOP’s forest concessions,
and is granted the plantation of fast growing trees on logged-over areas within
the limit of 30% of the total concessions.

It is easy. to carry out logging operation and to develop plantation in PICOP’s
industrial tree plantation areas because the areas are in hilly terrain  with soil
and climatic conditions suitable for plantation. PICOP is planting three species
such as Falcata, Bagras and Ipil-ipil.

The following table shows the land utilization of PICOP’s forest concessions
and indusirial free plantation areas along with the forest types.

Hsti
Area stitma;ed Output in 1984
Forest type s lan losei _
ha. volume opging 3 3 fur
2 % 1,000m3 systemn m3fha  |1,000m3 [y
Operable areas
Virgin forest * 10,019 6 3,200 Selective 129 324
2nd growth forest 88,320 48 16,200 Clearcut 179 540
Plantation 36,506 | 20| *2 3,000 *3 77 159
Kaingin, etc. 9,456 5 —
Sub total 144,301 79 22,400 1,023
Inopera'ble areas 38,381 21
Total areas 182,682 | 100

BT




6)

7

*1  Virgin forest, supply sources of superior quality logs with
' large diameter, is remaining now small areas only.

¥ Standing volume of plantation consists of the following ratios.

'Fa'lcata: about 60%
Bagras : about 30%
Others : about 10%

*3  Standing volume and output'_per hectare tend to décreaée

of the damage caused by Typhoon Akang.

PICOP has entered into agreement with nearly 5,300 farmers, who plant fast
growing trees on their lands under PICOP’s guarantees to. buy all the woods
produced, covering about 20,000 hectares at the end of 1983,

Wood Procurement Division which PICOP established recently is purchasing
pulpwood from lligan, Davao and so on throughout Mindanao.

~12 -



Wood Supply Plan

The following table shows PICOP’s wood supply plan,
Output of natural forest will drop sharply but output of industrial free plantation -
will rise highly in the future.

1980--1984 1985—-1989 19901994
ave. yearly ave. yearly ave. yearly
output _ autput - output
' ' 1,000 m3 1,000 m? 1,000 m3
Natural forest
Sawtimber 484 235 113
Pulpwood 344 216 75
Fuelwood 108 218 69
Total 936 669 257
Industrial tree plantation
Falcata 148 85 427
Bagras 9 27 174
Ipil-ipil — 63 264
Total 157 175 865
Agro-Forestry
Falcata 248 293 182
Ipil-ipil - 6 ' 121
Total 248 299 303
Wood procurement div.
Sawtimber — 5 33
Falcata i 95 -
pulpwood 30 - -
Total 3i 100 33
Grand total 1,372 1,243 1,458

When PICOP made planting and harvesting plans of industrial tree plantation,
PICOP excluded areas both damaged by Typhoon Akang and harvested until 1983,
totalling up to about 15,000 hectares, from the wood supply plan. Furthermore,
expecting yield volumes in havesting plans. seems to be underestimated.

— 13 —
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V. RENOVATION PLAN

1.- OQutline of Rclloﬁation Plan

For the purpose of improving and renovating existing installations which are
superannuated on their availability, the following two alternative plans are proposed
. on'the basis of mill diagnosis and demand forecast by the Study Team.

— Plan A : Renovation plan with regard to No. 1. paper machine (newsprint)
“and No. 2 paper machine (containerboard) in Bislig Mill. Transfer of
Iligan board machine is not included.

— Plan B: Together with the renovation plah of Bislig Mill, transfer of Iligan
board machine {referred to as No. 3 paper machine hereafter) and
it’s modernization are included.

. The_' schedute of executing the renovation work planned is as follows:

Place order and commencement

of the work Beginning of January, 1987

Completion of the work

— No. 1 and No. 2 paper machine
_and concerned work End of Jupe, 1988
~ No. 3 paper machine and . :
concemned work o End of June, 1989
Start-up period : 2 months
Reco_fnmencement of commercial operation _
— No. 1 and No. 2 paper machine Beginning of September, 1988
— No. 3 paper machine Beginning of September, 1989

2. Plant Cost and Others

Estimated plant cost and mill design condition such as products, production capacity,
furnish ratio, efc. are summarized in Table V-2—1.

15 —



Table V-2-1

OQUTLINE OF

RENOVATION PLAN
Plan A Plan B
Construction Nork Flant Cost Construction Work Plant Cest | Difference
(1,000U5%) {1,000uU8%) B~ A
1. Construction Work and
Invastment Cost
1) Wo.l Paper machine Rebuild 17,685  |Same as Plan A 17,685
2) No.2 Paper machine Rebuild. 2,866 [Same as Plan A 2,866
3) THP Plant Rebuild & ‘10,755 Same as Plan A - 10,755
) 116 BDt/d Expansion :
4} No.J Paper machine — -~ Transfer & Rebuild 10,793
5) KP Plant, Recausticizing |Rebuild ( KP Plant ) 199 [Rebuild : 2,795
: Additional imstallation:
Digester 1 set
White liquor clarifire
1 set
6) Evaporator - - - Expansion 3,355
7) Auxildary works - - Warehouse expansion, 2,535
: ) Utilities, erg,
8) Insurance, Bank charges, 5,016 6,911
ete.
9) Contingency 1,573 2,539
Tatal 38,096 60,254 22,158
¢t Forelsn currency 26,336 36,285 9,249
: Local currency 11,760 23,969 12,209
Product Production Capacity(t/yr)| Product Production Capacity(t/yr)| Increase
After ' After
Present Renovation ?re#ent Renovation
2. Products and Production
Capacity of Paper Machine
Ne,l Psper.machine dewsprint & 86,000 118,900 Newsprint & 86,000 118,000 32,000
Wood~ . Wood-
containing ) containing .
No.2 Paper machine Linerboard 68,000 78,000 Linerboard 68,000 78,000 10,000
Corrugating . Corrugating .
: medium medium . .
No.,3 Paper machine — - - Linerboard 28,000 C6),200° 13,200
Total 154,000 196,000 182,000 237,200 55,200
Present Afrer Removation Present After Renovatilon
For For For For
Local Use [Export Goods Local Use |Export Goods
3. Projected Furnish Ratio
Ho.l Paper machine { Same as Flan A }
Hewsprint . _ .
-RGP [THE (¢4] 55 40 -
~CTHP () - 30 -
-LBXP ) 45 20 -
~Purchased NBKP (%) - 10 -
¥o,2 Paper machine
Linerboard
-LUKP (#4] 84 84 - i1 84 -
~Purchased NUXKP (X) 16 16 - 16 16 —
Corrugating medium :
-LUKF {7) 100 C160 . - 100 100 160
No.3 Paper machine
Linerboard
-LUX? ) - - - - &4 73
-Purchased NUKP () - - - - 16 25

— 16 -



3. Pulpwood requirement

The following Table shows the comparison between pulpwood requirements of
Renovation Plan A as well as Renovation Plan B and PICOP’s pulpwood supply
plan.

Unit: 1,000m3 /fyr

1985 86 87 ‘88 ‘89 90 91 92 93 94

Requirements :
Plan A Faleata | 450 450 450 324 451 494  SO07 507 507 507

Others | 504 395 - 386 361 422 441 437 462 480 480
Plan B Falcata | 450 450 450 324 451 494  S07 507 507 507

Others 504 395 386 361 488 595 594 619 637 637

Supply Plan
Falcata | 450 450 451 499 511 610 638 637 620 540
Others | 569 625 663 363 425 581 502 836 775 923

Difference

Plan A Falcata’ — — 1 175 60 116 131 130 113 33
Others 65 230 277 2 3 40 65 374 205 443

Plan. B Falcata - - 1 175 60 116 131 130 113 33
Others 65 230 277 2 -63 —114 92 217 138 286

When Renovation Plan A is carried. out, PICOP will be able to supply wood re-
quirement of all specics. When Renovation Plan B is carzied out, there will be
some shortage of “Others” including pulpwood for red chips from 1989 o 1991.

However, there will be the excess of “Others” over requirement from 1985 tc 1988.

So it is possible to offset the shortage by postponing the cutting of excessive
supply from 1985 to 1988 so as to meet requircment from 1989 to 1991,

- 17 -
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VI. FINANCIAL ANALYSIS AND ECONOMIC EVALUATION

Basic Conditions
*In order to confirm the effectivencss of the renovation plans, the financial analysis
is carried out only for expected increase in production with reference to the re-

novation works.

E){pccted profit increase = Increase in’ sales amount

' ' - (Increase in variable cost, fixed cost, selling com-
mission and excise tax + Interest on long term
foreign loan) '

Célculatioﬁ Bases

1y The financial calculation is based on the budgetary prices in the second hatf
of the year 1984, and indicated. in the U.S. Dollars. Exchange rate to 1 U.
'S. Dollar = 18 I’esos which is offxclal iatc as of September, 1984, and 245
Yen.

2) Production and sales schedules are described in chapter VI—2 of the main
report, fund 'pmgram. is in chapter VI-3 of the main report, and they:
are summarized in Table VI-2-1 on the next page. The production af)d
sales’ schedules are based on the plan prepaled by the Study Team, in which.
productions in “without renovation” from 1987 forward are gqual to the.
production in 1987, and production in “after renovation” from. 1987, forward
will reach to full production in 1991 with gradual increase in production.

Selling price is based on the PICOP’s information.

However, as to the price of containerboard for export goods package purpose,
aiterxlative financial analysis (to be shortened as “ALT” hereafter) is carried
out usmg cheaper selling price enough to compete with current discounted
1mport price which is approved for packmg agricultural products of export.
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Total capital requirement _ .
Plan A Plan B

. (1000 US$) (1,000 US$)

Plant_' investment cost '

Foreign curtency portion ' 26,336 " 36,285
Domestic currency portion 11,760 23,969
Sub. total | 138,096 60,254
Pre-operation and start-up expenses 4,752 ' . 5,06 {
Working capital 2,133 ' 2,352
Total capital requirement 44 981 ' 67,667

Both the pre-operation and start-up expenses and the working capital are
included in domestic currency portion of total capital requirement:

Raising plan of fund
Raising plan of fund is planned as follows in accordance with the pohcy
of PICQP. '

85% of foreign currency portion : by long term foreign loan
15% of foreign currency portion : by own funds of PICOP

Domestic currency portion : by own funds of PICOP

Based on the raising plan of fund above, sources of funds for each renovation
plan are estimated as follows:

~ Plan A: | (1,000 US$)

PICOP’s own funds 22,575 ' (50.2%)
Long term foreign loan 22,406 , (49.8%)
Total 44,981 (100.0%)

— Blan B: S
- PICOP’s own funds - 36,805 _ (54.4%)
Long term foreign loan 30,862 (45.6%)

Total 67667 (100.0%)

'Fmancmg condition of long term foreign loan :
iLoan pernod : 10 years (2 years grace plus 8 yeals)

Repayment : Semi-annual equal installment
Rate of interest : 10.5% per annum
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The intetest rate above includes gnarantee fee of the Central Bank of the

Philippines.

6) Cost basis of each item of manufacturing cost is indicated in chapter VI--4

of the main report.

3. Financial Analysis

1) . The financial calcﬂlatibn is carried out for the term of 11 "years from the
year 1987, when the renovation work is scheduled to commence, until 1997.
That is, the term of commercial operation is ¢ and a l__mlf years for No. 1
and No. 2 paper machines and 8 and a half years for No. 3 paper machine
on practical revenue generation from financial aspect.

Following Table shows the resulf of financial calculation on returns.

[ Average Rate of Internal Rate | Payback
Return on Iavestment | of Return Period
after Depreciation (IRR)

{ROI) z A {Years)

Plan A Before income tax . 30.3 26.7 4.5

Aftér income tax : © 21,0 20.1 5.2

‘|Plan B Before income tax 34.8 31,5 4.1

After income tax 23.8 23.3 4.9

Plan B (ALT.) '

Beforé income tax 28.4 ' 26.5 4.6
Affer incbme_tax i9.6 19.? 5.4

: X = )
Note : ALT. means alternative case of Plan B, when selling prices of
containerboard for exporting agricultural goods .are adjusted to

the imported containerboard prices.

The average ROI is very high both in Plan A and Plan B and the renovation
project in each case is interpreted as feasible to implement. However, the
ROI in the alternative case of Plan B drops to 28.4% before income tax -
and 19.6% after income tax. - '

The IRR exceeds 20% in Plan A and Plan B after income tax, and each re-
novation project is recognized as feasible too in terms of 1RR.

77 -
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2y

Payback period is éalcuiated'o_n condition that the initial investment is paid
back by cumulalive returns which are composed of het profit before income
tax (or after income tax), depreciation, amortization and interest on debt.
Short payback periofi is expected in each case.

Discussions on Profltabzllty of Investment

In Plan A of renovation woxk improvement of operating eff;mencies and unit
consumption is expected by means of rationalized installation in addition
to thé production increasesin the paper machines by the increase of running

speed.

In Plan B, further output increase is expected by resuming the production

of No. 3 paper machine.

Effectiveness of investment in both plans-is high enough as shown.in the

- preceding " clause.

Cumulative net profit after income tax during 10 years from 1988 to 1997
is highest in Plan B as follows: : '
Cumulative net profit after income tax:

Plan A US$ 60 million

Plan B USS 111 miltion
Plan B (Alternative case) US$S 88 million

_ However Plan A is more advantageous than Plan B since there is no competltwe

31tuat10n with regard to 1mp0rted contamerboard

Prospective Income Account throughout PICOP

1)

As _des'Cr'ib'ed in section III-1-3 of the main report, PICOP’s cumulative
defic'i_t' in its b:éla:nce sheet was% about 518 million Pesos at the end of fiscal
year 1983. Due to the rapid recovery of market for pulp and paper: products
as well as price rise supported by the Government in terms of tariff protec-
tion, management performance of PICOP will be improved remarkably. As
stated in section VI—-5—5 of the main report, the cumulative deficit will be
made up during the fiscal year 1987. (Refer to Table VI-4-1).

However, PICOP will continue fo have financial difficulties until 1988, because
it must pay a large amount of financial expenses and industrial plantaion

cost and repay its existing long ferm loan.

After the year 1991, rapid improvement in debt service ratio is expected
and surplus funds will be available. (Refer to Table VI-4-1).
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Table VI-4—1 Financial Projéctioh without Renovation (PICOP’s Estimation)

(Unit ; 1,000 US$)

Year Net Profit Cumulative | Depreciatn | Financial| Loan Debt.
after Net Profit and’ ; S Service
Income Tax after 1.T. | Amortizatn | Expenses | Repayment | Ratio
1984 - =10,645 -39,418 30,939 48,192 8,494 1.21
1985 - 14,994 L =24 424 26,212 34,783 - 16,655 1.48
.1986 18,469 ~ 5,955 22,806 26,798 22,365 1.38
1987 19, 229 13,274 20,083. 20,018 32,268 1,13
1988 - 18,349 31,623 16,585 15,946 24,176 1.27
1989 19,909 51,532 14,377 10,305 13,092 1.91
1990 - 22,176 73,708 9,514 7,671 13,092 1.90
1991 20,907 84,615 8,695 5,702 © 2,183 4.48
1992 21,593 116,208 10,222 4,826 2,385 5.08 o
1993 21,428 137,636 10,179 4,272 2,701 5.15 &
Total 166,409 169,612 178,513 137 411 1,63

Note ; Above financial projection is estimated at the conmstant price

2nd semester in 1984.

of

According to PICOP’s financial projection, the z_we'ra'ge net profit to sales

ratio after income tax is estimated at 16.7% for the period between 1988

and 1997, in case there were no renovation work to be implemented.

In case of implementing renovation work of Plan A, thé_ average“net profit
to sales ratio after income fax during the same period is estimated at 19.0%.

Cumulative net profit after income tax during the same period is estimated af

210 million U.S. Dollars in the case without renovatién,_a_nii at 301 million

US. Dollars in the case after renovation (Plan A). (Refer to "'I_'able'VI——4—2).
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Table VI-4-2 Financial Projection on Renovation of Plan A

(Team’s Estimation)

(Unit i

. : . . 1,000 UsSs)
Year | Wet Profit Cumulative | Depreciat'n | Financial Loan Debt
after Net Profit-|and - _ ; Service
Income Tax after I.T. | Amortizat'n | Expenses Repayment | Ratio
1988 13,285 26,559 20,727 15,946 24,176 1.25
1989 25,5416 51,975 119,946 10,305 13,092 2.18
1990 | 27,422 79,397 12,564 12,890 15,892 1.84
1991 31,452 110,849 11,551 7,687 4,983 4.00
1992 32,805 143,654 13,078 6,517 5,185 4.48
1993 | 33,756 177,410 13,035 5,669 5,501 4.70
1994 | 33,948 211,358 13,035 5,375 5,501 4.81
1995 34,139 245,497 13,035 5,081 5,501 4.94
1996 34,330 279,827 13,035 4,787 5,501 5.07
1997 34,521 314,348 13,035 4,493 5,507 5.20
Total | 301,074 143,041 78,750 90,830 3.08
Note ; Above financial projection is estimated at the constant price of
Ind semester in 1984,
3) There is some concern about PICOP’s own fund while the renovation project

is carried out because PICOP -has to invest its own fund to about 50% of total
capifal requirement for the implementation of both Plan A and Plan B, namely,
PICOP has to invest about US$ 23 million out of its own fund dunng two years
between 1987 and 1988 in Plan A and about US$ 37 million during three years
between 1987 and 1989 in Plan B. It seems difficult for PICOP to invest such:
amounts out of its own cash in hand because its cash balance at each year end
is very low even the case renovation is not executed and as follows:

at the end of 1987: about US$ 15 million
k1] 1988: . ¥y I2 b3} )
3 1989: 111 . 24 3y

Taking mto consnderatlon of such F nancial posrt;on separate proﬁtabﬂity cal-
culation will be carried out by 1ntr0ducmg different condition to PICOP’s own
fund.
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That is, instead ol investing about 50% of total capital requiremehf out of
its own fund as described in Table VI-2-1 and clause VI-2-4), decrease
in its own fund to 30% and the balance shall be provided by long term

local loan as described below.
Discussion on Financing Plan

The following is calculated on the assumption that PICOP’s own funds are 30%
of total capital requirement and foreign loan amount and total amount ate not

- changed.
Year _’19_87 1988 1989 Total
(1,000U8%)  (1,000U8%)  (1,000US83) (1,000U8%)
Plan A:’ .
PICOP’s own funds . 2453 11,038 _ 13491 ( 30.0%)
Long term local loan 1,652 7432 : 9,084 { 20.2%) .
Long term foreign loan 22,406 : 22,406 { 49.8%)
Total 4,105 40,876 ' 44,981 (100.0%)
Plan B:
PICOP's own funds 3,241 14,910 2,148 20,299 { 30.0%)
Long term local loan 2511 11,652 2,343 16,506 ( 24.4%)
Long term foreign loan 30,862 30,862 ( 45.6%)

Total 5,752 57424 4,491 67,667 (100.0%)

Note: 1) Figures in parentheses show the raising ratio of each fund.

2) Financing condition of long term local loan {assumed)

Loan p'eriod'_ - 10 years (2 years grace plus 8 years)
~ Repayment o Semi-annual equal installment
Interest rate ~ 24% per annum

3) Financing condition of long term foreign loan
Refer to clause VI—2-5).

Table VI-5--1 shows the profitability indicators of renovation project in the al-
ternative financing plaﬁ mentioned above. It shows that the rate of ROI after in-
come tax drops by 1.8% in Plan . A and 2.6% in Plan B in the alternative plan,
compared with those of both renovation plans in the original financing plan in
which no long term local loan is applied. But the indicators are high enough to
make both renovation plans feasible even in the alternative financing plan. As
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stafed in the above table, about 13.5 million US Dollars shail be raised by PICOP
between 1987 and 1__988 in Plan A and about 20.3 million US Dollars between
1987 and 1989 in:Plan B. It scems possible for PICOP to raise such amount of

funds in spite of the increase in PICOP’s debt.

- Table VI-5-1 Profitabiliﬁes in Case of Partial Long Term Local Loan

_Alternative’

Finanting‘?lén 1)

(Reference)
Original.

Financing Plan 2)

Plan A
IRR (X} Before income tax 26.6 26.7
After incoume tax 21.4° 20.1
ROI (%) Before income tax 26.2 30.3
After iucome tax 19.2 21,0

Plan B ;
IRR (%) Before income tax 31.3 31.5
After income tax 24.8 23.3
ROI (%) Before income tax 29.3 34.8
After income tax 21.2 23.8

Note: 1) Total capital requirement = PICOP’s own funds + Long term

Remarks:

foreign loan + Long term local loan
2) Total capital requirement = PICOP’s own funds + Long term

foreign loan

In. accordance with “Minutes of Meeting on the Draft Final

Report™, the economic calculation based on the another financial
plan of funding requested by PICOP is.described in the appendix

of the main report.
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Yconomic Evaluation

As an _e'coﬁofnic résult of this renovation project, saving of foreign currency is
expcc'ted_ by means of increased production of newspiint: and  containerboard
“both for domestic market and for substitution of impoxrts.

Aggregate saving of foreign currency accumulated during ten years befween
1988 and 1997 is estimated in each case as follows: o

Plan A USS 74 million
Plan B USS 195 million

The savings will make a great contribution to the Philippine economy.

A ey

Er
P
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1)

2)

3}

Vil. RECOMMENDATION (in Place of Finding)

Very high proﬁ’tzibili'tie-s'éi'e obtained as the result of financial calculation both
in Plan A and Plan B (statéd in part V] of the main report), - however, they are’ on
the - preferential policy of the Philippine Government for the pulp and paper
industry. . ' - ' ' '

From the viewpoint of promoting and'de_velo;iing the pulp and paper in_dustry_,
it is desrired'th_at'the Philippine Governinient will continue to assist PICOP and other
pulp and paper companies by its'prefei‘eniti'él' treatmé_nt at an apbroprizlte level,
until they reform their financial structure and obtain intern’ational.c'ompetitiveness
of management as well. Above government policy seems inevitable io securing

the survival of pulp and paper industry in the Philippines not only"PIC'OP alone.

As ‘mentioned in Part VI of the muain report PICOP will have to invest PICOP’s
own fund fo about 50% of total capital requirement for the implementétion of
both Plan A and Plan' B, whichever plan may be chosen, ‘that is, PICOP needs
to invest about US$ 23 million in Plan A and about US$ 37 million in Plan B.

However, it is questionable ‘Whethe_r PICOP would be able fo invest such amount
of PICOP’s own fund, not only because PICOP would not have enough cash in
hand during the périod of renovation work, but also because it is forecasted that
the profit rate of sales which is estimated in this report would fall in the future
due to the rise in manufacturing cost affected by future inflation, and so on.

In such circumstances, an alternative fimancing plan, which described before,
to introduce long term local loan for a portion of local currency, is recommendable.

Of course, the profit of Plan B is larger than that of Plan A, in both the original
financing plan and the alternative financing plan. However, Plan A will make PICOP
easier in its financial position during the period of renovation work.

Therefore, it is recommended that PICOP should carry -out Plan A at first and
then transfer No. 3 paper machine, when PICOP’s financial position has been
improved by the implementation of Plan A.

It is desired that PICOP’s renovation work should be realized as soon as possible
from national interest of the Ph'ilippines.. That is, the work will not only increase
an earning power of PICOP but also coniribute fo a big saving of foreign cur-
rency by supplying demand increase in newsprint and containerboard in future.
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4

5)

6}

The ancillary equipment in Bislig - Mill, which- is ‘not inchided: in- the renovation
work in this report, will also superannuate in the near future and need to repair
because the decade of fime has elz_apsecll since the Mill start-up.

In case of 1mplementmg the work above it is necessvy to avmd temporary in-
vestment and to concentrate the investment on the most profitable items which

are fit for the long term business strategy.

Practical 1e¢ommendations are stated in part 11 of the main report with regard

to 1mprovmg the efncrency of ex1shng eqmpment as well as 1educ1ng production
cost of present PICOP’s operation. '

The 1mp10vemem of operatlon effi c1ency should be achieved by the complete '
“execution’ of preventwc maintenance and spare parts control in view of general

superannuation in the Mill facilities.

Because thc majorlty of future wood supply to BlSllg M]H is_from planted forest,
“raising .the least 1nte_rc_st rate’ fund ‘as possible” is necessary policy to reduce

wood cost.
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