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CHAPTER |

Executive summary

This evaluation looks at Sweden's suppon 10 three forest industry projects in
Bangladesh: The Paper and Pulp Mill, KPM in Chandragona, the paper mill in
Khulna, KNM and the Road Development and Bamboo Extracticn Programme
{(RD&BE) in the Chittagoog HIl Tracts. Sweden's total financial support 10 these
projects has been 133 MSEK.

The evaluation was carried oul by a mission consisting of two consultants, Hans
Noedin and Jan Valdelin; and Karlis Goppers from SIDA's Plasning Secretanat

The Bangladeshi pulp and paper industry has bicak prospects for the futuse. I s
prodacing at a cost level above world market prices, except in the case of newsprint.
But even in the case of newsprint domestic sales are of a ks due to govermment
pnce regulations,

The projects supported by Sweden were geared primarily towards the
rehabilitation of installed capacity. The objectives were phrased mainly in techencal
ad phiysical seems at micro kevel. Some (partly implicit) social objectives may be
identified with rospect 10 women and minority employment opportunities.

FINDINGS

Generally it may be concluded that the peojects have been instrumsental in slowing
down a process of deterioration of capacity utilization and of productivity, The
sechmical performance of the projects has been found to be of 3 high standand.
Technical and physical objectives have been fulfitied, The exception is RD&BE,
where the secunity sstuation has caused all plans 80 be outdated. It may be claimed
that this could have been forcscen & an carlicr stage of planning, which would have
avoided some costly investmonts,

The financial and cconomic result of the RDEBE peoject being soen as an
investment is highly negative. For the other two projects the financial retums are
also negative at the peesent price level on the domestic market, For KNM the
cconomic returms over five years could posably be enough 1o justify the invesiment.
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The economic retums of the investments s KPM are negative, given the
assumptions used in the estimation

A major rcason for these results Is the shor time period of estimated
sustzinability. Without farther training and investments in egaipment the mission
has estimated that the gains achicved by the programmes  can be sustained for five
years only.

KPM
The BMR (Balancing, Modemization and Rchabilitation) work at KPM was
notorious for delays in implementation as well as foe coastant changes of scope,
plans and budgets. The final investment and the time lapse were increased by 1.5
times the onginal budget and time schedule. The mission holds that the major reason
for thés delay is lack of resources for project managensent on the part of both the
forcign consultant Celpap and BCIC/KPM.

We estimate that at Icast 20% of the consultant fees could have Been saved by
timely implementation. and that 10% 10 15% of the total forcign exchange costs of
MSEK 70.8 was caused by delays

The objectives of increasing production capacity and o reduce prodaction cost
per tom were successiully reached.

KNM

At Khulna News Print Mill (KNM) the BMR also performed well in terms of its
technical objectives and the implementation of the project was handled
peofessionally,

RD&RE
The bamboo extraction pan of the project has failed 10 reach its objectives. The
volume of acteal delivered fidrous raw materials (FRM) has decreased and the
actual costs are far above budpet

The security shsation in the CHT has put constraires on all operations. Most of
the bamboo now teing trealed at the chipping station in Kapeasi originates from
privale supplicrs owtside the project arca. The Chandragona chipping station for
wood Is now also being used foe bamboo

It must be concluded that both the location of the project and its tochnical
solutions today are not saitable for its purpose.

FORMAT OF COOPERATION
When it comes to the formar of cooperation between Sweden and Bangladesh, it
5 not possible 10 establish urambiguously whether the “direct comract” model
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ERECUTIVE SUNMMARY

(where the recipiens country itselfl ceers (200 a contract with the implementing
consullancy firm) has proved 10 be more efficient than the “indirect model”™ (where
the dooor SIDA signs a contract with the consultancy firm). To 2 large exient, the
chodce between the two was decided on the basis of developmens principles rather
than sctual implementation arguments

SIDA considered @t important that the agency in the recipient country should
assume direct responsibility itself for all the work including negotiating and ssgming
the comtract; This, in SIDA’s opinion could only be achieved by a direct contract
between that agency and the foreign consuliancy fism

The consultant on the other hand always maintained that a number of
imefficiencies, standstills and delays occurred in the project precisely becaase of
what was perceived as “SIDA's unwillingness 10 imvolve itsell

Rehablluased Paper Mackine in KPM. Photo by Karlis GoppersiSTDA Fhoio
Archives

The cvaluation mission s not able 10 jodpe who was responsibic for the
incfhiciencies and misanderstandings that arose. Many of the problems had 1w do
with non-availability of funds which were aircady envisaged and in practace
approved for the BMR programame,

SIDA scems in many instances 10 have boen 100 passive in s responsability o
inform and cooperate with the consultant, although we can undenstand and
sympathise with SIDA's ¢chosen principie of neutrality and mon-isservention. It
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seems 0 us reasonable though, that SIDA shogld have assemoed a conain  amount of
respoasibility in securing finance and should have been somewhat finmer in s
relasions with the Bangladesh authorities.

Overall we are not able 10 stae that the direct contract model was unsuccessiil,
or that it was successful. It was both, in differemt ways and in different time
perspectives. Although we can sec some practical disadvantages with the direct
moded in shorn e implementation, we can also see peneral beneficial effects of
this type of contract, especially in the long-run

The case of Khulma is different. There the direct model comtract was clearly
successful,

Data availability has been a big problem, Partly due 10 the aid being given in the
form of import support, the financial follow-up was very limited. This in tam,
created a sisuation where problems grew very lange before they caased any reaction.
Some data has only been available at the BCIC and therefore the mission had no
way of double-checking the rediability of infoemation.

EFFECT ON WOMEN

There is no evidence that integration of women was ever perceived as a goal of
cither the BMR programmes or the RD&BE project. This goes for both the
Bangladeshi and the Swedish side. Nevenheless, in Bangladesh today it is implicis
that the insegration of women is a desirable side objective of any development
project. The performance of KPM with respect 10 including women in the labour
force is indood modest. The Khulna Mill soems 10 be slightly beter off In medical
and other facilities they offer for women.

Comparing the projects evaluated here with other currert SIDA-supported
projects in Bangladesh, we may note that SIDA has recently put 8 very strong
emphasis on the women aspect in virually all of #ts projects.

TRIBAL MINORITIES

The tribal minorities living in the CHT were explicilly and ciearly defined as
perhaps the most imponant target group of the RD&BE project, bul never
mentioned with respect 10 BMR at KPM. But Sweden's objective reganding the
crestion of employment for local minorities was nover transmitted 10 the
Bangladeshi government in any formal way and we can therefore mot rule out that
the Bangladeshi authorities never really realized the seriossncss of this objective
posed by Sweden. This in itself may have contributed to the lack of success in
attaining this objective. On this point SIDA therefore menits bame for inadeguate

project planning.
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CXICUTVE SUMMARY

In the RD&BE operation, less than half of the employees have come from tribal
minoritics. The total lack of objectives is striking in the paper and pulp mill and in
the rayon mill, where just less than two and theee percent respectively of the
cmployment has boea acconded 10 the tribal ménority. There is some indication that
Swoden's curtailment of the suppon 1 the forestry programanc in 1980 may have
decreased the chances for the remaining peoject components 10 altain the goal of
benefitting the tnbal minonitics.

Timber Yard at KPM. There is a shoviage of timber due W0 the securily sitaation in
the logging areas. Photo by Kavlis Goppers'SIDA Photo Archives

SECURITY SITUATION

The security problem in the Chinagong Hill Tracts dates back to the 1960x,
following the inendation of Chakma Land when the Kaptai dam was bullt, Ensuing
migration by lowland Bengalis aggravated the situation, as the tribal poople feit that
the govermment was trying 1o force them ot of the arca by scutling outsiders on their
ancestral grounds. Since 1975, there has been guerrilla activity as well as regular
reprisals by the Bangladeshs army

Froen 1986 there has been an upserge in hostilitics. The tribal population in the
CHT has consistently decreased in relation to the lowland (muslim) majonty
Bangladeshis, Comparing the situation in]1987 with that of around 1780, there are
now more than twice as many mikitary troops in the CHT, while developmen
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~EIECUTIVE SUMNARY

funds for soclo-cconomic programmes benefitting the minorities o not  seem 10
have increased o all in real terms.

The weam concludes that the secarity situation is today as threaening as ever and
that no soletion seems 10 be in sight. For the RD&BE and KPM peojects, this has
clear implications, mamely the difficulty of securing trees for pulp production from
the plantations and from the outlying foeestry areas. The increasing failure 10 secure
local raw material is an imporant economic problem which forces KPM 1o import
increasing amounts of expensive pulp from abeoad. This considerably weakens the
profitability of the projecs.

It Is notcworthy that some of the pulp wood plantasion areas fimanced by Sweden
in the 19705 are sitsated in remote arcas where, for security reasons, the project has
been prevented from extracting logs and bamboo. This could be seen as faulty
planming on part of SIDA with respect 10 the location of these arcas, since the
security peoblem was well known already at that time.
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CHAPTER 2

General introduction

In this chapter of the repont a general introdoction s prescnted of the supponed
programmes, of the industry in Bangladesh and of the evaluation nself. A full

review of the objectives and motives behind Sweden's cooperation in the paper
industry follows in chapeer 3.

Chuapeer 4 describes the evolution of the cooperation from one of import suppornt
10 regular progect seppon while chageer S discusses the question of various, possible
formates, of types of agreement that weee chosen: and trics 10 analyse what were the
effects of that cholce.

Chapters 6 1o § cortain the empirical analysis and findings from the cvaluation for
cach programme, respectively. The foces in those chapters is on the lechnical,
financial and economic evaluation of the projocts.

In chapier 9 Project Management and other relmed topics are discussed, while
chapeers 10, 11 and 12 deal in tum with women, the tribal mimoriries of the CHT and
the security situation.

THE PROJECTS PROGRAMMES

The three programmes 10 be evaluated are all in the paper industry. The langest
one is the Swedish suppont 10 the "Balancing, Modemnization and Rehabilitation”
(BMR) of the Kamaghuli Paper Mill (KPM) at Chandragona, KPM s pan of
Kamaphuli Paper and Rayon Complex (KPRC), including also the Kamaphuli
Rayon and Ohemicals Industrics Lid. (KRC), the Kamaphuli Shipping Line (KSL)
as well as the Road Development and Bamboo Extraction Project (RD& BE) for the
KPM.

This lawer wnit, RD&ABE, is the second programme to be cvaluated here,
Impiemented under the suspices of KPRC, the programme was intended o
safeguard and increase the supply of fibrous raw matenals (FRM) 1o KPM and
KRC.

The thind programme amalysed in this report is the Swedish sappon to the BMR x
Khudna Newsprint Mill (KNM). The BMR project 2t KNM was 1o its largest extent
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financed by the Canadian Imemational Development Agency (CIDA), but the
Swedish Intemational Development Authority (SIDA) also participased.

The KPM/BMR was supporied by grants totalling approximately 73 MSEK,
while the RD&BE programme has roccived around 417 MSEK. While the total cost
of the KNM/BMR is mech larger, the Swedish contribution 10 the programme was
roughly 19 MSEK.

Consequently, this evaluation may be said to embrace Swedish support 10 the
paper industry in Bangladesh amounting to 133 MSEK (which is approximasely
oqual 10 21 MUSD), all programmes having been terminated ot the end of the fiscal
year 198586,

It will therefore be usclal 10 peesent a short review of (he paper industry in
Bangladesh, thereby outlining the context of the supponed prograsames, before the

report poes on o present the evaluation design.

THE PAPER INDUSTRY
The Bangladeshi paper indusiry ts dominaed by stace-owned enierprises under
the Bangladesh Chemical Industries Corporation (BCIC). This organization was
founded in 1976, but all units presently under its ownership exisied before that date.
Theee paper mills were erected in the 19805 and one in 19710

TABLE 1: Paper Mils i Basglacesh

UNIT YEAR OF ERECTION
KPM 1983
KNM 1965

Syhet Pulp and Paper Mils (SPPM) 1565
North Bengal Paper Ml (NBPAD 1570

There is also one enit for handboard prodoction. Khulea Hardboard Mill (1966) as
well as ooe for package maenals, Eagle Box & Canon Manufacturing Co. (EBCM,
1960),

According 10 a recent study the “attainable capacity” of the BCIC wnits arc:?

TABLE 2: A=sinable Paper MX Capactes
UNIT PROQUCT ATTANABLE
CAPACITY/YEAR
KPM whits paper, kra® paper 30,000
KNM newspoint 50 000 s
PPy bleached and urbleached pulp 24000 2ns
NEPM wrting and printing pager 10.000 wons
KHEM hardboad 21500 sgN
SBOM____ pechage suedele a8
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Actual prodection in 1985.86 may differ from (he above estimates of attainable
production, .c. the highest possible production with existing equipment after
modi ficacions or rehabalitation.

Presently, there are two private mills producing paper of varioes gualitics. The
Sonali Paper Mill is producing aroend 12.000 tons annually, while Hussein Paper
Mill produces 3.000 10 4.000 tons each year. Private production of paper in
Bangladesh is restricied 10 printing paper.

The annual domestic production of paper (excluding hardboand and package
materials) i consequently asound $5.000 toms, while the prodoction of newspeing is
around 50.000 1ons.

Imports are severely restricted. Only 3 small amouns of specialized paper, e.g.
photo-copying and photographiic papers, is presently being imporned.

The supply of paper in 19864/57 may thus be summarized as follows:

TABLE 3: Anrval P,

CUALITY ANNUAL SUPPLY
fens)

Preting & wilng paper 3540000

Ind.atrial grades 10-15.000

Nuwsprist 50.000

Miscola~eous 5000

The present demand for paper in the country is estimated at 0.5 kg/inhabitant/ycar
excluding newsprint, and at 0.75 kgfinhabitasa/ycar, newspeint included.

All paper except newsprint is therefoee consumed within the country. As regands
newsping, CXpOs serve a8 3 regulator between supply and demand.

Presently, around 30,000 tons mewsprind are demanded within the country,
whereas the remaining 20,000 tons are exported 1o India, Sqi Lanka, Burma and 10
Unicef for foreign usage.

Since five years back the demand for paper and newsprint has grown steadily. It
has been estimated that the total demand for paper by the end of the current five-
year plan, i.c. in 1990, will have reached | kg/inhabitant/year. This implics an
increase of 33% per inhabitant and a 1oeal demand of, say, 150,000 tons annually.

Preseenly, BCIC is not very ancious 10 export paper. One obvious reason for this
is the high Jevel of domestic demand. Added to this, inlcrnational prices are
presently down, doe to low prices of pulp. The exception 10 this price fall is
newspring, where expors of 1he surplus supply are being made. If domestic capacity
of newsprint production docs not increase, it may be concioded that there will soon
be no surplus %0 expon, due 10 the rising domestic demand for newspeint.
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GENE RAL WTROOUCTION

Dossestic paper prices are regulated by the povernment. As regards newsprin
regulations are very strict in onder W suppon the cconomics of the press. The dally
nowspapers are owned boch by the government and by privaie isscrests

According 10 some estimates, a 15% price Increase of newsprint would not, o
this point, decrease the demand. Stll, the latest permitied price increase was made in
1982, Newspapers are sold ot the price of 2 taka per copy

1

7

A

View of the Karnaphuli River at Chandragona Photo by Karlis Goppersy/'SIDA
Phoso Archives

It 55 well-known that newspring Is also used by students for writing purposes amd
that, consequently, the mass modia peice regulation also benefits education

The povernment also exionds a subsidy 10 newspring prodection 10 compensate
for the regulaed price. The subsidy ks peeseetly 3.000 takaton, with a reduction 10
2.500 Takafon (to units whese gas s available)

Ihe govermenent’s budget for education has boen decreasing. which ZIVES 2gain
another reason for not Alowing paper prices 10 rise. After an increase in 1982 there
was, however, another price increase for paper of approximately 10% in June 1984
Between those two occasions price increases roquestod by ihe producers wene temed
Gown, considening cost redections gained by comversion 10 gas as source of encrgy
Such a conversion is cstimated 10 imply a 10% price benefi 10 consumess. In June
1955, the government osdered wages 10 be doublied, msostly for lower income ranks
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GENESAL INTRODUCTION

For future prices of writing and pristing paper qualities the government has
smounced a dess strict policy than foe newspeint, allowing a 10% price increase per
year. For sech paper, demand ks nevenheless cxpecsed 1o increase by 10-11%
annaally. It has been estimated that energy costs for the mills will increase by 20%
per year, while the costs of FRM are expociod 10 increase by 30%% per year.

The cost stracture of the Bangladesh paper industry s such that existing prices do
not allow for financial surpluses high cnough to ensure future nvestments,
Ferthermare, the guantitics peesertly exporiod are sold at prices below total cost, ic.
they are sold without coverage of fixed costs. Also compared (o impon prices, the
1otal cost of doesestically produced paper is higher,

Bt should be noted, however, that soee guantitics of pewspriet have been sold o &
profit to India and that the forcign exchange balance of paper sold below sotal cost,
is still positive,

Notwithstanding the latier two points, the question remains: should the futere
demand for paper be met by domestic peoduction at costs higher than impont prices?
I 50, how are the necessary imvestments then 0 be fimanced? As the production of
paper consumces agro-products being short in supply, the problems of the paper
indusiry is rather serioos.

The programmes 10 be evalumed here were, however, geared towands the re-
catabiishment of design capacity of the two mills, ie. sowands reaching those levels

UNIT TOTAL MANPOWER
WM T
KM 2653
SPPM 1.042
NEPM 1.108
EBCM 332
KIEM 258
TOTAL 8649

A total number of employces approaching mine thousand comstitaics a8 minor
contribution to 2 total indestrial employment im the coumtry of 9% of the 10eal labour
force, ie. aroend 2.5 million. According to official statistics the employment of
industrial workers in the paper industry was a1 index 102 (1976/77=100) in 1985/86,
descending from a peak at 112 198334, Mcanwhile, productivity index
(1976/77=100) reached an all-time high in 198586 &t 159 (1982/53-97),
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THE EVALUATION

None of the three projects dealt with here has previcusly been evaluated, at least
not in a comprehensive fashion. The RD&BE peoject, which was earficr one of four
components of the foresiry programme supporied by Sweden until 1980, was,
however, included in an “intermal® evaluMion caried out by the implementing
consultancy firm in 19813, The BMR programme at KPM has been subjected w0
various follow-up and review missions,* whale the Swedish support 1o the KNM
never has been analysed by SIDA, either in the form of evaluation or review,

According 1o SIDA rules, a peoject shall, after completion, be suhjected 10 a final
evaluation. Such an evaluation should noemally be of a compeehensive nature, i et
all aspects of the project (planning, initistion, implementation, effects and impact as
well as sermination) should be evaluated from a technical, cconomic, social and
organizational point of view, The project’s contribution 10 the country’s social and
ccomomic development in gencral and in relation to Swoden's four overall
development goals should be a the centre of the analyses. The present evaluation is
carried out with those objectives in mind, akkhough the scope Is more limiied, panly
by the terms of refesence and partly by the available resources,

The evaluation was camried out by a mission consisting of Hans Noedin, Boliden
Contech AB, Semior Projoct Enginecr, Dr. Jan Valdelin, ICS Inicrconsult Sweden
AB, economist, and Karlis Goppers, SIDA's Evaluation Chapter, who-—having been
previously associated with the projects—panticipaiod a8 a “resource person”™ and
therefore does mot formally share responsibility for conclusions and
recommendations.. The mission visited the paper mills and project sites duning two
weeks in April 1987,

During the visit 10 Bangladesh the missson had the opportanity 10 engage Mr,
M.A. Baten 10 assist in the gencration of data from existing docements in the
projects. A pre-cvaluation desk study was carried out by Nelson de Macedo.

TERMS OF REFERENCE: SCOPE, FOCUS AND METHODOLOGY

The scope and focus of the evaluation of Swodish suppon 10 KPM, RD&BE and
KNM are guided by the Terms of reference (ToR, <f. Aanex 1) for the missson. In
this case the evalaation constituses a final evaluation of completed SIDA projects.

Priovities

In (he light of information gathered during the field work in Bangladesh the
necessary ranking of potential issaes in order of interest became possible. In tus
chapier those prioritics are presented.
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GENERAL WY ROOUCTION

First of all. it must be understood that, most of the tme, the effects of partial
IMPEOVEMENts OF INVESIMENES in Process iIndasine may be isolatod Mrom the Llepact
of olber improvements of investments oaly at the cost of accuracy. In this
evaluation, therefore, the effects of the projects are isolated only whenever doemned
feasible—i¢. when the introduction of encertainty does ot exceed limits acocprable
20 the massion

This will mean, for cxample, that consequences of a given BMR programme will
be defined and imcrpreted im the context of the overall improvement of the mill,
which may have been achieved as a comdination of the BMR measures and other
measurcs, outside the scope of the BMR programme

J W

The paper plant at KPM: The share of imporied pulp has & kiph inflwence on paper
quality. Photo by Karlis GoppersiSIDA Photo Archives

Socondly, it has become clear dunng the study thal market demand for pager in
Bangladesh reaches sach levels that, al no polnt of time, the market has beon the
bostle-neck for the financial retums of the mill. No in-depth market analysis would,
therelome, justify Ms cost al Ihis point.

Furthermore, peices of the paper produce from the mills investigated here are st
by the government. It is generally felt that the adms nistered prices are below the
Jevel 3 which the total output could be sold domestically. The evaluation will,
therefore, only comsider market analysis for paper when it bocomes necessary for
other issucs than the fimancial analysis of the mills’ prodacthion
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GENERAL

Thirdiy, the ficld stedy has confirmed CxXpociations as o the obstacles to
information about regional and national extemalities of the projects. In trying 1o
assess the impact of the BMRmmcﬂKm{mmcmimicsom:xgm
racmple.wdomadyhntormwpruuandmmmu!hpoaonhc
BMR from other KPM activities, but the one of securily restrictions on (nformation
as well, Obstacles of a similar nature apply also to issues like impact om
cnviroament and women. The mission has (ricd to estimate cconomic extemalities
where such estimates are at least reasonably well hased on information at hand—
other costs and benefits are not quansified in the analysis

Methodology

Sancmﬂndologxdpoirzmrﬂwdhﬂrmﬂommw.macmchimn
relased 10 the method of sechmical evaluation of invesimenes which are pant of a
larger, complex, technical syssem. In this repon the technical status of installed
machinery and equipencnt is cvaluated 10 the greatest exient possible in terms of
their durability. Every installation has boen scrutinized in onder 10 assess whegher ics
benehicial effects will be sustained in the future. In most irstances this matter will he
relased %o effectivencss and atilization of software, such as maintenance nsincons,
manuals, training and maintenance sysiems, as well as to the availabilily of
hardware, such as spare pans and consumaties. The lifespan of invessments in
financial and cconomic calculations has been deternmined with s sustainabelity in
mind,

Another polne relaied to the peevious chagier is the matier of trade-off between
duppsmmmim.munolwsnponmloummudunmm
preferred 10 the istroduction of uncertainty in derived conclusions,

Data generation

In onder 10 penerate the mecessary data for the evaluation a number of standard
techriques have been used.

As sources we have used documents from SIDA, BCIC and the respective
Prodecsion emits, as well as a few other docemcnts. In the list of relferemces (Annex
2) the major sources are given,

Beside the stady of documents, physical investigation of the sites of the project
was carmnied ost as well as a number of isterviews with people who work or have
worked in the peojects. In the list of persons met (Annex 3) the major intervicwees
arc lissed, thereby also indicating the places visited during the study.

| CL fardher detads in Tudle ll&“m“mumdmcmdwm
h st boea propurly recended
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3 Swedfosnst, Tekmicus 1987

4 Foliow-op Miion 1o & BMR groject snd the RDEBE- poojoct of Karmaphaldt Pulp sl Pager Mill,

Chaadragona, Basgiades® Harm Nosdin, Bolden Comioch, SIDA 1984, KPM, REAEE, KNM - A
pro evaloation dosk stndy prepated by Nedson de Macedo, SIDA 1584

S0A Erabatos Mopos "7 T Seedor ) sasoe 1 e sepe’ reutty i Brigades




CHAPTER 3

Sweden's objectives

GENERAL
All of Sweden's development cooperation shall be in accordance with the following
four broad development objectives:

1. promose econonsic growth

2. contribute o social equality

3, contribese to the development of palitical democracy
4. contribute economic and political independence

In practice, however, althoegh not in theory Swoden's ovenall objectives with its
development cooperation depend on what type of funding is used. ie. whether the
support is given as regular project support of in the form of import support.

When it comes o import support (which is the type of aid which was initially
used for the BMR programme at KPM), these overall developenent objectives have
not boen applied in practice.

The realistic objective regasding distursement of funds under Swedish impon
support s, and always has been, that delivenies should, in general temms, be used for
“development purposes”. The temm “development purposes”™ has never been
operationally defined by SIDA. Sweden has, however, stated two criteria for
parchases which do not qualify as "development purposes”, namely “luxury goods”
and military applications.

In the past, when parchases under impoet support became very large or complex
(referring generally 10 the purchases of non-bulk goods), SIDA would make 2
yedgement oo an ad hoc basis as 10 whether there was a need for special support
preparatson, and to what extent. Today, there are formal writien rules, as 10 when
&nd under what circumstances purchases under import suppornt are 10 be subjeciod 10
a given degree of project preparation, |e., kn what cases would SIDA formally and
practcally assume responsibility for the delivery
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SNESENS OB MCTIVES

When disbursements under the BMR programme a8 KPM, which staned as
impont support in the late 1970's, became larger and then increasingly assumed the
character of a lomg-run regular development cooperation, SIDA felt the need 10
“tighten its grip” on thase disbursements. At that time, however, there were no
formal rules ca how this should be done and there was a persod of relative
uncertalnty and of ad hoc decisions,

An interesting aspect in this context is that the choice of format of cooperation
(meaning what type of contract is signed and betwoen what pasties—recipient
country/donor/consaliant) is o a large extent infleenced by the type of suppon
calcpory used (impon support or project suppot).

In the case of Swoden's support 10 the BMR programenc st KPM, the question of
who signed a contract with whom became of paramount importance and was subject
to 2 long and somewhat comroversial debate,

In this chapter, we will:

* describe and briefly discuss the objectives that govermed the three suppon
activities covered by this report.

OBJECTIVES
BMR programme at KPM

Given that the Swedish support 10 KPM was in the form of import supparnt, 1o
analysis was ever made (at least not beforchand) of the project’s viability and
Sesirabilicy, or of Sweden's objectives with respect 1o the suppor,

The objectives that were sct up were largely confined 1o economic and sechmical
aspects and were mainly identical to those presented by the Government of
Bangladesh in its initial request for Swoden's support,

For the initial phases | through 1V—ples the so-calied Extersion of Phase IV—
the discemable project objectives were the following:

« short run improvement of production methods
* 10 carry out a study 10 assess the feasibility and the cost level of an investment
programme aimed M

* improvement of product quality

* decrease of unit production cost

* betier equipment mainicnance

For the subsequent BMR programme, the following Hiems were given as project
objectives:
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SWEDEN'S ORECTIVES

« modemizatson of the mill in order 10 guaranice optimal capacity utilization during
the comung ten years

« improvement of prodect qualily

« diversificavion of peoducts

« roduction of production cost by increased peoductivity

Inyide KPM pulp plans. Phowo by Karlly Goppers'SIDA Phoso Archives

When (he BMR phase was about 10 stan, Ihe evolution of Sweden'’s isvolvensent
from impon supporn owands regular project sepport had alrcady begun, It was
thorefore felt 10 be matural that the mann long run objectives should also be defined
Ihese were the following:

+ increase cconomic growth through increased producton and employment within
and ouiside the setor

« ecnbanced cconomic independence through increased sell-selliciency in pulp and
paper prodection, In the longer run, us increased sell-sufliciency could have
positive effects on the balance of payments through a decrcase of paper imports as
well as, maybe, an Increase of exporns
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| SWESENS ORMECTIVES

RD&RBE project
According 10 the plan of operations in 1975, the overall goal for the RD&BE
project was o secure the sepply of raw maserial o KPM, More specifically, the

long-serm objoctives were presenied as follows:

« o ensure full supply of bamboo raw matenal (abogt 100,000 wons/year) 10 the
Kamaphull complex (paper and rayon milis)

* to develop an efficient and well-equipped organization for extraction of bamboo
from the Jeased forests of CHT!

Beside the above-mentioned objectives, there were others which seem 0 have
infleenced SIDA's involvement in the sector. These objectives, discussed duning
project preparation phase, were explicitly included in the “Suppont Memorandem*
(Insats-PM), a8 appeans below:

« the local inbad population should be given priority for ecmployment
« the opponumitics of improving the condigions of women would be enhanced by the

project
» environmental aspoects showld be considened

These objectives, which shoukd be soem as SIDA’s own poals, were not, however,
included nor mensionod in the Plan of Operations in 1978

BMR programeme at KNM

Sweden's involvement in the BMR peogramme at Kbalna Newsprint mill was, as
buas already boen mentioned above (cf. 2.1), limited. Not only was the suppoet given
in the form of import support flands, but even given this Timitation, it was a suppon
in which SIDA and DCO for vanous reasons chose 10 restrict their involvement,

It was a situation where Swoden simply accepied that a major BMR programme
was on the way, firanced mainly by CIDA, and deGdad 1o extend partial linancing
to the project since the activity was well in line with Sweden's alrcady ongoing
sapport 1o the forestry sector and Indastry,

For the purpose of thas report, we can simply establish that Sweden's objoctives
coincided with those stated in the documents prepared by the Government of
Bangladesh. And just as in e case of KPM, these objectives were confined 1o
wechnical and coconomic ones. They were the following:

* modemization of the mill so reach higher and sicady capacity wtilization
* improvement of prodect quality
» reduction of wnit prodection cost
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DISCUSSION

When defining the targets and objectives penaining 1 Swoden's support to the
BMR programme 2t KPM, it is important 10 note that, by implication, the objectives
of the support w the four forestry projects (of which the surviving RD&BE was one)
may have also been carriod over o the BMR programme at KPM. For, as Is evident
from documents, SIDA's willingness 10 Jerd financial support (albeit in the fom of
import support) 1o the KPM was very much comtingent upon the Swedish supporn
already given 1o the forestry programme, This is quite logical, since one of the main
purposcs of the foeestry programene was 10 provide better economic surroundings in
terms of traimed personnel, raw matenial supply, <tc., for KPM,

In a Jetter from SIDA/DCO 10 BCIC in 1977, the vanious activities are soen a8 an

“micgrated entity™:

*Considering this SIDA is with great interest following the
development of the Kamaphell Complex and the utilization of
b raw material provided through the forestry projects
mentioned above.

From the report by Celpap and the discussions between the
consultants and the technical staff of KPM and BCIC, its scems
that an carly decision would be needed on rehabilitation and
improvement of KPM as carly as possable in onder not 10 pomsil
the production facilities 10 deteriorate further and to curb the
great cconomnic losses peesently incurred by using a wom-down
factory.

From SIDA’s point of view, the whole process of developing
the raw macerial supply theough prodaction in the mills is pant of
an imegrated entity where the pant infloence cach other, We
would therefore approciate il if you inform us on the progress
made towands the formation of a rehabilitation programane for
KPM. As mentioned to you carlier, Swodish commadity ad, tied
and untied, can be utilized for goods and services for such a
programme provided the Mimistry of Planning, Extemal
Resources Division, makes a formal request 10 our office. We,
on our part, would find i natural to extend our suppont o
forestry and foeest industrics by including also grams provided
under commodity aid for goods and services.”
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IWEDEN'S OB MCTVES

Looked upon in this way, where SIDA’s seppon 10 the KPM becomes but one
morsm':mmmmmcdcvemmo!memsm
industry sector, the BMR programme s 8 continuation of earlicr projects. We may
conclade therefore that it would not be entirely correct to completely scparate the
mwmwobjccﬁv“‘tmmwwunmmmnfmuwuolw
RD&BE.

There ks clearly an implicit carry-over betwoen the two, alihough it i not possible
lo;in—poiucucﬂyhowﬂﬂ:numﬂhﬂmw«hwhhmwobje:ﬁm.

One implication 10 be dcdeced from this reasoning is the following: if the secunty
sitsation had not forced Sweden 10 pull out of the other three forestry peojecis in
1980, the chances for the BMR programme at KPM of tuming oet successful may
have boen greater, KPM would then have had a forestry training institele froem
which draw expent personnel, and it would also have had more pelpwood
plantations 1o add 10 its raw material base.

wuuumo(mnmwmlﬁm.mmay(lkuiﬁ
theory) make the claim that the BMR investments were really initiated in
anticipation of the various forestry projocts, when successfully implementsed,
comributing to KPM's economic environment. When these benefils were not
provided, we may therefore assume that KPM's own chances of success were
reduced 10 some exient.

mum:mmwaMmmm.nwedomMcm‘h
basis 10 determine 10 what extent this argument has merit. We simply note that it
Mmmw&ahﬂdlyvﬁdwmmngmaﬂmm:hmu
taken accoent of in analysing and evaluating the success of KPM

SWEDISH COMMERCIAL INTERESTS

A point 10 discuss wilh respect 10 Sweden's objectives in its suppoet 1 the forestry
soctor, is 30 what extent Sweden's own expon motives might have consciously of
subconsciously guided decisions. We are thinking here especially of Sweden's
expors of pulp to KPM under the impornt sepport programme. Currently, these
exports amount 10 the substantial sum of 30 MSEX a year, which constitutes almost
173 of all of Swoden's impon suppornt to Bangladesh. The reason for this export & of
course Bangladesh's faiture, as will be pointed out below in chapter IV, 10 develop
and secure its own raw material base. It must e also mentioned, however, that some
pelp must always be imported from abroad duc 10 guality requirements of long fiber
palp.

In the agreed minutes from a mecting between Sweden and Bangladesh on the
BMR programenc, it was nolod that: “From the observasions during completion of
RD&BEWNWyuundﬁdmwmnﬂmomMRmm.
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SWTDENS O ECTIVES

L.e. J0U000 1oms per year of paper. This sisuation has also heen nosed by SIDA and a
decision has already been taken by SIDAERD 10 finance the tmport of substaraial
quartitics of pulp from Sweden.”

From Bangladest's development point of view, tis state of affairs would seem o
be clearly unsatisfaciory. One camnot refrain from speculating whether SIDA's
commitment 1o develop the raw malerial base may have been influenced by the
knowiedpe that if this domestic raw material base were mot developed, then the
cormesponding quantity of pulp would be imponied from Sweden - thas benefitng
Sweden's export objectives. There is no evidence that this has been the case. But we
revertheless want 10 meetion this point 10 make ourselves aware 1hat. at deast
tweoretically, soch influences could be at work on a subconscioas level

"The Ohitagong N8 Tracts
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CHAPTER 4

From import support
to project support

In this chagecr we will describe and bricfly discuss the transition of the Swedish
support 10 the BMR work st KPM from being mere disbarsements ender import

support 1o becoming one of regular peojoct suppor.

BACKGROUND

Since the beginning of Swoden's development cooperation with Bangladesh in the
carly 1970x, over 1,000 MSEK has been disbarsed in the form of import support,
constituting appeoximatively 65% of Sweden's 10tal 244 10 Bangladesh,

About hall of the amount has been tied 10 purchases of Swedish goods and
services. The deliveries have been both stapie goods and more complicated
equipment. In the 1980s, examples of the latier are signalling systems for raliways,
iclephons exchanges and spare parts for the telephone sysiem, machinery,
equipment and consultancy services for the modemization of the paper industry
(KPM and KNM).

Since the end of the 19705, there has been an explicit ambition from the Swedash
side 1o drastically decrease the share of impon seppon in favour of more project
suppon. The motive has been 1o increase the share of te cooperation direcied 10
poverty-oricaged activitics, as opposed 10 growth-oriented activities which are
ussally associated with impon support.

The progress of this transition has, however, boen slow. It is only in the Last few
years that the proportion of import support to the total fands has come down from
about 2/3 1o less than hall

Most of the impornt suppon purchases have been carried out by the Government of
Bangladesh itself. The government is known 10 possess considerable know-how and
experience in intemational iendering and purchasing. One drawback, however, i
considered 1o be allegedly wide-spread cormuptive practices in Bangladesh,
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FROM INPORT SUPPORT TO PROECT SPPORT

THE BMR PROGRAMME AT KPM

The disburscments under import support 10 the BMR programme at KPM
constitute, by far, the biggest single liem in Sweden's import sepport 10 Bangladesh,

What we refer to in this report s “the BMR programme at KPM™ has formerly
always been simply disbursements under impon seppont and nothing clse. No
formal, wrizen agreement between Sweden and Bangladesh on the implementation
of the BMR programme at KPM has ever existed.

However, as we shall elaborate on below, the KPM dishursements were later
subjected 10 a more stringent type of support pecparation which was introduced in
the early 1980y,

The Swedish suppon 10 KNM, which was also always made under the impon
support title, did not undergo any such change in characier with respect to the degree
of suppon prepanation.

As carly as in December 1976, the guestion was raised as 10 what would be the
appropeiate type of funding 1o use for the disbursements 10 KPM. The Industrial
Division, which was the SIDA depariment polentially concemed when it came to0
industrial development cooperation, wrote in a letier 1o DCO dated May 2nd, 1977:

“The Indusirial Division considers that the consultancy suppon
(o KPM) has reached such propontions that it now becomncs
necessary o ask directions from SIDA's Executive Director on
how 10 administor this support in the future *

NEW GUIDLINES FOR IMPORT SUPPORT

in 1979, and later claborated in 1981, new rules and guidelines for Sweden's
import support were introduced. The reforms were brought forward with
considerable urgency against the background of several large, very controversial,
purchases under commodity aid. The most well-known was the financing of the
Power Supply Dam i Koemale in Sri Lanka. Another was a proposed large oeder of
fishing vessels 10 Bangladesh, amounting 10 a total of some 140 MSEK. In both
cases, SIDA a8 & donor was being dragged "through the back door™ ingo deliveries of
very large and compiex equipment which would also continue for a considerable
period of time.

It was therefore felt 10 be highly unsatisfaciory that SIDA became financially
heavily invoived in 3 long-term cooperation without having any chance of
scrutinizing the relevance and the development onientation of such a large delivery,
which it would assomatically have 10 do in the case of project support.
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. FRCA NPORT SLPFORT TO PRONCT SUPPORT

It was decided that deliveries under the import support programme woeld
benceforth, to a varying degree, be subjeciod 10 scrutiny and support preparation
similar 10 that which was used for project support. The objectives of the new
guidelines were stated as:

* 10 give a more defined form 0 all Sweden's active development CoOperation

« 10 peevent large, long-iernm and complex purchases, mainly of 2 project natuee, 10
be fimanced through Swedish funds without a previoes thosough scrutiny

« [0 preserve, al the same time, the Aexibility of the impon supporn type of funds 1o
the largest extent possible

«10 find forms for the above, which are realistic with respect to SIDA's
o ity

It was explicitly decided that cach item hencefonth proposed 10 be financed under
the import support funds would be judged on its own merits and it would then be
decided In cach individual case which degree of suppont preparation and SIDA
involvemsent was desirable, necessary and feasible. The SIDA ficld offices were
given the overall resporsibility for this work.

In the case of Bangladesh and KPM, the new guidelines were introduced during
19791981 and later confirmed in subscquent agreements with Bangladesh. In the
mid-term review of the development cooperation betweoen Swoden and Bangladesh
in May 1984, it was said that:

"Sida noted that the current list of allocations for Commaodity
Aid was very extensive and that several procurements were more
of a project nature. In order 10 secure timely and proper
implementation and 50 avoid delays and cost escalations, the two
partics agreed that project-like procurements from 1984/85
would be processed as projects under a new heading:
‘Infrastructural and Industrial Projects” (soe below).

The two partics further agreed that Commodity Ald showld be
used cnly for procurements of raw material, inicrmodise goods,
spare pans and services through competitive bidding, when
practicable. Procurements of recurrent ilems over several years
would be given priority as far as practicable.”

SCRUTINY OF PURCHASES
For the BMR programme at KPM, this meant that the deliveries still going on
under the impon support heading would hencefonth, at least in principle, be
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subjected 10 SIDA's scrutiny and judgement with respect 10 development policy.,
relevance, eic.. SIDA's Industrial Division was henceforth, not only practically bul
also formally, ievolved with a programme officer assigned as responsibie for the
KPM activities,

The imtroduction of the new guidelines i not always pass without problems. For
SIDA and DCO, it was often difficalt 10 decide on the exact level of ambition and
imvolvement which would be seen as relevant, desirabic or feasible in cach case. On
the Bangladeshi side vanous cases of irritation have been reporied when the
authorities were mot certain of the exact conditions goveming the purchase of
different items under the import support programme, There seems 10 have been
some difficylty on the Swedish side 10 clearly explaia this 10 the Govermenent of
Bangladesh. This may be understandable as the appropriste degree of SIDA
involvement was by design supposad 10 vary from one Empost support iem 10 the
other.

The current development with respect to Swedish impont support funds to
Bangladesh is that SIDA has decided that no large scale indestrial projects shall be
given any support in the future. This decision is directly related to Swoden's wish 1o
focus its cooperation with Bangladesh more derectly on the poorer sogments of the
popsdlation,

RD&BE PROJECT

The rad development and bamboo extraction project was, as has been described
in the introdection, one of four forestry peojects, instiased in 1976 as a regular
peoject support. In 1981, the other three projects were terminated for security and
political reasons. Given RDEBE's very direct and operational relation 10 KPM's aw
matenal supply, it was decided that the project would continue. A debate then arnose
on whether to continee financing RD&BE under regular peoject support, or 1o
transfer 1o impont suppor in order 10 pot It on an equal footing with the BMR

financing st KPM,
The DCO arguod, in a letter dated 1980.07.01:

“In our opinion the most natural form would be a project
agreement, which would allow a cemain amount of SIDA
inteevention, if i should be needed, ¢.g. in osder 10 spoed up
implementation of the project, in the laster stages of the project.”

Judging from this stasement, it would seem that the mew guidclines for import

support had at that time not yet become operational, at least not on DCO level, since
the DCO Jetter assumes that the project type of cooperation would be crucial if
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SIDA wanted 10 have any influence. One real difference, however, (poinged out in
the same letter), &s that under impon support fimancing, SIDA wogld have no say on
the total amount allocated 10 the project, since this would remain the responsibility
of the recipient government. There cogld thus arise a risk that the RD&BE project
would not, acconding o SIDA's view, receive enough fimancing. if #t were put under
the import supporn programme.

When the decision was taken, DCO's recommendations were not foliowed and the
RD&BE activities were financed ender import support funds from 1981 through
1985,
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FORMAT OF COCPERATION

CHAFTER §

Format of cooperation

In this chapter we will discass the format of cooperation, e, which were (he
contractiong partics that were chosen for the BMR programmes, and how thes
format might have influenced the success of the programascs.

By format of cooperation in this evaluation, we mean the type of formal
spreement by which SIDA's and the implementing consultant’s involvement in the
projocts were defined. We refer explicitly to what type of contract was signod and,
in particular, 10 who were the parties sigming the contract,

In the BMR work &t KPM, the question whether the Swedish Implememing
corsultant, Celpap, should sign a contract with SIDA or with BOIC became a hotly
dehated Issue. We may state already from the outset that Celpap in this question
became a pawn in a debase regarding not only practical matiers of implementation,
but cven more of suppon philosophy and general principles for development
cooperation.

The format of cooperation chosen—Jirst there was a comtract between SIDA and
Celpap, then, aficr 1981, directly between Celpap and BCIC—has been said on
panerous occasions and by the various partics involved over the years been said ©
be an almost all-imporant, sometimes decisive factor, deciding success or failure in
the progects.

In this chapter, we will do the following:

Fiestly, we will describe the various comeracts signed for the BMR programmes as
well as for the RD&BE project and state the main motives dehand them.,

Secondly, we will refer 10 some experiences reganding the peactical ouscomes and
briefly discuss the pros and coes of the contract types.

BMR PROGRAMME AT KPM

For Celpap’s preparatory consultancy work in the KPM, called Phases | through
IV, four differens contracts were signed between SIDA and Celpap:

* 9 February 1977
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FORMAY CF COOPERATION

9 May 1977
* 20 June 1977 and
« 26 July 1977.

These comtracts were signed by the Industrial Division of SIDA on beball of
SIDA. only afier BCIC's approval of the contract propasals had been obtained. The
pupanmm“wum&mv.fomcdwmmunmmm
BMR work.

During the proparaiory phascs, there were many implementation problems which
SIDA identificd as being disectly caased by a relative lack of direct contact and
understanding betwoen BCIC/KPM oo the one hand and the conseltant Celpap on
the other.

SIDA/DCO ofien found itself playing the role of a nos-expen Imsermediary
between BCIC and Celpap. And, although SIDA/DCO generally lacked all
kmﬂduwymmmawcwwm«ktmmwmuﬂy
imtervene and to be prepared 10 take decisions in cases where there was o
mexm-:dcapp.wmulxko!emkmhdum
the sobjoct matsee, DOO also felt that commumication between KPM and Celpag, in
the foem of detsers, telexes and even telephone conversations, mostly went via DCO,
instead of going directly betwoen the partics comcemed. It was ofien this indirect
channel in itself which would cause a misunderstanding or simply a defay, even in
cases where perhaps no disagreement really exissed between BCIC and Celpap

Celpap, on its par, regarded it as more secure 10 have SIDA 25 a contract paneer,
because it could then always be readily understood. Presumably, Celpap that way
also felt assured of recerving imely payments.

Already in May 1977, SIDA's Industrial Division, in the above mentioned letter
(50 DCO, 2nd May 1977) wroie:

“In onder 10 facilitate our planning and processing of this masicr,
it is impartant 10 hear from the Govemment of Bangladesh on
how it regands the following possibie form for comtracting of
consullancy Services:

All BCIC contracts the consullancy services without any
assistance or imeervention on the part of SIDA

Al 2 BCIC asks SIDA 10 sign a contract with 2 consulting firm,
Alt 3 BCIC asks SIDA to emter into a so-called ‘ramavial™, (le. a
broad agreement regulating the scope of the scrvices.)
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_FOSMAT OF COOPERATION

In 2 telex in January 1978 from DCO w0 the Industrial Division, it is agreod that:

“The dealings regarding KPM has from the oetset been
characierized by misunderstandings, unclear commusications,
disappeared letiers cic, between the six parties ERD!, BCIC,
KPM, Celpap, DCO and SIDA's Industrial Division. A large pan
of the problems we belicve are directly doe to the fact that the
contract has been made between Celpap and SIDA. A direct
agreement between BCIC and Celpap would probably lead 1o a
much simpler handling of communications.”

In a lewer from DCO %0 ERD in March 31, 1975, a similar point was made:

"It must be noted that the handling of this matier bas generally
boen characterized by many misunderstandings and lack of
official communication of all the parties isvalved at one stage or
other - namely BCIC, KPM, DCO, Celpap, the SIDA office in
Stockholm and ERD. It would scem that none can entirely
disclaim responsibility for those formal mistakes that have
occurred. The imponant thing a this stage scems 10 be that the
work performed has been satisfaciory and that KPM .is
benefitting from funther consultancy work by Celpap, For the
futere, it is our opimion that the consultancy contracts should be
signed directly between the comsulting firm Celpap and BCIC

This, we belicve, will preatly facilitate the administrative work
and should avoid many of the problems that have ansen o far.”

On the Bangladesh side, it scems that all the parties involved, ERD as well as
BCIC and KPM, immediately accepted the idea of a direct contract.

Nevertheless, even though, already from the stan, both SIDA and the Governmers
of Bangladesh were in favoer of 2 direct contract, this intention was not effectively
communicated 10 Celpap and perbaps not even to BCIC. Celpap'’s recollection of
SIDA's intervention is namely the following®:

“A dnaft contract was almost ready for signature, when SIDA
suddenly changed s attitude of directly participating in the
project, and instead recommended BCIC and Celpap 10 megotisie
a contract on their own.”
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e FORNAT OF COOPERATION
This evaluation mission is not in a position 1o establish ciearly whether SIDA’s
mm:wwmmammwmwﬁnlymm.dw
BCIC and Celpap or not. Noe does i scem important 10 3o 5o, We will merely state
as 3 fact that SIDA and ERD wished 10 have a direct contract, whereas Celpap
dtaﬂydunot.M(aupodtiono(KPMndBClC.hiscvu:uhwdoumtw
Mmm.awdﬁdaﬂy.muwamnﬂyum.Bun-uybc
MMBC'CMIWS.MDMO‘CMVCMW(MERD
ot for some other reason, contiseed 10 act wpon the assumpeion that the contract was
being signed between SIDA and Celpap.
llnufnﬂﬂbcm&d“ahoﬁmiwmwudy.Mt
my(uk&mwﬂ)ms«ﬂd“%dndimmmm
for a direct contract was discussed in a mecting a1 SIDA between the Industrial
Division, DCO and Celpap on March 9, 1980,

Today, in 1987, BCIC's position on the contract is quite clear and categosical’:

"We wanied very much that the contract should be between us
and the consultant. The government should cover protocol and
make sure that the funds are available, We insisted on it, becaase
it is much beuer that the two respective agencies sign the
contract of cooperation directly. /.../ In all BCIC dealings with
donors, we have direct contracts. The only exception is the
RD&BE projects where Swodforest had a contract with SIDA
(and not with us). /../ In RDEBE, we could not keep track of
how the moncy was spent and how much was spent. And we dud
pot know whether the disbursements were connected with
progress of the project...”

The direct contract for the BMR programme was finally signod on a commercial
basis directly between BCIC and Celpap on January 4, 1979. The contract was
Serived from a model "cost-plus-supply-and-erect” coatract presented o a UNIDO
conference In 1978, The contract was subsequently converied into a fixed fee

contract for engincering only.

RD&BE PROJECT

The four peojects farming Sweden's support 10 the forestry development
programme in the Chittagoag Hill Tracts were onginally signed in Apnl 24, 1976,
and renewed for the last time cn May 4, 1979.

S04 Evahaor Pegat YT T, Sweters Rgpot © M gaper ndary » Burgude y




FORMATOPOOOPSMATION

In 1981, all projects except RD&BE were terminated for political and security
reasons. Afler 1981, RD&BE was now allowed 10 continue to be financed out of
impoet seppon funds.

It is not passbic o establish today why one did not opt for a direct contract
solution (Le. between the Bangladeshi agency on the one hand and the foreign
implementing consultant on (he other) in the case of RD&BE as was done in the
case of BMR. It may have been related 1o Sweden's wish 1o koep its conmtinued
imvolvement in RD&EBE on a low key. Sweden therefore wanted 1o avold 3 sitwation
of a possibe prolonged and somewhat controversial contract nepotiation between
BCIC and Swedforest, as had already been the case between BOIC and Celpap for
the BMR programme at KPM a few years before,

In any case, it is chear that the motives behind a direct contract harboured by
SIDA/DCO were present In the forestry projects just as they were In the BMR
programme. In an intemal DCO memo dated Docember 27, 1977, it is argocd.

“The contract between Swedforest and SIDA should be
terminaied. A new agroemsent showld be signed directly between
Bangladesh and SIDA (and ordinary experts instead of
consuliants should be recruited for the job) or between
Bangladesh and Swodforest. Motive: There is an unclear role
distribetion when SIDA sits in the middle. Swedforest may b
interpecied as an official agency in its own right, with a right 1o
lake initiatives and make decisions, when its personned shouldd in
actual fact be subordinaied to cach respective Bangladesh

Agercy,.”

KNM

On April 7, 1983, a direct comtract was signed between KMW (Kartstads
Meckaniska Werkstad) and BCIC for the rebuilding of paper machine no. 2 in the
Khulna Newspring Mill. The contract was on tum-key hasis.

There is no evidence of any discussion preceding this contract regarding SIDA's
involvement in any coneract signing. Apparently, it was by then well established that
& comiract in a case Nke this had to be signed directly between the Bangladeshi
responsible agency (BCIC) and the foreign delivering corsultancy firm (KMW),

DISCUSSION

It is not possible 10 establish unambiguously whether the direct contract model
has proved to be more efficient than the “indirect model”. To a large extent, the
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FORMAY OF COOPERATION

ksswe has been decided on basis of developmens principics rather than actual
implementation argamcnts.

SIDA found it 10 be impostant that the recipicnt country agency itscll fomaally (as
well, as of course, practically) assume direct respoesibility for all the work, and this,
in SIDA's opision, could only be achieved by a direct contract between Bt agency
and % Torcign consuliancy flam.,

On the other hand, the comsultant always maintained that a nember of
inefficiencies, standstills and delays occurred in the project precisely because of
what was perceived as "SIDA's unwillingness 10 involve itsclf™, In its final project
roport, the conasdiant sates:

"When Celpap entered into the contract, we shared with BCIC
the emroncous view that SIDA woald excrvise a key role in the
project’s direcsion. But already at the outset SIDA made it chear
10 us that no interference from them (= STDA) in the contract or
in the project’s implementation could be expected. SIDA’s
respoasibility stopped with the transfer of funds 10 the bank. /._/
In spite of SIDA's lack of interest we kept SIDA well informed
about the situation. /../ Only at the end of 1952 SIDA realized
that something must be done if the project was (o be carried out
A"

Thiis quote from Celipap would indeed scem 10 sum up (he attisude of the differerd
actors involved, except that the motive bebind SIDA's “desinserest”™ was not really
lack of interest but rather an administrative philosophy. This philosophy claimed
that it was not SIDA's role 10 interveno in a comtract which was signed between
BCIC and Celpap.

At the end of 1982, however, SIDA apparently came 1o the view that the
implemsensacion of the project had progressed 100 sowly. SIDA therefore peoposed
that a supervisory board be formed in onder 10 enhance the management and
elficiency of the BMR programme. The members of the commitiee were 10 be:
BCIC, ERD, KPM, Celpap, Ministry of Industrics and SIDAJDCO.

Celpap thought this was a step in the right direction, but too little and oo late.
And Celpap compiained that the board had not been given authority of decision
within (he Manistry of Indusirics, only & consultative sethority vis-3-vis BCIC,

Jedging from many documents and keders where cnitigee is voied reganding the
vanous problems in the implementation work, one gets the impression that SIDA in
actsal peactice did not refraim from indervening in the work. Every time a probiem
arose, it seems that DCO gt dragged into it somehow or ogher. On these occasions,
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DCO would uscally reiterate its neulral position, bat usually did not manage %o stay
out of the problem, Nor was it expected by the other panties imvolved (BCIC, ERD,
KPM, Cclpap) 1o stay out. In fact, these other pastics often saw no other altemative
than DCO acting as an intermediary or mediator in disputes that arose,

We will give some ilastrations:

* In a letter from DCO 10 SIDA's Industriall Division, dated Sepeember 30, 1980,
where DOO comments the fact that it has been asked 10 hellp in securing additional
funds for the project:

“In a relationship of the type that cxists between Bangladesh
authorities and Celpap—where BCIC buys the services of
Celpap—we would think it improper 10 intervene on the Celpap
side. We can bring the situation o the agention of the authontics
involved, but & is not for us 10 impose on them what is hasically
Celpap's view of how the matter should be scitied. The partics
will have 10 work out a solution between them, a solution that is
adapied to the availabllity of resources and 10 he degree of
commisment by the govemment 20 the KPM-BMR project,”

« On a different occasion, DCO was supportive of a roquest forwarded 1o ERD from
KPM-BCIC:

“From DCO's point of view such a roquest is supporied as long
as it relates o the already approved BMR scheme ”

* In a quarterly review meeting in October 1983, DCO imiervencd on bebalfl of
Celpap and stated that:

"SIDA is very concerned about BCIC's delays in payments to the
manufacturess of goods 10 the prograssme.”

* On December 29, 1953, in a leter 10 ERD, DCO mservened on behalf of Celpap
for lack of payment as well as for a deadlock in negotiations for a renewal of the
coneract that had expired:

.. am very concerned about the fact that the negotiations have

hardly yet started and seem already to have come 10 a deadlock,
/.7 SIDA expeces the programme 50 be compieted by the end of
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the current fiscal year and cannot agree 10 allocate further funds
next year, /..J 1 have 1o point out that Celpap must be given
adoquate remuncration in order 1o cover its expenditres...”

« On other occasions, DCO offered its mediator capabilities:

“If no agreement between BCIC/Celpap can be reached on the
question of the actual number of man-months camed out, 1 guess
DOOYSIDA will have 1 act as a judge/mediator.” 4

On other occasions however, SIDA ook a very tough stand and stayed by its
principles of noa-involvement, the very same principles that had motivated its
pressure for a direct contract,

In a Jenter 10 Celpap regarding unpaid bills, the Industrial Division stated:

“It is KPM /.. /, who is the buyer of the matcrial and that is In
sccordance with the peincipies of how purchases of /../ should
be handled. In consequence also payment of bills should be
made by the factory (KPM). /./ We have therefore said no 10 3

request of payment of..."

Celpap's response 10 this and other Jetiors was, however, in the form of an urgent
request by sclex stating that the situation was becoming insolerable, that it might
have 10 consider withdrawing its persorne] and (hat the only possibility it saw of
continuing the project was that SIDA would assume the responsibility for payment
of bills. Several years before that Celpap had at one time offered deliverics at prices
which were valid only on conditions that SIDA would be the contracting party. This
was not the only time that Celpap was considering withdrawing from the project.

CONCLUDING REMARKS

The evaluation mission is not able 10 deliver a final judpement on “who wis right
and who was wrong” in the cases of inefficiency and misenderstanding that arose.
Mmyowmmolmntmmdp«)&cmmnmmnydmmmpm}ea

In this chapter, we are concerned with the goestion: 10 what extens did the format
of cooperation—ie. the type of contract that was signed and between which
panties—in itsclf create these problems.

On thalance, it would soem to us that Celpap has at keast some basis for many of
its complaints, Many of the problems had 10 do with non-avallabelity of funds which

mnhwyminwuinmmvedfthMRmmu.Cdm
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cannot be expected o know exactly bow Swedish seppont funds are allocated by
ERD. It entered into a contract confident that the extemal financing and proper time-
keeping would be looked after and guaranteed by other competent parties, such as
ERD and SIDA. And this was a reasonable attitude on their pan. As it tumed out,
Celpap may have suffered commercially due %0 circemstances which were in
practice—although perhaps not always in a strict formal sense—outside Celpap's
coeerol,

Bt would scem %o us that SIDA in many instances has been 100 passive in its
responsibility to inform and cooperate with Celpap. Nevenbeless, we fully
enderstand and sympathize with SIDA's chosen position of newtrality and ron-
mervention.

When it comes 10 securing fimance as well as keeping the planned time schedule
for the project, it is reasomabie that SIDA should assame a certain resporsibility. In
this particular case, it woald have scemed wise for SIDA o0 be firmer in their
relations with ihe Bangladesh suthoritics. SIDA should have demanded 2 definise
answer “onc way or the other” reganding ERD's decisions on fimancing and timing,
and not let matiers drag oo for months with no decision. As it tumed out, hoth
Celpap and BCIC/KPM remained uncernain for a long time.

We are not suggesting that SIDA/DCO commitsed any forma! mistake in not
pressing for a decision. But it must be remembered that it was only SIDA that was
really in a position (o extract a declséon from ERD, and this is more than one can say
for either BCIC/KPM or Celpap. One conclusion is, therefoee, that STDA could have
made a constructive contribution 10 the projoct’s progress had &, in 197950, pushed
harder for a decision on financing from ERD, and therehy assissed BCIC and Celpap
0 3 specdier contract. But in stating this, we also want 1o point ot that it cannot
have been an casy matter for SIDA 10 intervene here, given its policy decision 10
leave the contract 1o Bangladesh and Celpap alone,

We are thus not able 10 state meither that the direct contract model was
emsuccessiul, nor that it was sacoessful, We think i was both but in different ways
and in diffcrent time perspectives. For alihough we can sec some peactical
disadvantages with the disect model in the short-run implementation, we can also
sce peneral benelicial effects of this type of contracs, especially in the Joog run

In an analysis of specific case studies of SIDA's cooperation with Swedish
Industry.® it was stated in reference to the direct contract model that:

“What was once a2 positive component in the development cooperation, has over
the ycars been Increasingly soen as a problem when SIDA intervenes to save a
project and when the contracting parnics ase not agreeing as (o what has gone wrong
and on what needs 1o be done.*
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T Pasernal Resources Devision, Minksry of Fance
3 Pisal Report on BMR a KPM, due 15151985

) benervieow wih BOIC Chuirman, 4 April 1987

4 bnternad memo DOO July 1974

S SEDA ach niringalivet - sex (ol Jan Valdelin & Kjell Ouroes, 1982
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CHAPTER &

Karnaphuli pulp and paper
mill: The BMR project

PRE-PROJECT SITUATION

The public enterprises of the pulp and paper industry (KPMNEBPM, SPPM and
KNM) were at one poimt placed under the maragement of Paper and Board
Corporation (P&BC), but later abolished.

KPM was built in the carly 1950s. It is sitvated in Chandragona in the Chattagong
Hll Tracts. It was financed by the World Bask. The fibeous raw meaterial is manly
bumboo and hardwood, The mill was started in 1953 and operated for 20 years
virtwally without reinvestments. The annual peoduction had then decreased 1o 20.000
toexs of paper, compared 1o the noasinal capacity of more than 30,000 toes

The newsprint mill at Khulna was constructed in 1999, with a rated capacity of
40,000 sons of mewsprint per year, to which 10.000 sons per year of mechanical
printing paper was added in 1965. The mill, planswed and designed by Canadian
experts, was financed by Canadian credit and its equipment is mainly of Canadian
onigin, Khulna is the country's only newsprint mill,

The paper industry’s output never reached more than SO0% of its capacity, maindy
duc 10 poor operating conditions of the mills in the 19705, The physical conditions
of the older mills at Kamapholi and Khulna had deteriorated to such 3 point that
considerable expendituses were necessary 1o rehabilitate them in such a way tha
they could reach their designed capacity. Furthermore, the paper indestry
experiencad greal difficultics in marketing its products, pantly duc 10 poor geality.

The above circumstances pushed Bangladesh into consadening some kind of
rehabilitation programese foe its mills, mainly KPM and KNM. In March. 1976, the
Govemnment of Bangladesh reguested two consultants from SIDA. Their main Lk
would be 10 find ways and means of improving the paper quality and the processing
sysiees, Following these prereguisites. SIDA staned 1o Jook for expens faied for the
job
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KARMAPWULY PULP AND PAMER MILL THE BVA PROSCT

In June 1976, Bangladesh announced a reorganization of its corporations. As
mentioned above, PABC was mergoed into a then newly established corporation,
Bangladesh Chemical Industrics Corporation. At the same time, many managers al
all levels wore roplaced. Unexpectedly, BCIC decided that priority should be given
10 the rehabilitation of KPM. The Khulna programme was then postponed,

THE BMR PROGRAMME AT KPM

In ApeilMay, 1976, Swedish consulting companies were invited 10 tender for the
KPM rehabilitation. After evaiaation of the received offers, Celpap Engincering was
selected. SIDA had a positive experience of Celpap's work within the Bai Bang
project in Vicenam and other assignments in developing countries. The cost for the
assignment was 1o be charged 1o the import sepport funds for Bangladesh,

A consulting agreement was signed by SIDA and Celpap after approval by BCIC
(cf. chapter 5). The assignment (Phase 1) was carried out dering two weeks in
August 1976. The repont analysed the main problem areas and proposed an action
plan,

BCIC accepted and approved of the action plan and in December 1976 requesiod
that SIDA extend Celpap'’s assignment 10 cover 3 detalied plan for rehabilitation of
some key equipment combined with purchase specifications for the most urgent
spares (Phase 11),

In Febeuary 1977, this job was further exiended 1o inciude tests and analyses of
raw material, as well as produced pulp and paper. Advice on compiling investment
cakulations and an investment budget was also included (Phase 1),

In May 1977, the fimal repont coverning the theoe phases was presenied.

The report contained 2 proposed comprehensive investment programme aimed at
Bslancing. Modemization and Rehabilitation of the Kamaphuli plants. This
programme was subject (0 a thorough review by BCIC and the mill management, In
the meantime, a funther exension of the assignmerne was requested by BCIC in order
to implement &n eonergency repair scheme. This Phase TV was finalized in April
1978,

During 1975, funther discussions about the BMR progect had taken place between
KPM/BCIC and CelpapySIDA, The original plan was extended in scveral steps and
the fimally approved plan could not be accommodatod within the originally budgeted
amosant,

In November 1979, an agreement was signed without sendenng between BCIC
and Celpap on strictly commercial terms. This was in line with SIDA's policy as
descussod cartier (cf, chapeer §). The time schedule was origimally 2 years, bul it was
revised 2 nember of times 0 accommodate delays. The project was finalized oa the
30¢h of June, 1585,
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The pre-study phase

It has been mentioned that the BMR programme 2t KPM consisted of two main
parts. First, a feasibility study combined with a crash programme for sechnical
rehabilitation of some high priority production equipment. Based on the feasibility
study a comprehensive rehabilitation programme, the BMR, was Initised and
implemented as a second pan,

Daring the first phase, the input from Swedish import suppont funds consisted
prmarily of consulting services through Celpap. Some spasc pans were also
purchased in connection with repair of iems of high prionity.

The wtilization of Swedish funds for this phase of the programme Is presented

below:

YABLE 3: KPM: Fund Utization—Pre-Study
Fund tiization (SEX 1000; 1677 prices)
Consflarts loe 1315

Sgare party 114
Cortractors lee 630

TOTAL 2059

The exsent of the inpwt from BCIC/KPM during this period cannot be established
from available sources. It is a fair assumption that personned from BCIC and KPM
seconded 1o the project icam spent shout the same amoent of working hours as the
foreign consultant, approximatively 20 working months,

The main owicome of this part of the project was 3 compechensive feasibility
study, the conclusions and recommendations of which may be condensed as
follows:

* Without investment in sechnical rehabilitation the mill's decline in productivity
will contimee and accelerate.
* A restoration of the mill's production capacity %0 the originally designed level was
possible by:
« restoring and/or replacing boetle-neck units in the chain of prodection
* replacement of some ousdased oquipment with modern one giving smaller
losses and higher utilization of raw matenials
* As a result of higher prodoctivity and smaller losses additional benefits would be
noted, such as a lower uait cost of production, higher guality and less enviroemental
pollution.

« SOA Fvwacor Ragor 17 7, Senter s Sofghn U M (uger misry @ Sangeces



THE BMR PROJECT

The feasibility study constituted the base for the design of a detailed rehabilitation
programme. ARer various discussions a revised programme was decidod vpon, A
contract signed between Celpap and BCIC defined the scope of the project and the
allocation of responsibility for the various inputs 10 the project.

Saoftware
The responsibility for the service functions of the peoject was distribatod as follows:

CELPAP

Collect and propure bavic deca

Supply s seeded tocheicn) kncw - how
Poepare banic and fizal desgn

Prepare goneral and detaiiod project plea
Frgneering

Equpment spe's son
Recorrmendatum of supplen

Dilivery wating and wansporation conted
Esection plarnng

Armanging of wraining in Sweden and by special instrecioes st KPM

CELPAPXPM

Buldng layow
Conteal of rebuilding work
Cheching of restered equipeern
Arranging of viores for aiving equipment
San op—eeat ranairg

M

Cueret dl propect masagerneal
Procurement

T c
Esection of all aqetpment

On the pob vamag sl penosne] devessjerent

For the implementation of the project an orgasization was developed. Overall
respoasibiliny was held by the General Manager of KPM. Beside him, a project
mamager was appointed with a small supporting staff for plasning and accounting.
The project manager was authorized 10n regeest 10 withdraw resources from KPM's
PErMancnt Organizason 10 sepervise and cxecule Ihe vanous tasks of the project.

Celpap appointed a resident manager who was working at KPM dening most of
the project period. He was supponied by a small local stalt and by wechnical cxpens
on shot term assignmeents from Sweden. The main techmical work, such as
planning, design, enginecnng and equipment specification, was handied by Celpap's
Swedish organizatson and 10 some exient by other consuliants.
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KARMAPHUL | PULP AND PAPER WILL: THE SR PROJECT -

In 1982, the organization was supplcmented by a supervisory board with
representatives from SIDA, KPM, BCIC, Celpap and the Minéstry of Industry.

The board was following up the project’s progress in mectings every 3 w0 4
months. The boand's views and recommendations were noted in minutes from board
meetings and scrved as instructions %0 the project management.

The following chan represents the main strectare of the project onganization:

CHART 1: PROJECT ORGANIZATION

SIDA SVEDEN 1M of INDUSTRY Celgny Bwndas

] @

: Advie EKPM Farviee
"

92.@ -

Sl
KPM: permazent org. o« F—14 Project Laaker Celpay Ressam }_
Ace. Mudnt, CivEng. Pree, ——1 KPM Exgiae
| | ) |
[ Fypetiag stall 6 pervons
PROJECT IMPLEMENTATION ACTIVITIES r‘
Hardware

The input of hardware 0 the project consisted primanly of standard replacement
parts, such as steel sheets, pipes and rods, of consumables sach as elecurodes, of
Spare parts 10 existing equipment and of new oquipment 10 replace the obsolete ones,

In condensed presemtation the rchabilitation project may be split into the
following sub-proxcts.

* Raw fiber mtake and handling:

New chipper and wood handling sysicm
New system for chip-handling and screening
Rebuilding of feed-out from chip silos
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* Digester systom:
Minor replacement of valves and piping

* Pullp washing plant:
Installation of a new washing plant incl building and eqeipment

* Bleaching and screening:
Major rebuilding and replacements in
connection with a syssem redesign

* Recovery system for chemicals:

Overhaul of causticizing plant and recovery boiler, major reconditioning
and modification of cvaporator sysicm

Instailation of 2 new peocipitator

* Paper machine No 2:

Modsfication of stock preparation and beoke handling
Reconditioning of wire pan

Installation of size press with surface size peeparation
Inszallation of a new deive system

* Paper machine No 1;
Parts replacement of the main dnive

* Finishing system:
Minor overhaul of one paper cutter

Costs

wndmnnmmkmwwmm«hwlnmmmm
(discussed hoﬂmmdusmnxmmdmgao(wwmd;ata
the total Swedish contribution were taking place.

T. 8 KPu of Wi
Joual cromct budget MSEX
1979 33
19€0 49
1983 62
1683 655
1984 698
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The finsal amoet for the Swedish contribution 10 the BMR project is 70.8 MSEX,
i.e. a budget overrun of 1.0 MSEK compared 1 the final peoject budget,

Incleding the preparatory phascs the 10tal contribution to the rehabilitation
WBRSMSEKWaMMMoﬂHMSEK

The essimated cost for the wotal Swedish input in the BMR project is dastributed as
follows:

TABLE 7: KPM: Total Project Cont

ITEMS MSEXK -
Consutant fees 101 144
Traning 33 45
Machinary and spate parts 553 788
Mescn"anecus 18 2.

TOTAL 708 100

The contribetion from Bangladesh (BCIC/KPM) is recorded as Lac Taka 750 (75
M) during the period 1978-84. It can be assumed that approximately an amount of
Lac Taka 290 was contributed to activities connecied 10 the BMR project during
1985-86. The oeal contribetion thus reaches about Lac Taka 1.000 (MSEK 30).

PROJECT OBJECTIVES
Background

The general objectives for the initiation of the BMR project and the feasibility
stady can be found in the conclusion made by BCIC that an investment programme
was urgently nooded 10 arrest the accelerating detcrioration of the prodaction
capacity and the economic results of the Kamapbali Pulp and Paper Mill,

The preparatory phase

The scope of the feasibiliny study was exiended in several sieps and came in its
fina! form to cover a comprehensive study of the mill's whole prodiction process
including, pre-design of 2 new pulp washing plant. The objective of the study was 1o
propose a detailed rehabilitation programme with Cost assessment and time
schedule, Aparnt (roen the main objective, also some additional roquests were added,
mainty conceming on-the-spot advice for repair of beoken-down critical machinery.

The BMR project

The scope and objectives for the BMR project were defined in great detail in the
contract signad between BCIC and Celpap in Jaswary 1979. It may be noted that the
contract covered a wider scope than what was recomascnded in the feasibilsty study.
After fusther changes a revised project plan was finally spproved in the second half
of 1980, Dee %0 the various changes of the project the objectives as described in the
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contract became pardy obsolete, However, no redeliniton of objectives 100k place
dunng the counse of the project. Before e handing over of ihe peoject 10 KPM west
rans were specified in te contract,

Duc 0 constraants outside the comtrol of KPM, manly lack of raw matenal, the
st runs were shoriened. The targets sot for the lest and the achicved results
approved by both Celpap and BCIC are consequently 10 be reganded as the revised
objectives and targels (in those cases where they differ from the anes st in the

COPRract)

Faper Rolls at the KPM
in Chandragona. Fhosw
by Stwre Lidém'SIDA
Photo Archives

The general objective was defined as a restoration of the mall's production
capacity 1o 30,000 100ns of pager annually combined with a reduction in unét cost of
' v - M
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production by 2.000 Tk per ton of paper based om the 1977 cost level
Complemeontary 10 this main obgective a group of subtargets was identified, the most
notable being that the paper guality based on standand sests was 10 be improved by
10% from 1977 year's production and that the brightness of the paper should reach
£3% GE without C1O2 bleaching.

Fanthermore, paper machine No 2 should prodece 40 10ns a day of a relatively
thin paper (48 gram/m2) and the capacity of the pulp mill and chemical recovery
plant should be equivalent to a paper prodoction of 100 toas per day. It may be
noted that no proportion of importod palp in the production mix is stipulated. The
amount of imported pulp used has a high nfluence on the ranability of the paper
machines and thas of the achieved prodection guality. A proportion of imporied
pulp is regularty used in the production méx of paper machine No 2.

As has been stated in chapter 3, social objectives such as impact on the
cmpioyment situation in the area or on the personnel development policiex of the
mill are only implicitly expressed in the background information of this progect. The
project’s objectives with regand 0 minoritics and 10 women are discussed in chageer
7 below,

PERFORMANCE

The development of some key inputs are presented in the table below. The table
indicates the consumption of different raw materials and other inpuls per 00
producad pager.

One basic assumption for the companison is thal 1he quantity relation between
differem types of paper produced is fairly constant and that most of the produced
pulp Is being blcached duning the compared penods of time. A control of company
statistics indicates that such is the case. The figures for 1977 are thase presensed by
KPM to Celpap as the basic level from which the improvements should be
calculated.
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TABLE 8 KPU Inguts Pac Ton of Papae
INPUT RATIO: TONS PER TON PRODUCED PAPER
TEST RUN
Jrouts Jan &5 1977 Prasent production
Fioer raw material
a) bamboo + wood
b} becal prod pup
c) imported pUip
d) beoke
total of above fems & 229 26 237
o) filer matecial 004 000 0085
Chemicals
' Gaustic soda 0085 0136 0088
sah'soda ash 0.065 0067 0058
chicrine 003 0209 0.043
Power ¥Whion 110 1208 1312
The general objective of 30.000/M0n of paper produced annually shall be compared
10 the actual production:

— Jely 84-June £5: 28,800 10ns, ost of which paper machine 2 produced 47%
~ July 85-June §6: 31,129 10ns, owt of which paper machine 2 produced SO%

During the tost runs a separate calculation of production costs was made based on
the peice Jevel of 1977 in order 10 check If the general objective of a reduction in the
peodection cost of Taka 2.000 per 1oa of paper had boen met. Only those costs
which were affecied by the BMR peogramme were considenad,

The resulting cost estimate is presented in the table below,
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TABLE 9: KPM Test Run Praduction Costs
‘IMaTv;M'MMMWM» Phus uig= incicates savings |

ITEMS TESTRUN 1977 COSTS  Difterences Guarantee Difererce
| " (-1 v v
Unbisached Bamdoo puip:
« 1Der taw material 15% 1619 109 1AL J0
« chemicah 904 1381 457 816 « 88
* sloam + energy w2 ™ +£00 §2% .
» others 255 190 £+5 140 118
Saving (total in Takaton) - - SRL - +164
Beached pup:
« ynbivaches bamboo pulp 2761 3.00% 1,740 20 180
* hardwood pulp 9 24 1 174 +8
» Chamcas wa 1080 22 - ) .2
* 220am » aNegy 134 145 +1 100 -34
Saving — .- 1100 — «206
Blsached paper:
' pUp 1654 837 N6 384 +150
» {der matena) a8 » 32 38 32
* chemcals 34 33 «62 383 59
* sloam « enargy m 82 120 €61 - 40
- ] 9 202 100 134 +35
Saving —_ — «1.996 — «242

Compared 1 the obyective of & saving of 2.000 Taka per ton of bleached paper, the
et run reachod 1.996 Taka, That is well insdde the margin for ervoes in the physical
measurement of the inputs. The 151 run was conseguently accepted as proof that the
cost of production had decreased as guaranteed. A sct of cost figures was also
calculated based on the performance guaranices in ihe original comtract. When
comparing the result of the test run 10 these figuses, a saving of about Taka 240 per
ton paper was indicased.

Extracted from the mill's accounts the total vaniable costs for the two rocent years
are:

— July 84-Junc 8S: 20.640 Taka per ton paper
we July 85-Junc 86; 17.964 Taka per ton paper

The cost reduction is mostly due to conversion from odl 10 gas for power and
sicam generation, Other costs have only marginally been redueced (about 400 Taka

per 100).
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Technical stats of the units installed during the BMR project

m-lnimmdcnumamaduupln-mmmowuomdy
mmM@lmeﬂmmmmmﬁMMMa
mdmmmmwwmocu-ﬁmmmemm
Mbmwcmmumﬂlmmdnummucuvuyum:d
production.

Concerning the equipment installed during the BMR peoject the general
hpmﬂoa:upodﬁve.blmuiummmmxmdlywmedmkm
an acceptable technical condition. In some cases modifications had been carried out
afier completion of the BMR programese, The modifications mostly served
support production capacity at the expense of quality. During the inspection the
precipitator, (he recovery boiler and the cvaporatons were down for maimecnance,
that seemed to be competently performed.

munmaumwsmmimumwmmmmm.
and evidence of detcrioration caused by insufficicrs mainsenance and upkeep Is
cmtm.mmdmwMuﬁWMydwwequmlim
doule, be of major concem during the coming five years.

munmmummmwwmwmmw
in peoventive manicnance, planning and implementation weee held. A very limaod
mdwnﬁrmhanwdmonmolﬁ:mwmmm

mammmmammgmnp.mum.mmy
on-the-job instructions on the operalion and maintemance of the pew equipment.
Ancther pan of the peogramme consisted of skills improvement training for
technicians, such as electricians, instrument-mechanics and machine operators.
Kmdrmmmimudmfomwnmm;m«mamnmmw
e ahle 10 continue the training schemse when the expatriase instructors had left. This
typeormanadnﬁnimmdbyK%rsommwmorpniuionmwdndn
milT's training center. During the three years 1984-86 the Lraining center had beld an
mn:co(Omunuawu.vMIOpmidmsmethm.Amwfom:
courses covered subjects related 10 sechmical skills. The plass for 1987 contained
several courses in moechanical mainterance

ANALYSIS AND CONCLUSION
mwmmormmwaanmmm.umsuu
the scope gradually developed into a feasibality study for » substangial rehabilnation
pvojea.mlk!nmcplmmmplunaunswdmal rehabilitation work on
existing machinery, During this stage, delays occurred in delivenies of repair
maserial, which caused budget overruns and dispuics beiween Celpap, BCIC ad
SIDA. (This carly experience scems not 10 have been salficiently considered, as in
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the contract for and the organization of the BMR project, insuflichent resources were
Alocated 1o the handling of procurement and financing routines. )
mwjoalmo(mmmm-cmmexMy formulased. It can be
mm.howvcr.mumcmalobjccmo(mispmwnmmmghw
feasibility study approved by BCIC. In the consultant’s reposts from this phase it is
also staied that the actual repair work which was carried out mproved the
productivity of the production process. This statement cannot, however, be verified.

The BMR progect phase was from the beginning hampered by delays. On SIDA's
initiative a coeract was signed between Celpap and BCIC without SIDA being a
pan of the contract, This contract was signed in November 1979, Al the request by
BCIC/KPM the scope of this contract became different and broader than what the
feasibility study had recommended. This scope would extend the project cost
considerably over the budgeted amount of MSEK 33 A kng process of alieration of
scope, misunderstandings about available finance, delayed allocation of moecy and
unnecessary negotiations with possible equipsnent suppliers lod wp o a totally
revised project plan. This was approved by the Bangladesh govermment in lase 1980,
with a revised budget increased 10 MSEK 49, The peogect’s time schedule of 27
months from 1979.04.01 was af this time alrcady about 7 moaths delayed. When the
peoject was finalized in June 1985, the costs Bad Boon 70,8 MSEK and the duratich
74 months, i.c. an overrun of funds of 115% and time schedule of shout 175%.

If based on only these two criteria, the project implementation must be reganded
a5 very unsatisfactory. It s the mission’s opizdon that the masn reason foe (his is that
100 litle resources were allocated 10 the administration of the peogect, from boch
Celpap and BCIC/KPM. The comract was not clearty formetated and Celpap had no
peevious experience of peoject financing via import suppont from SIDA. The
manapement of KPM had limitod experience of running 3 project of this type, The
project had 100 Jow status in the mill's onganization, Inexperienced personnel was
aliocated w0 handle complicazed purchase and anspodt arangemonts, The fact that
thes project was financed by lssport suppon and consequently not closely monisored
by the bocal SIDA office did not in any way improve the situation. The most
Camaging of the actual causes for delay were:

* Frequent alseration of project scope
* Unclear custom clearance proceduses and rate application
* Breakdown in coordination of letters of credit, sappliers and delivery schedule,

The coordination of the project was funher disturbed by the fact that Celpap

changed the project coordinator in the home office and also recalled the reskden
engmecr dunng a penod lowands the end of the project. BCIC changed management

% mtmwru'!,s-u-m-hmumam
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a KPM four tmes during the projoct period, which also may have bad a disturbing
effect on the Impiementation of the project.

mmuymmmmmmmramwmmm
a notable additional consulting cost. Celpap had to supply a resident engineer and
home office scrvices for 2 much loager period than originally budgeted. At a
conservative estimate, about 20% of the consultant’s foes of 10 MSEK would have
been saved, had the project been impicsaented without abeormal delays. Price
increascs on equipment and charges for intceest costs from supplicrs would also
have been avoided. When the scope of the project was finally established in the late
1980's, the approved bedget of MSEK 49 must be reganded as rather optimistic for a
peoject in a developing country, However, out of the final cost of MSEK 70.8 in
forcign cxchange, an estimated 10-15% may be reganded as unnecessary Cost
escalation due 1o delays in the project implementation.

The unsatisfactory implementation of the BMR project has fortunately not
affected its possibilities to meet techmical and econcenic objectives. The two main
objectives have been met acconding 10 test runs and analyses signed by both parties:

« 2 production capacity of 30.000 wes paper annually
« 3 saving In production costs of Taka 2.000 per tom (1977 cost Jevel)

During the year of July 1985-Junc 1986 the mill prodoced 31,129 tons of paper
and during the 7 months of July 1986-Jarmary 1987 18.700 1008 of paper were
peoduced. It may be debated 10 what extent the BMR peoject is the only source of
this improvement, as (he mill's raw material supply also considerably improved
during this period, allowing for a more regular flow of production compared 10
carficr periods,

It is, however, the mission's opinion that withowt the rehabilitation work carried
out theough the BMR projecs, the mill’s sechnical stabus and productivity would have
been 100 low 10 take advantage of an improved raw material situation. Thus we
believe that the sechrical objective and the objective of production econoasics of the
project have been met
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Fulp production at KPM . Photo by Karlls Goppers!SIDA Photo Archives

Quite a different matser is the retrospective application of isvestment analysis on
ihe whole project, As is shown in Annex 6 to this report the investment in BMR at
KPM cannct be justified in financial or cconomic terms. But this was not part of the
objectives of the programme

An implicit techmical objective of the BMR project was 10 achicve an
improvement of the maintemance function through the introduction of svstems for
preventive maintesance. During the mission'’s visit 10 Kamaphuli Paper and Pulp
Mill, dascussions were hedd with semior staff within the malmienance departments
inspection of the maintenance shops was undenaken and a general assessment was
made of how e production oquipment was kept and maintained

A sight impeovement in the general tochnical status could be noted compared %0 a
previous stady (1983). A more professional aititude 1 maimienance among seevice
staff coald also be noted as a result of the mainsenance training and peactice dunng
the BMR. However. as a general statement it mwst be concluded that considerably
more management, skill and cquipment must be allocated 10 the malnienance
function If the expected and neccssary improvements are 10 be achieved

When comparing the average monthly figures for total salary within the
maintenance and prodection departments, the maingenance organizalion soemss 1o be
of e same size as the prodoction organization. This indicates that the number of
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madssenance personned ought 10 be sufficient, but that training, sepervision and skill

The objectives of the BMR traiming programme was pastly 10 improve the
operation and maintenance persommel’s skill, especially in handling the new
equipment, partly 10 introduce a personnel developeneat plan based on the existing
traiming cemtre.

A study of the 1zaining centre’s operation plans, combined with interviews with
semior stafl, gave (he impression that an increase in the activities of the centre had
been nosed afier the BMR, particularly when related 10 1ochmical subjects.
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RD&BE project

PROJECT OBJECTIVES

As mentioned in chapter 3, the general objective of the RCABE Project was
to secure Fibrous Raw Matenal (hereafter referred 1o as FRM) 10 the Karnapbu-
I Complex.

The “long-term”™ objectives were proserind as follows.

* 10 ensare full supply of bamboo FRM (about 100.000 was/year) to the Kamaphuli
Complex

* 10 develop a well equipped and efficient organization for extraction of bamboo
from leased forests.

The major Swedish support project 1o the forestry sector was discomtinusd in
19681, The objectives of the remaiming project may, however, be described in the
same tochmical terms, with the exception that the expected output had been reduced
10 42.000 1ons/ycar,

This project may be divided 1o two pans:

* fosestry
« handling of FRM

FORESTRY

Due to security reasons the mission had no opponumity 10 visit the forestry
project. From avallable data’ it must be concluded that very limited activity is
taking place in the areas leased and developed by the RD&BE project. The secumty
situation makes it necessary 10 transport workers 10 and from the Culting arcas
Guring daylight. This sinsation accounts for a considerably reduced period of active
work, compared 10 what was planned. Daily crection and dismancling of ropeways
and moving of equipment from the working arcas due 1o risk of sabotage are also
reducing the time for productive work.
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In its carly planning stages the expoctations on the arcas” production capacity
were quite high, During the feasibility stody and the project planning., a gradual
decrease of the projected production capacity ook place. In the final revised plan
from 1978, the extraction capacity for 1981 was targesed 10 42,000 tons of bamboo,

The production from the leased forests Before the project started, and before
security became a problem, was 10,000 10 15.000 tons.

A study of the actual production after the implementation of the peoject gives the
following resulc

TABLE 10: RDABE Prowet: Actual
FEROO

1980-84 14115
1984.85 152854
198586 299<
1006-87 (8 monmhs) 3929

The supply of bamboo purchased from private sources in the same arca has from
1987 gradually increased and is now about 20,000 tons anmually.

Duc 10 the Jow capacity of the RD&BE project the unit cost is 4,800 Teon
compared 10 1,500 TiAon for puschased bamboo,

According 10 Swedforest's Sollow-up report from 1984, the avallable bamboo
stock in the arca is well allowing for an annead cut of 42000 wons. There is
consequently no lack of bamboo that could account for the bad production results.

The Kamaphuli Complex’ projected 1987-58 consumpiion of FRM is about
95.000 tons. They are distnbuted as follows:

YABLE 11; Xamaphuli Paper Complex FEM Consymption 183788
SOURCE TONS

Imported pup 15.000
Localy puschased pulp 15.000
Woed 17.000
Barmdoo rom pevale S0UCes 40.000

SBamboo trom leased lorest (ROSHE) $.000

Contrary 1o the expected result of the RDEBE project, 40,000 tons of bamboo must
now be purchased from privale sources.

HANDLING OF FIBROUS RAW MATERIAL

This pan of the project was designed and implemeread by Swedforest Consultang
AB, basically during the penod 1980-85. It comsisied of the followsng masn
activities:
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» Design and constructson of a chippeng station for bamboo in Kaptal. The station
consists of a floating conveyor for bamboo rafis, 3 chapper and 3 chips stoning and
loading station

« Design and comstrection of a chipping station for wood (and bamboo) in
Chandragona. The station consists of feed-in conveyors, a chipper and a sysiem of
chips coaveyors, feeders and loading ramps,

* Procurement of fowr Scamia trucks for transport of chips from Kaptai o
Chandragona

* Procurement of theee Volvo BM loaders for loading of chips

« Rehabilitation of an old ropeway as stand-by for lifting of bamboo rafls over the

Kaptal Damn,

.
- -

o > . .

The chipping stasion at Kapead is funcrioning well, but wred only a2 half capocity dwe
to shortage of timber. Photo by Karlis Goppers/SIDA Phoso Archives

The conmiract was in this case directly between SIDA and Swedforest. The
implementation was supervised by a resident engineer from Swedforest. BCIC/KPM
had no direct project manapement role and no special project organization was
cstablished besides the one supervised by Swedforest. As the resident engineer
worked from the oflice of the KPM forestry divisson, a functioseng, informal co
ordimation could be established. Engineering and cquipmemt specification were
handled by Teknicus Engincening AB in Sweden, a subsidiary of Swodlorest
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The project suffered from delays, pantly due 10 slow custom clearance,
cumbersome tendering routines and Jate deliveries. It seems that the delays were not
causing production losses, s KPM was not able o receive (he chips, due 1o delays
in the BMR progect.

The handling systems were staned up in the beginning of 1985, and kave boen in
prodoction since July 1985, The presemt techmical status of the equipment was
assessod by the mission. The plant in Kaptai was kept in good condition and seemed
1o be competently maintained. It must be nosed, however, that the syssicm has been
running on half of its rated capacity, and consequently ought 10 be in good condition
afier cnly two years of service.

The plant in Chandragona gave a more wom-down impecssion, and needed more
maintenance than & had reccived, During the missdon's visit some parts were closed
down for modification and rebuilding, aimed at strengthening strectures and
improving the flow of production.

Both plants had been operating satisfactorily according 1o statements from
managers and supervisors. The quality of the chips had imperoved as expected, and
the availability of the equipment bad been acceptable.

ANALYSIS AND CONCLUSION

The primary objective of the project was to supply KPM with fibrous raw
material from leased forests in a quantity up 10 42.000 1ons 2 year, The cost showld
be comparahile 10 the cost of bamboo on the privale markel

It must be concloded that the bamboo extraction project has totally faded 1o mect
its objective. Not only has a decreasing tonnage been delivered, but the costs are
also much in excess of what was expecied. The production is now about 20% of
designed capacity and the costs are twice the costs for hamboo on the privaie
market.

The bamboo extraction part of this projoct has at no Ume been operated as
planned. The reason for the failure is that the security sitwation in the hill 1racts puts
heavy restrictions on the operation time and on the methods that can be used for
bamboo extraction. The actual situation also makes it difficult 10 find competent
supervisors and skilled workers for handling and repair of Lractors, ropeways and
other mechanical equipment.

As a consoquence of this sisuation, the chipping station in Kapeal is operating at
S0% capacity duc to lack of raw maierial. The unfortenate fact is that even this
peoduction rale is made possibie only by purchasing increasing Guangilies of bamboo
from private sources outside the RD&BE project area. Consequently, privale
bamboo ¢ xraction contractors can still operste in the Hill Tract arca, where KPM is
facing increasing difficultics. A plausibic explanation is that private CONLRACIOnNs use
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only trital workers and/or pay “protection moncy”. It shoeld also be noted that the
lowest permisted water level in the Kaptal lake has been lowered, which creates
addinonal production problems for the chipping station,

As the Kapal area is not able 10 produce the roquired amount of bamboo, KPM is
also purchasing from other arcas, from which the bamboo is delivered 20 the wood
yard at KPM in Chandragona. Thas bamboo has 10 be chipped also at the
Chandragona chipping station, which was originally desigmed foe chipping of wood.
This gives capacity reductions and quality problems as a consequence

The oniginally designod Mow of raw maserial compared to the present sisaation s
shown below. Fing, the designed capacity is illusarated:

CHART 2: RD & BD: RAW MATERIAL FLOW

DESIGNED CAPACITY
BAMBOO PROM BAMBOO FROM WOoOoD
LEASED FOREST PRIVATE
42 000 SOURCES €000

ruLe CHANDRAGONA
FROM rULP CHIFPPING PLANT
BYLET
10000 10 000

) | 1

KPM 100 000 TONNES

The above design should be compared 10 the actual situation over the last reported
year, which is illestrased in the following figuse:
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CHART 3 RD&BE: ACTUAL RAW MATERIAL FLOW

ACTUAL PRODUCTION 1965-1986
BAMBOO FROM BAMBOO FROM WoOoD
LEASED POREST PRIVATE 28000
10 000 SOURCES 16 500

PULP
FROM
RYLET % 000
LR
I 1

KPM 65500 TONNES

In the pertod from the review mission i 1977 10 SIDA's withdrawal from the
forestry peogect in 1981, it bocame chear that the secunity sitaation in the hill tracts
would create considerable problems In the Kaptal arca. At that time i1 was still
possidie 10 recomsider the technical solutions and the Jocations of the chipping
stations. It is casy 10 be wise afier the event, but doubeful investments may have
boen avolded, had consideration boen given 10 the sisation in due time, instead of
continging 10 implement the RD&BE projects as if no secunty problems had
cxisted

Consequently, when analysing the chipping and wood handling part of the
peosect, it muss be concluded that the location and technical solutions are not the
best, considering the peesent bamboo extraction problenss.

When ondy evaluating the lechnical function and the operation of the chipping and
wood handling stations, the Kaptai station &8 functioning well, the Chundragona
station acceptably. The Joading and transport vehicles are showing sulficient
availabidity,

It must be noted that it is uniikely that the present availability will be sustaned,
gnless the maintenance functions are impeoved and more time and resources
allocated w0 service and peeventive maintenance
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The Kapeai hydroelectric dam. On the left is an old rope lifi used as ssand-by for
Hfting bamboo rafts over the dam. Photo by Kariis Goppers'SIDA Phoso Archives

EXPENDITURE
It has been impossible to assess the reliability of the presented figures. This fact is
due 10 several reasons, as follows:

1) As pant of the forestry sector support, the RD&BE project has sarely had many
costs shared with the other projects in the sector. Such common costs are not

specified,

2) Follow-up lists prepared by SIDA's Accounting Division do not cover the whole
implementation period; the RD& BE project's costs are only partially shown

3) For the time after June, 1981, impont suppon funds were made avalladle for
fimancing the RD&BE peoject. This makes it very difficult 1o identify the costs

The wble below is based om Swedforest AB's own accounts for the
implementation period up to June, 1981, For the time beyond that date, the table is
based upon invoices paid by SIDA’s Agriculture Divisson 1o Swedforest AB, under

impon support funds,
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ROARS PROSCT

It has not been possible 10 establish which amount has been provided by

BCIC/KPM 10 this peoject,

TABLE 12; ROABE: Estimaned Project Cost
MSEK YEAR

Consyancy lees 16 197681

Consuancy fees 5 198585

f quomant a7 107685

Even without the estimate of the Bangladeshi input i is obvious that the presont
sicuation makes any financial or cconomic justification of the investment impossibic
(ef. Anrex 6)

| Discusricas wik o(ficers within O foresyry dpartewst of KP'M and the delivery siasincs foe FRM

2 The Oiguee of 47 MSEK probubly inchades conts for forentry progects whach were Laser ahandoned.
The team Sas boen working with an estinase of 20 MSEX for the RD & HE Project only. This is the
figere wed m soction 1.1 of the repon.
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CHAFTER 3

Khulna Newsprint mill:
The BMR project

Background

In 1582, the Khulna Newspring MIll case was again beought up, alier same peniod
of mo Swedish involvement since the firt discussions. Bangladesh asked SIDA if
there was any possibility of allocasing funds for a rehabibitation programme for the
mill. This rehabilitation programme, decided on in 1978 but not Tasnched uneil
1980, was mainly financed by Canada, with some funds being raised from the
Federal Republic of Germany and the Unitod Kingdom. The Swedish coeribution
Was meant 10 cover 3 minor past of the rehabilitation programme,

The sotal programme is repomed 10 have cost 4390 Lac Taka (449 MTK) of which
the forcign exchange part was 2760 Lac Taka The Swedish contribugion amounted
80 640 Lac Taka, or 23% of the 1oaal forcign contribution

PROJECT INFUT

The BMR peoject 2 KNM is based on a study by FL.C Roods and Associsses,
financed by Canadian support. This study wias carried out in close cooperation with
the mill's rechnical staff and with expens lrom RCIC.

The study identificd machinery in noad of renovation xnd defined bortle-pecks in
the production peocess, where investments would allow for 2 more balanced and
cllicient Now of prodction. BCIC and KNM funher developed the findings and
compiled a project plan for 2 comprehensive rehabilitation, the BMR projcL

The general objective of the project was 1o increase the production leved from
30,000 tons of paper anmally 10 the designed capacily of 45.000 wns and 1o ensure
that such production Jevel could be sustained. Another prncipal obgective was 10
achicve quality smprovements and roduction of production costs.

In the project plan, these objectives were formoulatod & follow

a) To restore the production leved of the mill 1o 45 000 tons/yeasr
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_IOULNA NEWSPRNVT UKL THE BUR PROACT

b)TolmmmMeMydmmwmm
¢) To sustain a higher prodaction level without any major replacemnent for another
15 years
@) To reduce the cost of production by:

- reducing import of costly Jong fibee chemical pulp

- CMCIRY savings
¢) To save forcign cxchange by lesser use of imported pulp
DTonizqnmme.nmmmbﬂuy)mmumiomlw

nmmmcmmmimpmmmwammxmmnw
BCIC's implomentation division. The project was manxped without any forcign
main contractorfoonsullant. However, several of the supplicrs of equipment were
menaw.mummmnmnmccmimm.

The main pant of the BMR activitics were aimed at increasing the prodoctivity of
the paper machines and the production stability of the sicam and power plant.

The major works carried out in the project were:

« Renovation of boller | and 2

* Overhal of turbines 2 and 3

» Restoration of torbine |

« Installstion of a2 new electnic sub-staton

« Rebuilding of dnve at paper machines | and 3

« Modernization of paper machine 2

« Renovation of paper machines 1 and 3

« Installstion of $ additional autoclaves with auxiliary sysiems for treatment of wood
« Insallation of & new roll grinding machine

Costs
Acconding 10 a project follow-up report compeiod at Khulna, (he 10tal project costs
were distribused as follows:
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NHULNA NEWSPRENT WILL: THE BUR PROJICT

JABLE 13: KNU Project Costs

Taka m¥ion LOCAL FOREIGN
——GNG Y EXCHANGE
Comtructon work

* bulldings 32 .

* machine fourdatons 28 .

« water (nake hamvel 22

* othors an

Machinery

- local 23 .

* imporied ' 2731

* Gy, tax, transponason 450 .
Other costs

+ nstalation and raining 28 29

* Metes! ns .
~confingency 04 :
Sub soral 173 278
TOTAL &89

THE SWEDISH CONTRIBUTION

Modemization of paper machine no. 2 was the pancipal work fimanced by SIDA
funds. Some Swedish funds were also used for renovagion of paper machine no. 1.

The paper machine no. 2 was designed with an old fashioned wet end, with
gravity type bead box and open draws. For this reason, the machine could mot
produce newspeint at the designed speed of 1.200 fecUmin. Even at the actual
running speed of 800 feey/min., the freguency of paper breaks was high and the
peoductivity consequently Jow,

For this reason, 3 modemization of the wet end of paper machine no, 2 was
expeciod 1o achicve a consaderable impeovement of e annual outpul,

In the beginning of 1982, ERD regeested fimancing from SIDA, aimed
modemization of paper maching no. 2 in Khulna, The roquest was approved and a
tender for the rebuilding of the wet end flomed. BCIC recelved bids from two
Swedish suppliers. At this stage, some misenderstandings occurred over the sCope
of the tender and over the routines for tender evalyation This resulted in 2 re-tender,
As KMW was the only firm 10 bid in this scoond tender, that fiem was contraceed 10
carmy out the assignment. The contract was signed in March 1983,

The contract covered the following designs, deliveries and erections:

1. Installation of a new pressarizod head-box

2. Closing the draw by installation of a suction peck-up system

3. Rearmanging and modemizing the peess pan

4. Rearranging a chapier of the drier pan

5. Replacing auxiliary equipment such as pumps, fels cleancrs ete,
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KMULNA MEWSPRNT ML THE BMR PROJECT

6. Modemizing of the clectrical drive system

The rebuilding was handicd as a seb-project within the BMR projgect and was
camied out during a penod of 14 weeks, during which the paper machine was closed
down for 11 weeks. During this period, KMW had an erection engineer & sise. For
shorter periods, he was assisted by other specialists from KMW

Apart from this modemization project, Swedish project funds had also been used
1o purchase replacement parts, mostly pumps and rolls for paper machines no. 1 and
m, 2

Khzina Newspring MH! Mosr ermg it done by hand. Photo h» Karlis
Goppert'SIDA Photo Archives.

Costs

It is appropriaic 10 montion that the documentation in SIDA's files of this project
Is very scarce. The reason being that the allocasion was ssade under impon suppod,
which mplics that a very lmited project analysis and no project ACouming was
required

The cost figures presended below are extracted from a peoject follow-up repon
compeled by the BMR progect Ieader in Khulna. It has not been possibie 10 have
these Ngures confinmed theough SIDA's accounss.
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TABLE 14: KNM Procwement under SIDA Grant

hem Taka

Rabutidng of wel-end paper machine 2 40074585
RAeplacement of centrifugal pumps 25004837
Aepiacoment of rolls paper maching 1-2 14912569
Reglacement of calander stacks 1-2 6501177
TOTAL 63 580 248

During the period 1980-1983, the amount of 64 MTK was equivalent to about 19
MSEX.

PROJECT OBJECTIVES

As the Swedish documentation reganding this project is scarce, it is not possible 10
find any cxplicitly formulated goals for the Swodish contribution.

Considering that there was an ongoing BMR programme funded mainly by
CIDA, it soems fadr 50 alfirm that the Swedish objectives were mplicit. In thes case,
the main reason for suppont would have been 10 improve indirectly the economic
sizuation in the coentry, as output and export were expected 1o increase through the
modemization of KNM, promeging coonomic growth in the long run.

Evidence supporting that assumgeion derives from a memonndum written by the
SIDA office in Dhaka, which is probably the final document cooceming the
Swedish commitments 10 KNM. This memorandum not only cerifics that KNM has
boeen expornting its products 10 India and some neighbouring countrics since 1984,
but also that the owtput of good quality newsprint has been increased. Accordingly,
there seoms 10 be some cvidence 10 assume that the above-mentionoed implicat goal
has been achieved.

PERFORMANCE

As the Swedish contnbution must be regarded as a pant of the BMR project, an
analysis of (he achicved results of the whole project will serve also as an indication
of the outcome of the Swedish contribution,

From test ruas and from the mill's prodection reponts the following resudts may be

reported.

Producrion capacity
In the year of 1984.1985, the actual production was SO.851 tons of paper. In the
year of 198S-1986, the production amounted 10 51,100 tons.

Cost reduction
Aflter implementaticn of the BMR, the share of imponed pulp in the FRM has
decreased from 18-25% to 10-13%. This represcents 3 considerable cost seduction.
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Due 10 a higher productivity, the total power consumption per ton of paper has
decreased with about S00 k'Wh,

Quality improvement

Expansion of the plant for chemical peetreatment of the wood, by adding five
sutockaves, has contributed 10 impeoving the average guality of the ground wood
pulp. Both bresking lemgth and burst factor (paper’s strength) has improved and the
mill can now run a newspring paper of intemational standard.

Khulnag Newsprint Mill; Removarion of boilers was part of the rehabilitarion
program. Phoso bry Karlls GoppersiSIDA Phoso Archives

ANALYSIS AND CONCLUSION

From the mills production results descnbed above, we must conclode that the
BMR project has achicved its tochmical objectives well, In discussions with the mills
manapement and with senioe stafl within BCIC, the mission noted stalements of
wnreserved satisfaction over the result of the project

However, 2 magor qualification was expressed conceming the mill's economic
result. This result is very unsatisfaciory, due 10 the domestic price of newspnnt. The
mill is beginning 10 improve on this unsatisfaciory price structure by cxponing
mewspring of intermational standard 10 2 Migher prce than what can be charged
domestcally
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From a table showing annual prodection and financial result, we may conclade
that the capital costs of the BMR project had a heavy negative impact on the
financial retums,

TABLE 15: KNM Production and Resut

You PRODUCTION PROFITADSS
onyear MK
19781979 222 - 9.67
19751880 41270 20,20
19801881 34184 « 13,80
1981-1562 44 004 +65&0
1982-19683 31 202 « 407
1983.1984 37.784 « 10068
1085-10686 55100 - 56 .00

The year of 1985-1986 was the first year when the capital costs for the BMR was
charged, A considerable increase in wages and salancs was also introdeced that
yoar,

The fmancial and economic justification of this project was workod out 2t KNM
As is shown in Annex 6 the project may be justificd both financially and
cconomically (in a limited sense) when the production increase is assumed 1o be
sustained for more than five years, Under the assamption of a sustainability of five
yeass only, the justification becomes more questionable, The mission concludes (hat
the project may be just barcly cconomically justifiable, while the financial retums
may be megative.

The implementatson of the Swedish part of the project was delayed by a dispute
about the scope of KMW's contract. However, the dispute was solved in an amicable
way before the delay had caused serious problems. Apart from this delay, the
rebuilding of the wet end of paper machine no. 2 went according 10 plan and budget.

It must be concluded that the Swedish deliveries were handled in a professional
way and that erection and commissioning were in general satisfactonly performed
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PROJECT MANAGEMENT, ACCOUNTING, SUSTAMARILITY, ENVIRONVENTAL ASSECTS ARD. .

CHAFTER 9

Project management, Accounting,
Sustainability, Environmental aspects
and Future prospects for the paper
industry in Bangladesh

As a result of the funding from impoet support the BMR at KPM was subject 10 very
liatle follow-up from the local SIDA office during the first three years of
implementation. As has been noted in chapter 4 this was an explicis policy on the
part of SIDA. The project was for policy reasons 10 be the sole responsibility of
BCIC.

As a consequence of this, several indications that the project was running badly
were not noted or acted wpon. Complaints from the Swedish consultant were
ignored.

A similar management deficiency was that no accounting sysiem, that allowed for
budget follow-ups was operated. Not even the actual size of disbarsements could be
sulficiently checked by SIDA.

The above and other effects of the impoet support sysicm of the 197075 have been
observed by SIDA also in other projects. This is part of gencral SIDA history by
now, as SIDA has made major changes of its policy i Uhis respect.

CONTRACT

The Celpap/BCIC contract was voluminous and difficult 10 interpret, which
caused different interpectations and consequently strained relations between the
coNLrXting partics.

Very detailed technical and econamic objectives were specified for the project.
When the scope of the project was changed. no subsequent changes were made in
those specifications. This caused an unciear situation, especially when test-runs
should have boen evabsated.
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PROSCT MANAGEVENT, ACCOUNTING, SUSTANABILITY, EVVIRONMENT AL ASPECTS AND. -

The contract gave little advice as 1o how the implementation process should be
monitored, as 80 the format of progress reporting as well as 1o the organization of a
peoject principal. Not until 1982, on SIDA’s indtiative, a supervisory board was
formed 10 be the project prncipad,

It may be that the use of a general model comtract, without sufficiess adjustment
10 the actual situation, in combination with lack of experience are the major reasons
for e probloms caused by the contract itself.

LOCAL ADMINISTRATIVE ROUTINES

Centralized decision roetines and 2 strict categoey split-ap between the different
types of jobs made coordination and managing of the peoject’s activithes very
complicated.

The purchasing procedure for government-owned industrial operations was
extremely slow and cumbersome. [t seems as if the project has suffered comsiderable
probiems and costs due 10, not only the slow procedures, but also the lack of
routines for co-ordination between the project management and the purchasing
organizaton,

ERD s allocating the intemational sepport fends, It scems that the KPM
management and the projoct manager had very Enle knowlodge and no influence on
the routines and schedules for allocation of funds. This caused repeated
discrepancics between available and needed funding, with delays, price escalations
and additiomal fimancial costs 25 a result,

The creation, in 1984, of an emergency account in Sweden for parchases of
spares and minor eqeipment was a substantial Emprovement in combating delays.

The custom clearance procedures were complex and rigid. The project ran ingo
problems regarding how tarifTs and classifications of imponed equipment shoeld be
applied. This caused excoptional delays in the clearance procedure, that lasted an
average six months. This problem can only be attributed 1o lack of competence of
the offices responsible for clearance routines.

PROJECT ORGANIZATION

The KPM project organization was kept at 2 small scale. The idea behind this was
that necessary personned and other resources showld be allocaed when noeded from
KPM's permanent organization.

As the prodection management was reductant 10 release skilled personnel, matsers
of this type were referred to the general manager and his own priority assessments,
The mill had a saccessbon of four pencral managers dering the peoject period. The
project manager 54 not have a sufficiently senior position in (he organization 1o
compeic with the prodoction management for SCarce resowrces.
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With the split-up of tasks and responsibilitics berween Celpap and KPM, a strong
co-ordination and reporting function became necessary. However, the two project
organizations had separate reporting routines and weak co-ondination rostines, Only
from 1982 an impeovement of this function ook place, a8 the supervisory boand was
established. On instruction from this board, a considerable reinforcement of the co-
ordination activities between Celpap and KPM wok place.

In KPM a cersain reduction of pollution has been achieved, but environmeniol
prosection (s sl far from satisfactory. Phow by Karlis GoppersiSIDA Photo

Archives

PROJECT ACCOUNTING AND REPORTING

As has alrcady been noted the projoct accounts and progress reports within the
SIDA organization do not contain enough information. This goes not only for
physical progress of the projects or fimancial resulis, but also for such basic dooor
informatson as its own disbarsements

The passible explanations for this have also been indicased. Under the use of the
formcr EMPO SUPPOM POULINGS RO PrOJOCT PYOETCSS IKPOMLNG Was necessary. Even
specific reporting of disbursements was not made o 2 "project” basis, This accounts
for the difficultics in estimating the projoct costs from SIDA sources. As far a8
RD&BD is concemed, anather difficulty anses: the lack of sanct scparstion between
accounts for the former forestry projects and the contimeed sopport 10 RD&BD
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Fortumately, the accounting at BCIC has boen a Jot better. The estimates in this
report are most of ?he time based on scanty SIDA data and then double-<hecked by
BCIC data. Funhermore, the accounts at fim Jeved have been of a high standard,
thus providing another way of estimation. Progress reporting in technical and
physical terms has also boen well done at firm level. In some cases even financial
and economic analyses of the prosects bave been carried out (¢f. Annex 3),

SUSTAINABILITY

R is a problem in developing countrics 10 achieve a lasting effect of industrial
mvestments or rehabilitations. There is always a pressure towards allocating
available funds 10 investments in production capacity or extended Infrastrocture
The share being allocated w0 malmenance and parts supply as well a5 o Iraining is
often far from adequase.

When rehadilitation invessments sech 25 BMR's are implomented, it is of great
value if the problem of sustainability is addressed right from the beginning as one of
the major parts of the rebabilitation programsme, In such 2 way the balance in the
resource allocation would be impeoved. Unfortusately, it ofien scems 10 be more
ingcresting for all parties, (owner, consultant and equipment supplicrs) to
concentrase on equipment and production, at the cxperese of sastainability,

Also in cases studied in this repon such functions as training, preventive
mamnienance, sparc parts availability, spare parts rehabilitation, condition monitoring
and fault analyzing routines were given a comparatively light touch. The
management both st KPM and KNM capressed confidence when lnserviewed shout
their assessment of the mill’s possibiilies 10 retain the achicved improvements for
the coming five years. The mission feels less confident in this respect, unless funther
acuon is taken and resources allocaled.

ENVIRONMENTAL ASPECTS

No specific investments were undertaken in order 10 reduce emissions harmfyl 10
the environment. However, by several of the improvements endertaken in the KPM,
savings were achicved by reducing Josses 1o air and water of chemicals and fibres.
Im this way, a cenain reduction of the mill's pollution load on the environment has
been achieved. No actual tests or measurement of the mill's discharges 1o the river
and the air are available. From visual inspection of the efffoent, it may be concluded
that the situation still is very far from satisfactory in thes respect.

As no data exist, it Is not possible 10 verify the improvement achioved by the
BMR at KPM.

A “guestimaic” based on the consumption figures bofore and after the BMR
would give:
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« fibee Josses have improved abost 700 weyyear
» sulphur losses have improved aboat 200 oeyycar

Conceming the RD&BE peoject, no information is available for evaluating the
impact, if any, of the new semi-mechanical methods for bamboo extraction and
Lranspon on the eavironment

The BMR at KNM did not include investments to cut fibre losses. The reason
being, according to the mill management, that by re-circulation within the mill's
wager system the fibwe losses were well under control. According 10 information, an
independent consisltant a few years ago chocked the mill's cfMuent and repored that
it contained a low degree of pollution, “close 10 European standard”, The mission
had the opportunity o check the effluent being pumped im0 the river. In oor
opinion, a Exropean pollution control inspector should have quite a few objections,
was he 10 be confroosed with a similar effluene.

FUTURE PROSPECTS OF THE PULP AND PAPER INDUSTRY

It has been concluded that the industry i 1986 was operating at a cost Jevel above
the international price level, with the exception of newsprint, which was sold at a
profit o eeighbouring countries. Simultancously, the govemment price regelations
make it practically impossibie 10 scll at & reasonabie kevel of profic

in fact, from 1969/70 o 1985/86 KPM has sold its paper at a price above total
cost anly on two occasions: in 1969770 and in 1985/86. The government does not
only regulate prices of the final products, but may also iervene in seting salarics
and wages of employecs, as was soen in 1985

The pulp and paper industry is, in sum, produocing under the prosecuion of a ban on
imports of paper at costs which are not imcmuationally competitive. Due 1o political
decisions 10 suppornt cducation and mass modia by kooping domestic prices down,
the protected industry is still not making peofits,

It scems probabie that the govemment, by lifting the import han, would be abie 10
reduce the costs of edocation and the costs for mass media, while at the same time
exposing the paper industry 10 an intemational competition that it woeld probadly
not survive, Approximately 10,000 people would in that case lose their jobs and an
important part of the regional development of CHT would be lost,

It would seem that forcign ald given in suppon of the pulp and puper industry
duning the 1980s has in fact been a support 10 mass media, education and reglonal
employment policies.
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The above comments seem 1o suggest a centain lack of coordination between
cducation policy, mass media policy, employment policy, on the one hand, and
allocation of forcign grants and crodits, on the other hand,

The high degroe of political regulation of the conditions for the pulp and paper
industry, in tam, implics that those same conditions may change drastically-—o¢
remain e same—denng the 1990s,

Given that the conditions remain the same i the coming decade-—-4.¢. NO Imports
of paper and administered domestic prices as well as wages are being used to
subsidize education, mass media and the employees of the pulp and paper
industry—we are facing a sitaation where no financial means for investments are
generased by the industry itsell. Practically no forcign exchange will be generated
cither,

It is forcsccable that the industry will need w0 invest considerable amounts of
forcign exchange during the coming ten years only 80 kecp up its peesent level of
production and peodactivity,

The single largest issue of a very complex natere 10 consider when it comes to
feture costs of production is the availability of FRM. This resource is bocoming
moee and more scarce. Most of the FRM has aliemative uses, bt is being procured
by the mills & production cost. A major extemality of the indusary is its impact on
the availability of, for exampie. bamboo and firewood, being esed for construction
purposes and as energy sources. The opportunity cost of FRM is ultimately the
peaspect of a general scarcity of those materials for other purposcs. Whatever values
society should assign 10 cach e of FRM, it is safe 10 asseme that the pulp and
paper industry will face rising prices for ils raw material, mech more so than what
may be expected for the memational price of pulp.

The foreign exchange presently camed by the industry (by expont of newsprint)
will no loager be fonhcoming—at present capacity—when domestic demand has
imcreased SO a8 50 requine the 10a) outpot in onder 10 be met. At present forecasts this
will occur in around five years tisne from now.

Assuming that no major changes willl take place in the present condition, it looks,
therefore, as if the possible future for the pulp and paper industry in Bangladesh will
be o try 1o sustain what has been achieved in production capacity, productivity and
know-how, Thas must be done by gradual and coondinaed replacement Investments,
continuous training and improved manicnance.
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CHAFTER 10

Impact on women

According 10 cxisting documents, there s 5o evidence that integration of women
was ever pereeived as a goal of cither the BMR programmes or the RD&BE project.
This goes for both the Bangladeshi and the Swedish side. In the case of the forestry
project, it was nevenheless stated (hat

“jobs suitable for women will through the proposed forestry
programme be creased primanly in the plantations and nurserics,
Duc 10 the situation of women in mushim countrics, i is however
doubtful if women will be in a position 10 avail themselves of
o0 opportunitics that will be provided™,

We may note in this instance that the Chittagong Hill Tracts are populased by
Buddhast minornitics, where women traditionally enjoy a freer pasition than women
do in other parts of muslim Bangladesh. Women are already widely employed in
vanious types of forestry and plantation work in the CHT.

Nevenheless, its socems, especially over the last few years, as (f (he women issoe
has more and more been implicitly taken as a desirable side objective of any
developement project. This implicit goal would maturally be stronger for projocts in
oher secions, such as education and health, but, at least in the case of Swedish aid 10
Bangladesh, it is also present in sectors such as industry. This is natural, since the
awareness of imegrating women into the country’s development has strongly
increased over the last few years.

WOMEN LABOUR IN KPM
The performance of KPM with respect ©0 inchading women in the labour foeoe is
indeed modest, For 19851987, we have the following pictare:
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TABLE 16; KPM: Pasticpation of women in work force

otad

Papes W1 RD & BD Reyon TOTAL

Complex

1985 1987 1985 1587 1068 1987 1085 1087
Clicors L] 1 2 b (<] 0 3 4
Ganeral stafl 43 54 0 2 b | 3 81 9
Workers 0 0 > 0 9% 100 98 100
TOTAL &3 a5 2 ) o 109 149 1683

So KPM still bas a long way 1o 2o in osder 10 reach the target set by the govemment
in 1976, by which 10r% of all jobs showld be reserved for women. Nor has KPM
anything 10 offer regarding special facilitics creaad for women in order 10 enable
them 10 enter the work force, except that one todlet is kept separate for women.
There is no separate camtoen for women,

WOMEN LABOUR IN KNM
In KNM, the picture is not bemer tham in KPM

TABLE 17: KNM: Partoipaton of women n work force

1085 1087 TOTAL WORK FORCE 1547
Onicen Q 12 165
Ganetal staM 0 18 sar
Workors 0 0 1.53%
TOTAL 0 28 229

KNM seems o be slighdy betacr off in that it offers sepamie Sociors &s well as a
matemity wand in the company bospital. KNM also maintains & separase chapuer for
girls in the company financed secondary school, provides special transport facilities
for women, has a ladies” recreation club as well as a “training prodouction centee™ for
the benefit of women employees and grown-up daughters of employoes. In addition
10 these material facilitics, women ase also benefitting from 12 weeks of keave with
full pay for masemity and childbirth, This benefit is valid for a maximem of two
chaldren,

The cvaluation mission was Dot in & POSIIOn 10 verify on its own 10 what exient
the above-mentioned facilities were operational and 10 what extend they were
sctively used by women employecs,

CONCLUSIONS

The picture that emerges is indood very negative, but we may note the following
caplanations:
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1. In this type of indestry, we cannot, not ¢ven in countrics far mose developod than
Bangladesh, expect a rapid increxse of women's employment. KPM's general
manager 108 the mission that the company simply does not receive enough
applications from women, Even if the compasy wanted 1o, it could not attain the
10% employment target for women. Others have claimad that any woman applying
for a job with KPM will be hired, We have no way of judging whether this is a
realistic statement.

2. As wis mentioned above, Impact on women was never stalod as an objective of
the peoject.

3. We may realize the difficulties of integrating women into the project in
considening the general, cultural, religious and ccomomic characiesistics of
Bangladesh. It has been aptly described, in a document by DCO-Dhaka, !

"Women, although they constitute almost half of the population
of Bangladesh, have hardly been considered as active
contributors towards the growth and development of the
country... Social castoms and traditions, Hliteracy, limited
facilities of techmical and vocational training and lack of
employment opportunities have hampered the total insegration of
women in the mainstream of development activities.. The
majority of women are rural based and outside the development
mainstream. They play 2 major role in traditional howschoid
activities but their contribution has mostly remained
unaccounsed for, Their incomes are only “additional incomes”,
Women are never considered “the family beead winnen”, They
are Ihe imvisible labour force relegated primanly o play the rolke
of docile daughter, a compliant wife and 3 dependent mogher. All
these roles are inscribed in the strong calteral, mythological and
relighous believes spheld in the courery.”

WOMEN IN OTHER SIDA-SUPPORTED PROJECTS

Comparing the peojects evaluated here with other curreme SIDA-supporied
projects in Bangladesh, we may note that SIDA has recently put a very strong
emphasis on the women aspect in virtually all of its projects:

SOA Evinaton Mot 19077 Semcer's G007 & D e Faaty ~ Bargiates o ”




« the Intensive Rural Works Programene (IRWP) has a great potential of employing
women in road maimienance work and had by 19841985 alrcady provided 57.000
women with direct employment

» the Grameen Bank Loan Scheme has women as its specific target and has so far
extend loans 10 112.000 landless women

«1he Early Implementation Project (EIP) which deals imter alia with dam
constructions for disaster prevention, is not considered 10 offer mech potential for
women panticipation, but women have been identificd as a target group needing
special atention

« in the foar different health projocts currently funded by SIDA the participation of
and the effect on women is considerable

« fimally, in the educational sector, Sweden supports 3 vocational training
programme as well as 3 primary education peogramme; in both, the potential for
benefinting woesen is considercd good, although progress has not been very rapid so
far,

From this survey, we may conclade that the very choice of projects incleded in
the development cooperation between Sweden and Bandladesh is today sech a5 10
e more condecive 10 benelit women than was the case, say, 1en yoars ago.

WOMEN EMPLOYMENT IN BANGLADESHI INDUSTRY

If we finally obscrve the change in womsen cmployment and emancipaton in
gereral in Bangladesh, we can conclude that some substantial progress has been
made over (he past 1en years, Industrial employment for women has gone up in the
last few years, especially in the wextile industry during the 19805 The wexule
industry 1oday employs exclusively women workers and this has kead observers 1o
conclude that in the final analysis, it is not only religious or culural motives that
prevent Bangladeshi women 1o join the labour force. Judging from the complete
readiness showed by indesirial entreprencars 10 hire women and by the women's
willingness to respond in large numbers, we would have 1o conclode that the long-
term problem of integrating and emancipating Bangladeshi women into the
industrial and cconomic sphere is also cconomic, not only religiovs

The change in woenen and men employment for various cconomic sectors from
1974 10 1984 can be seen in the tabie below:
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Housing and other facllities for workers are well developed at KPM, but few
benefiry go o women. Photo by Karlis GoppersSIDA Photo Archives

TABLE 18: Bangladesh: Total employment (Ihousands)

WOMEN MEN

1974 1984 1974 1084
Agroltae 810 212 15213 16.077
Minirg . 2 a5
Martactuneg » 684 $10 1,765
Dlectricty, gas, waler 7 67
Constructon . 9 22 478
Wholesale trade 9 133 762 3.019
Transport, siorage 2 10 318 1973
Feance ! 2 55 133
Social servioe 182 213 1878 2000
NEL Al 1.123 na 5%
TOTAL 840 2302 10377 25268

The figurcs show that women emnployrens has increased almost threcfiold (= 3004%)
whitle the employment figuse for men has pone up by about 25%

| Shica Persson, SIDA-DCD, DACCA, Memorsndem, 1987 0208
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INPACT ON TRIBAL MNOAMES

CHAFTER 11

Inpact on Tribal minorities

The tribal minoritics living in the CHT were explicitly and clearly defined as
perhaps the most important target group of the RD&BE project, but not at all
mentionad with respect 1o BMR at KPM

THE TRIBAL PEOPLE

The CHT being the least densely populated district in Bangladesh, it counts 114
imhabitantssquare mile. The district’s total population of $80,000 people reprosents
only 0,5% of the national population of approximately 90 million people. The CHT
is inhabuted by people who are cthmically different from the rest of the Bangladeshi
population. The hill people are made up of scveral iribes, of which the Largest
groops are the Chakmas, the Marmas and the Mrus. The Chakmias are the most
mumerous, counsing around 200,000 people. Most of the tnbespeople are Buddhists,

The great majority of the people in the hill tracts depend on subsisience
agriculture. They are involved in shifting cultivation, locally called “jhaming™. This
has boen peacticed for centisries with listle effect om sodl fertiliny, About halfl of the
Chakmas developed a mainly scttled way of life based wpon agnculture in the
Kamaphuli Valley,

In the carly 1960s, a dam was built across the Kamaphedi river, near the village of
Kapead, well into the tribal termitory of the hill tracts. Littde thought was given 10 how
the onginal inhabitants of the arca would be affected.

When the dam (created by an USAID-funded hydro-clecinic projct) was
completed and commissioned, a lake of 253 squarc miles was formed, which
inundaed SO.000 acres of scttied and arable land. More than 10,000 familbies or
about 77000 persons were displaced, of whom 90% were Chakmas. This
displacement disturbed the cyciical equilibrium needed for shifting cultivation. As a
result, It began 10 be practiced also inside the reserves. Funthermore, heavy
population pressere in recent years, due 10 a great extent 1o migration, contribuled 10
shorien the cycling of cultivation, also affectng the balance in the sysiem.
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The hill tracts have for centuries been remote and isolased from dally contact with
the outside world. Under British rule the whole region was administered as a
protecied arca and the trides as protecied people. This prosection disappearcd
gradually and was 1otally abolished after the independence of Bangladesh in 1971,

The factors presensed above help to explain the growing hostility between the
tridal peopic and the new sewtlers. Guerrilla activities blazed wp in the 19707%,
involving mainly the Chakmsas. These issucs proved to be of crucial importance fos
the whole secior, as discussed below,

SWEDEN'S OBJECTIVES WITH RESPECT TO TRIBAL
MINORITIES IN THE RDABE PROJECT

The suppont memorandum (1974) states that “the Jocal tbal population should be
given priority to employment”. It is noteworthy that the question of the tribal
ménorities is not even mentioned in the first peoject document, the oo peocading the
seppon memorandum, and called idea memorandum.

The seppont memorandum shows that SIDA was aware that the objective of
benefitting (he tribal people with employment opportunities may not be an
altogether casy task. It states that:

"A condition for the tribal groups living in the Chittagong Hill
Tracts to be benefined by the project is obviously that workers
will not be recruited from other pans of the country. A tendency
of discrimanation of minority groups has been evident on carlier
occasions when there was competition for yob opportunities...
Therefore an agreement for the suppont 10 these foresiry projects
showld pertups contain a clause with respect W preference for
the local population for jobs and for training... Furthermore, an
cvaluation of the project’s socio-economic effect for the local
population should perhups be prescribed by the agrecment,
Before the agreement is signed one should pertags also ascenan
that the entire programmc has been approved by the Bangladeshi
National Ecosomic Council (NEC)."

OUTCOME

However, this imtention was never fully pursued by SIDA and no special clause
regasding cmployment opponunities for the Chakmas was ever included in any
written agreement between Swoden and Bangladesh. The point was only transmitied
orally to the Bangladeshi side. Stodying the documents today, this scems somewhat
surprising in light of the fact that SIDA/DCO in Dhaka' reporied to SIDA

S04 Evahaat Fo00n ' 377 Swecens 5000 & P Oaow ATy # Banglesesd ' Yy




headquarners that it had discussed the minornity emsployment question with the
Bangladeshi authoritics and that the latter had appeoved the idea of including a
clazse about employment as well as a clause about an cvaluation of the project’s
socio-cconomic impact. The latter clause was, however, included in the project
agreement.

Map of KPM's logping district in the Chitsagong Nill Tracts Logging operations are
aften im conflicr with the interests of the buddhiss minovisies that live there. Photo by
Karils Goppery'SIDA Phoso Archives

Alter a few years, when it became apparest tha the employment tanget for the
Buddhist minonily was not being achicved, the implementing conssliing fiem,
Swedforest? argued against the continuation of the forestry programnme in its
onginal form. Insicad, the consubtant proposed (8 ingroduction of community
forestry type peojects, which would isvalve more disectly the local minority groups
in the developmen peocess

Given that Swoden's important objective reganding employment creation for kocal
minofitics was apparently never tramemitiod 1o the Bangladeshi govensmont in any
formal way, we can thercfore not rule out that the Bangladeshi authoritics never
really realized the seriousness of this objective posod by Sweden. This in itself may
have contnbuted 10 the lack of seccess in attaining the objective. This is a point
reganding which SIDA, in the view of the cvaluation mission, ments bMame for
carcless or inadoquate project planning
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— DIPACT ON TRIBAL WNORITRS

The lack of success in attaining the employment target for the local minorities is
quite evident from the following data rogarding employment in the three forestry
activitics.

T 19 of Tribal Mreoditias in S
KRC

1685 1887 1088 1987 1945 1937
O™xcors 1 ' - . 1 1
Oar saft 48 42 24 e ) 6 L]
R 17 19 '2.015 *2.041 70 78
Total mingtites 66 (%3 2539 2 ” a2
w J3.500 **4 THE 3,000

* Seasonal empioyment; ™ oot of whch 3 888 & seasonal employmend

We can thes conclude that only in the RD&BE operation, which refers mostly 1o
employment in the forestry arca, has there been any substantial employment of
minority groups, But even there, less than haif of the empioyees have been from
tnbal minoritics. Striking is also the 1otal lack of performance in the paper and pulp
mill andd in the rayon mill, where only less than two per cont and less than three per
cert, respectively, of the employment has been acconded 1o the tribal minonty.

It is thus obvious beyond any doubt that tthe jobs have gone 10 the lowland
Bangladeshis, Whether these were brought in from outside of the Ohinagong Hill
Tracts of whether they were recruited Jocally on the spot, the Evaluation Mission
has no way of determining,

SWEDEN'S PULL-OUT FROM
CHITTAGONG HILL TRACTS IN 1980

In this comtext, it is interesting to radse the question whether the fact thal, in 1980
Sweden discontinued its sspport 0 theee out of the four components of the forestry
programme, had any influence cn the results obtained i the remsining componeny -
i.e. the RD&BE programme, x5 well as in the KPM rehabilitation programme. In
other words, did the withdrawal of Sweden's suppont, and thereby also most of e
Swedish presence in terms of personnel in the CHT, megatively influence the
siainesens of the objective of employment creation for the Chakmas?

It would be beyond the scope of the pecsent evaluation 10 try 10 fully deal with
this question. We may however note that the DCO at the ime strongly opposed 2
Swedish pull-out on the grounds that it would further jeopandize the sitsation of 2
minorities, and thereby make it even more GiTcult 10 attala the Swoedish objective
of crealing as much employment opportenitics as possible for the Buddhast
minority. DOO argued thar:
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“The Bangladeshi government shows signs of an increased
positive attitude 10 the development of the tribal minorities. And
as we have argued on nemerous carlicr occasions, we are of the
opinion that the presence of foreigners in the Chittagong Hill
Tracts in itsell can be soen a5 a guarantoe that the imterests of the
tribal minoritics cannot, a1 Jeast totally, be disreganded by the
central govemment, Given the dialoges and infloences currently
carried out by some bilateral domors (Swoden, Australia) and by
UNDP and the Asian developencen Bank, it is our view that the
govemnasent is in fact ready 10 actively support a development
which would benefit the tribal minoritics, and without which the
minorities would most likely gradually be pushed away and in 2
near future disappear as an cthoic group.”

In another document® it was stated that:

"Discussions during 1977 and 1975 between the DCOO and the
head of UNDP Office in a definite way contridwied to UNDP
actively acquiring an interest in the development programme in
the Chittagong Hill Tracts. The UNDP chicf, who together with
the chicf of the World Bank Office, has a great strength and
nNeence vis-a-vis the Bangladeshi government, later demanded,
and also succeeded in bringing about, that the Chinagong Hill
Tracts development boands was given a substantial responsibility
in the development woek.”

This document argues also that

" Sweden's peesence at that ume In the Chintagong Hill Tracis
clearly infloenced also the Asian Development Bank, which was
then preparing several development programmes in the
Chittagong Hill Tracts, 10 design their peojects in a much more
minority-onented fashion than would otherwise have boen the
case.”

The documens concludes by saying that
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MPACT ON TREAL MNOATILS

“This influence over the developmest in the CHT Sweden has
1oday for matural reasons been lost given the decision 10
discontinue the forestry development cooperation with

Bangladesh *

Without emsering into funiher analyses oa this issuc, Ihe cvalualion massion &5 of
(he opinion that there is some evidence 1o suppon the conclusion thal Sweoden's
cuntailment of its sspport 10 the forestry programme in 1980 may have decrased the

chances for (he remaining peojoct components of atiaining the goal of benefilung the
jocal tribal manonlies

1 Letier duted 19753021
2 Roport daned 1978 0408
) 1s 2 ooy Outed 19791109 w0 SIDAs gemaral Drpoceoe

4 Dated 15800627
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THE SCOURITY SITUATION IN THE ONT

CHAPTER 12

The security situation in the Chittagong
Hill Tracts

HISTORY

The secunity problem in the CHT dases back 10 the 1960's. following the
mundation of Chakma Land when the Kaptal dam was built, Ensuing migration by
fowland Bengalis aggravated the sitwation, as the tribal people fell that the
govemment was trying 10 climinase them from the arca by scutling outsiders on their
ancestral grounds. The process of migration into the CHT has been actively
CoXouraged by the government . It has facilitased the migration by removing the
special status and local autonoemy previously enjoyed by ihe tribal peogle of CHT.

The demands raised by the trital groups towasds the Government of Bangladesh
have mainly been the following:

I, the retumn of a special status 10 the CHT, which would lead 10 sutonomy for the
region.

2. emoval of the Bangladeshi army

1. expulsion of the many lowland Bangladeshi settlors who were now threatening
the livelihoods of the minarities.

In the beginning of the 1970k, the tribal people founded their own political party
and. in 1972, an armod fraction, the Shanti Bahini, was formed. Since 1975, there is
a continuing guerrilla activity as well as ensuing repeisals regularly undertaken by
the Bangladeshd army

The mititary reprisals are often dirocted fowands the civilian popsdation which the
govemmend suspects of harbouring the Shasai Bahini.

In a speech to parliament in July 1986, Pressdent Ershat
declared that during the last ten years, abost 1,000 civillans,
incloding mon-tribals as well as members of the armed
opposition, had been killed in the conflict, In addition, 230
members of the Bangladeshi security forces have been killad
This data may be compared to a figure of approimaltely 6,500,
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which has widely been reporied 10 be the 10¢al casualty figure in
the CHT over the past decade.

In 1983, an offer of gencral amnesty was issucd to all who were willing 10 lay
down arms, Up to April 1985, about 3,000 Shanti Badini are said 10 have availed
themselves of this amnesty. At the end of 1985 pegotiations between the
govermrment and local representasives were terminated wilhout any agreement being
reached. In the speing of 1946 the govemnment intensifiod its alempts 10 move the
local tribal people ingo collective villages, the motive being 10 prevent their contacts
with the Shanti Bahini goerrilla

INTENSIFIED HOSTILITIES

In Apeil 1986, there was an intensive epsurge in hostilitics when the guermilas
attacked imser alia the anmy, which afterwands responded with reprisals against the
civilian popelation. At that time, about 27,000 wibal Bangladeshis were reporied o
have fled into India. The Indian government reports in the spring of 1987 that, over
the past 9 moeths, altogether 45,000 tribals have joined refugee camps in India

Amnesty International bas in several reports studiod the sitwation in the CHT and
in a repoet published in September 1986 stased that:

“Amnesty Intermational belicves that the secunty forces of
Bangladesh have systematically engaged in practices in the CHT
which violaie fundamental human rights, including the right 10
life, the right 1o security of person and the night to frocdom from
arbitrary amest and desention”™.

It funher states that:

“The context in which heman righss violations of concem %0
Amnesty Intemnational occus in other pants of Bangladesh clearly
differs from the siteation in the CHT, w.rl the nature and
intensity of such violatkons™ and “The organization believes that
successive Bangladeshi governments have falled to take
adogquate measurcs 10 combat torture... On no occasion has the
Bangladeshi govemment cstablished an inquiry imo complaings
of the unfawful and arbatrary killings of enarmed ndal peopic in
the CHT."

In its repression, the Bangladeshi socurity forces have also ssed paramilitary and
civilian groups. Amnesty Intemational staes that:
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THE SECUNTY SITUATION IV T™E CY

“The actions of some of the non-tribal peopie in the CHT have boen undertaken at
ihe instigation of, or have been condoned by, the respomsible law enforcement
personnel”

The Muka B.u‘...'u guerrillas.. Simce 1975 there iy contisming gwerilla activity as well

as reprisals regularly undersaken by the Bangladeshi army. Phow by Lars
AstrSen/'SIDA Photo Archives

GOVERNMENT POLICIES

The mamber of tnbal population in the CHT has consistently docreased in relation
10 the lowland Bangladeshis. After the independence of Pakistan, the propontion was
reporied as 91% ribals and 9% bengalis. In 1984, the propomtion had changed 10
66% versus 34% and today some observers estimaie that the proporion may be SO
50

All through the years, the official policy of the government has boen 10 have 2
balance between “camrot and stick™ in its attemapts 10 combat the guerrillas. As
carmol”, the govemment's intentson was 10 institute development programmes
benefisung the local population. By creating jobs and socio-economic development
for the iribals, the govermment hoped 10 decrease the suppornt for, and isolate, the
guerrillas who could then be climinated by the army thromgh military means (1.¢ the
"stick”™), In actual praxis however, the development scems 10 have been that there
has always been mech more stick than camot
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 THE SECURITY SITUATION IN TWE OT

Only limised funds have been raised for development programmes, while at the
same time the govemment has heavily increased its military peesence in the CHT.
Comparing the sitzation in 1987 with that of around 1980, there are more than twice
as many military troops in the CHT, while the development fands for socio-
economic programmes benefitting the minorities do not seem 10 have increased
all in real 1erms.

The CHT development boand which was said 1o have boen upgraded several times
in the past still scems quite weak. It is symplomatic that the board Is chaired by the
same Army General who is also the supreene commander of the CHT security
forces. Also the vice chairman of the board is 2 low-land bengali

Sevenal people spoken 10 by the team confirmed that the conditions today are
much worse than five or ien years ago. Beatings, rapes and arbitrary killings by the
security foroes are iaday almost daily occurrences. They also reporied that there is
no visible increase in development activity on part of the government which would
benefit the tribal popalation.

CONCLUSIONS

Based on the above facts, the team concludes that the security sstuation ks 1oday as
threatening as ever and that no solution seems 10 be in sight. For the RD&BE and
KPM projects, this has of course ciear implications, namely that the &fliculty of
securing trees for pulp production from the plantations and from the outlying
forestry arcas will remain unchanged. As was reporied above the Increasing fadluse
30 secure local raw material is today an important economic problem which forces
KPM 1o import increasing amounts of expensive pulp from abroad. This
considerably weakens the profitability of the project.

M is notewornthy that some of the pulp wood plantation arcas financed by Sweden
in the 1970s are situsted in remote arcas where, for secunty reasons, the project is
now prevented from extracting logs and bamboo. This could be scen as faulty
planming on pan of SIDA with respect 1o the location of these arcas. since (he
socurity problem was well known ot (st Ume.

A possible solution in the long-run 10 overcome the raw malerial scarcily—but
which the govemment may hesitae 10 implement for psychological and political
reasons—is 80 let private contractors sepply the wood instead of having RD&BE do
it themselves, The reason that privase contractors could accomplish what the
goverment agencics fail 1o do today is that they are willing to——and do 1oday-—pay
the taxes demanded by the guerilla for all economic and commercial activities in the
CHT. This willingness is described as the very reasom for Sacocss in securing raw
material
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ANNEX 1

Terms of reference

TERMS OF REFERENCE FOR THE EVALUATION OF

(1) the Balancing, Modemization and Rehabilnation Program (BMR) of Kamaphuli
Paper Mill (KPM) and

(2) the Road Development and Bamboo Extraction Project (RD & BE) at
Chandragona and Kapal, and

(3) the SIDA-supporied Rehabilitation Programme of the Khulna Newspeint Mill
(KNM).

BACKGROUND

Sweden development cooperation with Bangladesh in the paper industry started in
the mid 70s and was terminated in 1985, The following amounts have been
disbursed.

BMR at KPM approx 75 millkon SEK
RD&BE at KPM approx 23 millson SEX
Rehabilitation of KNM  approx 10 million SEK

THE BMR PROJECT AT KPM

The Kamaphali Paper Mill (KPM) was established in the carly 19505 and
financed by loans from the World Bank. The mill is an integrated unit with »
designed capacity of 30,000 tons annually of printing, writing and packing paper
made from sulphate palp, The pulp is predominantly prodeced from bamboo, but
wood also constilules a significant pan of the fibre inake.

From about 1973 onwards, the peoduction capacity of the plant gradually declined
because of frequent breakdowns of prodection units and their accessories. In this
sitaation, the board and management of KPM initisted a feasshility study of a

SOA Evataancn fepot 57 7, Seeders 5000 b Pe 2eon adaty » Bargoden ”




TEANS OF SSFERSNCS

rchabilitation programme. In 1976 an additional stedy 10 formulase 3 crash
programme for the immediae repalr andfor replacement of high priority llems was
carmied ol

On the basis of the shove-mentioned studies, and with financing through SIDA's
commodily aid programme, a contact for a Balancing, Modemization and
Rehabilitation Program (BMR) was awanded to Celpap by Bangladesh Chemical
Indestrics Corporation (BCIC).

The original project budget of April 1979, was Tk 141,400,000 (= SEK 47
million), of which SEK 31 million was covered by the SIDA grant. The costs were
based on a stedy cammied out in 1976-77, and insufficient allowance was made for
cost escalation. The project was scheduled to be compicted im two years time. It
soon became cvident, however, that the original project plan could not be adhered
0. Additional activitics had also been added 10 the oniginal scope of work,

In September 1980, a major seview of (he contract was initiated. The budget was
increased 10 Tk 242,700,000 (= SEK 80 million), of which SEX 54 million was
covered by the SIDA grant. The project schedule was prolonged by 15 months and
the date of completion was set 10 June 1982, The scope of work was revised and
became less compechensive,

The scope of work for the BMR-project then remained unchanged. The time
schedule, however, was changed because of delays occurring in 1982, 1983 and
1984, The project was completed in May 1985, and the total SIDA grant amounts 10
SEK 75.8 million.

RD & BE PROJECT

Swedforest Consukiing AB has been the Consultants for the Road Developmens
and Bamboo Extraction Projoct since 1976, Bangladesh Chemical Industrics
Corporation (BCIC) initiated this project, the objective of which is the delivery of
bamboo (as a component of total fidwous raw material requiressent) and s chips o
Kamaphedi Paper Mill. Uncil June 1981, this was a SIDA project financed under
project aid but has since been financed under commodity ad.

The second part of the project covers the bullding up of wood and bamboo
bandling equipment in Kaptai and Chandraghona, and unsts for transpornation of
chips between those arcas. The main objoctive of the project was met on schedule in
Scptember 1984, but some additional work was added, and thas completion date
was June 1988,
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REHABILITATION OF
KHULNA NEWSPRINT MILL (KNM)

The newsprint mill at Khulna was constrected in 1959, with a rated capacaty of
40,000 tons of newsprint per year, to which 10,000 tons per year of mechanical
printing paper was added in 1965, The mill, planned and designed by Canadian
experts, was fisanced by Canadian crodit and its equipment is mainly Canadian
KNM is the country’s only newsprieg mill.

The paper industry's outpet never reached more than S0% of its capacity, due
mainly to poor operating conditions of the mill in the 1970s. The physical conditions
of the older mill had deteriorated o such a point that considerable expenditure was
necessary to rehabilitate it to achicve rated capacity,

In 1982, the Govermment of Bangladesh asked SIDA if there was any possibility
of allocating funds for a rehabilitation programme for the mill. The rehabilitason
programme, decided in 1978 but not launched until 1980, was mainly financed by
Canada, with some funds being raised from the Federal Republic of Germany and
the United Kingdom. The Swedish contribulion was meant 10 cover 3 small pan of
the rehabilicagion programme.

The proposed Swedish allocation, estimated 10 SEK 10 million over two fiscal
years and tied 10 procurement in Sweden, was aimed at financing some oquipment.
The allocation was granted in 1982, The programme was finally completed in 1984,

PURPOSE OF THE EVALUATION

According to SIDA's nule, 3 project shall after completion be subject to a final
cvaluation. Such an evaluation showld normally be of a compechensive nature Le. all
aspects of the project - its planning and initiation, ks implementation, ies effocts and
impacts a5 well as its termination - will be evalused from 3 techmical, economic,
social and orgamizational point of view, The projoct’s contribution 1o the country's
social and economic development in general and in relation 1o Sweden's four over-
all developenent goals will be at the centre of the analysis.

The prosent evaluation shall cover all these aspects and be of a comprehensive
nature.

Design
In principic the evaluation should be designed In the following logical steps:

1. Define the objectives and targets originally sct for the respective projects.

2. Analyse and discuss whether or not these objectives have endergone any
change—explicitly or implicitly-—during the project period. Given the evolution
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from import support 10 3 more regular project suppon that has characterized the
BMR program this analysis merits particular attestion.

Also the demarcation has 10 be drawn between the peesent project on the one hand
and the project components belonging 10 the former forestry development program,
which was ierminated in 1980, on (he other hand. It neods 10 be analysed whether
some of the social objectives regarding target groups ctc, that were explicidy
defined for these projects, should implicitly be seen s valid also for the present ones
10 be evalualed now.

3. Based on the conclusions reached under 1. and 2. above define the relevant goal
stracture against which the peogram should be evaluated. The entire goal hicrarchy
should then, at least in principle, be included: inputs-->activities-->prodoction
goals-—->effect-->impact.

4. Assess the achicvements of targets and objectives as judged against the goal
stracsure defined above under 3. What has been achicved in beoad socio-economic
terms? Has there been any Empact, negative of positive on imtended or unintended

target groups?

3. Cost-Benefir analysis, How profitsdle is the programme for the national
economy? An analysis should be made of the programme’s costs and benefits on a
regional as well as on a national kevel. Since the availability of quantitative data is
limised, the cost benefit analysis will largely have to depend on qualitative data.

OTHER ASPECTS
Among the important aspects 1o be addressed by the evaluation can be mengioned

the following:

* The format of cooperation, with contract signed between the Swedish consultant
Ceipap and BCIC. Was this a seccessful model? Or can other organizational
designs, with the benefit of hindsight, be jadped a8 more efficiem?

* What are the future cconomic prospects of manufacturing paper and pulp In
Bangladesh?

* What has been the effect/impact on various tanget groups of people in the project
arca? Was the programme beneficial in the long andfor short run?

* Previous studics have indicated that the progress of the programme was hampered
by shoricomings in the administrative handling. Were these shomcomings present in
both the donor and the reciplent side? What can be lcamed for futare development
cooperation?




TEAVS OF REFERENCE

Further examples of issecs 10 be considercd by the cvaluation mission are
coamerated in a Follow-up Mission document dated Octlober, 1984,
The evaluation mission

The evaluation will be carried out by a three member mission, which will spend
three woeks in the field and an additional two weeks preparing a repon,
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ANNEX 2

List of Persons met

BCIC, DHAKA

Mosharral Hossain, Chairman: A KM,

AR. Bhuiyan. Director, Planning and Implementation

K. Rabiul Haq. Senior General Manager, Implementation
Dr. 5.Y. Farmooq. Senlor General Manager, Planning

KPRC, CHANDRAGONA AND KAPTAI
Shahidoliah Majumder. Excoutive Direcsor, Kamaphuli Paper & Rayon Complex

AEM, Eshaque. General Manager, KPM

A. Rashid Khan. Chicl Operation Mamager, KPM

A. Baten Khan Chief Enginecr, KPM

Enamul Hoque. Deputy Chiel Engincer

Mir Hedayesullah. General Manager, RD&BE
Hemayes Alam Chowdhury, Deputy Chief Engineer
Aznzer Rahwnan Chowdhury. Manager Administration
MdJ. Mujitar Rahmsan, Ohief Accoumtant, KRC

KNM, KHULNA

A Laseef. Executive Director

Latiful Hosssin, Chief Engincer
Mozammed Hossan, Addl Chaef Engincer

OTHERS

Dr. M. ldris Ali, Chemical & Engincening Consultants, Dhaka

Goran Skamer, Vice President Forestry, Dhaka Maich

Khan Mohd Egbal, Managing Director, Sonali Paper & Board Mills
MA. Matin, Fimance Director, Lever Brothers Bangladesh, Chittagong
MA. Baien, Represcmtative of E. Ameen & Associses, Dhaka
Gunear Ohlsson, Dbaka Maich
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ANNEX 3

References

« Bangladesh Economic Survey, 1984/87, Misustry of Finance, Dbaka 1985

« Momthly Statistical Bulletin of Bangiadesh, Burcau of Statistics, Ministry of
Planning, Sepeember 1986, Dhaka 1986

« Economic Indicators of Bangladesh, October 1986, Bureau of Statistics, Minisury
of Planning. Dbaka 1986

» Bangladesh Chemical Industries Corporation (BCIC)
- MIS Repon for the Morth of December 1986
« A Study on the Assessment of Amalnable Capacities of the Pulp, Paper and
Allled Industrial Units (by E. Amoen & Associates, Sepiember 1986)
« Ten years of BCIC, Dhaka 1986
« Contracts BCIC-Celpap
« Contraces betwoen BCIC and KMW

« KPM:
- Statement of Raw Materials with Percentage and Cost of Production of
Paper 1969770 and 1972/73- 198586
- Vital Information for the year 1969/70 & froe 1972 w0 1986
- Statement of Month-wise Materials Usage Rato for 1985/86
« Summary of Overhead from July 1986 to January 1987
« Year-wise Contribution 10 Natiomal Exchequer
- Balance Shoets 1982/83, 1984/85, 1985/%6
- Quality-wise Net Paper Production from Jaly 1986 o0 October 1986
- Machine-wise Down Time Repont 1984/85 and 198586
- Stmement of Down Time Analysis 1976/77-1985/86
« Cost Stsement Janwary 1987: Bamboo Yard and Chipper
- Cost Break downs 198 142198283
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- Cost Statemnert June 1983: Bamboo Yard and Ohipper
« Repont of the Take-Over Commitioe, BMR, 1985

* RD&BE:
- Comparative Statement of Source-wise Supply of FRM showing Cost
during 198%/84 10 1986/87 (March)
- Pulp Wood Plantation: Availability of Pulp Wood

* KNM:
- Financial and Econoenical Analysis (Chapter 13 from Feasibility Study of
the KNM/BMR, 1980)
- Revised financial and economical estimaes (december 1984)
- Procurement of Machinery and Accessories under SIDA gran
- Progect completion Report
- Contract for the rebuliding of wet end of paper machine nr. 2 of Khulna
Newsprint Mills Lad.
- Statement showing break-up of actsal cost of production, 1.7.1979-
3010199
- Statement showing beeak-up of actual cost of production, 1.7.1977-
3061978
- SIDA assistance in BMR of Khulna Newspeint Mills Lid.
- Performance Report 1985.86
- Annual Reports: 1983/84, 1984/85, 198586

* Follow-up Mission to the BMR-project and the RD&BE-project at Kamapbuli
Pulp and Paper Mill, Chandragona, Bangladesh, Hans Nordin, Boliden Consech,
SIDA 1984

* KPM, RE&BE, KNM - A pre-cvaleation desk study peepared by Nelson de
Macedo, SIDA 1985

* Report on Swedforest's Activities in the RD&BE-project and status of the project
al the time when Swedforest disengaged, Teknicus 1987

» Slutrapport: BMR peojekiet, KPM, Celpap 1985 (Gunnar Ohlsson)
* SIDA:

- Several documents from the archives
- SIDA och niringslivet - sex fall, J. Valdelin & K. Ostrom, 1982
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« Bangladesh Country Study and Norwegian Aid Review. Chr. Michelsen Instituse,
Bergen 1986
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ANNEX 4

Abbrevations and units

Lbs Pound wesght

M/Ton, MT Metric Ton (2.204 Lbs)

Maund £22857 Lbs

Scer 20573 Lbs

Hal 4 picces

LakhLa 100.000

Crore 10.000.000

LT Long ton (2.240 Lbs)

Chatak 1/16:th of a seer

BCIC Bangladesh Ohemical Industries Corporation

BMR Balancing, Modemization and Rehabilitation

CIDA Canadian International Developenent Agency

CHT Chitagong Mill Tracts

EBCM Eagle Box & Canon Manufacturing Co.

ElP Early lmplementation Project

ERD Exicmal Resources Division, Ministry of Finance and Planning
FRM Fibrous raw maserials

IRWP Irgensive Rural Works Programme

KHBM Khulna Hardboard Mill

KNM Khuilna Newsprant Mill

KPM Kamaphuli Paper Mill

KMRC Kamaphuli Paper & Rayon Complex (KPM, KRC. RD&BE, KSL)
KRC Kamaphiuli Rayon and Chemsicals Industries 144,

KSL Kamapbuli Shipping Line

MSEK Million Swedish Kronor

MTK Million Bangladeshs Taka

MUSD Million US Dollars

NEPM Noah Bengali Paper Mill

FDB Power Development Board
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RD&BE Road Develogpment and Bamboo Exiractson Project

SEX Swedish Kronor
SIDA Swedish Intemational Development Authonty
SPPM Syihet Pulp and Paper Mill

SOA Feavator Regor 187 7, Beeder's Saper © e paoer ndary » Bangade




PNANCIAL AND ECONOMC RETUSNS

ANNEX §

Financial and economic returns

In this annex the financial and economic calculations yastifying the figurcs and
conclusions given in the main repont are presented. Esch estimate of financial
mwm-dewmkmmwtﬂnramemmpmmsumowwut
cxtendt that & has been usefial 10 carry it out.

L RD&BE PROJECT

The toeal cost of the project has been estimated 2t MSEX 41 in 1erms of foreign
achmocuy.mishjuaaminiunalmse.umsxmwayto&amsh
hovnuchouolMSEKﬂmooWacmolcqulthnully went 50 the
project — and not 10 carlier forestry programenes. The mission has settled for the
figure of MSEK 20.

Farther, the total comtribution from BCIC/KPM has not been established. It was
not possible for the mission 10 extract such data from sny of our sources, as the
progect iksell has no recoeds 0 this effect

Before the project 10,000 1o 15.000 was wese prodeced annually The first project
tanget was 1o increase 10 100.000 o, but this was later redeced 1o 42.000 ons/year.

Mwwmnw-nas.mwm.wu’unowayiocakuhtcmy
financial retums from the project, In facz, the produce of the project is around three
times more costly than perchased bamboo, ic. it is 3 financial Joss 10 operate the
project.

There are no major economic benefits that could compensase for the financial
losses and justify the investment or further operasions.

2. KNM

This mission had decided not 10 measure the effects of the Swedish contribution
10 the BMR &t KNM scparated from the rest of the measures. Sech an exercise
would be completely irrelevant for any practical purpose. Instead we presest a
calculation of the effeces of the 10tal BMR,
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The 1otal project cost has been estimated 1o be 449 MTK, out of which 276 MTK
was foreign exchange.

The investment analysis made by KNM (in 1980 and revised in 1984) uses the
total cost of prodection (including capital cost) and the total revenue of projected
ouRput over twenty years (1984 prices). The benefit cost ratko (BCR), then &s, 1.01
for financial amalysis and 1.12 for ccomomic (only considering tax and depeeciation,
ie. no externalitics) with a discount factor of 15%.

Accoeding 10 BCIC 15% s the discount factor 10 be used for analysis in BCIC
enterprises. In this report we use the same factor, As decision criteria BOIC uses that
the investment is approved if BCR is greater than one or the internal rate of retumn
(IRR) is greater than 15%.

From a wechnical poimt of view the missson is of the opinson that the increased
prodction capacity and the other benefits of the investment will only be sustained
for another five years until further investments will be needed.

If the same method of calculation as used by KNM is appliod with five years of
sustained result, the financial BCR is 0.90, ic. insufficient 10 justify an isvestment.,
while the economic BCR is 1.01, Le, basely greater than one. This means that the
smallest external cost, such as increased pollution when production increases by two
thinds (from 30,000 1o 48-50,000 sons), will bring BCR below one,

As has been observed in the main report KNM is presently making losses.
Fimancially, this means that production in the mill is not justified. It was also poissed
out that domestic prices are administered, This makes an cconomic analysis based
on those prices irrelevant. At the same time there is a govermnment subsidy o
newsprint production of 3000 Takafton (or 2500 Takafon where gas is used for
power and sicam)

In 1987 newsprint was exporied al 496 USD per 1on. Assuming that the annual
production increxse of 18000 1oms could be exporied, the marginal increase of
revenues due 10 the programme would be around 8 93 MUSDYyear. This would give
2 straight pay-back period of 4.2 years. Unfortunately, this analysis remains
theorctical for the future, as the projected domestic demand will require that all
NCWSPONL stays in the country.

As it has not been possibile for the mission 1o assign values 10 exsemal effects
such as the increased pollution or employment effects and while the great
uncenainiics and arbitrasiness in assumptions render any detalied shadow price
analysis academic, the analysis is not carmied funther, We coaclude that the
investment in the BMR at Khulna cannct, or just barely, be justified in financial
terms,
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FINANCIAL AND ECONOMIC RETURNS

AL KPM

The KPM project has not been financially or economically accounsed for by the
mill itself. On the other hand, there are very good cost and revenue accounts
available since 1969/70.

From those figures the mission has calculated the net difference between average
paper price and average total cost for cach year. In the sixteen fiscal years from
19659770 10 1985/86 there bas boen 2 net surples only on two occasions. In 19659/70
the surplus was 126 Taka per ton and in 1985/86 it was 70 Taka.

Again, it should be noted that prices of both the fimal product and of labour are
administered.

As poinied out in the main report the two main objectives of the BMR prograsame
(raise annual prodoction to 30,000 on and roduce the costs per ton by 2000 Taka)
were reached. But the reduction of costs were mainly achicved by conversions to
gas. Our cstimate of financial benefits of the programme will therefore only
consider the increase of peoduction,

Jodging from production figures over the past years, the KPM may be said o
have produced around 20,000 teyyear before BMR. By Increasing o 30.000 the
programmed has added 10.000 1ons annually.

The 10¢al cost of the programme has been estimated to be Lac Taka 1000 in
domestic costs and around 71 MSEK in foreign exchange. This gives a sotal of
around 336 MTK.

An additional 10.000 tons of paper per year increases revenees (1987 prices) by
257.6 MTX per year, while o the same time increasing costs in such a way that the
average serplus per 100 §s 70 Taka. The net surplus from 100000 toas is consequently
T00.000 Taka

The straight payback period is then 480 years. Knowing that there arc no major
external benefits of the BMR, we need no further calculations in onder 10 conclude
that the Imvestment was not financially or economically justified.
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FOREST INDUSTRY IN BANGLADESH

e STDA-spporied peojects luve been instrusnental i showing down a
process of detemoration of Gipacity utilizacos asd prodocenany . Although
of pood 1wechmcal ssaaxlard, both financal and ecomomic returms are
homever UIle negative

e performance m securing benefsts for wornen and Sor tribal minor-
ithes has been disappetnting, and the secunty situation m the Chirtagong
HI® Tracs peevents the mill froen procuring enough tmber

[hese are soene of the Bndings of thés evaluation report written by the
team comsnsing of the two commaltants Hans Noethn aned Jun Vakdelin
and of Kaeks Goppers froen SIDA

Sweden's bilaarral development co-cperation, handied by ST since
|65, comprises 17 program oustries: Angola, Basgladesh, Botvwana
Cape Vorde, Ethopia, Gumea-Basan, India, Kemva, Lacs, Losotha
Mozambague, Nicaragua, So Lanka, Taseasda, Vietnam, Zambia and
Zimbalwe

Fach vear about 30 of SIDA's over 200 progects are evaluated. A
namber of these evaluanons are published @ the SIDA Evaluascon
Report Series. Copies of the reparts can be ordered free of charge from
SIDA, S-105 25 Ssockholm, Sweden
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