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ATTACHMENT IV-3-~5 LABOR COSTS AND REQUIRED MAN-DAYS
1. Labor Costs
The.éﬁnual-increase rate of prices and
labdr coste is extremely large in Turkey. Consequently,
unit wagés of construcltion workers are greatly different
between companies before'and after giving raises. It is,
for this reason, very difficult to determine average unit
costs thaf are used for estimaltes of the construction cost.
Therefére, two major construction companies in Istanbul
are pickéd, and their average labor costs as of the end of

February 1990 are used feor the estimate of this project.

Labkor Costs List by Occupation :
{Unit: Turkish Lira)

No Occupation 1,000 TL/worker N day
. Epgineer (referemce) ~ .  so0
2.  Assistani cngineer (reference)  265.5
3. Techmician ze0
4. Foremam - 225
5. sShift supervisor (group leader)  187.5
6. Cclerk  1s
7. Typist. - 125
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8. Mechanic. S ' 135

9 Canner 112.5

o, prumber T Ties
1. Fintener T
12, Skilled weider 10 .
13. Semiskilled welder -~ - = s
4. Eleetrician . izs
15. Insulation worker o0
6. Sheet metal worker . s0
7. paimter . Teo
8. carpemter o0
1. Tromworker 0
20. Cememter . o0 .
21, Track driver . e
27, Truck orane operator . 11z.5
23. Handyman (regular worker)  61.5
74. Umskilled hamdyman s

2. Average Unit Cost'of Labor for the Estimate
The average unlt cost of labor is TL113, 750/w0rker 1
day = US$47. 0/worker 1 day (¥7 000/worker ﬁ day) is deter— :

mined by making a welghted mean trom total-man—days by
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ococupation and unit costs of labor by occcupation of all the
workers such as (1) workers for the dismantlement of the
existing facilities, (2) wofkers-for installation of the
remodeled equipment and materials, (3) workers for civil
engineering and construction work, (4) operators and drivers
of construcﬂion machinery, and {5) clerks and typist working

at the temporary field office, and so forth.

3. Required Man_Déys

Required Man-Days List

No. Division Alt-—-1 Alt-2
: (Worker N day) (Worker N day)

1 Dismantlement of 6,652 17,687
existing facilities

2 Installation of
remodeled equipment 80,194 127,408
and materials

3 Civil engineering and 27,809 35,777
construction work

4 Operators and drivers
of construction 5,280 8,460
machinery*

5 Workers included in
indirect field 10,798 14,783
expenses+

B Total 130,733 204,115
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* The rental fee of the truck crane is included in the labor
cost of the operator; therefore, the_truck crane operator’s
man-—-day 1s nbt included. The truck-¢réne operator’s man-day
is 450 workers N day in the Alt-1 and 840 workers N déy.

+ These are total man-days of workers othér than direct .
labbrers such és workers éssembling and disassembling tempo-
rary prefabricated houses before and after the construction,
clerks, typist, and odd-jobbers (cleéners, etc.) working at
the temporary field office, superinﬁendénts of warehouses,

and so on.
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ATTACHMENT iV;B—B MAJOR CIVIL‘ENGINEERING.AND CONSTRUCTION
WORK
1) Dismantlement of the existing foundation and construc-
tion of the new ferro-concrete foundation accompanied by
the remodeling of the'equipmenf for each facilities
2) Construction of the new building (12 mx 40 m,'2—story)
for the DIP facilities and main.equipment and the con-
nection to the exlsting building
3) Construction of the building (18 m ﬁ 40 m, 1l-story) for
installing the DIP facilities and fiber flow equipment
4) Adjustment facilities (Alt-2):
Construction Of the seal pit (l30m3) and D.B. chest
(240m3)
- 5) Paper machine facilities (Alt-2):
Expansion construction of the building (4m x 42m, 1-
story) for the added vacuum pump
6) Paper machine facilities (Alt-2):
Renovation df the beams, columns, caleﬁdar pit, seal
pit, couch pit, etc.
7) Replacement of broken window glass of the paper machine
facilities and existing buildings (12,000 pieces appro-

priated in the budget)
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8) Piling work of concrete piles for the bﬁildings men- .
tioned in 2), 3), and &)
9) Repair work of the rough sections-of:the acceés rode

from the Port of Giresun????? to Aksu River

10) Repair work of the concrete paved roads in.Aksu.Mill

(700m2 appropriated in the budget)
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ATTACHMENT IV-3-=7

MAJOR CONSTRUCTION MACHINERY

_ Alt—l_ Alt-2
| ¥o. Machine Capacity | Unit Total Unit Total
_ | mit/month unit/month

For transporting and installing equipment
1 jTruck crane 160 Ton 1 1 1 2
2 v 80 Ton i 1 1 2
3 ’ 30 Ton 1 3 1 6
g Y 25 Ton 1 5 1 9
5 ) 10 Ton 1 5 1 9
6 | Fork-1ift 3 Ton 3 18 4 40
7 | Truck 4 Ton 2 12 3 30
8 | AC arc welder 20 80 20 160

For civil engineering and construciton
9 |Pile drinver 2 4 3 6
10 | Dump car 4 Ton 1 12 1 15
11 P 2 Ton 1 12 1 1b
12 | Bulldozer 3 Ton 1 3 2 6
13 | Shovel type excavator| 0.3 i3 1 3 2 6
14 | Concrete batcher 1 12 2 20

plant - 1 2
15 Cohcrete mixer truck 1 12 2 20
16 |Truck 4 Ton 2 24 2 30
17 w 2 Ton 2 24 2 30
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ATTACHMENT IV-3-8 WEIGHTS OF IMPORTED EQUIFMENT AND
MATERIALS ACCORDING TO FACILITIES

Imported Equlpment and Materlals Welghts Llst

No Facility ———————————————————————————————————
Alt-1 Alt-2
v bie . 1,820 1029
2 Wood o o
s e a0 e
4 Adjustment 173 sss
5  Paper machine 6,011 16,006 -
6  Finish 294 o851
v utiliey o o
8  Ancillary sa0 e
""""" roval 10,367 20,888
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ATTACHMENT IV-3-9  TEMPORARY BUILDINGS

Temporary Building List

Alt-1 Alt-2
No. Building = =  ——=ee—mmmmmm e e e e
Floor Capacity Floor Capacity
area {(m~) (persons) area {m®) (persons)
1 Temporary 120 40 120 40
office :
2 Temiporary 200 | 200
storehouse
3 Temporary 200 200
work section
4 Camp for 300 60 350 70
workers
5 Do 2,500 550 2,500 550
Total 3,320 3,370
Notes:

o The temporary buildings are all prefabricated one-story
houséé.

o_Thé floor ares of the temporary buildings are almost the
same in the Alt-1 and Alt-2; however, the duration of use in

the is longer the Alt-2 is longer than the Alt—1.
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ATTACHMENT IV-3-10 REQUIRED NUMBERS NUMBERS PER MONTH, AND
UNIT COSTS OF VISITING GENERAL :
CONTRACTORS AND TECHNICAL CONTRACTORS
AND LOGAL~ ENGINEERS :

1. Required-Numbers and Months

Llst of Required Numbers and Months

. Alt-1 L Alt-2 _
No. Type of =~ ———m——mm——mmm——eeo e e '
engineers Number Total Number Total _
number/mo. number/mo.
1 Visiting | N
general con- 25 1386 - 30 282
tractors : '
2 Visiting S o
technical ' 33 42 41 81
contractors S
3 Local 10 109 15 220
engineers
Total 68 287 86 583

2. Unit Costs
1) Visiting General Contractors and Technical Contractors

Foreign currency: Technlcal fee + Internatlonal air fare
: = 18$15,000/pergon N month

Domestic currency: DoméStic'transpOrtatiOn“fee'+ Hotel®
charges + Daily allowance
= Us$ 2'200/person f month

Total: Us$17, 200/person ﬁ month

2) Local Engineers _ _
Domestic currency: US$ 4,000/person N month
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Attachment IV-4-1 Pitch Trouble and Preventive Measures
(excerpted from reference materials
"prepared by Japan Pulp and Paper Research

Institute, Inc.)
{1) What is "pitch trouble"?

Timber is the main haterial used in the production of

. paper. Although there are a wide varielLy of timber, all
of them are suited for the production of paper. Of the
ingredients of timber, only wood fibers are used in the
production of paper, and lignin connecting them has to
be removed. Many other substances are contained in
timber, which sometimes cause problems in the processes
of production of pulp and paper. The best known of
these substances is pitch. There is no established
definition of pitch, but it can be described as a
subgtance extracted by means of organic solvents such as

alcohol benzene.
Pitch contains resin acid; fatty acid, phenolic

ingredients and alocohols in varying degrees. This

gsubstance causes various kinds of trouble or is
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contained 'in paper, adversely affecting their quality.

The -phenomenon called "pitch trouble" can be classified

into the following three types.

The first type of piich trouble is caused when a pitch-
like sticky subétance sticks to the machines and
equipﬁent—in use in.the_processes of production of puip
and paper and haﬁpers tﬁe production'dperations. This
trouble occurs in washer=screens; as well as deckers,
-pulp chests, éleaners in ‘use in the'bleaéhing'prooess

and wires and felt of machines.

The second type of pitch trouble is caused when
particles of pitch contained in paper. products become

visible 'in the form of yellow spots.

The third type of pitch trouble resembles the second
type. In this type of trouble, particles of pitch do
not become visible in the form of spots, but it causes

fading of the paper which is stored for a long time,

(2) Preventive measgures
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The following preventive measures can be taken against

"pitech trouble.

{2)-1 Seasoning or pretreatment

The simplest way of reducing pitch trouble is to
use timber with a low pitch cdntent. When this
methbd‘cannot be used, pitch has to be reduced in
some w#y'or other. One of such alternative method
is seasoning. It is a well-known fact that when
timBer ig stored outdoors for some period of time,
its pitch content is reduced. It is sgaid that
when logs are stored outdoors, their pitch content

igs reduced to the lowest level in a year or so.

When timber is stored in the form of chips, its
pitch content is reduced satisfactorily in two to
three months (six month at the longest). If
stored for too long a time, however, timber will
will ‘rot, adversely affecting the quality of pulp.
Tt is necessary, fherefore, to select optimal
storing conditions in terms of temperature and
humidity. Whén logs are stored in water, there is

no change in their pitch content.
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(2)-2

‘Other similar methods inolude applying hot air or

vapor to éhips, removing terpene and the like by
vapor distillation and treating chips with an
oxidant like permanganate - or hydrogen peroxide and

decomposing pitch by the use of microorganisms.

Improving: the pulﬁifying:and bleaching methods

In alkali.digester methods.like the kraft_digéster
process (in'whicﬁTNaOH+NaZS is used}, pifch’s |
ingredients'aré-saponified and become water-
soluble, as é result of which pitch is removed.

In the case'of s§me‘£ypés'of‘trees,-ﬁ6wevef, pitch

contains large quantities of ingredients which

cannot be saponified and which cannot be removed

even by an alkali digestér method.  As other
methods of reducing pitch trouble, a digestér
process with excessive;active.alkali and rinsing
pulp with an alkaliﬁe'solution ére proposed, but
these methods are not practicable because they

result in lower pulp guality. It should be noted

" that the quality of watef*used'in-the production.

- of pﬁlp,-particularly;its caloium content and

temperature, ig closely related to the occurrence
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(2)-3

of piteh trouble. It is said that a proper
calcium content and temperature of water will work

to reduce pitoh.trouble.

It is reported that bleaching by the use of

.chlorine dioxide, alkaline oxygen and ozone is

more effective in reducing pitch trouble than the
ordinary bleaching method using chlorine or the

like.

Addition of a pitch control agent
Various pitch control agents have come into the
market, These agents can be classified broadly

into the following two types.

The first type prevents pitch trouble by scatter-
ing fine pitch particles which are chemically
stable and thereby preventing them from cohering,
and the second type prevents pitch trouble by
using an absorbent in the form of fine particles,

which absorbs pitch.

Repreéentative of the first type is the surface-
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active agent.. There are three kinds of surface-
aétive-agents—-Cafion-3urfaée—acti§e agent, anion
surface-active agent ghd non~ion surface-active
agent. Points to note in.selecting a surfaoe— 
active agent differ according to the process
conditions.  As ion surfaceQactive.agents are
-gensitive to changes-in-the_pH:value,.nbn-ion
surface-active agents have come into widespread
use in récént'years. Since addition of a surface-
active ageht tends to increase foaming in the
system, howeyer, it will be neceSSary}to'use an
anti-foaming ageﬁt together with a surface-active
agent in some cases. Chlorides of phosphoric
acid, methaphoéphoric acid and.polyphosphoric aéid
are sometimes used as additives to promote

‘scattering of pitch pafticles.

The most widely used piﬁCh contrecl agent is talc
which has an affinity for pitch. Tt is said that
ih addition to talé,.olay, asbegtds-and.aluminum
oxide (alumina) are ‘also effeétiﬁe~as'pitch
control agents. These additi#és are also

‘effective in increasing the brightness ﬁhd_
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(2)-4

. smoothness of paper.

Addition of aluminum sulfate will also prevent
pitch trouble. - Aluminum sulfate, which is added
to the machines in use in the processes of
prodﬁction of pulp agd paper er the purpose of
adjusting the pH value, is said to be effective
also in preventing pitch from sticking to them.
Tt should be noted,; however, that exactly how
aluminum sulfate prevents pitch from sticking to
machines is still unknown. It works to scatter
pitch particles in some cases, while in other
cases it works to help an absorbent absorb pitch

particles.

Other methods

Another method is separating pitch with a machine
like a fractionator. But this method is likely to
regult in the loss of fine fibers. In addition to
this, oxidizing pitch ingredients by the use of a
catalyst and adding a compound containing
ligninsulfonic acid are proposed. Furthefmore,

more emphasis has been placed on the concept of
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factory-wide pitch control system in recent years.

According to a Japanese paper company which has
developed a biotechnology-based lipase (enzyme)
method, this method is effective in decomposing
and thereby reducing triglyceride which is likely
to accumulate. Addition of 150 ppm to 180 ppm of
lipase is enough to achieve the desired pitch
oontfol affect. It seems the only problem with

this method is the cost of prbduotion of lipase.
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CHAPTER:V TOTAL PROJECT COSTS AND FINANCING PLAN

1. Preconditions for Calculation of Total Project Costs

The total project costs can be broadly divided into the
foreign currency category and the domestic currency
category according to the source of supply for each item.
The foreign currency and the domestic currency categories
include the following items respectively. (Each item is
detailed elsewhere in this report.)

a. Foreign currency

category - Costs. for importation of equipment and
materials, freight and insurance

- General contractor’s fees for design,
equipment procurement and supervision

- Consultant’s fees and costs related to
plant operation advisors

b. Local currency

Costs for local procurement of
equipment and materials

category

- Costs for inland transportation of
equipment and materials
(including imported ones)

- Dismounting and erection costs

- Civil engineering and
construction work costs

- Construction machinery costs



-  Taxes payable to the government
of Turkey '

Each base cost was first'caiculated-in relevant currency
and then was converted to US dollars at the official
exchange rate as of the end of February 1990.

The following official exchange rates were used.

US$=TL2417.6
US$=¥148.8



2.1

Total Capital Requirement

As descriptions of the costs related to the equipment,

materials and construction work are given in Chapter IV,
other costs are explained in this chapter.

Taxes

- Under the existing Turkish tax system, the following four

2.1.1

taxes should be taken into consideration in calculating the
total proiject costs.

a. Corporate tax

b: Personal income tax
¢. Value added tax

d. Import duties

In any country, there is a strong possibility that
interpretation of actual application of the tax system to a
project will vary according to the priority given to the
project, the intent of the loan providing country, the
procedures for filing applications and the negotiations
concerning the implementation of the project. Here, the
following aséumptions are made concerning the four taxes
applicable to this project on condition that the contract
will be awarded on a semi-turkey basis.

Corporate Tax

The corporate tax is imposed on all profits in the case of
business corporations which are headquartered in Turkey
(full tax liability), and on only those profits whose
sourcesg exist in-Turkey in other cases.

The corporate tax rate itself is 46 percent, but after
addition of the following fund liabilities it amounts to
49.22 percent.



Corporate tax . - 46%

Defensé-industry-support fund - ' 5% of corporate tax

Social'subsidy”and'Solidafity:
support fund 1% of corporate tax

Apprenticeship profeséional and _ : _
technicalveducation promotionsfund 1% of'corporate.tax

In the case of this prOJect as the maln contract w1th the
general contractor is offshore contract, it ie assumed that
only the local contractors will be subject to the corporate
tax. And 5 percent of the presumed-contract amount will be
considered for the corporate tax. In other words, about 10
percent of the contract amount is considered profits
subject to the corporate tax.

Personal Income Tax

The personal income tax is levied on' incomes of not only
the local contractors’ employees but also the fofeigners
dispatched to Turkey by the general contractor for -
supervision of the construction work -and the equipment
erection work (incomes of the latter are considered to be
derived from Turkey). The personal income tax rates are as
shown in the following table.

Personal Income Tax'Rateg' .
Annual Income -~ -Annual  Income -~ - Rate’

(TLY - {US$) S %Y
Up to 8 million.. . . Up 'to-3;309 - 25
8 to 16 million 3,309 to 6,618 30
‘16 to .32 million . 6,618 to 13,236 ..~ 35
32 to 64 million ~ 13,236 to 26,473 ~ . 40
64 to 128 million .= 26,473 to 52,945 . 45
Above 128 million  Above 52,945 50

V.- 4



However, usually the personal income tax is only imposed on
foreigners working in the country when they stay in the
country longer than the period of time prescribed by the
country’s tax authorities. In this study, it is assumed
that the petsdnal.income-tax is imposed on foreigners who
stay in the country for more than 12 months at a time.

The costs for the local workers and ehgineers, which are
included in the costs for dismounting, erection and civil
engineering/construction work, were estimated based on the
pretax hourly rates verified in the on~site survey.
Accordingly, the amounts for payment of the personal income
‘tax in the above costs are not included in the item "taxes"
-of the total project costs., The foreigners who are to be
dispatched to Turkey by the consultant and the general
contractor for supervision of the construction work and
asgistance on operation of the plant and who are expected
to stay in the country for more than 12 months at a time
are:

Case 1

The general contractor’s project engineer 18 months

Case 2

The general contractor project engineer 23 months
Two operation advisors _ 48 months
Total o 71 months

Assuming that 40 percent of income of US$15,000/man-month
is subject'to the personal income tax, the amount of the
personal income tax at the applicable tax rate will be
US$2,600/man-month.

Thérefore, US847,000 is estimated as the personal income
tax in Case 1, and US$185,000 in Case 2.



2!1.3

2.1.4

2.2.1

‘Value Added Tax

“In Turkey, all goods and services (indluding imported goods

and services) are subject to the value added tax. - The tax
rate is 10 percent w;th some exceptions. ThlS tax is not
imposed on export goods  and services. “The law stipulates
that VAT ghall be paid or refunded every month.

In the caSe'of purchase. of fixed assets as under this.
project, VAT paid to the: purchaser (to the .government in
the case of importation) is-to be refunded over a period of
three years. As mentioned later, an incentive certificate
is to be issued to this project.,  In that case; VAT can be
refunded immediately after its payment. For this reason,
VAT will not be taken into account in estimation of the
total project costs. - ' R

Import Duties, etc.

The investment incentives presently offered by the
government of Turkey will be described later in this
report. When an incentive certificate, which forms a part
of:the investment ‘incentives, is issued to a-project;'the_
project will be exempted from import dutiés (excepting fund
payment). The fund payment rate ranges from 5 to 15
percent. : '

It is assumed that 10 percent of the CIF prices of the
imported items of equipment will be included in the: total
project costs as the fund payment cost.

Project Management

Technical Advisers

" Foreign consultants will - be employed: for preparation ‘of

ITB, evaluation of the tenders and management of the plant



2.

2.

2

construction work. The cost for this services is estimated
as fqlldws. Management of the plant construction work is
premised on -an assumption that full use will be made of the
capabilities of the staff of the Aksu mill concerning
especially the civil engineéring/construction work and the
related service.

Phase 1 (preparation of ITB through contracting)
30 M-M

Phase 2 (contracfing through completion of construction
work)
Case 1 20 M-M
Case 2 27 M-M

Operation Advisors

This is the cost for operation advisors after the start of

- commercial operation of the plant. This cost could have

been included in the plant operation costs. However, as
this cost, in combination with other investment costs, is
often eligible for a long-term soft loan, it is included in
the project management costs.

The number of operation advisors and the period of the
operation advisors’ stay in Turkey were estimated as
follows in consideration of the capacity utilization rate
after the start of operation of the plant.

No, of gperation advisors _ Period (months) Total
Case 1 2 3 6 M-M

Case 2 2 _ , 24 48 M-M

The cos;s for both the technical advisors and the operation
advisors were calculated on the basis of US$15,000/man-

~month and were included in the foreign currency portion.
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2.3.1

2.3.2

US$2,200/man~month was appropriated for advisors’ daily
expenses ‘during thelr stay in Turkey, as part of owner's

'service.=

The general overheads are to cover the costs related to
employment of advisors, and its percentage is set at 50
percent - ' :

Pre-operation'Expenses
Training

Thigs is the cost required for training the plant’s
employees to cope with the introduction of new technologies
at the vendor’'s plant. '

In this renovation project, as far as papermaking
technologies are concerned, it will be satisfactory if the
vendor*ﬁ‘supervisor'gives'on-theajob training after
completion of the erection of the equipment, as a plant of

services within the scope of the general contractor’s work.

However, the computer control system to be introduced under
both cases will be new to them. - It will be necessary to
send two plant employees ‘to the vendor's: plant for. a one-
month on-the-job tralnlng. US$20 000 was estimated as
their travel and other expenses and was included in the
foreign currency portion.

Test Run Expenditures

"In the two alternative cases a half-month and a one-month

test run periods are incorporated in their respective
construction schedules. The costs of wood, pulp and waste
paper to be consumed during the test run period are-not
taken into account,: gince it is assumed that most of the

products during the period’ will be sold as newsprlnt.ln_
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2.4.1

sheet and the remainder will be recovered as material for
pulp. : '

The costs of electricity and heavy oil and consumables were
calculated on the basis of the estimated daily output

(110T/D in Case 1 and 140T/D in Case 2, both on the basis
of a 40-percent capacity utilization rate) using unit costs

of then, which will be described later. These costs were

divided into the foreign currency and local currency
portions. -

Contingencf.
Physical Contingency

The physical contingency is toc cover possible changes in
the conceptual design, the estimating conditions and the

. method of implementation of the construction work. The

2.4.2

- percentage distribution of the physical contingency is as

shown below.

Equipment _ 5%
Dismounting and installation of equipment  10%
Civil and Building works 15%

Others 5%

The physical contingency accounts for 5.8 percent of the
base project cost (as of Feb. 1990) in Case 1, and 5.5
percent in Case 2.

Price Contingency
The price contingency is to cover possible rises in unit

prices due to inflation during a period from the time of
estimation of the base project cost (the end of February

1990) to the time of disbursement.
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As ‘to the time of -disbursement, monthly payment for each
cost item is assumed accoxding to the two cases’ respective
project implementatlon schedules {see. Fmg. IV-3-1% and Fig.
IV-3= 16) : : : : S Co e

The lnflatlon rate is. estlmated at- 4 5 percent for the

' forexgn currency portion and 3.0 percent for the local

currency portion, both.in US dollar' texrms. . The - background
of, and the rationale fox, this are eludidated in the next
chapter, b '

Table V-2-1 and Table V-2~2 show the payment schedule for:
each cost item, which includes both the physmcal and price
contingencies. : : S

‘Interest during Construction

As mentioned in-“3,-Funding_Plan,“,approximatélyf85~perceht
0of the total projectycosts will be covered1by_long-term
loans. The interest rate will be 4 percent (Case 3) or 10
percent (Case B). | ' '

Case 1A (production: 100,000F/Y; interest rate on long-
term loans: 4%) o

Case 1B (production: 100,0007/Y; interest rate on long-
' term loans: 10%) :

Case 2A (production: 130,000T/Y;. interest rate on -
long-term loans: 4 percent) '

Case 2B (production: 130;000T/?; interest rate on
long-term leans: - 10 percent)

In calculating the intérest‘ it was: assumed that'Bs'pércent'

of the yearly project costs are to be. ‘covered by loans and

the middle point in time of the year durlng the project. .
implementation perlod (f:om 1993 to the time of start of

vV -~ 10
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2.7

-commercial production) will be the time of borrowing.

Interest will be charged on loans from the time of
borrowing through the time of construction completion. The

total amount of interest accrued during the above period is

the interest during construction.
Additional Working Capital

Ag mentioned later in "Inventory Plan for Raw Materials,"
the additional working capital is to cover the variable
costs excepting the electricity charges and the costs of
consumables for one month period after start of commercial
production. The costs of pulp and waste paper are included
in the foreign currency portion and all the other variable
costs in the local currency portion, both as part of the
investment costs.

Sunk Cost

In case that a part of plant equipment which has long been
out of use is to be put to reuse after a renovation with a
small amount of investment, the cost of the equipment is
normally deemed nil as sunk cost in the financial analysis
of the renovation. However, if the equipment has a
possibility of makihg any benefit by alternativeness, the
opportunity cost of the equipment should be added up in the
estimate of the investment cost.

The renovation scheme described in Chapter IV includes the
reuse of the refiner in GP section. But, as the opportu-
nity cost of the refiner could hardly be assessed, it was
deemed sunk cost.

vV - 11



Scrap

The part df-exiSting-plant.equipment to bé-replaced-will be
sold out.. Taking the remote location of the mill into
consideration, the expected revenue from sales is likely to
be set off against transportation costs. Scrap value,
therefore, was estimated nil.- ' ' o

Total Investment Costs.
Estimated total investment costs are as focllows.
Case-1A US$ - 94,986,000
- Case~2R US$ 171,338,000 .

Case-2B US$ 181,838,000

Tables V-2-3 to V-2-6 show breakdown of total investment
costs for Cases 1A, 1B, 2A and 2B.

v - 12
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3.

2

Financing Plan

Although no decision has'beeh made on the source of funds
or terms of loan, the following financing plan for this
project has been tentatively worked out. As a result of
the government of Turkey’'s SEKA restructuring program
implemented in January 1984, Aksu mill has no long-term
debt at present.

Capital Increase

According to SP0O, this project is eligible for the
investment incentives, which are to be explained later in
this report, by Obtaining an incentivé certificate. But it
has to meet conditions concerning the ratio of planned
capital increase to the total amount of investment in this
project. This,project has been incorporated into the
government of Turkey’s. sixth five-year plan, and the ratio
is expected to be set at 15 percent,,Which is an
exceptionally low percentage for this type of project.

In this study, therefore, it is assumed that 15 percent of
the total project costs will be covered by an capital
increase in order to have incentive certificate issued.

Long-term Loans

As mentioned above, 85 percent of the total investment
costs including interest during construction (the remaining
15 percent to be covered by an capital increase) will be
covered by long-term loans.

Although the source of long-term loans is undecided, a
soft loan arrangement with foreign official financial

‘institutions and a commercial loan arrangement with private

financial institutions are agssumed here. Usually, the
terms of a soft loan vary from one country to another, and
from one institution to another, according to the nature

vV - 13



and period of the project concerned.

In this study, the following two sets of terms of loan are
assumed. - : - : ' SRR

- Case A
Interest rate: : 4 percent per annum
Repayment term: - 25 years, including a grace
period of seven years
Method of repayment: Equal installment payment
' ' o -method - .
Case- B:
Interest rate: - 10 percent per annum’
Repayment term: . 10 years after a grace
: period (construction
, : period) - - L _
" Method of repayment: Equal installment: payment
method '

v - 14
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- Table V-2-3 TOTAL INVESTMENT COSTS (CASE-1A 100,000 T/Y)

- [USh 1,000]

frondoihant-tnfiirsogedremyefpusfugmegrmorsihlan oo oon e e o el s evurarivosgewnrvnusferieiiif i fuisf e rusihs e vugmu e st ol it i i et - S =0 e sl e evaeied

FOREIGN  LOCAL
CURRENCY CURRENCY  TOTAL

1. Site Preparation & Development - ' 0 0 0
2. Plant Birect Cost - 38,867 8,441 48,308
(a) Plant Equipment & Materials 35,778 2,000 37,778

(1) Yood Handling Section 0. 6 6

" (2) GHP Section 4,382 - 242 4,624

(3) DIP Section 5,544 303 5,847

- (4) Stock Preparation © 590 B0 640

(5) Paper Machine 21,487 1,198 22,665

~ (6) Finishing Section 2,182 65 2,257

(7) Utility Facilities S | 38 38

(8) Auxiliary Facilities 1,803 98 1,701

(b) Spare Parts. 3,089 0 3,089

(c) Dismounting Works , 0 311 317

(d) Erection & Installation Works 0 4,037 4,037

(e) Civil & Buiiding Works 0 3,087 3,087

3. Ocean Freight & Insurance 2,661 313 3,034
4. Local Handling & Inland Transportation 0 307 307
5. Construction Equipment 0 1,406 1,408
6 Indirect Field Expenses 212 887 1,099
7. General Contractor’s Services 7,203 T 828 8,031
8. Tax & Funds 0 4,839 4,839
8. Project Hanagement 1,260 185 1,445
(a) Owner’'s Services 0 123 123

{b) Technical Advisor 750 0 750

(¢) Operation Advisor 90 0 99

(d) General Overheads 420 672 482

10. Pre-operation Expenses 49 230 279
(a) Training. | 20 0 20

(b) Test Run Expenditures 29 230 259
Total Project Cost (1990 Prices) 50,252 18,496 68,748

1. Physical Contingency 2,516 1,471 3,992
12. Price Contingency ' 12,512 3,059 15,571
13, Interest Buring Construction 2,918 0 2,918
14. Additional Working Capital 2,480 1,276 3,756
Total Project Cost (1995 Prices) 70,678 24,308 94,986
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Table ¥-2-4  TOTAL INVESTHENT.COSTS (CASE-1B 100,000 T/Y)

[USD 1,000]

FORETGN - LOCAL
CURRENCY CURRENCY TOTAL

1. Site Preparation & Development ‘ A 0 - . 0
2. Plant Direct Cost | - 38,867 9,441 48,308
(a) Plant Equipment & Materials . 35,778 .~ 2,000 37,718
(1) Wood Mandling Section . . .0 .. -6 6
-{2) G¥P Section : 4,382 _ 242 4,624
(3) DIP Section _ ~5,b44 - 303 5,847
(4) Stock Preparation 590 . 50 840
(6) Paper-Machine _ _ 21 467 1,198 22,665
(6) Finishing Section 2,192 66 2,257
(7) Utility Facilities S 0 38 38
(8) Auxiliary Facilities - 1,603, - 98 1,701
(b) Spare Parts 3,088 . 0 3,089
(c) Dismounting Works o o 317 317
(d) Erection & Installation Works : 0. 4,037 4,037
{e) Civil & Building Works ; .0 3,087 3,087
3. Ucean:Freight-&_InSUrénce _ 2,661 373 . 13,034
4. Local Handling & Inland Transportation | 3an7 307
5. Construction Equipment .0 1,408 1,406
6 Indirect Field Expenses ' 212 887 - = 1,099
7. General Contractor’s Services o 7,203 . 828 8,031
8. Tax & Funds 0 4,839 4,839
§. Project Hanagement : 1,260 . 185 1,445
(a) Owner’s Services 0 o123 123
(b) Technical Advisor . 750 0 750
(¢) Operation Advisor 90 0 90
{d} General Qverheads . 420 . B2 482
10. Pre-operation Expensés ' | 49 230 279
(a) Training ' 20 . 0 20
(b) Test Run Expenditures . Coo 28230 259
Total PPOJeCt Cost (1990 Prlces) 50,252 18, 496 68,748
i1. Phy51cal Contlngency S .2,515‘.: _1;477  3,992
12. Price-.Contingency. ' - 12,812 3,069 - 15,571
13. Interest During Construction S -1 1 B 5 7,633
14. Additional Working Capital : 2,480 1,276 3,756
Total Project Cost (1995 Prlces) 75,292 24,308 99,600
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" Table V-2<6 - TOTAL INVESTMENT COSTS (CASE-2A 130,000 T/Y)

(USD 1,000]

FOREIGN LOCAL
CURRENCY CURRENCY TOTAL

1. 8ite Preparation & Development -0 0 0
2. Plant Direct Cost ' 70,893 14,250 85,143
(a) Plant Equipment & Materials 62,528 3,328 65,854

(1) VYood Handling Section | 0 6 6

{2) G¥P Section 5,999 298 6,297

(3) DiP Section - b,hd4 303 5,847

(4) Stock Preparation 1,440 85 1,525

(5) Paper Machine : 45,438 2,391 47,829

(8) Finishing Section 2,502 72 2,5M

(7) Utility Facilities 0 75 75

(8) Auxiliary Facilities 1,803 98 1,701

(b) Spare Parts - 8,367 0 8,367

{¢) Dismounting Works 0 831 831

{d) Erection & Installation Works 0 6,290 6,290

{¢) Civil & Building Works 0 3,795 3,795

3. Ocean Freight & Insurance 5,263 742 6,005
4. Local Handiing & Inland Transportation 0 610 610
5. Construction Equipment : 0 2,289 2,289
6 Indirect Field Expenses 376 1,302 1,678
7. General Contractor’s Services 13,347 1,879 15,028
8. Tax & Funds : ] 8,797 8,797
9. Project Management 2,363 341 2,710
{a) Owner’s Services 0 231 231

(b) Technical Advisor 855 0 855

{c) Operation Advisor 720 0 720

(d) General Overheads 788 116 904

10.  Pre-operation Expenses 101 574 875
(a) Training 20 0 20

(b) Test Run Expenditures 81 574 655
Tdtal”ProJect Cost (1990 Prices) 97,343 30,5690 122,833

11. Physical Contingency 4,620 2,302 6,922
12. Price Contingency 24,681 5,392 30,072
13. Interest During Construction 6,550 0 6,550
i4. Additional Horking Capital 3,405 1,456 4,861
Total Project Cost (1996 Prices) 131,598 39,740 171,338
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Table V-2-6 TOTAL INVESTMENT COSTS (CASE-2B 130,000 T/Y)

[ush 1,000]

FOREIGN  LOCAL
CURRENCY CURRENCY  TOTAL

prasfefemn el oo, g gt o orpus-ngea g et S5 AT e

1. Site Preparation & Development . 0 0 0
2. Plant Direct Cost 70,893 14,250 85,143
{a) Plant Equipment & Materials 62,526 3,328 65,854

(1) Wood Handling Section : 0 6 B

{2) GWP Section 5,989 298 6,287

(3) DIP Section h,bdd 303 h,847

(4) Stock Preparation 1,440 85 1,625

{6) Paper Machine 45,438 2,361 47,829

(6) Finishing Section 2,502 72 2,574

(7) Utility Facilities g 75 75

{8) Auxiliary Facilities 1,603 98 1,701

(b) Spare Parts 8,367 0 8,367

~{c¢) Dismounting Works 0 831 831

(d) Erection & Installation Works 0 6,290 6,290

(e) Civil & Building Works 0 3,795 3,795

3. Ocean Freight & Insurance 5,263 742 6,005
4. Tocal Randling & Inland Transportation 0 610 610
5. Construction Equipment o | 2,289 2,289
6 Indirect Field Expenses 316 1,302 1,678
7. General Coniractor’s Services 13,347 1,679 15,026
8. Tax & Funds 0 8,797 . 8,797
9. Project Management 2,363 347 2,710
(a) Owner's Services. 0 231 231

(b) Technical Advisor 855 0 855

(¢) Operation Advisor 120 0 720

(d) General Overheads 788 116 904

10. Pre-operation Expenses 7 101 574 675
(2) Training _ 20 0 20

(b) Test Run Expenditures 81 574 655
Total Project Cost (1990 Prices) 92,343 30,590 122,933

11. Physical Contingency. 4,620 2,302 6,922
12. Price Contingency 24,681 . 5,392 30,072
13." Interest During Construction N 17,050 " 0 17,050
4. Additional Working Capital 3,405 1,456 4,861
Total Project Cost (1996 Prices) 142,098 39,740 181,838
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CHAPTER VI = FINANCIAL ANALYSIS

1-':

1.1

Present State of Aksu Mill

Production

-Table VI-1-1 shows the trends in production-and capacity
‘utilization (as against the designed production capacity of

82,500 tons/year) at Aksu mill from 1972, when the mill
went ‘into operation, to 1989.

While it is customary for the paper mills in Scandinavia,
North America and Japan to operaté at more than 90 percent
of capacity utilization, Aksu mill has been operating at 75
percent of capacity utilization, on average, since 1972,
even given that the mill had to stop operations for four
months due to a strike in 1988. The figure compares
unfavorably with that for any other SEKA mill. It appears
the frequent power'failureS'before the power distribution
network was improved last December are not the sole reason
for this. This question is detailed in Chapter III{Factory
Diagnosis). -

Setting ©f Sales Prices and Production Costs

SEKA's newsprint was protected against imports by the
Government’s import control policies for nearly 10 years
after 1972, when Aksu mill went into operation with import
substitution for satisfying domestic demand as its main
aim.- A'high_tariff was imposed on imported newsprint, and

at the same time foreign currency controls were imposed on

newspaper companies.

In the earlYﬂlQBOs, the sales prices of newsprint tended to
stay at low levels because the Government adopted a policy
‘to curb further rises in newsprint prices in light of the

acceleration cof inflation. After that, however, the
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newsprint market was increasingly ‘liberalized. $ince 1984,
the Government's controls on newsprint prices have been
eased, and SEKA has been urged to set newsprint prices in
response to market forces. At-the¢3ameﬂtime, the tariff on
newsprint has been reduced drastically.

It was at that time that'thé Government shouldered‘SEKA's
long—term.debts as part offitSZSEKA réStructuring?program.

_Although, in prin01ple, the: Government continues with this
policy, barriers to 1mports of newsprlnt stlll ‘exist. A
tariff is stlll imposed on 1mported newsprlnt and there
renmain- varlous types of funds. ‘Thus it can be. said that
domestic newsprint is Stlll protected agalnst imported
newsprint. ! :

- At present, SEKA's"sa;es-priceéfof newsprintjarQQSet on the
basis of its production ¢osts and the prices of imported
newsprint. SEKA also takes ‘into account the difference in
quality between its newsprint and. imported newsprint in
settlng its newsprlnt prlces. i '

Shown in-Table VI-1-2 are the record in Aksu mill’s.
production costs and sales prices of newSprint since 1985,
as well as the prices of imported newsprint (CIF) refeérred
to in Chapter II. '

Table VI-1-3 shows-the-reqord in-pexcentage:distribution of-
- Aksu mill’s production costs from 1985 to 1989. . The .
flgures are based on ‘the data recelved from SEKA. - Non-

- operating expenses, such as interest or sub31d1es from SEKA
headquarters, are excluded. The fact that the ratio of the
cost of pulp to the total variable cost has more.than.
doubled over the five years seems to reflect the shift from
-domestic pulp to imported pulp in recent years. P
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1‘3

Profit and Loss

Table VI-1-4 shows the record in operating profit and loss,
as well as non-operating profit and loss, since 1985. The

operating profit-and-loss account has been in deficit until
1988, when it moved into surplus. The cumulative profit as

- of the end of 1989 amounted to approximately TL3.7 billion.
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Preconditions for Financial Analysis

_Method of Financial Analysis:

Ag in a green—field-project,'théffihanCial analysis of a
renovation project is on the basis of the internal rate of
return (IRR) and the net present value (NPV):. Unlike in a
green-field project however, in a renovation project, the
incremental cost and benefit of a case with renovation
against those of a case without renovation are ‘bases for
the analysis. 1In other words, the value of IRR obtained as

_a result of the comparison 1n_terms of the incremental cost

and benefit between Case 1 and the case without renovation
indicates the investment effect of Case 1.

In the case without renovation, the past conditions of
production, sales and financial situation continue. If
production is_tb be maintained at a constant level,
therefore, the maintenance cost will have to rise from year
to year as the equipment will become more and more
obsolete. In the cases with renovation, on the other hand,
the fixed cost (depreciation cost) will increase as a
result of equipment investment to be made for renovation,
while production will increase, and unit consumption of raw
materials and utilities will improve.

Five sets of financial statements will be prepared for the
case without renovation and the following four cases with
renovation. '

Case 1A  (production: 100,000T/Y; interest rate on
long-term loans: 4 percent) -

Case 1B (production: 100,000T/Y; interest rate on
long-term loans: 10 percent)

Case 2A  (production: 130,000T/Y; interest rate on
long-term loans: 4 percent) .

Case 2B (production: 130,000T/Y; '1dng-term_interest'
rate on ldng—term loans:10 percent)
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2.2

2!3

The financial statements and the internal rate of return
will be calculated on the basis of the 1996 constant
prices, which will include price escalation up to the time
of start of commercial production of the renovated plant in
Case 2 (1996). (Case 2 has the longer period of
construction work.)

Relevant Currencies and Exchange'Rates

The official exchange rates for the Turkish Lira and the
Japanese yen against the US dollar as of the end of
February 1990 will be used for conversion purposes.

US$1.,00=TL2,417.6
USS1,00=¥148.8

Escalation Rate

The rate'of'pride escalation to result from inflation
during a period from February 1990, when an investigation
was made of the estimated total project costs and the
estimated purchase prices of raw material, to 1996, when
commercial production of the plant is to start in Case 2,

‘is. estimated.

. Table VI-2-1 shows the average annual percentage changes

over previous year in GNP deflator, consumer price index
and wholesale price index in Turkey for a period from 1989
{when a system of floating exchange rates was introduced in

‘Turkey) to 1989. Over the past few years, the rise in the
" inflation rate has been a subject of serious discussion in

Turkey. In 1988 and 1989, in particular, the inflation
rate was ‘far higher than in the years before 1988, as shown

-in Table VI-2-=1.
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It was decided to use the US dollar as the basic currency
for -use in the financial and economic analysis of this
project. - Accordingly, it is necessary'to:take'into-
-consideration the relations between the inflation rate in
Turkey; the exchange rate for the Turkish Lira against the
US dollar and the rate of devaluation of the US dollar.
Shown below are the average annual percentage changes over
previous year in the above-mentioned four economic the
indicators and the US GNP deflator for 1980 to. 1989,

_Turklsh GNP’ deflator % .. 42,69 percent

Turkish consumer prlce index (CPI) 44 .86 peréent-
Turkish wholesale price index (WPI) - . 42.01 percent
Exchange'fage for Turkish Lira against :

US dollar ' o 44f77:percent-
US GNP deflator o 4.58 percent -

The average annual-percentage change’in.the.exchangewrate
for the Turkish Lira against the US dollar for the past ten
yearsqis_44;8-percent,iwhich is nearly equal-te:that'for
the Turkish consumer' price index (44.9 percent). :The
average annual rate of devaluation of the US -dollar.
(percentage change in the US GNP deflator): for the same
period is 4.6 percent. If it is assumed that the exchange
rate of currencies of two countries is determined on the
basis of purcha51ng power parity, it can be said that the
value of the Turkish Lira has been underrated against-the
- US dollar. E L

It .should be noted that whlle the consumer prlce index rose
by about 70 percent in 1989, the exchange rate for:the

~ Purkish Lira against the US dollar fell by only about 49
percent in: the same year.- Although it is feared that the
country’s foreign currency balance may. worsen due to.a
temporary decline in exports, this trend .is expected. to
continue backed partly by the Government's pollcy to curb
inflation (defeat of inflation is one of the greatest
challenges facing the Government) '
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2.3.1

The escalation rates for the foreign currency (US dollar)-
denominated and the local currency (Turkish Lira)-
denominated prices are estimated as follows.

Foreign Currency-Denominated Prices

The escalation rate for the foreign currency-denominated
prices is estimated on:the.basis_of the rate of devaluation
of the US dollar and the rate of increase in the US
dollar-denominated prices (MUV) of goods exported to
developing countries from five developed countries {France,
West Germany,-Japan} Britain and the United States). Shown
in the following table are the World Bank’s projections for
the rates of increase for the US GNP deflator and MUV for
1990 to 1996. The average'anhual rate of devaluation of
the US dollar for 1990 to 1996 is projected at 5.0 percent,
and the rate of increaselin MUV for the same period at 4.4
percent. OECF’s projections for the inflation rates in the
member countries also indicate that, in the United States,
the inflation rate has been on the rise for few years to
come.

US GNP Deflator MOV

1590 5.30% 11.45%
1991 4,70 . 1.43
1992° . 5.20 '2.68
1993 - 5.40 7.45
1994 5.00 5.05
1995 4.90 : 5.18

1996 4.80 4,41

Based on these data, the average annual inflation rate for
the foreign currency (US dollar)-denominated prices is
estimated at 4.5 percent, and this figure will be used in
the financial and economic analyses.
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2.3.2 Domestic Currenéy (Turkish Li:a)éDehominated:Prices o

2.4

As mentioned.abové, the value of the percentage change in
the exchange rate for the Turkish Lira'againét'the Us
dollar is expected to come closer to the value obtained by
subtracting the value of the rate of devaluatioh of the US.
dollar from the value of the domestic inflation rate.' In
this study,. thefefbre,'the average annual rate of increase
in dollar terms for the. local currency-denomlnated prices -
is. estlmated at 3 percent ' e S

From reference,‘if~it isqassumed that - the exchangejrate for

the Turkish Lira against the US doll&rfwill’éhange*at the
same rate as the domestic. inflation rate, there will be no
_'need to take escalation into consideration 1n connection
-with the local currencywdenomlnated estimated value after

it is converted into the US dollar-at. the current official

..exchange rate.

Investment Incentives -

Since 1980, the Government of Turkey has been implementing
various measures to promote economic activities, including
a tax exemption measure, to actively promote investment
projects such as introdudtion of foreign”dapital. ‘The
Government’s investment incentives have béen modified
almost every year, and whether a project is eligible for
the investment incentives is determined in the course of
the negotiations at the time of making an application. As
SEKA, which is to be responsible for the .implementéation of
this project, is a state-operated corporaﬁion, it is -
difficult to grasp the details of its negotiations with the
Government at this point in time. - '
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In this study, the following assumption, which is based on

the study team’s consultations with SPO during its on-site

investigation and SPO's "Foreign Investment Regulation and

. Application Forms" as amended in November 1989, is to be
- reflected in the financial analysis.

2.4.1

2.4.2

Whether the investment incentives are applicable to a
project depends on the ‘location of the site for the
project. Aksu mill is located in a "Normal Region Non-
Industrial Zone." In addition, the mill’s amount of

investment for fixed assets exceéeds TL5 billion, and the
-amount: of capital increase as assumed in the above-

mentioned financing plan accounts for more than 15 percent
of the total amount of investment. Thus, this project is

eligible for the investment incentives, and an "incentive

certificate" is to be issued for this project.

Import Duties

By obtaining an incentive certificate, this project will be
exempted from import duties on imported equipment. As
mentioned earlier, however, no preferential treatment is
given to this project concerning the funds.

Investment Allowarnces

This is an incentive measure in which a project obtaining

~an incentive certificate is exempted from the corporate tax

until a certain portion of the amount of investment is
recovered as operating profit. 'As SEKA is a government-
managed corporation, the foundation tax, not the corporate
tax, is to be paid. But the rate for the foundation tax

-and various funds are the same as the corporate tax, the

- eventual tax rate being 49.22 percent.

This project wiil be exempted from the corporate tax until
the accumulated profit after the start of operation exceeds
40_percent'of'the amount of fixed investment.
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~In the flnanCLal analy51s, however, the two-year perlod

2.4.3

2.5

2.6

from 1996 to 1997 is to be con51dered as a period of tax

exemption -in Case 1, and ‘in Case 2 the five-year perlod
from 1996 to 2000 is to be conSLdered such a period, for
purposes of convenience in calculation.

Resource Allocation Support Premium -~rr

Thls is a system ‘in whlch an lnvestment pro;ect obtalnlng

can. 1ncent1ve certlflcate can ‘receive a support premium of a

certain: percentage of the amount. of equlty lnvestment from
the Resource Allocatlon Support Fund. established wmthmn the

'Central Bank OfJTurkey_.,In_thls:pIOJGCt, the percentage is
~set at 15 percent,. and this amount -is entered in. the

financial statements as non-operating income. At the time
of calculation of IRR, this amount is 1ncluded in operatlng
profit.

Plant Life

The equipment’s life is set at 15 years after the start of
operation. 8ince thig projéct is scheduled to start .
operation in Octcber 1995 in Case 1, or in May 1996 in
Case 2, the equipment’s life should end in 2010 in either
case.

Production Plan

As mentioned earlier, Aksu mill’s newsprint production had
not.been:stable.dué in,part_to.a'striké:upLﬁﬁtil:laﬁt,year.
In February 1990, the existing wires Were”replaCed'With
plastic w1res. In this study,. the mlll B- productlon in the
case thhout renovatlon is estlmated at 714,700 tons/year
(300 working. days/year), as shown in Attachment Vi-1-1, on
the basis of the data on daily output as of February 1990.
Since the designed production  capacity ;s_az 500 tons/year,
the operating rate is 90.5 percent.. In_othe;fwords; when
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no renovation project is implemented, it is assumed that an
production level of 74,000 tons/year will be maintained
until 2010, although the equipment maintenance cost may
increase from year to year, '

In the cases with renovation, the mill’s production after
renovation is estimated taking into account the learning
curve of new operating technigues and the restrictions by
the domestic market scale. As stated in Chapter II, from
the standpoint of the scale of the domestic market, it is
possible, in either case, for the mill to operate at
capacity limits on condition that SEKA newsprint will reach
the same level of quality as imported newsprint.

From the standpoint of acquisition of new equipment
operating skills, the period of time required to attain 100
percent capacity utilization is estimated at three months
in Case 1, and at two and a half to ‘three years in Case 2
'-(as'it will introduce a full- scale twin-wire system and
the problem of machine speed will be invclved), on the
assumption that at least two operation advisors will stay
at the mill for a certain periocd of time.

Accordingly, the mill’s annual production volume in 1994
and beyond is estimated as follows, considering that the
mill will stop operations from April to September, 1995 in
Case 1, or from March 1995 to April 1996 in Case 2.

- Case '1
1994 74,700T/Y
1995 - 41,180T/Y '74,700/12x3 (before
: - : renovation)+100,000/12x3x
- : o 0.9 (after renovation)
1996 - 100,000T/Y 100,000x1.0
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2.7.1

-~ Case 2

1994 74,700T/¢ -

1995 12,4507/Y 74,700/12x2 (before
- . renovation)
1996 - 69,3307/Y 130,000/12x8x0.8 (after
S xrenovation) -
1997 - 117,000T/Y . 130,000x0.9
1998 = 123,500T/¢ 130,000%0.95

1999 - = 130,0007/Y 130,000x1.0
All the prﬁduét will be~newspriﬁf in:réei.
Sales and In&éntorf Méﬁégeﬁenthléh.
Sales énd iﬁventoty Managemeﬁt-Plan

In,Turkey; there are only two newsprint manufacturing :
mills, namely, Aksu mill and Balikesir mill. At present,
there is noplan to construct another newsprint
manufacturing mill. Judging from the scale of the domestic
market, it will be possible to sell out the two mill’s
products in the domestic market even after the planned
increases in Aksu mill‘s production. : :

In 1989, Aksu mill had two months’ product (or one-sixth of
the annual production volume),.on average, in stock. This
was partly because the mill was still affected by the
increase in imports of newsprint due to the strike in 1988.
More important, however, was the fact that the country’s
major newspaper companies, which had ‘begun to use imported
newsprintjsuperiorain,quality to domestic newsprint, were
still dependént;Onfforeign supplies of newsprint even after
the strike was brought to an end. In the case without
renovation, the invéntory level may likely be above that
for last year. But one might be too optimistic if one
axpected the inventory return to the level prevaleht before
the strike-occurred, for the quality of newsprint will
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2.7.2

remain the same in this case. In view of the fact that the.

‘average inventory level for the three years before the

occurrence of the strike was 0.9 month’s production, the
inventory level in the case without renovation is set at
1.5 months’ production.

The inventory levels in the cases with renovation are set
as follows in consideration of the planed operating rate

~after the start of commercial production.

- Case 1
1994 1.5 months (before renovation)
1995 - no inventory
19%6 - 0.5 month

- Case 2 -
1994 1.5 months (before renovation)
1995 - no inventory

1996 -~ 0.5 month

As a matter of course, the sales volume will vary according
to the inventory level.

Sales Prices

As mentioned-éarlier, at present, SEKA’'s sales prices of
newsprint (ex-factory prices) are set 10 percent lower than
the landed prices of imported newsprint. In some cases,
the prices so set are further discounted by US$5.00 to
U8$10.00 (uss8.00 on average). The sales prices in the
case without renovation are estimated on the assumption
that this pricing policy will be continued.

e
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2.8

In setting the sales prides4afterjren6v3ti6n:in the cases
with renovation, improvement in product quality must be
taken into consideration, -As mentioned in Chapter IV, the

planned new product will be of the same quality as imported

newsprint and the ba51s welght of the new product will be
reduced from 48.8g/m? to 45g/m?.

As for the poss;ble effects .of the’ reductlon in weight, the .
present unit price per ton on the lnternatlonal market is
inversely proportlonal to the basis welght. In this study,
therefore, the selllng prlces of newsprlnt with a basis
weight of 45g/m are calculated on the basis of the
international price (CIF Istanbul) projections: (on a

48. Bg/m2 basis welght) mentloned in Chapter II.

In the case of home-made newsprint of the same guality as
imported newsprint, it is reasonable to assume that its
selling prices will be higher_by five to ten percent than
the lénded:prices.of.imported newsprint, giVGn-
importation-related commercial charges and reduction in
interest on inventory. In this study, however, the selling
prices ave set at the same level as the landed prices.

Tariffs imposed on imported goods in Turkey are as shown in
Table VI-2-2. In the case of newsprint, the eventual

tariff rate is 26 percent of CIF prices.

Table VI-2-3 shows the sales prices estimated for both the
cases without and with renovation. "

Variable Cost Items

“Pable VI-2-4 and Table'VI§2—5 show the-unitfconsumption and

the unit prices in 1990 for the variable cost items such as
raw materials, utilities,'chemicals and'conéumables. The
financial analysis will be carried out on the assumption
that the prices of imported goods like pulp will rise at an
average annual rate of 4.5 percent and the prices of '
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2-8'-

1

locally procured goods at an average annual rate of 3
percent, which is based on the escalation rates set earlier
in this report. Described below are the main elements of
the variable costs.

Pulpwood
In Turkey, a nationwide uniform price is set for pulpwood

by the Ministry of Agriculture and Forestry, regardless of
the place of felling and the type of pulpwood. 'Also, the

=Hinistry, in principle, decides on the supply source of

pulpwood to- each mill based on its national policy. The
users are responsible for the transportation of pulpwood
from the place of felling to their mills. In the case of
SEKA, each of its mills contracts out this job to

transportation companies. 1In this case, the transportation

cost is defrayed by the mill. So the distance from the
source of supply of pulpwood to the mill directly affects
the material cost at the mill.

Table VI-2-6 shows Aksu mill’s sources of supply of

pulpwood, their respective assignment volume and their

distances from the mill in the past three years.

'As can be seen from this table, the main sources of supply

of pulpwood to the Aksu mill are located in and around
Giresun area. The weighted average of the distance from
the source to the mill by assignment volume were 287 km in
1987, 299 km in 1988 and 315 km in 1989. The distance
tends to become longer from year to year, but there has
been no drastic increase in the distance. It is unlikely
that the distance pulpwood is transported to the mill will

' increase_sharply in the near future. So the present'unit

price which includes the transportation cost will be used
in the financial analysis.
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2.8,2

Kraft Pulp

At Aksu.mill, local kraft pulp supplied from the Dalaman
‘mill has been used together with kraft pulp imported from

the United States and other countries. There is a wide
price differential between the two types of kraft pulp.

‘According to the data obtained from SEKA, the price of

imported kraft pulp is two to three times higher:than that

of Dalaman mill’s kraft pulp.. However, priority is given

to imported kraft pulp at Aksu mill, mainly from the
standpoint_bf.quality.,~In_1989,ﬂnb'local-kraft pulp was
purchased at the mill. So the price of  imported kraft

_pulp‘will be used in the financial analysis on the -

assumption that this trend will ¢ontinue.

 The average gate price of kraft pulp was US$956/ton in

2.8.3

1989, and it is assumed here that this price will continue
to rise at an average annual rate of 4.5 percent in 1990
and after. P : ' o

Chemicals

Chemicals can be divided broadly into the following four
categories, '

a. Cheﬁicals for use in the papermaking'process

b. Chemicals for use in GP bleaching

¢. Chemicals for use in the DIP process

d. Chemicals for use in waste treatment facilities

(1) -Chemicals for Use in the Papermaking Process

~In principle, there“is no difference in types of
chemicals used and: consumption per product ton between
the case without rénovatipnfand-thdSérwith-rehovation.
S50 the éstimated cost of chemicals was calculated on
the basis of a 3 percentIQSCalation-rate'starting at
US$7.15 per product ton in 1989. ‘ '
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'In the case of Case 2, however, it will be hecessary
to add the cost of talc which is used to treat pitch
of the pine mixed with pulpwecoed. So US354.14 per
product ton which was obtained from its estimated
consumption of 0.01 ton/product ton and the unit price
of US$414/ton is added.

{2) Chemicals for use in GP bleaching

Case 1 . Case 2

NaOH 476T/Y 514T/Y
Nay5i0O3 952T/Y 963T/Y
H40, 714T/Y 835T/Y
DTPA 10T/Y 13T/Y

H,580, . 762T/Y 1,0287/Y
(3) Chemicals for Use in the DIP Process .

The quantities of the chemicals used for 33,000BDT/
.year of waste paper are as follows.

NaOH 4707/Y

Na,Si0, 933T/Y¥

De-inking agent STy

- All the above chemicals can be procured in Turkey, and
their unit prices are as shown below.

NaCH uUss 100/7T

Na,Si0; . US$ 252/
Hy0, : Uss 931/T
De-inking agent Uss 2,378/T
DTPA : US$ 18,145.8/T
H,50, - . US$ 202/T
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The costs of these chemicals (based on prices in 1990)
are shown in Table IV-2-5.

(4) Chemicals for Use.in Waste Treatment

. In both the case without rénovation and those with
renovation, the wastertiéatmentfplant-which is to go
into operation in 1993 will reguire 0.0l6tons/product
ton of alum.: In the ‘cases with renovatlon, addltlonal
0.012 tons/product ton of alum will be required for
treatment of waste water from the DIP plant after the
start of commer01al productlon. '

2.8.4 Electricity

Aksu mill is generating electric power with a steam turbine
generator to cover part of its demand, while purchaSLHg
electr1c1ty from TEK. T

As the cost=of-the electricity generated with its own power
plant is included in the cost of heavy oil, here only the
cost for purchase of'electricity from TEK will be
described. o '

The cost for power consist of the demand charge and the
running charge. The power rates vary with the time =zone.
The present power rates are as shown below.

Demand charge 3 ©. 0 US$2.792/kW-nmonth
Average power rates US$0.064/kwWh

Aksu mill’s present power demand is 22MW. After
renovation, it is expected to be increased to 23MW in Case
1 or 27MW in Case 2. e o

Accordingly,'the'demand?charge as shown in Téb1e5VI;2—7

will be included in the cost of utilities, in addition to
the power running charges. '
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2.8.5

2.8.6

2.8.7

Cdnsumables

This is the cost of consumables such as grinder stones,
wires and felt. This cost is detailed in Chapter IV.

While the average annual cost of consumables for 1985-89
was US$16.4/product ton, the present estimated total cost
of consumables as mentioned in Chapter IV is
US$17.5/product ton (Case 1) or US$19.4/product ton {Case
2). :

The increase in the unit price per product ton is
attributable mainly to the shift to twin-wire paper -

‘machine. It is assumed here that consumables are all

imports. It is estimated that the cost of consumables will

rise at an average annual rate of 4.5 percent.

Packing Materials

All packing materials are procured locally. The present US
dollar-denominated price per product ton will be used in
the financial analysis.

Unit Variable Costs

Table VI-2-8 shows the costs (which include escalation

up to 1996) per product ton of the main elements of

the variable cost.

Fixed Cost Items

Salary and Wages and Related Costs

Aksu mill presently has a personnel of 808. The present

personnel should be maintained even at the period of plant

gshutdown because of the construction work under this
project. After renovation, it will be possible to operate
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2.

g

the plant with the present personnel. Thus it is assumed
that this project will require no increase in the nunber of

staff.

However, the waste treatment fac;lltles WLll go into-
operatlon in 1993 and in the cases with renovation, it

- will be necessary to lnstall_a waste treatment plant for

.2

DIP process. It is estimated that the operation of the
former fac111ties require add;tlonal 12 workers--4
qualified workers and 8 plain workers--and the operatlon of

the latter plant additional 4 plain workers.

The estimated persdnnel expenses based on the'data obtained
from Aksu mill in the cases with renovation and thé case
without renovation a#e,as shown in Table VI-2-9. -

Judging from the actual amounts in the past five years, the
social charges account for 7 to 9 percent of the personnel
expenses, In this analysis, the perCentage'is'set-at 10 .
percent. The social charges include travel expenses,

‘medical expenses and food allowances.

Furthermore, 20 percent of the personnel expenses is
appropriated for general overheads.

Maintenance Cost

It is expected that the plant maintenance cost will
increase from year to year as the equipment becomes more
and more worn- -out. In the case without'a renovation, it is
assumed that productlon rate of 74, 700 tons/year will be
maintained. In this case, however, repair works in a large
scale will be neceéssary every five or ten years. ' ’

Generally, the-piaht maintenance qoet-(which-includeS»the

cost of the above—mentioned;majbrjrepair.work)‘caﬁ;be::
expressed as a ratio to the cost for purchase of equipment.
If the ratio of the maintenance cost to the cost for
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2.9.3

purchase of equipment (excluding price increases due to
inflation) for the first year of operation is estimated at
about -3 percent, and that 30 years after the start of
operation at about 7 percent, the estimated average annual
increase rate for the_maintenance cost for the period is 3
percent.

It is aSsumed, thérefore,'on the basis of the average
annual maintenance cost of US$1,167,000 for 1985-89, that
the maintenance cost will increase at an average annual
rate of 3 percent from 1990 on. However, the average
annual increaSe rate until 1996 will be 6 percent since a 3
percent escalation rate is added every year until 1996.

In the cases with renovation, 3 percent of the cost for

purchase of equipment (CIF prices) will be appropriated

every vear for maintenance of the new equipment during the
15-year period. For maintenance and repair of the existing
equipment, 15 percent (Case 1) or 5 percént (Casé 2) of the
maintenance cost in the case without a renovation will be
appropriated.

Table VI-2-10 shows the estimated maintenance cost in each
case.

Depreciation

Table VI-2-11 shows the schedule for depreciation of the

'mill's_existing equipment and the waste water treatment

facilities to be constructed from 1990 and 1992, which was
worked out in accordance with the legal provisions in
Turkey and on the basis of the book value as of the end of
1989. '

Is assumed that the new équipment will depreciated under a .

séhedule-as shown in Table VI-2-12. In tangible fixed
assets is to be depreciated over a five-year period in a
fixed installment method with no scrap value.

VI - 21



2.9.4 Tax and Insurarnce

It is assumed that 1.0 percent of the book value of the
‘fixed assets will be cons;dered for payment of the real
estate tax and insurance premiums on the mill's equlpment.
It should be noted that the new equipment will be subject
to the above—mentloned tax and insurance after the start of
‘operation. Insurance durlng the constriuction perlod is to
_ be covered by constructlon Lnsurance. - ' '

2.%9.5 sales Expenses

The sales expenses are direct expenses for sales and
promotion, and it is assumed ‘that they w111 account for 1. 0
percent of the sales revenue.' '

2,10 - Inventory Management-Pléthor Raw Materials

In light of the past records of the mill’s inventory
management, the mill’s future inventory level for raw
materials is set at one month’s stock of all elements of

" the variable costs, exceptlng electric power and '
consumables.

The following are proposed measures to cope with the
shutdown of production during the construction work.

-~ To reduce the inventory volume to zZero durlng a month
immediately before the plant ‘shutdown. ' o

- To recover one month’s stock of raw materials’ before
- operations are resumed, The costs’ ‘required for this
arrangement are included in the total project costs as
the additional working capital. IR
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2.11

Current Assets and Current Liabilities

Néither.adcounts'receivable nor accounts payable are
considered-in'this study as at present sales of products
and purchases of raw materials are settled mainly in cash.
The amount of cash at hand is set at a half-month
proportion of the cash factory cost.

ShorteTerm Loans

Shortfalls of funds while the mill is in operation are to
- be covered by short-term loans. In the financial analysis,

the interest rate on such loans is estimated at 7 percent.
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3.1

Financial Analysis
Present Financial Condition of ‘Aksu Mill -

As this study is to investigate the*profitability of a
project to renovate the plant which is- currently in
operation, it is necessary to carry out finan¢ial
projections on a continual basis with the present condition
of the plant as the starting point-' On the other hand,
generally there are various sxtuatlons partlcular to the-

state of an existing corporatlon.V In the case of Aksu
mill, which is a. wnit of ‘a state-operated: corporatlon, the

Central Government shouldered its long-term debts, and also
SEKA headquarters provided interest-free loans to support
its fund positiocn.

It is impossible to have all of these situations unique to
Aksu mill reflected in the projections for its future, and
such an attempt is not necessarily important for purposes
of this study.

Aksu mill’s balance sheet in US dollar terms as of the end
of 1989 is shown in Attachment VI-3-1. Figures were
converted into US dollars at the exchange rate for the
Turkish Lira against the US dollar at the same time.
(US$1.00=TL2,313.7).

In Turkey, assets have been revaluated at a rate close to
the inflation rate at the end of each year since 1984. The
balance sheet shown in the above-mentioned attachment was
prepared after revaluation of assets. As financial
analysis is carried out in US dollar terms in this study,
revaluation of assets in 1990 and after is not taken into
consideration. ' '

The financial projections for 1990 and beyond were carried

out on the basis of the above-mentioned preconditions
starting with the current state of assets.
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Financial Projection for Each Case

Five different financial statements will be prepared for
the following five cases in accordance with the
preconditions as mentioned in the preceding chapter.

Case without a renovation (W/0 case)
Case 1A (production:. 100,000T/¥; . interest rate on
| long-term loans: 4 percent)
Case 1B (production: 100,000T/Y; interest rate on
long-téerm loans: 10 percent)
Case 2A (production: 130,000T/Y; interest rate on
long-term loans: 4 percent)
Case 2B (production: 130,000T/Y; interest rate on
long~term loans: 10 percent)

These financial statements are included in this report as
.Attachment vIiI-3-2 to 6.

a. Production and Sales Plan

b. Production Cost Statement

¢. Working Capital Statement

d. Income (Profit and Loss) Statement

"e@. Funds Flow Statement -

f. Balance Sheet _

g. Financial Indicators (Financial Ratio)

Although projections were conducted for 1990 and beyond,
the financial statements for 1993 through 2010 are attached
to this report, since the projected first renovation-
related disbursement will be made to the consultants for
preparation of ITB in 1993,
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3.3

3‘3.1

Financial Analysis
Financial Internal Rate of Return
The incremental cash flow in each case is shown in

Attachments VI~3-7 to 10.. The financial internal rates of
return (FIRR) for Cases 1A to 2B are as shown below. '

FIRR (in 1996 constant price).

Before tax  After tax

Case 1A ~  16.84% = 13.02%
Case 1B 16.84% 13.42%
Case 2A 5.54% . 4.69%
Case 2B 3 5.54%-_3. - .5.51%».,,

As IRR. is calculated on the assumptlon that all 1nvestments

. were made by capital 1ncrease, the differences in-

conditions for provision of.long—term loans between_Case A
and Case B are not reflected in the IRR so calculated. But
the IRR after tax is affected by the interest rates because
interest is regarded as cost to reduce profits. The IRR
becomes higher if the interest rate is highex.

it is concluded that the implementation of:Casefllis fairly
feasible under soft loans though FIRR of 16.84% may not be
acceptable for commercial loans. P :

The IRR for Case 2 is lower than that for Case 1 for the
following two reasons. : -

a. In Case 2 the perlod of plant shutdown is 14 months,

while in Case 1 it is only 6 months. :

b. It is in 1999, or four years after the start of
operation, that the capacity utilization rate will
reach 100 percent.
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3.3.2 Production Costs

Table VI-3-1 shows a comparison of the unit production cost
in the five cases, including the without case.

Shownt in Table VI-3-2 is a comparisbn of the cash factory
cost (excluding depreciation and interest).

In both tables, comparisons are made for 1957, when the
plant will go into operation on a year-round basis in Case
2, and beyond. Furthermore, in all the cases excepting the
W/0 case, figures calculated based on a basis weight of 45
g/mz_were converted into those in terms of 48 g/mz-(in
other words, the values of the production costs entered in
the financial statements were multiplied by 45/48.8).

The following comments can be made on the renovation-
related production costs,

a. As a result of an improvement in unit cohsumption of
material/utilities, cash factory costs will be lower in
Cases 1 and 2 than in the without case. They will be
higher in Case 2 than in Case 1 because the maintenance
costs will be relatively high in Case 2 although the
personnel expensesg per ton will be lower in Case 2.

b. bue to the depreciation and interest on the long-term
loans, production cost in Case-1A will keep higher than
the without case until 2005. But it should be noted

- that in 1996, for example, the sales price in the with-
case will be USD 859/TON (BW 48.8g/m2) whereas USD
765/TON in the without-case.

¢. The trend of:production cost in Case-1B is similar to
Case-~1A. The lightened burden of interest on the long-
term loans will make the production cost with Case-1B
lower than Case-lA in 2003 onwaxd.
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3.3.3

d. The production cost in Ccase~2 will be much higher than
the without case and Case-l because of high'depreciation
cost and interests on ‘long-term loans. - Interests on
short-term loans are also - included for Case-2B,

Table Vi-3-3 shows the percentage distribution of -
production costs projected for 2003 in each'caSe. For
purposes of comparison with Table VI-1- 3, 1nterest payments

were Subtracted from the productlon costs.
:Sensitivity Analysis 

A séﬁsiﬁivity analysis of Case 1A was conducted to examine
‘the effects of possible changes in the main cost items. The

results of the analysis are as shown in the following
table, and fig. VI-3-1.

FIRR before Tax (Case 1A)
- ~20% -10% Base Case 10% .- 20%

Sales price  8.86% 13.11%  16.84% 20.22% 23.32%

Waste paper 18.49 17.67  16.84 - 16.01 15.16

Invest. cost 21.65  19.02 16.84 15.00 13.41

In this analy818, calculatlon was made on the basis of the

incremental cost and: beneflt. When the cost of an element

becomes 10 percent higher, the same element in the W/0 case
also made 10 percent higher. =~ - o

Although the FIRR is greatly affected'by changes in the

sales-prices_and the investment costs, it is léss-sensitive‘
to changes in the prices of kraft pulp and waste paper..
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Table VI-1-1 ~ PRODUGTION VOLUME RECORD

e e e U R S U Vg S S LU
e TR - e et ol ool sl - i el o - 4

Production Utilization
Year Volume Factor
[Ton]

1972 59,519 72.1%
1973 70,846 85.9%
1974 71,461 86.6%
1975 71,150 86.2%
1976 68,193 82.7%
1971 71,430 86.6%
1978 55,1752 67.6%
1979 61,028 T4.0%
19890 63,063 76.4%
1981 63,086 76.5%
1982 61,434 74 .5%
1983 61,100 74.,1%
1984 60,325 73.1%
1985 1,171 62.0%
1986 54,301 65,8%
1987 65,484 79.4%
*]988 49,742 60.3%
1989 57,888 70.2%
Average 62,054 75.2%

* Four(4) months shutdown due to strike.

Table VI-1-2 PRODUCTION COST / SALES PRICE RECORD

e e oy e e e A o T A N R P e Ay e e T e e i e e e e A T AR e T e Ttim T mee s S —
ey g i v v e it v it S i -3-745 i etui s i e e e e g =

Production: Sales Production Sales Landed Exchange
Year Cost Price Cost Price CIF Price Rate

[TL/Ton)  [Ti/Ton} {USD/Ton]  [USD/Ton) [USD/Ton] [USD/Ton] [TL/USD]
1985 237,683 281,600 455 539 410 517 522

19886 310,287 308,000 460 454 450 567 675
1987 -~ 371,873 636,000 434- 742 544 685 857
1988 © . 491,343 859,000 - 345 604 625 788 1,423
1989 1,194,564 1,300,000 563 613 630 794 2,122

4 A8 i e e o e B e e e Aok L B, e e $ R R S e e e R 7 ) ok o L FTE M0 = ok R 3 T T e T e A Bt e A e e e T e e e e e o o o o ok L8 £ T o £S5 PR i Tm mm s



Table VI-1-3  BREAKDOWN OF PRODUCTION COST (1985 - 1989)

1985 198 1087 1988 1989
VARLBLECST e T SN 16 187
1. RAW MATERIALS 28.06% 28;20x o348 35.58%  40.94%
Wood . 14.00%  L48%  12.62%  10.34% 1273
Pulp 13.39% 15.58%  20.36%  23.82%  26.95%
Chenicals 0.40% 0.83% 1.00% 1.09% 0.96%
Other Materials 7 0.27% 0.33% - 0.51% - 0.33% 0.29%.
9. UTILITIES O 47.38%  48.69%  42.87%  34.63%  30.24%
Pover o 30.0% - %0.18%  25.8%  20.7I%
Fuel-0il 19.82%  17.97% 0 12.51% C 9.20% 9.35%
Other Utilities 0.33% 0.23% 0.18% 0.16% 0.18%
3. PACKING HATERIALS 1.11% 0.6% . 0.5%  0.84% 0.65%
4. CONSUMABLES 9.77% 2.07% 2.35% 3.11% 6.34%
R COST 16.84% ~ 15.60% 14,478 18.90%  14.63%
1. Salary and Wages 10.62% 9.66% 9.76%  14.81%  11.37%
2. Social Charges _ 0.75% 0.73% 0.78% 1.07% 0.95%
3. Maintenance Cost : 0.42% .45% 0.59% 0.98% 1.37%
4, Amortization 5.05% 4.76% 3.35% 2.05% 0.95%
OMERCOSIS o S8TH AT 543 694 1O
1. Sales Expenses | 0.00%  0.88%  0.96% . L1 L3
© 2. General Administration Ex. 2.87% 3.61%  3.94%  5.48% - 5.60%
3. Taxes and Insurance 0.30% . 0.27% = 0.53% 0.27%  0.21%
T0TAL  100.00% _:100.00% 100.00%  100.00% ° 100.00%
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Table VI-1-4 PROFIT / L0OSS RECORD ~

{TL 1,000}

Operéting : Nonioperatihg Non-operating Peribdic Nét Periodic  Accumulated
Year - Profit Profit Expenses Profit/Loss  Profit/Loss  Profit/Loss
1985  -1,298,877 26,379 509,840  -1,782,338  ~-1,782,338  -§,424,045
1686 ~1,886,979 84,350 799,571 -2,612,2006 ~-2,612,206 -0,036,251
1987 -651,824 - 535,203 910,452 -1,027,0673 -1,027,073 -10,063,324
1888 12,768, 980 3,466,370 2,718,601 13,518,748 9,154,320 -868,995
19849

9,198,915 1,457,809 - 2,187,413 8,469,311 4,519,278 3,650,283

Table VI-2-1 - ECONOMIC INDICATORS OF TURKEY (1880 - 1989}

*GNP ' ' EXCHANGE
YEAR  DEFLATOR #CPT *¥PI RATE
[TL/USD]
1980 76.0
1981 41.9% 36.6% 36.8% i11.2
1982 27.5% 30.8% 25. 2% 162.6
1983 28.0% 31.4% 30.5% 225.5
1984 50.1%  48.4% 50.3% 366.7
1985 43.9% 45.0% 43.2% 522.0
1986 30.9% 34.6% 29.6% 674.5
1987 38. 3% 38.9% 32.0% 857.2
1988 65.8% - 75.4% 68.3%  1,423.3
1989 63.3% 69.6% 69.6%  2,122.4

* Percent Change over Previous Year

Source-1 : International Fimancia) Statistics (IMF)
Source-2 : Economic Outlook (OECD)
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Table VI-2-4 MATERIAL / UTILITIES UNIT CONSUMPTION

.......____._________..,.:=,_=:===_=:‘.1.".:'_":::2::'_":::$::::.‘::::::::::::::::2::::3:

~ ¥/0 CASE . GASE-1 CASE-2

(74,700 T/Y) (100 000 T/Y) . (130,000 1/Y)
Wood 2.37 cUHlP;Ton 1.44 [CUH/P,Ton . 1.50  GUM/P.Ton
Kraft Pulp 0.22 T/P.Ton 0.21 T/P.Ton - - 0.26 7T/P.Ton
Waste Paper 0.0¢ T/P.Ton 0.37 'T/P.Ton  0.28 T/P.Ton

power (TEK) 1,398 KWH/P.Ton 1,247 KWH/P.Ton 1,350 KWE/P.Ton
Fuel 0il 0.415 T/P.Ton 0.301 T/P.Ton 0.253 T/P;Ton

Table VI-2-5 URIT COST OF HATERIAL/UTILITIES_(AS of 1990)

UNIT PRICE /0 CASE .~ CASE-1 CASE-2
(74,700 T/Y) (100 000 T/Y)(ISO 000 T/Y)

'[USD/P.Ton] [USD/P.Ton} [USD/P.Ton]

Hood 34.0'USD/CUM 80.58 48.96 51.00
Kraft Pulp * 898.0 USD/Ton 219.80 209.80 - 259.70
Waste Paper * 150.0 US$/Ton 0.00 55.50 42.00
Chemicals ~ 11.23 33.00 34.53
Paper: Haking - 7.36 . 7.36 11.50
GP Section - 0.00 12.87 - 11.85
DIP Section - 0.00. 6.00 4.61
Waste Treatment ~ 3.87 6.77 6.77
Power (TEK) 0.064 US$/KWH S 89.47 79.81 86.40
Fuel 0il - 198.9 US$/Ton ©82.54 hg.87 50.32
Other Utilities - 1.09 - 1.08 1.09
Consumables * - - - 17,10 . 17.50 19.40
Packing Materials ~ - 3.80 .. 3.80 3.80

* Price to be escalated by 4,5% p a.
P.Ton : Produet Ton
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Table VI-2~6(1)

W00D RESOURCE AREA TO AKSU MILL

1987 . .
¥ood Assignment
“Resource Volume Distance
__Area [CUM] {KH]
CGIRESUN 80 58
CDERELY. o 8.000 58, .
CBULANCAK 10,000 ..o 13 .
CESPIYE. ] 6,700 110 .
JTIREBGLU. . n4a300 99 .
CSEBINKARANIS . - . 1,800 114
CKOYUKLHISAR . 2,000 217
JORDY ] 2,000 97,
CMESUDIYE 6,100 .. ... 181
CTRABZON 3,000 . 123...
CMAGKA 12,800 . 158
CRIEE 4,000 248
CPAZAR 3,000 . ....287.
CRURMENE ] 6,000 ... 207
CTORML 9,200 133...
CGuMuSHANE 2,000 ol 259
CARTVIN ] 22,150 380
CARDANUC ] 7,000 404
CBOREGKA 2,150 332
LGOKTAS 1,200 . 336
CSAVOAT ] 9,250 427
CYUSURELY 4,800 492
CARKUS ] 600 .
AN 5,960 386,
CAYANCGIK 16,300 425
CBOYABAT 3,800 ... ...
CTABKOPRu 4,600 . .........485.
CISKILIP 2,540 ... 480
CKARGI 32100 483
JINEBOLY 1,600 ... .......519
CBOZKURT 1,100 o A9T
"EAIALZEXIIH ................................... 2,900 . ......A12
CKuRE A0 281
YA e 3,800 498
TuRKELI 4,800 461
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Table VI-2-6(2)

WUODPRESOURCE AREA . TO AKSU MILL

1988
Wood - “Assignpent o
. Resource - Volume Distance
__—Area _[CuM] fKM]
CBIRESUN 10,000 .. e 930
CBERELL. 8,700 i 89,
CBULANCAK 8,800 ] 3.
VESRINE ] 6,250 . Ll 110
JTIREBOLU 5,400 .89
CSELKARARISAR. 1,300 124
CORBU 2,800 el 97...
CBAMBUN e T 199
JMESURIYE ol 3a B0 181
CKOYULHISAR 4,800 217
JISKILIR 3,800 487
GKARGT 4,700 483 .
CONYE T, 143
CAKDAGMADENT | T 518. .
CAREVIN 23,000 380 .
CARDANNC 80800 40
WBGORCKA 1,700 332
VGORTAS 1,100 338
CBAVSAT ] 9,500, ... 427 ..
CYUSURELT 9,300 .....0435
CTBABRON 3,000 123,
JSURMENE 4,000 201
CMACKA 13,000 158
SEORUL ] 12,000 133 .
CGUMUSHARE L] 6,000 . 258
CBLEE 3,000 il 248
CPAZAR 2,000 291...
CTOSYA 4,328 ... A8
CBOYABAT 1,923 Ll 432 .
CBINOR ] 1,800 . s 388
CAYANCER T 12,000 .. o481
CCATALZEYTIN 3,800, e 472..
CTURKELL 4,000 461
CTASKOPRU 2,588 . 485
CKASTAMONY 1,880 935,
CKURE 5,838 ...l 595
ENKAYA - 567
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Table VI-2-6(3) - W0OD RESOURCE AREA TO AKSU MILL

“1989 -
Wood Assignment- -
Resource Volume’ Distance

Area {CcuM] [KM]
CGIRESUN 75250 58 .
CJBERELY 8,000 89...
CBULARGAK 11,160 13
JESPIYE 080800 110
JTIREBOLU. 3,550 ... .......98
CSLKCHISAR ] 1,000 . 124
JCRDU. .- SRRSO 3,800 ] C
CSANSUR T00 220
JBAERA 1,600 210,
CJHMESUDIYE 3,000 181
CKOYULRISAR. . 3,000 217
JISKILIR 1,800 . .......436
JKARGY 1,100 . 44T
JARTVIN 22,500 ... 380,
JARDARUG 11,000 104
CBORCKA 2,000 . ........332
CBOKRAS 1,800 336,
CBAVSAT 11,500 . .........A427
CYUSWEERT ] 5,000 . ... 435
CIRABZON i 1,800 123 .
CSURMENE 3,100 . .......201
CNACKA 1,000 158
CRELE 1,000 248
JPALAR, 2,000 297 .
CTORUL ] 1,350 220
CSULUSHANE .o 2,800 258
CEOSY A 4,600 462,
JBOYABAT 3,400 .20
CSINOR ] 6,500 . ..........388_
AYANC R 11,500 . .........436.
CCATALZEYRIN 2,300 481
CGURKELL - 5,000 471
CTASKQPRU. 2,000 . .....A87_
CKASTAMONU 10,800 ] 829
CKORE 4,200 ] 094
CBOZKURT 1,400 506

THGANGAZ] - 3,700 566
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Table VI-2-7 DEMAND CHARGE

'[USD 1, OOG]

it e e o bm mm o=k m hm e e T o o e e T A A P e = o= mm e =

el R D e e e

" Year B

1990 737

1991 759

1992 . 782 .

1983 805 805 805

1994 . 829 - 829 829

1995 . 854 864 854

1996 880 921 1,014

1997 880 921 1,081

Table VI-2-9 SALARY and WAGES
[UsD 1, 000]
________ /0 CASE - CASE-1 CASE-2
Year |
1990 3,598
1991 3,706 |
1992 3,817 o
1993 37918 3,978 3,978
1994 4097 4,097 4,007
1995 4990 4,227 4,220
1996 4,348 4,362 4,362
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. Table -VI-2-11 DEPRECTATION SCHEDULE

[USD 1,0600]

: EXISTING WASTE
YEAR  FIXED ASSETS TREATMENRT
1980 364
1991 369
1992 337
1993 330 - 292
1994 321 : 292
1995 318 : 292
1996 ‘ 318 292
1997 308 292
1698 129 292
1899 96 292
2000 94 292
2001 94 y 292
2002 91 202
2003 90 292
2004 86 292
2005 86 292
2006 80 292
2007 80 292
2008 80 292
2009 18 292
2010 18 ]
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Table VI--12 ~ DEPRECIATION MODE FOR NEW EQUIPHENT AND BUILDINGS

DEPRECIATION
YEARLY RATIO - - PERIOD SALVAGE VALUE

%1 [fear) - [4]
A. Buildings |
A-1. Mlil Horkshop, 3011er ete.
a) Conerete, -iton structuce & others. 4 - 25 0
A-2. Administrative; social, commercial build. =

Offices, Bank, School etc. : _
a) Concrete, irom structure & others. . 2 50 0

B. Plant-Machinery-Equipment
B-1. Machinery & Plant 5 11 0

B-2. Instrumentation Equipment - 12 .9 0
C. Vehicles ' '

¢-1. Unmotorized (Crane etc.) 0 10 0

C-2. Heavy Vehicles : 25 4 0

¢-3. Bus, Car, Truck etc. 20 ) 0

C-4.. Pipes, Collectors etc. 6 17 0
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Table VI-3-1 UNIT PRODUCTION COST

- [USD/Product TON (BH=48.8))

-YEAR HITHOUT CASE CASE-1A CASE-1B CASE~2A CASE-2B

1997 758 782 828 884 974 -
1998 756 780 819 869 954
1999 756 779 811 857 934
2000 - 757 7716 798 856 928
2000 . 7T 6T 778 843 802
2002 - W 65 768 834 885
2003 750 63 760 831 879
2004 760 761 752 829 871
2005 761 759 743 826 863
2006 - 761 A T 823 855
2007 762 - 755 131 820 848
2008 763 753 736 817 843
2009 64 751 736 814 837
201 81 - 48 733 809 829
Table VI-3-2 UNIT CASH FACTORY COST

[USD/Product TON (BY=48.8)]

T T o I o I T T b A mN e e v i e o e e e e e R T e e A T e ek F e kA A o — —

YEAR  WITHOUT CASE CASE-1 CASE-2
1997 742 633 736
1998 S 742 682 730
1999 - 743 682 724
2000 744 : 681 724
2001 745 : 681 723
2002 - 745 681 722
2003 746 680 122
2004 747 680 721
2005 748 679 720
20086 749 678 720
2007 750 679 718
2008 - 751 678 718
2009 751 618 718

2010 52 677 717



Table VI-3-3 -

BREAKDOWN OF PRODUCTION COST IN 2003

Variable Cost

Yood
Kraft Pulp
Waste Paper
Utilities
"~ Other
Direct Fiked Cost

Depreciation
Sales Expenses

';48%

.68%
J12%
.00%
LT9%

30%

.84%

017

33;93%

7.30% ¢

34.12%
9.03%
22, 14%

8.33%

11.19%

.16%

;93%
.30%
12%

03%

. 143
.33%

198
18%

80;72%

7.05%

39.13%

6.33%

20.00%
8.22%

81%
.08%

80.72%

7.05%
39.13%

6.33%
20.00%

8.22%

.81%
.08%
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