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General Services Division
Department of Administration

United Nations Industrial
Development Organization
P.O. Box 300

A-1400 Vienna

Austria

Attention: Mr. S. Morozov
Chief, Contracts Section

Gentlemen:

Re: Follow-up Services to Manila Investors’ Forum
Amendment No. 1 Project No. UC/PHI/88/082
Contract No. 88/46/RK

We are pleased to submit our final report on the Philippine
Industrial Investment Opportunity Study on the Manufacture and
Export of Ornamental Ceramics.

This study was conducted in accordance with the UNIDO Manual
for the Preparation of Industrial Feasibility Studies. The
report covers the following major topics:

Project background and history
Market and plant capacity

Material inputs

Plant location

Project engineering

Plant organization and overhead cost
Manpower

Project implementation

Financial evaluation
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The technical aspects of the study were prepared in
association with the Industrial Technology Development Institute
(1ITDI). The financial projection utilized the UNIDO Computer
Model for Feasibility Analysis and Reporting (COMFAR).
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This study was prepared mainly to provide preliminary broad
indications of the viability of the project and is not meant
to serve as a detailed project feasibility study necessary for
project implementation. Moreover, it is understood that the
results of the study may not be realized if there are changes in
the environment that may require revision in any of the critical
assumptions used.

We will be glad to discuss any question you may have on this
report.

Very truly yours,

nret,
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I. EXECUTIVE SUMMARY

This opportunity study examines the prospect of putting up
an ornamental ceramics manufacturing plant. The preposed project
is envisioned to sell 70 per cent of its production to the export
market. It qualifies as a non-pioneer export producer, entitling
it to investment incentives administered by the Board of

Investments (BOI).

Under Executive Order 226, an enterprise which intends to
export at least 50 per cent (if Philippine national) or 70 per
cent (if foreign-owned) of 1its intended production is eligible
for incentives as an export producer. The incentives include tax
credit on domestic capital equipment, tax and duty-free
importation of capital equipment, four-year income tax holiday
from start of commercial operation, tax credit for taxes and
duties on raw materials of export products, exemption from taxes
and duties on imported supplies and spare parts in a bonded
manufacturing warehouse, and exemption from wharfage dues and
export tax. Also, the National Internal Revenue Code provides
that the value added tax on export sales by a VAT-registered
entity is zero-rated.

MARKET AND PLANT CAPACITY

Domestic consumption of ornamental ceramics in 1988 is
estimated at 10,250 metric tons valued at R 85.8 million. The
Philippine ceramic industry is a net exporter of ornamental
ceramic products. In 1988, out of the estimated 14,900 metric
tons domestic production volume, 31 per cent or 4,670 metric tons
were channeled to exports. Importation is minimal.

Philippine exports of ornamental ceramics to the world
market is less than one per cent of total world importation

volume and value. Most of the country’'s ceramic exports go to
the United States where the products enjoy the U.S. Generalized
System of Preferences (GSP). This provides for duty free entry

from the Philippines to the United States of specified
commodities including ceramic products.

Domestic demand for ornamental ceramics is projected to grow
at a rate of 15 per cent per year from 1989 to 1995, and 10 per
cent per year from 1995 to 200S5. world importation for
ornamental ceramics, on the other hand, is projected to grow by
4.7 per cent per annum based on historical trends.




The representative ornamental ceramic product assumed for
financial projection purposes is a miniature earthenware house
which weighs 214 grams and measures 5.5"1 x 5.25"h x 3.4"w. Its
price is R34 per pisce in the domestic market and US$1.55 per
piece in the export market. The project will continue to design
and develop new products to respond to changing preferences of
major buyers and country markets.

The proposed plant is capable of producing 349 metric tons
of finished products per annum or 1.632 million pieces of
earthenware miniature houses at full capacity. On the first year
of operation, the plant is assumed to operate four shuttle kilns
of three-cubic meter capacity each. Two shuttle kilns will be
added per year on the second and third years of commercial
operation. The plant will reach 1.0 per cent utilization in its
fourth year of commercial operatior with a total of nine shuttle

kilns.

The plant will operate eight hours a day. As observed by
the president of the Ceramic Export Manufacturers Association,
Taiwanese ornamental ceramic manufacturers operate their kilns
for only eight hours per day which greatly reduces the wear and
tear of the equipment. The shuttle kiln will be operated at
three hundred and thirty days a year. The main work force,
however, is assumed to work for three hundred days a year.

MATERIAL INPUTS

The direct raw materials needed for the manufacture of
ornamental ceramics are WEB-Premium RCP earthenware body, WEB-
Regular RCP earthenware body, RCP glaze, sodium silicate and
coloring oxides. Plaster of paris is an ind.rect material used
for the plaster molds of the ornamental ceramics products.
Except for the coloring oxides and plaster of paris which are
impocrted, all materials are locally available from the
Refractories Corporation of the Philippines. Total direct and
indirect raw material requirements at full capacity are estimated
at R 4.8 million and P1.1 million, respectively {(all revenue and
cost estimates are assumed at 1989 constant prices).

The plant will utilize annually 665 metric tons of LPG fuel
and 384 cubic meters of water costing B 3.87 million and
R2,419, respectively, at full capacity in 1995. Electrical
consumption is estimated at 203,856 kilowatt-hours for a total
cost of B 226,790 at full capacity.

PLANT LOCATION

The proposed site for the ceramic plant is in Bauan,
Batangas. Major considerations in the choice of location include
the price of land, accessibiiity to major shipping ports and LPG
supplier, and reliability of water and power supply.




PROJECT ENGINEERING

The ptant will occupy a 7,500-square meter lot which will
eccommodate the administrative office and manufacturing space
requirement of 5,300 square meters and the two LPG storage tanks
each of which has a capacity of four metric tons.

Production Process

Earthenware ornamental ceramics 1is produced by mixing the
RCP body with water and sodium silicate in calculated quantities.
The obtained homogenous slurry is then molded with the aid of
plaster molds and filling guns. The wares are dried and baked at
1050°C, underglazed and glazed, and rebesked at the same

temperature.

PLANT ORGANIZATION AND MANPOWER

The organization is headed by a general manager who has
overall resposibility for the operation of the enterprise. The
plant is divided into three major groups of personnel -- the
finance and administrative group, the marketing group and the
production/plant group. Each group is headed by a manager.

The direct labor force consists of 181 skilled and 179
unskilled workers. There are 16 indirect plant workers. Total
administrative personnel is 24 while marketing personnel is five.
Total manpower requirement for the project is 405. Salaries
plus benefits of the direct and indirect plant workers is
estimated at R 12.86 million and B 1.54 million, respectively.
Salaries and benefits of the administrative personnel amounts to
# 2.3: million while that of the marketing personnel is estimated

at R 0.81 million.

PROJECT IMPLEMENTATION

A one-year preproduction/construction period is assumed.
Land development, building construction, civil works, acquisition
and installation of machinery and equipment, manpower training,
and start-up operations are the major activities during this

period.

During the first year of operations, the capacity
utilization of the plant is projected at 44 per cent, reaching
full utilization in its fourth year of operation.




FINANCIAL EVALUATION
Total Investment Costs

Total investment outlay for the project is about R 35.60
million (US$ 1.62 million at 1989 prices) with BOI incentives and
R 36.60 million (US$ 1.66 million) without BOI incentives. The
breakdown of investment cost (in thousand pesos) is as follows:

With Without
Incentives Incentives
Land, site preparation & R 3,750 B 3,750
development
Buildings & civil works 18,550 18,550
Auxiliary & service facilities 2,238 2,612
Incorporated fixed assets 555 555
Plant, machinery & equipment 3,514 4,020
Total Fixed Investment Cost 28,607 29,487
Pre-production capital expenditures 4,136 4,196
Working Capital 2,855 2,912
Total Initial Investment Cost B 35,598 B 36,595

About 95 per cent of total investment cost is local cost.
This is mainly composed of plant and auxiliary equipment (82 per
cent of total equipment cost) including shuttle kilns which are
manufactured locally.

oroject Financing

The project will be financed through equity contributions
and long-term loans at a debt-to-equity ratio of 60:40.
Breakdown of the financing sources (in thousand pesos) is as
follows:

With Without

Incentives Incentives

Equity
Foreign B 5,696 R 5,855
Local 8,543 8,783
Total Equity R 14,239 P 14,638
Loan (Local) ®» 21,359 B 21,957
Total Sources of Financing B 35,598 B 36,595




The loans will be obtained from local sources and are
assumed to bear interest of 20 per cent per annum. The loans are
assumed to have a term of seven years inclusive of a two-year
grace period on principal payments. The principal will be paid
in five equal annual amortizations.

Total Production Cost

The breakdown of estimated annual production cost (in
thousand pesos, at full capacity) is provided below.

wWith without
Incentives Incentives

Factory Costs
Raw materials (] 4,792 [ 4,841
Other raw materials 1,095 1,319
Utilities 299 299
Energy 3,866 3,866
Direct Labor 12,857 12,857
Repairs and Maintenance 94 106
Spares 234 265
Factory Overhead 7,643 7,656
Sub-total 30,880 31,209
Administrative Overhead 2,698 2,698
Sales and Distribution 2,471 2,471
Depreciation 2,953 3,090
Financial Costs 2,563 2,635
Total Production Costs ] 41,565 ® 42,103




Commercial Profitability

At full capacity, the project (with BOI incentive) is
estimated to have a net income of 25 per cent of gross revenue (R
14 M). It will initially incur a loss during the first year of
operation, but will have a positive net income from the second
year onwards. The decrease in the project’'s net income on the
fifth year of commercial operation is due to the termination of

the four-year tax holiday.
I. With Incentives (In thousand pesos)

GROSS
YEAR REVENUE NET INCOME(NI) NI/REVENUES (X)

-—— - —— —————— ——— — —— - — — -

1 24,464 (1,891) (7.73)
2 36,697 3,808 10.38
3 48,930 10,218 20.88
4 55,602 14,037 25.25
5 55,602 9,633 17.32
10 55,602 11,644 20.94
15 55,602 12,107 21.17

II. Without Incentives (In thousand pesos)

GROSS
YEAR REVENUE NET INCOME(NI) NI/REVENUES (X)

1 24,465 (2,320) (9.48)
2 36,697 2,156 5.88
3 48,930 6,298 12.87
4 55,602 8,774 15.78
5 55,602 9,298 16.72
10 55,602 11,397 20.50
15 55,602 11,892 21.39




A summary of the financial indicators of the project is
presented below. The financial internal rate of return on the
project is estimated at 32 per cent with BOI incentives and 28
per cent without BOI incentives.

with wWithout
Incentives Incentives
IRR on Total Project 32.40% 28.08x
IRR on Equity 41.26% 33.44x%
Net Present Value at 20% R 22.21M P 15.2M
Payback Period 4 yrs. & 4 mos. 4 yrs. & 11 mos.
Break-even sales excluding finance 35.92 37.04

(% of sales at full capacity)

To test the sensitivity of the project’s internal rate of
return (IRR) at unfavorable conditions, variations of the selling
price, operating costs and initial investment costs were
considered using the UNIDO COMFAR graphics. The result of the
sensitivity analyses is presented below.

Internal Rate of Return

with without

Assumed Cases Incentive Incentive
10% decrease in Selling Price 20.31% 16.20%
10X increase in Production Cost 24.49% 20.26%
10X increase in initial investment 29.78% 25.80%




Financial Cashflow

The cashflow summary for selected years is presented below.

1. With Incentives
Net Inflow Cumulative

Year Inflow Outfliow (Outfliow) Cashflow ¥
1 26,284 26,883 (599) (599)
2 37,431 37,004 427 (172)
3 49,664 42,683 6,981 6,809
4 56,003 44,187 11,816 18,625
5 55,602 47,217 8,385 27,010
10 55,602 42,319 13,283 88,598
15 55,602 42,568 13,034 154,120

I1I. Without Incentives
Net Inflow Cumulative

Year Infiow Outflow (Outflow) cashflow =
1 26,289 27,207 (918) (918)
2 37,432 38,649 (1,217) (2,135)
3 49,664 46,595 3,069 934
4 56,003 49,437 6,566 7,500
5 55,602 47,533 8,069 15,569
10 55,602 42,515 13,087 76,041
i5 55,602 42,782 12,820 140,494

*x available for cash dividends to the extent of retained
earnings.




II. PROJECT BACKGROUND AND HISTORY

PROJECT BACKGROUND

The export potential of Philippine ceramics has 1long been
recognized. Local manufacturers, however, have yet to take full
advantage of emerging opportunities. In this 1light, the United
Nations Industrial Development Organization (UNIDO) has engaged
the services of SGV & Co. to prepare an investment opportunity
study on the manufacture and export of ornamental ceramics. The
study, which was proposed by the Ceramics Export Manufacturers
Association (CREMA) and endorsed by the Board of Investments
(BOl), seeks to assess the viability of large-scale production
and export of high quality ornamental ceramics. Creative
craftmanship and availability of raw materials give the country
an edge to become one of the world’s leading ceramic exporters.

Initially, the Board of Investments and the Ceramic Export
Manufacturers Association, in consultation with UNIDO, considered
the following alternative projects but decided against them
because of the reasons indicated:

o training center for the manufacture of ceramics - this
was more of a developmental-type of project rather than
a profit-oriented industrial project; it is not in
accordance with the overall objective of attracting
investors;

o] manufacture of both dinnerware and ornamental ceramics
- proponents would generally undertake either one but
not both particularly because the major machinery
required for the manufacture of dinnerware (which is a
tunnel kiln) is different from the one required for the
manufacture of ornamental ceramics (shuttle kiln);

o manufacture of dinnerware - highly capital intensive
and needs very advanced technology; it does not
capitalize on the comparative advantage of Philippines
of being able to produce artistically-designed ceramic
products at relatively low labor cost.

The proposed facility to manufacture and export ornamental
ceramics can serve as a catalyst for the transformation of the
local ceramic manufacturing industry into an export-oriented
sector, with the attendant multiplier effects on ancillary
industries including ceramic raw material preparation and
processing, and manufacture and printing of export-quality
packaging materials for finished ceramic products. It will also
provide the opportunity to upgrade local ceramic manufacturing
technology and manpower skills.
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Specifically, the opportunity study aims to:

o determine the indicative size of domestic and export
markets for ornamental ceramics;

o identify material inputs, manpower and technology
requirements necessary for a production facility that
will meet the emerging demand; and

o estimate the financial requirements of the facility and
determine its operational and financial viability.

The proposed project is e.visioned to manufacture ornamental
ceramics and sell 70 per cert of its production to the export
market. It qualifies as a non-pioneer export producer and is
eligible to investment incentives administered by the BOI. Under
Executive Order 226, an enterprise which intends to export at
least 50 per cent (if Philippine national) or 70 per cent (if
foreign-owned) of its intended production is eligible for
incentives as an export producer. The incentives that the
ceramics project can avaii of include the following:

o tax credit on domestic capital equipment,
o tax and duty free importation of capital equipment,

o four-year income tax holiday from start of commercial
operation,

o tax credit on taxes and duties on raw materials for
export products,

o exemption from taxes and duties on imported supplies and
spara parts in a bonded manufacturing warehouse, and

o exemption from wharfage dues and export tax.

Also, the National Internal Revenue Code provides that the value
added tax on export sales by a VAT-registered entity is zero-
rated.




III. MARKET AND PLANT CAPACITY

DEMAND AND MARKET STUDY

Procuct Description

This study covers the ornamental ceramics industry.
Ornamental ceramics includes a large variety of products whose
usefulness is clearly subordinate to their ornamental character.
often referred to as novelties, it consists of statuettes and
other ornaments, articles of personal adornment, and articles of
furniture made of porcelain, china or other ceramic materials. A
brief description of each major type of ceramic products follows.

1. Earthenware

A ceramic body of clay mixed with talc and silica baked at
900° to 1100°C, underglazed and glazed, and rebaked at the same
temperature range. Earthenware has a warm, soft appearance and a
water absorbability of six per cent to 12 per cent.

2. Porcelain

A base of high-quality clay mixed with silica and feldspar
baked at 900°C, underglazed and glazed, and rebaked at a higher
temperature of 1300° to 1350°C. Porcelain has a cool, hard
appearance and is almost impervious to water. It resists
abrasion to the maximum degree.

3. Stoneware

In stoneware, the characteristics of earthenware and
porcelain overlap, and the base features a low water
absorbability of zero per cent to three per cent, high streQ§th
and an opaque appearance. The base is baked at 900°C,
underglazed and glazed and rebaked at 1100° to 1250°C.
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Domestic Market

The apparent domestic consumption of ornamental ceramics in
1988 is estimated at 10,250 metric tons. (See Table 1.)
Export, which accounts for about 31 per cent of domestic
production (14,900 metric tons), is estimated at 4,670 metric
tons. Imports on the other hand, is negligible.

Table 1
Estimated Apparent Domestic Consumption
of Ornamental Ceramics, 1988

Metric Tons Thousand Pesos
Production 14,900 P227,400
Add: Import 20 870
Total Available for Consumption ;;:;;8 ;;;:;;8
Less: Export 4,670 142,470
Apparent Domestic Consumption ;8:;;8 ;;;:;88

=2

SOURCE: Interviews
Philippine Foreign Trade Statistics

The 14,900 metric ton domestic production of ornamental
ceramics is based on the total clay usage of the sector as
estimated by the Refractories Corporation of the Philippines
(RCP), the biggest local formulator of beneficiated raw materials
needed for the production of ornamental ceramics.

Ceramic ornamental manufacturing in the Philippines is a
fragmented industry, with about 240 manufacturers dispersed
throughout the country, many of which are not registered with
any government agency. Based on interviews with 1local
manufacturers and Refractories Corporation of the Philippines,
total estimated production capacity of ornamental ceramics
manufacturers is 22,400 metric tons with an average capacity
utilization rate of 66 per cent in 1988.

For this study, eleven 1large ornamental ceramics
manufacturers were interviewed, nine of which are members of the
Ceramics Export Manufacturers Association (CREMA). Of the
respondents, five firms cater mainly to the export market. (See

Annex 1.)




l

A survey was <onducted by the Industrial Technology
Development Institute (ITDI) in 1988 covering 105 ornamental or
artware ceramics manufacturers. The results indicated that 69
are operating, 27 have closed shop, and nine cannot be located in
their recorded addresses.

Seventy eight per cent or 54 of the operating firms are
located in Metro Manila, three are in Luzon outside Metro Manila,
five in Visayas and seven in Mindanao. Most started as hobby
shops and operate on small-scale, job order basis.

Ceramics Export

The Philippine ornamental ceramics industry channeled about
31 per cent of its estimated 1988 domestic production volume to
exports. In 1988, about 42 per cent of the 4,668 metric tons of
ceramics exported by the Philippines went to the United States as
indicated by foreign trade statistics. (See Table 2.) Other
major country destinations of ceramic exports include Germany,
Australia, United Kingdom, Canada and Japan. From 1984 to 1989,
the volume of Philippine ceramic exports grew at an average rate
of 16 per cent per year. During the period, the value of
ornamental ceramics grew by an average rate of 65 per cent per
annum which indicates that the country is moving towards higher
value ornamental ceramics exports.
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Table 2
Philippine Export of Oranamental Ceramics by C-uatry of Destination
(voluse is Metric Toms; F.0.8. Yalue in Thousind US$)

1984 1485 1986 19817 1983 1989

Couatry of
Destination VYoluse Value Voluse Valye Voluse Value Volums Value Yolume Value Yoluse Value

USA 08 AU L1} 40 %10 501 1,606 1,207 1,978 2,877 1,652 5,397
Germany 150 62 142 6 13t § 82 381 508 802 293 1,218
Australia 521 320 308 1% 282 148 3 301 M 61t I3 617
u.K. 51 32 s L 21 32 120 143 250 523 a1 1,33
Canda r4] 18 32 11 42 29 i 189 1 86 30
Japen 2 4 | 1" s 1 4 104 125 289 235 U 482

Others 58 19 115 85 385 222 T3 a9 8% 1,101 563 1,318

Total 1,821 925 1,858 764 1,810 1,050 3,448 2,657 4,668 6,476 3,882 11,128

................................

§ Change - - (9.4) ([21.7) 15.4 314 80.5 S3.1 35.4 437 (16.8) 1.8

& Less than one metric ton
st Less than US$1,000

Note: Abave data were converted from pieces to metric tons based on the following 1988
weighted average conversion factor of 677 pieces per metric ton.

SOURCE: Philippine Foreign Trade Statistics

The Philippine share of world ceramic import volume is less
than one per cent of the total world importation volume and
value. (See Table 3.) In 1985, total world imports was 267,407
metric tons valued at US$951 million. Philippine exports was
only 1,655 metric tons with equivalent value of about US$0.76
million representing 0.62 per cent and 0.08 per cent of total
world import volume and value, respectively.
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Table 3
world Imports and Philippine Exports of Ornamental Ceramics
(Volume in Metric Tons; Value in Thousand uss)

Philippine Exports world Imports % Philippine Share
Year volume value Volume value Volume value
1982 1,514 852 234,309 820,772 0.65 0.10
1983 1,170 684 262,101 815,583 0.45 0.08
1984 1,827 925 313,682 920,364 0.58 0.10
1985 1,655 764 267,407 950,844 0.62 0.08
1986 1,910 1,050 n.a. 1,199,269 n.a. 0.09
1987 3,446 2,657 n.a. n.a. n.a. n.a.
1988 4,668 5,147 n.a. n.a. n.a. n.a.

n.a. - not available

SOURCE: World Trade Annual Vol. III, 1986 to 1988, United Nations
Philippine Foreign Trade Statistics

The breakdown of world ornamental ceramics importation by
country is shown in Tatle 4. During the years 1982 to 1986, the
relative share of the United States in world importation of
ceramics ranged from 41 per cent to 52 per cent. The second
Jargest ceramic importer is the European Community (EC) which
accounted for about 26 per cent to 34 per cent of total world
importation of ceramics during the same period. Of the EC
countries, West Germany, U.K. and France are the large ceramic
importers. Other big ceramic importers include Canada and

Sweden.
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Table 4
¥orld Isportation of Ornamental Ceramics
(In US$000)

Country 1982 1883 1984 1985 1986

USA 334,813 359,116 455,257 497,504 591,896
Canada W, 35,637 40,481 39,184 47,043

Sub-total 369,524 34,753 496,28 538,768 38,938
West Germany 11,621 17,023 16,063 11,52 95,311
u.x. 44,481 4,407 81,126 3,101 82,96
france 48,211 43,49 49,614 40,413 61,741
Netherlands 35, 24,49 24,875 22,922 31,34
Italy 30,029 23,103 24,856 23,432 28,328
Belgius-Luxesbourg 21,935 18,163 17,59: 15,986 23,543
Others 33,118 28,893 21,831 21,507 39,550

Sub-total (EC) 201,232 263,580 262,156 244,904 342,836
Austria 8,695 10,111 10,311 10,891 15,0981
Australia 21,170 16,589 20,321 18,603 16,135
Hongkong 13,999 10,994 12,082 13,095 19,209
Japan 11,447 17,045 12,136 13,910 22,522
Sweden 4,91 20,338 22,12 20,996 21,684
Switzerland 16,344 15,964 15,462 16,839 24,233
Others 72,850 66,208 68,216 74,978 92,610
Yorid Narket 820,112 815,583 920,364 950,844 1,199,269

............................................................
............................................................

£C - European Community

SOURCE: Comsodity Trade Statistics, United Nstions




Demand Projections

Table 5 shows the domestic Jemand projections for ornamental
ceramics assuming an average annual growth rate of 15 per cent
per annum for the years 1989 to 1995 and 10 per cent per annum
for the years 1995 to 2005. The growth rates were based on
projected trends indicated by respondents interviewed.

Table 5
P.-ojected Domestic Demand for Ornamental Ceramics

Year Metric Tens
1989 5,370
1990 6,170
1991 7,100
1992 8,160
1995 12,420
2000 20,000
2005 32,210

The results of interviews revealed that three manufacturers
indicated that the domestic market will grow by 30 per cent; one
expects the market to grow by 20 per cent and another estimates
the local market to grow at 10 per cent per annum until 1995,

There are several factors affecting the growth of the
domestic ornamental ceramics market. Among them are better
exposure or increasing awareness of ceramic products, both from
media and display areas, preference for using ornamental ceramics
as giveaways during weddings, debut parties and holiday seasons,
continued product innovation and designs, and the increasing
consumer demand due to tourism and retail business boom.

Table 6 shows the projected world importations of ceramics
assuming a 4.5 per cent growth rate per annum based on
historical trends. The projected 1992 world aggregate
importation for ceramics is about 0.36 million metric tons.
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Table 6
Projected World Importation of Ceramics

Year Metric Tons
1989 318,880
1990 333,240
1991 348,230
1992 363,900
1995 415,270
2000 517,510
2005 644,910

Local ceramic export manufacturers are bullish about the
Philippines’ prospects in the export market. Four out of
11 respondents indicated that exports will grow by more than 5C
per cent per annum while three estimated the export growth at 10
per cent to 30 per cent per annum. They say that their clients,
both existing and prospective, are demanding more than what they

can supply.

The Philippines is optimistic in expanding its share of the
total ceramics export market. Based on the BOI Ten-Year Sector
Development Program, export of ceramics (ornamental and
dinnerware, combined) is targeted to be about US$ic.1 million in
1989 - an increase of 36 per cent from the US$11.8 million export
level in 1988. It should be noted that total actual ceramics
exportation in 1988 exceeded the BOI target for the same year by
UsSs$1.1 million or 10 per cent. By 1995, BOl is targeting an
export value of US$ 100 million, reflecting an average growth
rate of 36 per cent per annum from 1989 (see Table 7).

The BOI export targets for the early 1990s are based mainly
on orders already received by the manufacturers and anticipated
renewals of contracts. The export target for the latter years
are based on expectations by ceramics exporters of robust world
demand for ceramic products and the increased competitiveness of
Philippine ceramic products in the world market. The targets
were confirmed by ceramics membership organizations such as the
Philippine Chamber of Household Industries (PCHI) and the
Ceramics Export Manufacturers Association (CREMA) in the sectoral
meeting hald last February 1990. During this meeting, the 1990
export target had been increased from US$ 23,218 to US$ 28,000.
Likewise, the 1991 export target had been revised from US$ 32,505
to US$ 33,000 based on the current favorable maiket situation.
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Table 7 ‘
BOI Ten-Year Sector Development Program

In Thousand US$

Year Export Target Growth Rate
1988 10,749

1989 16,124 50%
1990 28,000 74
1991 33,000 18
1992 43,882 33
1993 59,240 35
1994 77,012 30
1995 100,116 30
1996 127,648 27.5
1997 162,751 27.5

SOURCE: BOI Ten-Year Sector Development Program, 1987-1988

Most of the Philippine ceramic products enjoy the U.S.
General System of Preferences (GSP) privileges (a program of
tarrif cuts intended to help developing countries increase their
exports). The GSP listing is reviewed annually. A list of the
osrnamental ceramic products that are included in the 1989 GSP
listings of the U.S. is shown in Table 8.

Effective January 1, 1989, Singapore, Korea, Hongkong and
Taiwan were excluded from the U.S. GSP for all types of products.
Their tarrif privileges were removed because their products had,
among other reasons, already become competitive. Also, their
aggregate exports under the GSP amounted to US$10 billion,
representing 60x% of all GSP duty-free trade. With the removal of
the GSP privileges of these newly industrialized countries,
Philippine ceramic products are expected to become more
competitive in the US market. As indicated in the application
form for exportation under the U.S. GSP, countries that are
included to avail the GSP privileges are those with per capita
income of below US$850 since 1984. Philippine per capita income
for 1988 is even lower at US$640.

At present, it is not likely that the Philippines will be
excluded from the U.S. GSP. However, should this happen, the
Philippine ornamental ceramics can still compete in the world
market because of established relationships and indicated
competitiveness in prices.
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Pintar International, manufacturer of fine-bone china
indicated that they are selling their products in Harrods,
Bloomingdale and I.Magnin. Standard Products Exporters,Inc. on
the other hand, are selling their ornamental ceramic products in
various foreign stores of prestigious name. These 1include
Halilmark and Midwest Importers in the United States, Tearcraft
and Natural Selection in the United Kingdom, and Mondiale and

Selected Collections in Europe.

Table 8
Articles Eligible for the
U.S. Generalized System of Preferences

GENERAL
ITEM DESCRIPTION RATE OF DUTY

- —— - — — . —————— ——— —— ———— ——— ——— ————————— ——— . —— —— o — . o

6913.10.10 Statues, statuettes and handmade
flowers, of porcelain or china,
valued over $2.50 each, of original
work by professional sculptors 3.1%

6913.10.20 Statuettes and other ornamental
articles, NESI, of bone chinaware 6.6%

6913.10.50 Statuettes and other ornamental
articles of porcelain or china, NESI 9x

6913.90.10 Ceramic statues, statuettes, hand-
made flowers, not of porcelain or
china, over $2.50 each, of original
work by professional sculptors 3.1%

6913.90.20 Ornamental articles of ceramic tile 4.2%
6913.90.30 Ornamental articles of earthenware,
having a reddish-colored body and
a lustrous glaze of differing colors
(rockinghamware) 2.5%

6913.90.50 Ornamental ceramic articles, not of
porce1ain_or china, NESI 7%

6914.10.00 Ceramic Articles, NESI, of porcelain
or china 9%

6914.90.00 Ceramic articles, NESI, other than
of porcelain or china 8%

NESI - Not Elsewhere Specified or Included

SOURCE: Bureau of International Trade Relations




Broad Pricing Structure

The pricing of ceramics would depend on the size, design,
formulation, and number and temperature of firings to manufacture
the products. For this study, we assumed a representative
product for revenue and costing purposes. This is an earthenware
miniature house (See Figure 1) which is priced at B 34 and
US$1.55 per piece, for the domestic and export market,
respectively. The miniature house weighs 214 grams per piece
equivalent to about 4,673 pieces per metric ton. The project of
course, will continue to design and develop ceramic products for
target markets. The price of the ornamental ceramics assumed 1in
this study was based on indications given by CREMA given the size
and type of the product to be produced.

It was gathered from interviews that for local sales,
ornamentals enjoy a gross margin of 26 per cent to 100 per cent,
while for export sales, gross margin ranges from 10 per cent to
85 per cent. (See Table 9.)

Table 9
Gross Margin on Sales of
Selected Ornamental Ceramic Manufacturers

Gross Margin Local Export
Base: Respondents 11 11
76% - 100% 1 1
51% - 75% 1 0
26X - 50% 4 3
Not over 25% 0 1
No Data Available 5 6

SOURCE: Interviews

SALES FORECAST AND MARKETING

Sales Forecast

Estimated sales during the first year of operation is
placed at 154 metric tons at 44 per cent capacity utilization.
Market penetration on year one will be 0.03 per cent of total
world market and 0.56 per cent of total Philippine market. In
1995, at full capacity, market penetration will be 0.06 per cent
and 0.85 per cent of the worid and Philippine markets,
respectively. Table 10 shows sales forecast for 15 years
starting from the first year of plant operation.




Dimension: 5.5 length
525’ height
3.4” width

Weight: 214 grams

Figure 1. Ornamental Ceramic Product
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Table 10
Sales Forecast for Ornamental Ceramics
(Volume in Metric Tons; Value in Thousand Pesos)

Local Export Total

Year Volume value Volume value Volume Value
1 46 7,325 108 17,091 154 24,415
2 69 10,987 162 25,635 231 36,622
3 92 14,649 215 34,181 307 48,829
4-15(Annual 105 16,646 244 38,842 349 55,488
Sales)
Marketing

Seventy per cent of the ceramic products of the plant is
intended for the export market and 30 per cent is for the local
market. Plant production will be sold through marketing
arrangements with foreign firms using the normal distribution
channels of the ceramic industry. For better promotion of the
products, the company will join (in association with other
Philippine companies) world expositions, trade fairs and
exhibits.

Present manufacturers rely on their own retail stores or use
department stores, specialty shops, and dealers as their
distribution channels in the local market. Customers (companies
and even individuals) also buy or order ornamental ceramics as
giveaways and promotion novelty items. Ffor export, manufacturers
sell direct to foreign clients which can be either wholesalers
or retailers or sell through local buying offices, traders, or
buying agents. Big ceramic manufacturers join fairs such as the
Spring and Autumn Frankfurt Fair, and the Center for
International Trade Expositions and Missions (CITEM) Fair which
is held yearly during April and October. Manufacturers also send
photos and samples in reply to letters of inquiries that they
receive. Figure 2 shows a graphical presentation of the
distribution channels used by local ceramic manufacturers.




Figure 2
Distribution Channels of
Local Ceramic Manufacturers

Manufacwrens
1
| |
Local Market 7 Export Market
@ nies and i i
Exclustve Dealer/ {n laviduals Exporters /Trading Firms
Primary Wholesaler (Used as glvezw:{s - Local buying offices
nd promotiona - local traders
items) - local buying agents
Secondary Jﬂ
Wholesaler
Wholesalers
Retail Outlets:
= department stotes Retail Qutlers:
- own reail stores - department stores
- specialty shops - specialty shops

Legend: Thick lines indicate the main distribution channel used.

Sources: Interviews
Marketing in Japan: Ceramic Decorative Gift ltems, ASEAN CENTRE, 1983
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Production and Plant Capacity Utilization

At full capacity, the plant is capable of producing 349
metric tons of finished products per annum or 1.63 million pieces
of earthenware miniature house.

On the first year of operation, the plant is assumed to
operate with four shuttle kilns with a capacity of three cubic
meters each. To increase capacity, two shuttle kilns will be
added on the second year. Likewise, two more wiil be added on
the third year of commercial operation. Full capacity shall be
achieved on the fourth year with nine shuttle kilns.

Table 11
Plant Capacity Utilization Table

No. of Kilns

Year (3 cubic meters each) Utilization
1 4 44 %
2 6 66
3 8 88
4 9 100

The plant will operate eight hours a day. As observed by
the president of the Ceramic Export Manufacturers Association,
Taiwanese ornamental ceramic manufacturers cperate their kilns
for only eight hours per day which yreatly reduces the wear and
tear of the equipment. The shuttle kiln will be operated at three
hundred and thirty days a year. The main work force, however,
will work three hundred days a Yyear. The detailed production
assumptions are presented in Annex 2.




IV. MATERIAL INPUTS

MATERIALS AND INPUTS

The direct raw materials needed for the manufacture of
ornamental ceramics are WEB-Premium RCP earthenware body, WEB-
Regular RCP earthenware body, RCP glaze, sodium silicate and
coloring oxides. Plaster of paris is an indirect material used
for the plaster molds of the ornamental ceramics products. Except
for the coloring oxides and plaster of paris which will be
imported, the raw materials will be purchased mainly from the
Refractories Corporation of the Philippines. The earthenware body
will be a mixture of the premium and regular quality at a ratio
of 30:70.

The Philippines is rich in natural resources needed for
ceramics production. Table 12 shows the country’s possible and
probable reserves of the above raw materials.

Table 12
Philippine Possible and Probable Reserves
of Selected Non-Metallic Mineral Ores, 1987
(In Thousand Metric Tons)

Status of Production

Stopped Geologically
Reserves Producing Production Explored Investigated Total
White Clay 5,038 2,235 1,340 23 8,636
Ball Clay 0 688 0 378 1,066
Silica 12 6,789 0 0 6,801
Talc 0 180 0 323 503
Feldspar 4,043 6,619 e 2,234 12,896
Gypsum Ore 0 1,826 0 23 1,849
Limestone 3,801,431 1,926,445 346,189 2,854,006 8,928,071

SOURCE: Mines and Geosciences Bureau

There are local formulators and manufacturers of the above
materials except for coloring oxides and plaster of paris. These
are imported through distributors. A 1list of major local
formulators and distributors of ceramic raw materials is shown in
Table 13.
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Table 13
Local Formulators and Distributors
Ceramic Raw Materials

COMPANY NAME PRODUCTS

Formulators
Refractories Corporation Clay body, kaolin, feldspar,

of the Philippines silica, bodies and glazes,

refractory bricks, monolithics

Mariwasa Manufacturing Clay Body

Incorporated
Diamond Ceramics Clay body, Underglaze, Porcelain
Suppliers
Bayer Philippines Inc. Ceramic frits, colour stains
F.E. Zuellig (M), Inc. Ceramic colours & decorations, ball

{Chemical Division) china clays, plaster of paris
Ferro Far East Limited Ceramic frits, glazes and stains,

grinding balls, plaster of paris

GHVY Enterprises Ceramic colors, stains, underglaze,
overglaze, kiln furniture, grinding
media

Wise & Company, Inc. Ceramic stains and colors

SOURCE: Ceramic Association of the Philippines (CAP)
Industrial Technology Development Institute (ITDI)

At present, the beneficiated raw material can be obtained
only from Refractories Corporation of the Philippines (RCP) and
Diamond Ceramics. Mariwasa Manufacturing Incorporated formulates
clay body mainly for their own consumption.

Energy requirements include electricity and LPG fuel. Water
is needed for the slip, glaze and mold preparation.

In our study, we assumed that the plant will acquire its
imported raw material requirements througk the Philippine
International Trade Center (PITC), using a common bonded
warehouse. As an alternative, a company may also consider
putting up its own bonded warehouse.
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SUPPLY PROGRAM

The estimated direct material requirements for the ceramic
body during the first year of operation (1992) is 163 metric
tons. This is projected to increase to 370 metric tons at full
capacity by 1995. Other direct materials include the RCP glaze,
sodium silicate and coloring oxides. Table 14 summarizes the
material inputs for the ornamental ceramic product at full
capacity. A detailed listing of raw material costs is given in

Annex 3.

Table 14
Summary of Annual Material Inputs
(at full capacity)
(Volume in Metric Tons; Value in Thousand Pesos)

Volume Value

RCP Earthenware Body 370.32 2,549
Other Direct Materials 36.60 2,243
Indirect Material 151.92 1,095
Total 558.84 5,887

SOURCE: Industrial Technology Development Institute (ITDI)

At full capacity, about 665 metric tons of LPG fuel and 384
cubic meters of water are required per year. Total cost of LPG
fuel is estimated at B 3.87 million while the cost of water is
estimated at R 2,419,

LPG cost is estimated at ® 5.8141 per kilogram ex-depot
(shell Refinery, Tabangao, Batangas). Delivery of the fuel is
free within a 25-kilometer radius. The plant, which is assumed
to be located in Bauan, Batangas, 1is about 12 kilometers from
Tabangao. The LPG supplier indicated that they can provide a
tank plus installation services for free.

Electrical consumption is estimated at 203,856 kilowatt-
hours. At an assumed cost of B 1.1125/kw-hr. (average industrial
selling rate plus adjustments), total electricity cost is
B 226,790 per annum at full capacity.
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The plant is eligible for connection directly to the
National Power Corporation grid due to its large power
consumption. A waiver from the local power cooperative must be
obtained prior to connection.

A detailed breakdown of electricity consumption by machinery
is shown in Annex 4.
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V. PLANT LOCATION

The proposed site for the ceramic plant is in Bauan,
Batangas. It is accessible both to the Manila and Batangas ports,
the country’s leading major shipping outlets. Raw land along the
national highway is estimated at R 200 per square meter while
industrial developed land is estimated at R 500 per square meter.
Raw land at R 200 per square meter is assumed in this study.
Locating in Bauan, Batangas has the advantage of being near the
LPG supplier whose depot is located in Tabangao, Batangas.

An alternative site would be in Iligan, where the RCP plant
is located. The industry however, generally prefers to locate in
or around Metro Manila.
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VI. PROJECT ENGINEERING

LAY-OUT AND PHYSICAL COVERAGE OF PROJECT

The producticn plant will occupy a 7,500-square meter lot to
accomodate the factory building which reguires 5,000 square
meters, the office building which needs 300 square meters and
the two four-metric ton LPG storage tank. The storage tank
should be located 7.5 meters away from the building and four
meters away from the walls. The space between the two tanks
should be about one meter. The LPG tank, which will 1lie
horizontally, has a diameter of 1.3 meters and a length of six
meters with an elevation of one meter above ground level. Annex
5 shows a diagram of the total area and the lay-out for the
plant, which includes the machinery and equipment.

TECHNOLOGIES AND EQUIPMENT

Description of Manufacturing Process

To produce an ornamental ceramic, the RCP body is fed tc the
agitation tank with water and sodium silicate to produce a
homogeneous slurry.

The slurry is transferred to an agitation tank and screened
to ensure that the slip is free from lumps. The slip is aged in
a second agitation tank for 24 hours.

The aged slurry is brought to the overhead tank (agitation
tank no. 3) for utilization.

Forming by slip casting is done with the aid of filling
guns. Plaster molds are supplied in the casting area to form the
ceramic items. The casted ware are polished and dried in the
shelves located near the kiln.

Bisque firing is done at 1050°C on the dried ware for five
hours. The bisque wares are decorated using the coloring oxides
by brushing and spraying. Overglazing with transparert glaze is
applied by dipping method and the excess glaze is removed.

The transparent glaze is prepared by mixing the RCP glaze
with water for three hours.

Gloss firing follows after overglazing using the LPG-fueled
shuttle kiln for five hours at 1050°C.
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The glost wares are brought to the inspection area with the
aid of a conveyor for quality control and final inspection of the

product.

The inspected ceramic ornamentals are then packed and
prepared for shipment. (see Annex 6 for process flow and
material balance.)

Equipment

The major equipment needed for the project are classified
into two: piant equipment and auxiliary equipment. Plant
equipment comprise of shuttle kilns, slip tanks, slip pump,
conveyor belts, filling guns, vibrating screen, platform balance,
and extruder de-airing. The shuttle kiln is said to be the heart
of the ceramic plant as it determines the production capacity of
ine plant. The project will acquire shuttle kilns (each with a
capacity of three cubic meters) on a staggered basis. Four will
be purchased during the construction period, two each on the
second and third year of commercial operation, and one on year
four when the plant will operate at full capacity. A1l other
production and auxiliary equipment will be acquired during the
construction period. Auxiliary equipment include laboratory and
other equipment not pertaining to the production process itself.
(See Annex 7.)

The kilns will be acquired from local manufacturers. Some of
the required equipment have to be imported. Quotations were
gathered by ITDI from different local and foreign manufacturers
of the required equipment. Transport and office equipment are
classified as incorporated fixed assets. Detailed descriptions
for some of these equipment are provided in Annex 8.

The cost of all equipment, both local and imported, is
estimated at B 9.35 million with BOl incentives and R 10.59
million without BOI 1incentives. The initial capital outlay for
equipment amounts to R 5.75 million and R 6.63 million with and
without BOI incentives, respectively.

CIVIL ENGINEERING WORKS

Estimated cost for the building and other civil works amount
to around R 18.55 million. Civil works consist of land clearing,
grading, drainage, connection for water and electricity and

roads.




_33_

VII. PLANT ORGANIZATION AND OVERHEAD COST

ORGANIZATION

The organization is headed by a general manager, with three
major groups of personnel -- the finance and administrative
group, the marketing group and the production/plant group. Each
group is headed by a manager. Reporting to the finance and
administrative manager are the chief accountant, cashier, supply
o*ficer and personnel and administrative supervisor. Under the
direct supervision of the marketing/sales manager is the 1local
sales supervisor. The plant group is divided into two sub-groups,
each headed by a supervisor. Reporting to the production
supervisor are the foremen and the plant work force and reporting
to the quality control supervisor are the quality control
technician and researcher/analyst. Figure 3 shows the proposed
organizational structure for the plant.

ESTIMATED OVERHEAD COSTS

Factory Overhead

Factory overhead (indirect labor, insurance, packing
materials, property taxes, factory supplies and miscellaneous
costs) is estimated at R 4.78 million on the first year of
operation and at R 7.64 million on the fourth year, at full
capacity. (See Annex 9.) Repair and maintenance costs are
placed at R 93.51 thousand at full capacity. This is assumed at
one per cent of acquisition cost of production and auxiliary

equipment.

Administrative Overhead

Administrative overhead (office salaries, insurance, office
supplies, communication systems, permits and licenses, research
and development, property tax, repairs and maintenance,
utilities, and other miscellaneous expenses) is projected to
total B 2.70 million at full capacity. Refer to Annex 9.

Sales and Distribution

Non-labor sales and distribution expenses (estimated at 3
per cent of gross revenue, R 1.66 million at full capacity) and
salaries of the marketing group are projected to total R 2.47
million.
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VIII. MANPOWER

LABOR

Factory personnel will number 376, broken down into 360
direct labor and 16 indirect labor. The direct labor is divided
as follows: 181 skilied laborers and 179 unskilled laborers.
Total wage bill, including benefits of 25 per cent of basic
salaries, of direct labor personnel is R 12.86 million at full
capacity. For indirect labor personnel, salaries plus 30 per
cent benefits total ®1.54 million. See Annex 10 for details of
labor costs.

STAFF

Aside from the plant personnel, there are 24 administrative
and five marketing staff. Their estimated total salaries plus
benefits of 30 per cent of basic salary is about R 3.12 million.
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IX. PROJECT IMPLEMENTATION

TIMETABLE

The project implementation timetable will run for five (5)
periods, each period covering three (3) months.

Period 1 (First Quarter)

During this period, a final feasiblity and engineering study
for the project is prepared. This study is estimated to take
three months to complete.

Period 2 (Second Quarter)

The construction of buildings, civil works and acquisition
of machinery and equipment are scheduled to commence during this

period.
Period 3 (Third Quarter)

The building construction should be reaching completion
during this period.

Period 4 (Fourth Quarter}

Ordered machines, mainly shuttle kilns, are expected to be
delivered and installed in the plant. Training of factory
workers and start-up operations is scheduled to begin during the
second half of the period.

Period 5 (First Quarter, Year 2)
Normal operations are expected to begin at the start of the

period and continue onwards.

Figure 4 presents the pre-production and break-in phases of
operation; Table 15 presents cost estimates of preproduction
capital expenditures.
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Figure ¢
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Table 15
Cost Estimate of Pre-Production
Capital Expenditure
(In Thousand Pesos)

With Without
Pre-Production Capital Expenditure Incentives Incentives
Detailed project feasibility study
and preparation of engineering
specifications R 500.00 [ 500.00
Trial runs and manpower training 450.00 450.00
organizational Expenses 655.00 655.00
Property tax 395.00 395.00
Capitalized interest 2,135.86 2,195.73
Total B 4,135.86 P 4,195.73

- ——— - - - - - - - -
- em e s e - -




X. FINANCIAL EVALUATION

TOTAL INVESTMENT OUTLAY

The total initial investment outlay for the project is
estimated at B 35.60 million (US$ 1.62 million) assuming the
project is registered with the BOI and is entitled to the

following incentives:
a. Tax credit on domestic capital equipment;
b. Tax and duty free importation of capital equipment; and

c. Income tax holiday for four years from the start of
commercial operation;

d. Tax credit on taxes and duties on raw materials used
for its export products and forming part thereof.

About 95 per cent of initial investment or R 33.92 million is
accounted for by local cost component. The shuttle kilns which
comprises the major machinery cost can be purchased from local
manufacturers, the remaining five per cent of the investment cost
or P 1.67 million (US$ 0.08 million) is foreign currency cost

component.

Without BOI incentives, total initial investment outlay is
estimated at R 36.60 million (US$ 1.66 million). This cost
figure is higher by R 1.00 million than the estimate with BOI
incentives because the project will have to pay tariff duties on
importation of capitai equipment.
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Table 16
Total Initial Investment
(In Thousand Pesos)

wWith without
Incentives Incentives

Land, site preparation & development R 3,750.00 P 3,750.00

Buildings & civil works 18,550.00 18,550.00
Auxiliary & service facilities 2,237.711 2,612.08
Incorporated fixed assets 555.40 555.40
Plant, machinery & equipment 3,513.78 4,020.06

Total Fixed Investment Cost 28,606.89 29,487.54
Pre-production capital expenditures 4,135.86 4,195.73
Working Capital 2,854.84 2,912.20

Total Initial Investment Cost B 35,597.59 PR 36,595.46

As shown in Table 16, the bulk of the initial investments is
accounted for by fixed assets amounting to B 28.61 million.
Other initial investments include preproduction capital
expenditures and initial working capital. Preproduction capital
expenditure amounting to R 4.14 million include the cost of
project feasibility and detailed engineering studies, trial run
expenses, manpower training, property tax, and capitalized
interest. Initial working capital amounting to R 2.85 million
will be required for the first year of operation. Table 17 shows
the breakdown of working capital requirement.

Table 17
Working Capital Requirement
First Year of Commercial Operationn

Minimum Days With Without
of Coverage Incentives Incentives

Accounts receivable 30 R 1,565.48 ® 1,568.83
Inventory and materials 38 286.22 326.08
Energy 5 23.63 23.63
Spares 106 68.90 79.62
Work in progress 7 282.89 283.67
Finished products 15 718.62 720.29
Cash in hand 30 1,121.48 1,125.82
Total current assets 4,067.22 4,127.93
Accounts payable 30 1,212.38 1,215.73
Net working capital R 2,854.84 R 2,912.20

- ——— - - - - - - -
- T2
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PROJECT FINANCING

The project is assumed to be financed through equity
contributions and long-term loans at a debt-to-equity ratio of
60:40. Local equity for the project is also assumed at 60 per
cent. Total equity for the project is R 14.24 million (with BOI
incentives) of which B 5.70 million (US$ 0.26 million) is foreign
equity and R 8.54 million local equity. (See Table 18.)

Table 18
Sources of Financing
(In Thousand Pesos)

With Without

Incentives Incentives

Equity
Foreign ® 5,695.62 R 5,855.28
Local 8,543.42 8,782.91
Tota? Equity R 14,239.04 P 14,638.19
Loan (Local) 21,358.55 21,957.28
Total Sources of Financing B 35,597.59 B 36,595.47

Local credit institutions are assumed to grant long term
loans to finance the local component of the project. It will
bear an interest of 20 per cent per annum. The loan 1is assumed
to have a term of seven years inclusive of a two-year grace
period on principal payments. The principal will be paid in five
equal yearly amortizations.

The foreign equity will more than adequately cover the
foreign cost component of the project amounting to R 1.67 million
(Uss 0.08 million).

Without BOI incentives, total equity 1is about B 14.64
million, while the l1oan amount is R 21.96 million.
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PRODUCTION COST

Total production cost at full capacity (1995) 1is estimated
at R 41.57 million (with BOI incentive). Seventy-four per cent of
this amount or R30.88 million is accounted for by factory costs.
Administrative overhead is estimated at R 2.70 million while
sales and distribution cost is placed at R 2.47 million.
Depreciation expense and financial cost amounts to R 2.95 million
and R 2.56 million, respectively.

Without BOI incentives, depreciation and financial costs
are higher by B 0.14 million and R 0.07 million, respectively.
The breakdown of the production cost is shown in Table 19.

Table 19
Total Production Cost
(In Thousand Pesos)

With without

Incentives Incentives

Factory Costs
Raw materials ] 4,792.35 ] 4,840.75
Other raw materials 1,095.34 1,318.66
Utilities 299.21 299.21
Energy 3,866.12 3,866.12
Direct Labor 12,856.72 12,856.72
Repairs and Maintenance 93.51 105.92
Spares 233.78 264 .81
Factory Overhead 7,642.88 7,656.62
Sub-total 30,879.90 31,208.81
Administrative Overhead 2,698.26 2,698.26
sales and Distribution 2,471.16 2,471.16
Depreciation 2,952.67 3,090.14
Financial Costs 2,563.02 2,634.87
Total Production Costs [ 41,565.01 [ 42,103.25

- ———— - ——

- —— - - - - -
P

Note: Items may not add to totals because of rounding.

The details of total production costs are shown in Annexes
12 and 13 for with and without BOI incentives, respectively.
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COMMERCIAL PROFITABILITY

The results of the financial projections are based on the
assumptions presented in the previous sections and summarized in
Annex 11. Annex 12 presents the financial statements with BOI
incentives while Annex 13 shows the financial statements without

BOI incentives.

The financial projections use constant 1989 prices. Any
increase in cost is assumed to be compensated for by an increase
in selling prices. Likewise, an exchange rate of US$ 1 to R 22
is used in the financial projections.

The results of the financial projections show that the
project will incur a loss during the first year of operation, but
is estimated to register net incomes starting the second year of
commercial activities. Table 20 shows the income statement
highlights of the project with and without BOI incentives.
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Table 20
Income Statement Highlights
(In Thousand Pesos)

I. WITH INCENTIVES

GROSS
YEAR REVENUE NET INCOME(NI) NI/REVENUES (%)

1 24,464 (1,891) (7.73)
2 36,697 3,808 10.38
3 48,930 10,218 20.88
4 55,602 14,037 25.25
5 55,602 9,633 17.32
10 55,602 11,644 20.94
15 55,602 12,107 21.717

II. WITHOUT INCENTIVES

GROSS
YEAR REVENUE NET INCOME(NI) NI/REVENUES (%)

1 24,465 (2,320) (9.48)
2 36,697 2,156 5.88
3 48,930 6,298 12.87
4 55,602 8,774 15.78
5 55,602 9,298 16.72
10 55,602 11,397 20.50
15 55,602 11,893 21.39

The highlights of the results of financial projections are
presented in Table 21. The project, *ith BOI incentive, is
estimated to have an internal rate of return of 32.40 per cent.
Without BOI incentives, the project will have an internal rate of
return of 28.08 per cent. In both cases, the project is viable
having exceeded the project’s hurdle rate of 20 per cent.




b
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Table 21
Commercial Profitability
(With and Without BOI Incentives)

With Without
Incentives Incentives
IRR on Total Project 32.40% 28.08%
IRR on Equity 41.26% 33.44%
Net Present Value at 20% R 22.21M R 15.2M
Payback Period (years) 4 yrs. & 4 mos. 4yrs. & 11 mos.
Break-even sales excluding finance 35.92 37.04

(x of sales at full capacity)

To test the sensitivity of the project’s internal rate of
return (IRR) to assume unfavorable conditions, variations of the
selling price, operating costs and initial investment costs were
considered using the UNIDO COMFAR graphics. (See Annexes 14 and
15 for with and without BOI incentives, respectively.)

In both cases, the project is most sensitive to changes in
the selling price. A decrease of 10 per cent in selling price
will result in a reduction of about 12 per cent in the IRR. An
increase cf about 10 per cent in operating costs will decrease
IRR by about eight per cent. The project is least sensitive to
any change in the initial investment cost. An increase of 10 per
cent in the total initial investment outlay will result in a
decline of around three per cent in the IRR. (See Table 22.)

Table 22
Summary of Sensitivity Apalyses

Internal Rate of Return

With Without

Assumed Cases Incentive Incentive
10% decrease in Selling Price 20.31% 16.20%
10% increase in Production Cost 24.49% 20.26%
10% increase in initial investment 29.78% 25.80%
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FINANCIAL CASHFLOW

The cashflow summary for the 15-year period of the project
is shown below.

Table 23
Financial Cashflow
(In Thousand Pesos)

I. With Incentives
Net Inflow Cumulative

Year Inflow Outflow (Outflow) Cashflow x
1 26,284 26,883 (539) (599)
2 37,431 37,004 427 (172)
3 49,664 42,683 6,981 6,809
4 56,003 44,187 11,816 18,625
5 55,602 47,217 8,385 27,010
6 55,602 47,146 8,456 35,466
7 55,602 42,319 13,283 48,749
8 55,602 42,319 13,283 62,032
9 55,602 42,319 13,283 75,315

10 55,602 42,319 13,283 88,598
11 55,602 42,442 13,160 101,758
12 55,602 42,442 13,160 114,918
13 55,602z 42,493 13,109 128,027
14 55,602 42,543 13,059 141,086
15 55,602 42,568 13,034 154,120

I1. Without Incentives
Net Inflow Cumulative

Year Inflow Outflow (Outflow) Cashflow x

1 26,289 27,207 (918) (918)
2 37,432 38,649 (1,217) (2,135)
3 49,664 46,595 3,069 234
4 56,003 49,437 6,566 7,500
5 55,602 47,533 6,069 15,569
6 55,602 47,478 8,124 23,693
7 55,602 42,515 13,087 36,780
8 55,602 42,515 13,087 49,867
9 55,602 42,515 13,087 62,954
10 55,602 42,515 13,087 76,041
11 55,602 42,656 12,946 88,987
12 55,602 42,656 12,946 101,933
i3 55,602 42,706 12,896 114,829
14 55,602 42,757 12,845 127,674
15 55,602 42,782 12,820 140,494

*x available for cash dividends to the extent of retained
earnings.
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ESTIMATED MONTHLY COST OF PRODUCTION

ORNAMENTAL CERAMIC PRODUCTION - NOVELTY ITEMS

1.

2.

PLANT OPERATION:

Size: 5.5"1 x 5.25"b x 3.4%w
8 hrs/day,25 days/mo,300 days/yr

PLANT CAPACITY/MONTH 123,500 pcs(net); 145,457 greenwares
KILN CAPACITY/GLOST FIRING 972 pcs
KILN CAPACITY/BISQUE FIRING 1,458 pcs
GLOST FIRINGS/MONTH 144
BISQUE FIRINGS/MONTH 97
RECOVERY AFTER GLOST FIRING 97x
RECOVERY AFTER BISQUE FIRING 93%
RECOVERY AFTER DRYING $8X
RECOVERY AFTER RE-TOUCHING 98%
RECOVERY AFTER FORMING 98%
VOLUME OF KILN 3 cunm
NO. OF KILN(12 cu m Shuttle Kiln w/2 cars) 9 unit/s
DURATION OF FIRINGS 24 hrs
FIRING TEMP(Bisque & Glost) 1,050 C /firing
ROOM TEMPERATURE 30 C
COST OF MATERIALS

WT OF PRODUCT (kg/pc) 0.214
RCP Earthenware Body 90.00x
Ferro Holland Glaze(55) 9.92%x
Coloring Oxides 0.08x%
Sodium Silicate 0.50%
EARTHENWARE BODY (kg/pc) 0.193

1.7

Specific Gravity of Slip

Plaster of Paris;msold good to:

loss in mold preparation:

100 pourings;
15% 8 kg/mold




4.

DIRECT LABOR (MAN/DAY):

Batching/Glaze Preparation
Mold Making

Mold Assembling

Filling

Re-filling

Draining

Mold Dis-assembling
Re-Touching(greenwares)
Re-Touching(glazed wares)
Underglazing
Underglazing(spraying)
Glazing

Firing

Loader/Unloader
Scheduler

Inspector
Packaging(individual box)
Utility man

FUEL CONSUMPTION

Fuel Consumption/Bisque Firing:
Fuel Consumption/Glost Firing:
Total Fuel Consumption(Bisque Firing)
Total Fuel Consumption(Glost Firing)

Calorific Value of LPG

Specific Heat of Earthenware

Kiln Efficiency(wares only)

UTILITIES:

For Power Consumption: (Pls refer to Annex 3)

Effective Rate of Electricity:

WATER CONSUMPTION:

S1ip Preparation
Glaze Preparation
Mold Preparation

Ooffice/Factory Use(Personal)

300

30
120
120

30

30

30

60

30

30

60

12

360

150
13

ANNEX 2
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360 Laborers

kg/man/hr 1
pcs/man/day 11
pcs/man/hr 217
pcs/man/hr 7
pcs/man/hr 7
pcs/man/hr 217
pcs/man/hr 217
pcs/man/hr 27
pcs/man/hr 13
pcs/man/hr 26
pcs/man/hr 26
pecs/man/nr 14
nen 2
mon 12
|an 2
pcs/man/hr 2
pcs/hr/man L
men 13

264 kg LPG
196 kg LPG
27,222 kg LPG
28,191 kg LPG
11,767 KCal/kg
0.324 KCal/kg €
3.5%

1.86 /kw-h

32.00 cu w/mo

30%
10%
40%

10

Total cost:

WATER RATE: Consumption
1 25
26 1,000

1,000 >

water/3ry wt of body
water,/dry wt of glaze
watar/total wt of pl slurry
cu m,/mo

408.03
Rate

Cu M
Cu M

157.20 /Connection
6.30 /Cu M + P 157,
7.35 /JCu M + P 157,

ot

(=]

o




l ANNEX 3
. LIST OF DIRECT AND INDIRECT MATERIALS
BEFORE VALUE ADDED TAX
. (In Pesos)
l IMPORTED
MATERIALS AHD INPUTS QUANTITY UNIT UNIT COST TARIFF TOTAL COST coST
A. Earthenware Ornamental
l Export Sales
Direct Materials:
I RCP Body (WEB-PREM) 77.78 MY 9,040.00 703,167
RCP Body (WEB-REG) 181.44 MT 5,960.00 1,081,382
RCP Glaze 25.03 MT 55,460.00 1,388,275
Sodium Silicate 388.75 Kg 15.50 6,028
Coloring Oxides 201.60 Kg 800.00 161,280 161,280
Indirect Materials:
' Plagter of Paris 106.34 MT 7.000.00 744,408 744,408
Subtotal ] 4,084,538 905,688
Local Sales
l Direct Materials:
RCP Body (WEB-PREM) 33.34 MT 9,040.00 301,357
RCP Body (WEB-REG) 77.76 MT 5,960.00 463,450
I RCP Glaze 10.73 MT 55,460.00 594,975
Sodium Silicate 166.61 Kg 15.50 2,582
Coloring Oxides 86.40 Kg 800.00 20,736 89,856 89,856
Indirect Materials:
Plaster of Paris 45.58 MT 7,000.00 31,903 350,935 350,935
l Subtotal 52,639 1,803,158 440,791
Total 52,639 5,887,694 1,348,479
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ESTIMAYED PCAER COMSUYRTITN 2ER WOATH
Y PRCDUCT Tvet

EARTHENWARE PRCJUCTION

BaSIS 145,487 greenmarss [pieces

EIPT HR,/BATCH CAPIFRTE qny KRJUNIT RA[ENTY Yah
vacysp gitater(l) 0.2 ki ! 2746 83 €:
hir Lomprassar ' 19,192 g7 746
Slip Tank {1} £.0 870 2 3.330 KRR M
Oiernead Ship Tank (1} 4.3 8 1 B! 7 i
Vibrating Screen {NT/h-} 1.8 2 £.:1 27 @
Conveyar Belt " r.(ee it 7,70
Slig Pup{l/hr) 822 2 i | 27 i
Exhaust Fan % 1,500 18 MRS
Fastory Lightsiwark Arga) i£2 n.el e €,2s
Laboratary Kiln 2 3.003 72 o8l
Labcratary Light 3 .4 i &4
T18 ¢ 5.0 W i

TOTAL 20420 '€,%:3
QOFFICE POXEP CONSLMPTION

EIPT KR/B~TCH CAP/RATE Ty viUMIT AR UKET 1
Office Lights 13 8.0 7 1
Airconditicner 2 1,118 i 8§71
Electric Fan ki 218 g g
Refrigerator ) C.180 178
Jthers $.2C 2 50
T18 4 2.02¢8 L 2

TOTAL PR 1,042
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PLANT LAY-OUT
ORNAMENTAL CERAMICS MANUFACTURING PROJECT

LAND AREA : 7,500 sg m
SCALE 1imm : 0,5m

- R i 00000000 | O © O
l AREA - ] e I s I
0000o0ooa MYDE Anca
I O .3 .3
' . :] KILN AREA O aazres soom sea
: 00000000 | o g O
. :‘ o O o Y |
] ] | — —
1100l | ==
l _ RE-TOUCHING APEA
INSPECTION GLAZE RE-TOUCHING AREA C— .3
FREE SPACE — —
l AREA | GlAZE
preparatiOn | T & B 4
ROOM /=3
l MOLD ——
PRODUCT PREPARATION é;“ mg‘j
. STORAGE ROGM
T&3 > “
1 0206
‘ LABORATORY RAW
l OFFICE MAT'L
$TOCK
l ROOM
GATE ' FREE SPACE ' ATE J
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ANNEX 6

PROCESS FLOM AND MATERIAL BALANCE
ORNAMENTAL CERAMIC (EARTHENHARE) PRODUCTION

BASIS: 148,088 pcs

31.76 AT RCP Body 4— 13.61 Cu N Hater
AGITA- 45.53 1T Slip
TI0M
158.79 k: ——»
Sod Silicate NO.1

[—D 1,649 noLDS
45,53 nv SLIP I I AGITA-
AGJ

SCREERING

SLIP CASTING

TR’ Tion
%0.3
N0.2
l 6.22 Cu N WATER 15x L0OSS
2.32nT PLASTER
noLd
2x REJECTS
(3.298 ) 1,649 molds noLd [¢———13.04 nT PLASTER OF PARIS
. pcs
13.1901 mam RAKING ———35.87 {u 1 HAT
noLbs
161,592 pes
rb % REJECIS
(3,167pcs)
RE-TOUCHING 158,369 pcs 155,193 pes
> » DRYING L $1BISQUE FIRING
(GREENUARES)
™ R{;;CTS .
2% REJECTS(3,232 pes) CﬂLOﬁlg )%IDES (10,864pcs) 144,229 pes
GLAZE 23.03 nr
——————————>»{ OVERGLAZING UNDERGLAZ ING
PREP'N GLAZE SLIP

L—i.J Cu B UATER

13.04 AT RCP GLAZE SLIP ] 12.31 kg COLIRING OXIDES
(7 8,69CU K UATER)
RE-TOUCHING

GLAZED WARES

ll44,32’pcs

GLOST
FIRIRG

| S |
) INSPECTION
I REJECTS &— oF —» 148,0008pcs
(4,329pcs) 1 PRODUCTS |
Leccaa--4
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LIST OF PRODUCTION, AUXILIARY AND OTHER EQUIPNENT
(In Pesos)

I. WITH BOI INCENTIVES (BEFORE VALUE ADTED TAX AND TARIFF)

A. PRODUCTION EQUIPMENT
TOTAL COST TOTAL COST

DESCRIPTION QUANTITY UNIT UNIT COST (LOCAL) { INPGRYED)
Shuttls Kilm (3 cu m cap)u/ 2 cars 9 Umit/s 600,000.00 5,400,000
Slip Tank w/ 0.75 XN motor 2 Unit/s 2,11.21 45,455
Overhsad Slip Tank w/1 hp motor 1 Unit/s 13,636.36 13,636
Slip Pump{880 1/min; w/ 0.75 KN motor) 2 Unit/s 8,836.3¢ 17,213
Conveyor Belt(1 Ki) 11 Unit/s 15,151.52 166,687
Platforn Baiance{300 kg) z  unitfs 7,515.78 13,152
Filling Gun 1 pes 1,048.95 1,343
Vibrating Screen, (80 mesh) w/ 0.4 Kv motor 2 Unit/s 43,898.18 87,796
Air Compressor (15 hp) 1 Unit/s 97,902.10 97,902
Vacuum Agitator w/ 0.4 K¥ motor (30 1 cap) 1 Unit/s 16,923.08 16,923
Total Production Equipsent 5,476,384 451,182
Add: 5% Contingency 213,818 22,588
Add: 15% Shipping/Installation 821,455 67,767
Total Cost of Production Equipment 8,571,636 542,138

.........................
.........................
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C. LABCRATCRY EJUIPMERT
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D. OFFICE EQUIPMENT

NO. OF UNIT TOTAL

DESCRIPTION UNITS COST COST
Adding machines 2 2,000 4,000
Airconditioner 2 12,000 24,000
Calculator 2 300 600
Ceiling fan 3 1,000 3,000
Computer 1 40,000 40,000
Conference table 1 8,000 8,000
Filing Cabinet 3 1,200 3,600
Office tables 22 2,000 44,000
Office chairs 22 1,000 22,000
Other office accessories 15,000 15,000
Refrigerator 1 10,000 10,000
Typewriter (IBM electric) 2 15,000 30,000
Yisitors chair 12 100 1,200
Total Office Equipment 205,400
Add: Furniture and fixtures 100,000
Total 305,400
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E. TRANSPORTATION EQUIPMENT

no. OF UNIT TOTAL
DESCRIPTIOHN UNITS cosY CosT

Asian Utility Vehicle 1 250,C00 250,000
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B. UYILLIARY EQUIPMENT

OESCRIPTICN

Glazing Baath/Spray/acc,stc.

Byrometer w, 2 Thermaccuples
Pefractery Slabs{12x12x1,/2")
Refractory Past(27ht)

Refractory Post(5.5°ht)

Turn Tatle{plaster mald prep'n)
Casting Table, 17x4x2’;{80pcs cap}
Re-Touching Table,17x3.5x2.5’

Ware Drying Rack({10x4.5v2°}42G pcs cap
Hold Drying Rack{10x4.542')420 pcs cap
Glazing Table(8'x2'x2.5")

Plastic Container(190 1)

Plastic Container(20 1)

Tatal Aukilliary Eguipment
Add: 5% Contingencs
Add: 15% Shipping/Instziltasti »

Total Cost of Auxillizry Equipmert
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Unit/s
Lait/s
dnit/s
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00,00
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20,200
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1,080.00
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£. (LABORATCRY EQUIFMENT

ToTaL Lo9T ToTiL o3
DESCRIPTION QUANTITY  ONIT WY QST tLoeAL) TIMRCETE:
Electric Kiln(§ b«) toumt/s 2o,
#eating Elements ! oset/s oL
Pyrometer w/ Thermaciupic 14 PARIS
Refractary Slab(12x12¢1/¢") 10 g5 o0l
Refraztory Fost(2'H) R €
Refractary Post(4.5°H) Mo 132
Electraniz Aralycical Balince v 0.
Fydrizzizr T £
sraduzt Do 2
Plascic Contaner t $ g ZZ

Total labarztory Equipment
Add:  ©X Contingency
Ad2: 15% Shipping/Insta’lation

Tata) Cest of Labo-atory fquipment




EQUIPMENT SPECIFICATIONS

Ceramic Ornamental

1.

Shuttle Kiln with 2 cars

Capacity
Firing Temperature
Fuel

S1lip Tank
Capacity
Power Requirement

Overhead S1ip Tank
Capacity :
Power Requirement

SYip Pump
Capacity
Power Requirement

Conveyor Belt
Power Requirement

Platform Balance
Capacity

Vibrating Screen (80
Capacity :
Power Requirement

Extruder de A1r1ng
Capacity
Power Requirement

Vacuum Agitator
Capacity
Power Requirement

3 cubic meters
1,050°C
LPG

500 liters
0.75 kw/unit

250 liters
0.75 kw/unit

880 liters/minute
0.75 kw/unit

1.0 kw/unit

500 kg.

mesh)
1.5 MT/hour
0.40 kw/unit

1,500 - 2,000 kg/hour
11.0 kw/unit

30 liters
1 kw/unit
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FACTORY OVERWEAD AT FULL CAPACITY
(In Pesos)

A. MITH BOI INCENTIVES

DESCRIPTION COST
Indirect Labor 1,542,450
Insurance 267,514
Packaging 5,263,200
Real Property Tax 371,300
Factory Supplies 12,000
Miscellareous 186,412

Total 7,642,876

B. WITHOUT BOI INCENTIVES

DESCRIPTION COST
Indirect Labor 1,542,450
Insurance 280,922
Packaging 5,263,200
Real Property Tax 371,300
Factory Supplies 12,000
Miscellaneous 186,747

Total 7,656,613
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ADMINISTRATIVE OVERHEAD
(In Pesos)

DESCRIPTION cosT

lion-Labor

Research and Development 120,000
Insurance 13,554
Communication Systems 120,000
Supplies 24,000
Property Tax 23,700
Permits and Licenses 60,000
Repairs and Maintenance 2,500
Utilities 13,924
Miscellaneous 9,442

Subtotal 387,120
Labor (see Annex 9) 2,311,140

Totatl 2,698,260
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l SALARIES AND WAGES
({In Pesos)
Ho. OF HONTHLY RATE
MHANPOWER REQUIREMENTS LABORERS RATE/DAY TGTAL DAY (25 DAYS/HO)
l I. DIRECT LABOR
I Skilled Labor
Batening/Glaze Preparation 1
Hold Making 1"
l underglazing 25
Underglazing(spraying) 26
Overglazing/handpainting 111
' Firing 2
Scheduler 2
Inspector 2
l Total Skilled Labor 181 100.00 18,100.0C 457,500.C0
Unskilled Labor
l Mold Assembling 217
Filling 7
Re-filling 7
Draining 27
Hold Dis-assembling 27
Re-Touching(greenwares) 27
' Re-Touching(glazed wares) 13
Glazing 14
Loader/Unloader 12
l Pachaging({individual box) 5
Utility man 13
I Total Unskilled Labor 179 89.00 15,921.00 398,275.00
85C,775.00
Additional Five Working Days:
l Firing 2 100.00 200.00
Loader/Unloader 12 89.09 1,068.00
l Subtotal 6,34).C0
857,115.00
l Add: 25X BENEFITS 214,278.75%
Total Monthly Salaries and Benefits 1,071,393.75
s 12
l Total Yearly Salaries and Benefits 12,856,725.00




II.

A

Ho
MANPOWER REQUIREMENTS

OFFICE SALARIES

Administration & Finance

General Manager
Executive Secretary

Finance & Administrative
Manager

Secretary

Chief Accountant

Bookkesper

Clerk

Cashier

Supply Officer

Personnel and Administration
Supervisor

Personnel Aide

Company HNurse

Driver

Utility Man

Security Guards

Add: 30X Benefits

Total Monthly Salaries and Benefits

Total Yearly Salaries and Benefits

OF

LABORERS

N N = o =

MORTHLY
RATE

30,000.00
4,000.00

20,000.00
3,500.00
15,000.00
3,500.00
3,500.00

4,000.00

6,600.00

15,000.00
4,000.00
4,000.00
2,800.00
2,225.00
2,800.00

TOTAL/MONTH

30,000.00
4,000.00

20,000.00
3,500.00
15,000.00
7,000.00
7.,000.00

4,000.00

6,600.00

15,000.20
8,000.00
4,000.00
2,800.00
4,450.00

16,80C.00

148,150.00
44,445.00

192,595.00
x 12

Page 2 of 3
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B. MARKETING & SALES

Marketing/Sales Manager 1 20,000.00 20,000.00
Secretary 1 3,500.00 3,500.00
Local Sales Supervisor 1 15,030.00 15,000.00
Salesaen 1 6,600.00 6.,600.00
Marketing Researcher 1 6.600.00 6,600.00
5 51,700.00

Add: 30x Benefits 15,510.00
Total Monthly Salaries and Benefits 67,210.00
x 12

Total Yearly Salaries and Benefits 806,520.00

C. PLANT OPERATION

Production Manager 1 20,000.00 20,000.00
Secretary 1 3,500.00 3,50C.00
Production Supervisor 1 15,000.00 15,000.00
Quality Control Supervisor 1 15,000.00 15,000.00
Quality Control Technician 2 6,600.00 13,200.00
Researcher/Analyst 1 6,600.00 6,600.00
Foreman 3 3,50C.00 10,500.00
Maintenance Men 3 2,803.00 8,400.00
Utility Men 3 2,225.00 6,675.00
16 98,875.00

Add: 30x Benefits 29,662.50
Total Monthly Salaries and Benefits 128,537.50
x 12

Total Yearly Salariec and 8Benefits 1,542,450.C0




ANNEX 11
Page 1 ol ©

NOTES AND ASSUMPTIONS USED IN THE
FINANCIAL PROJECTIONS

A1l revenue and costs are assumed at constant 1989 prices.
Exchange rate is P 22.00 to US$ 1.00

INCOME STATEMENT
Sales
Sales Volume

The sales volume and sales revenues during the fifteen-year
projection period are as follows:

Revenues
volume - ~———mmmmmmm -
Year (MT) US$ Thousand 2 Thousand
I. Local Sales
! 46 uss 333 B 7,325
2 69 499 10,987
3 92 666 14,649
4 - 15 105 757 16,646
II. Export Sales
1 108 uss 777 P 17,091
2 162 1, .65 25,635
3 215 1,554 34,181
4 - 15 244 1,766 38,842

Sales Price

The current selling price of the sample ceramic ware in the
project is P 34.00 per piece in the domestic market and US$ 1.55
per piece in the export market.

variable Costs

Raw Material 1/0ther Raw Materials

The main raw materials required for the manufacture of
ceramic wares are WEB-premium RCP earthenware body, WEB-regular
RCP earthenware body, RCP glaze, sodium silicate, coloring oxides
and plaster of paris. The cost of raw materials are assumed as
follows:
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(In Thousand Pesos)

RCP Earthenware Other Tirect Indirect

Year Body Materials Materials
1 1,122 987 482
2 1,682 1,480 723
3 2,243 1,974 964

4 - 15 2,549 2,243 1,09%

The cost estimate for the raw materials are based on the
quotation given by the Refractories Corporation of the
Philippines (formulated raw materials) and the Prilippine
International Trade Center for the latest available invoice
prices of impcrted raw materials.

These costs exclude value added tax and taxes and duties on
imported raw materials. Refer to Annex 3 for a detailed
breakdown of raw material costs.

Utilities

Total utility requirement for the project is estimated at
384 cubic meters of water and 203,856 kilowatt-hours of
electricity. Water cost is assumed at B 6.3C per cubic meter
(present cost) while electricity cost is placed at B 1.1125 per
kilowatt-hour (effective average industrial rate plus
adjustments, December 1989). Total water expenditure at full
capacity is P 2,419 while that of electricity is R 226,790.

Energy

The energy requirement of the prcject is in the form of
Liquefied Petroleum Gas (LPG). Total energy requirement at full
capacity is 665 metric tons. At an assumed cost of 5.8141 per
kilogram, total cost amount to B 3.87 million. The cost estimate
per kilogram of LPG has been obtained from Pilipinas Shell Inc.

Direct Labor Cost

The ceramic plant will require a total of 260 direct
laborers, divided into 181 skilled laborers and 179 unskilled
laborers. The salary was computed based on B 100 per day for the
skilled workers and R 89 per day (minimum wage for outside Metro
Manila) for the unskilled workers plus 25% benefits. Total
salaries including benefits of direct workers total B 12.8€
million at full capacity.
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Factory Overhead

o Indirect Labor Cost

Salaries plus 30 per cent benefits of 16 indirect workers

amount to B 1.54 million.

o Packaging Materials

Two types of pachkaging material will be used. Ar
individual box (6x6x6") which costs B 2.70 per pack and 2
corrugated box (doz/carton) which cost PR 16.65 each. Totzl
packaging cost for the ceramic product amcunts to PR 5.26 million.

Fixed Cost

Repairs, Maintenance

one per cent

Repairs and maintenance cost is assumed to be
This

of total cost of production and auxiliary equipment.
amounts to P 93.51 thousand.

Spare Parts

The cost of spare parts is assumed to be 2.5 per cent cf the
total cost of production and aux:liary equipment. This amounts
to P 233.78 thousand.

Factory Overhead

real

Included in this account are indirect labor, insurance,
The

property tax, factory supplies and miscellaneous cost.
breakdown are as follcws:
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Amcunt
Item Assumption In Thousand
Insurance 1% of building, production and =] 267.51
auxilliary equipment

Property Taxes 2% of building and land cost 371.30
Factory Supplies B 1,000 per month per plant 12.00
Miscellaneous 2.5% of total cash overhead 186.41
B 960.92

Ninety four per cent of the building cost is charged tc the
factory ard the remaining six per cent to administration.

Administrative Overhead and Labor

Total general and administrative expenses are estimated at
B 2.70 million per annum. Salaries plus 30 per cent benefits
amount to B 2.31 million while administrative overhead is B 0.39

<.

million. Refer to Annex 9 for details.

Indirect Costs, Sales and Distribution

Total marketing and sales expenses are estimated at R 2.47
million per annum at full capacity. Salaries and benefits amcunt
to B 806.52 thousand. Indirect sales expense which consists of
representation cost, travel expenses, cost of attendance in world
expositions and trade fairs, brochures and pamphlets is estimated
at three per cent of total revenue. At full capacity, indirect
sales expense amounts to R 1.66 million.

Depreciation

Depreciation of fixed assets will begin on the first year cf
actual production. The clascsification of fixed assets and threir
estimated life is shown below:
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Estimated Life

Fixed Asset {No. of Years)
Building 20
Plant machinery and equipment 10

Auxiliary and service equipment:
Production auxiliary equipment
Laboratory equipment

Incorporated Fixed Assets:
Transportation equipment 5
Office furniture and fixtures 5

c
-

Cost of Financing

Sixty percent of the total project cost will be financed by
domestic loan. The loan 1is assumed tc have a 7-year term
inclusive of a two-year grace period. It will be paid in five
equal yearly amortizations of the principal. It will bear 20 per
cent i.terest.

Taxes

The project is assumed to enjoy a four-year tax holiday w~ith
BOI incentives. Corporate tax rate is 35 per cent.

BALANCE SHEET AND CASHFLOW STATEMENTS

Cash _in Bank

The minimum cash requirement for the project is eqguivalent
to 30 days' cash.

Accounts Receivable

Export sales are assumed to be sold at Letter of Credit
basis. Local sales are assumed to be collectible within 30 days.
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Inventory
The following days' inventory levels are assumed:

No. of Days

Item Local Importad
Raw Materials 120 15
Utilities 15
Energy 5
Spare Parts 180 a0
Work-in-Process 7
Finished Goods 15

Accounts Payable

Imports are assumed to be bought at Letter of Credit basis.
Local purchases are assumed to be payable in 30 days.
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Ornamenta! Ceramics
April 1990

Base Case: With BOI Incentive

el BOIL INCENTIVE

1 year(s) of construction, 15 years of production

currency conversion rates:
foreign currency 1 'ait :
local currency 1 unit :

accounting currency:

Total initial investment during construction phase
fixed assets: 2N42.18 5.110 % foreign
current assets: 2854.84 0.000 x foreign
total asssts: 35597.59 4.7101 % foreign

22.0000 units accounting currency
1.0000 units accounting currancy

Thousand Pesos

Source of funds during construction phase

equity & grants: 14239.04 40.000 % foreign

foraign loans : 0.00

local  loans : 21358.55

total  funds : 35597.59 16.000 % foreign
Cashflow from operations

Year: i { 1

operating costs: 19420.06 36049.32 360¢9.32

depreciation 2664 .67 2952.67 1638.87

interest : 211 2563.03 0.00

production costs 26356.44 41565.01 37684.19

thereof foreign .41 % 4.01% 3.83 %

tota) sales 24464.98 55602.24 55602.24

gross iacome -1891.46 14037.23 17914.05

net incose -1891.46 14037.23 1164413

cash balance : -599.33 11815.86 13263.00

net cashfiow 3672.38 18650.60 13283.00

Net Present Yalue at: 20.00 % - 22211343

Internal Rate of Return: 32.40 %

Return on equity!: .20 %

Return on equity?: 1671 %

Index of Schedule

Total initial investment

Total investment during production
Total production costs

Yorking Capital requirements

s produced by COMFAR

Casnflow Tables
Projected Balance
Net 1ncome statement
Source of finance

ANNFX 2
Page 1 ot LU
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'Net Income Statement in Thousand Pesos

YOIT . & v v h e s a s e e e e 1992 1943 1994 1995 1996
llotal sales, incl. sales tax . . . .. 24464.980 36657.480 48929.91C 5§5602.240 5§5602.240
Less: variable costs, incl. sales tax. 13065.850 19598.710 26131.6%0 29695.100 29695.100
'Vlriable BAPGIR . .. e e e 11399. 140 17098.710 22798.280 25907.140 25907. 140
As g of total sales . .. ... ... 46,594 46.5%4 £6.594 46.5% 46.594
.lllon-variahle costs, incl. depreciation 9018.884 9018.480 9162.882 9306.883 9374.881
Operational margin . . . . .. .. .. 2380.°. 8079.821 13635.400 16600.260 16528 .260
'As % of total sgles ......... 9.729 22.017 21.8617 29.855 29.726
Cost of finamce . . . .. ...« 211110 4211.110 3417.368 2563.026 1708.684
Gross profit . . . ......... -1891.455 3808. 111 10218.030 14037.230 14819.570
Allowances . . . . .« ¢ v v v v v v e 0.000 0.000 0.000 0.000 0.000
Taxable profit . . . . .. ... ... ~1691.455 31808. 117 10218.030 14037.230 14819.570
'm ................. 0.000 0.000 0.000 0.000 51986.851
Net profit . . .. .......... S |11 3808.117 10218.030 14037.230 9632..123
Dividends paid . . . . . . ... ... 0.000 0.000 0.000 0.000 0.000
‘Undistributed profit . . . . ... .. -1891.455 808,117 10218.030 14031.230 9632.123
Accusulated undistributed profit . . . -1891.455 1916.662 12134.690 26471.920 35804.640
Gross profit, % of total sales . . . . -1.731 10.317 - 20.883 25,246 26.653
Net profit, & of total sales . . . . -1.1 16,311 20,883 25.246 17.324
ROE, Net profit, % of equity . . . . . -13.284 26.744 71,161 98.583 67.650
ROI, Net profittinterest, % of invest. 6.833 22.01 35.525 42,256 28.869

Ornamental Ceramics --- April 1990




Net Income Statement in

Thousand Pesos

COMFAR 2.1 - SYCIP, GORRES, YELAYO & CO., MANILA

ANNEX 12
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Y/ COMFAR

21 HHIOO

Year . . . ... ... i 1997 . 1998 1999 2000 2001
Total sales, incl. sales tax .. . . . 5§5602.240 5§5602.240 55602.240 5§5602.240 55602.240
Less: variable costs, incl. sales tax. 29695.100 29695. 100 29695.100 29655.100 29695.100
Variable margin e e e 25907. 140 25907.140 25907. 140 25907.140 25907. 140
As X of total sales . ... .. ... 46.594 46.5%4 46.594 46.594 46.59
Non-varisble costs, incl. depreciation 7943.09%0 7993.088 7993.088 7493.088 7993.150
Operational margin . . . .. .. ... 17914.050 17914.050 17914.050 17914.050 17913.990
As X of total sales . ... .. ... 32.218 J2.218 32.218 32.218 32.218
Cost of finamce . .......... 85¢.342 0.000 0.000 0.000 0.000
Gross profit . . ........... 17059.710 17914.050 11914.050 17914.050 17913.990
Atlowances . . ... .. .. ..... 0.000 0.000 0.000 0.000 0.060
Taxable profit . . . .. .. .. ... 17059.710 17914.050 17914.050 17944.050 17413,990
1 5970.897 §269.917 6269.917 6269.917 6269.896
Netprofit . ........, ... o 11088.810 11644.130 11644.130 11644.130 11644.090
Dividends paid . . . .. .. ..... 0.000 0.000 0.000 0.000 0.000
Undistributed profit . . .. .. ... 11088.810 11644.130 11644.120 11644.130 11644.090
Accumslated undistributed profit . . . 46893.450 58537.580 70181.728 §1825.850 93469.950
Gross profit, % of tots] sales . .. . 30.682 32.218 32,218 32.218 32.218
Net profit, § of totsl sales. . . . 19.943 20.942 20.942 20.942 20.942
ROE, Net profit, & of equity . . . . . 17.876 §1.776 81.776 81,776 81.7176
ROI, Net profittinterest, £ of invest. 30.401 29.640 29.640 29.640 29.640

Ornamental Ceramics --- April 1930
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21 IHTIO0
COMFAR 2.1 - SYCIP, GORRES, VELAYO ¢ CO., NAKILA ----

lNet Income Statement in Thousand Pescs N

B 17 T A 2002 2003 2004 2005 2006
Total sales, incl. sales tax . . . . . §5602.240 5§5602.240 55602.240 55602.240 55£02.240
Less:~variable costs, incl. sales tax. 29695.100 29695.100 29695.100 29895.100 29695. 109

' Variable margin . ... .. ..... 259307.140 25907.140 25961.“0 25307.140 25907. 140
As X of total sales . . .... ... 46.594 46.594 46.594 46.594 46.5%
l Non-variable costs, incl. depreciation 1641.117 1641.711 9711 1383.711 1201717
Oneratibnal margin . . . ... ... - 18265.420 18265. 420 18409.420 18553.420 18625.420
As X of total sales .. ....... 32.850 32.850 33.109 33.368 33.498
Cost of finance . .......... 0.000 0.000 0.000 0.000 0.000
' grossprofit . . . ... .... ... 18265.420 18265.420 184309.420 18553.420 18625. 420
Allowsnces . . . . . .. .. . v .o 0.000 0.000 0.000 0.000 0.000
Taxable profit . . . . . .. .. ... 18265.420 - 18265.420 18409.420 18553.420 18625.420
£ e §392.8917 §332.891 6443.297 6493.697 6518.897
Netprofit . ............ " 11872.520 11872.520 11966. 130 12059.120 12106.520
Dividends paid . . . .. .. .. ... 0.000 0.000 0.000 0.000 0.000
Undistributed profit . . . . .. ... 11872.520 11872.520 11966.130 12059.720 12106.520
Accumulated undistributed profit . . . 105342.500 117215.000 129144.100 141240.800 153347. 400
gross profit, ¥ of total sales . . . . 32.850 32,850 33.109 33.368 33,498
Net profit, & of total cales . . .. 21.383 21.353 21.52 21.688 .13
ROE, Net profit, ¥ of equity . . . . . 83,380 82,380 84.637 84.695 85.023
ROI, Net profit+interest, % of invest. 30.221 0.2 30.460 30.698 30.817

Ornamental Ceramics --- April 1990




Year . . . ... ...

lloul cash inflow .
Financial resources .
Sales, net of tax . .

Total cash outflow . .

l Total assets . . ..

Operating costs . . .
Cost of finance . . .

l' Repayment . . ...
Corporate tax
Dividends paid

Surplus ( deficit )
Cumulated cash balance

Inflow, local .
Outflow, local . . . .
Surplus ( deficit )
Infiow, foreign
Outflow, foreign . . .
Surplus ({ deficit )

Net cashflow . . . . .
Cusulated net cashflow

cashflow Tables,

1991

35597.590
35597.590
0.000

35597.5%0
33461.730
0.000
135,855
0.000
0.000
0.000

0.008
0.008

29301.970
13924.310
-4022.338
5695.624
16713.216
4022,348

-33461.730
-33461.730

constructioni Thousand Pesos

ANNEX 12

Page § of 12

CONFAR 2.1 - SYCIP, GORRES, YELAYO & CO., NANILA -----

* Ornamental Ceramics --- April 1990
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Ccashflow tables, produc;ionin

CONFAR 2.1 - SYCIP, GORRES, VELAYO § CO., KAMLLA ---

Thousand Pesos

Year . . . .. .. .. 1892 1993 1994 1945 1996 1481
Total cash inflow 26283.560 37431.290 49663.780 56002.509 5§5602.240 55602.240
Financial resources . 1818.512 733.810 733.810 400.260 0.000 0.000
Sales, net of tax . . 24464.980 36697.480 48929.910 55602.240 §5602.240 5§5602.240
Total cash outflow . . 26882.8%0 37004.480 42683.050 44186.640 471216570 41146.270
Total assets 3191.114 2508.067 2508.057 1302.581 0.000 0.000
Operating costs . . 19420.060 25952.9%0 32485.910 36049.320 36049.320 35049.320
Cost of finance . . . 211,710 211,110 3417.368 2563.026 1708.684 854.342
Repayment . .. .. 0.000 211,710 4211.710 211,110 211,710 2
Corporate tax 0.000 0.000 0.000 0.000- 5186.851 5£970.897
Dividends paid . . . 0.000 0.000 0.000 0.000 0.000 0.000
Surplus { deficit ) -599.330 426.809 6980.723 11815.860 38385.676 8455.969
Cumulated cash bslance -599,322 -172.51 6808.209 18624.070 21009.740 35465.710
Inflow, local 9142.988 11720.430 15382. 840 17046.660 16646.400 16646.400
Outflow, local . . . . 26087.910 36000.600 41382.960 42758.320 45828.280 45757.980
Surplus ( deficit ) -16944.920 -24280.160 -26009.310 -25711.660 -29181.880 -29111.580
Inflow, foreign 17140.570 25710.850 34281, 140 308955.840 38955.840 38955.840
Outflow, foreign . . . 794.981 1003.877 1300.097 1428.318 1388.289 1388.289
Surplus { deficit ) 16345.590 24706.980 32981.040 371521.520 37567.550 37567.550
Net cashflow . . . . . 3872.318 8970.231 14669.800 18650.600 14366.070 13582.020
Cusulated net cashflow -29769.350 -20819. 120 -6149.318 12501,280 26867.350 40449.380

Grnamental Ceramics --- April 1990




Year . . . . ... ..

I Total cash inflow
Financia) resources .
Sales, net of tax . .

Total cash outflow . .

I Total assets . . . .
Operating costs . . .
Cost of finamce . . .

' Repaysent
Corporate tax
Dividends paid .

Surplus { deficit }
Cunylated cash balance

Inflow, focal
Outflow, Yocal . . . .
Surplus ( deficit )
Inflou, foreign
Outflow, foreign . . .
Surplus ( deficit ]

Net cashflow . . . ..
Cunulated net cashflow

Cashflow tables, production in

Thousand Pesos

_ANNEX 1!
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1498 1939 2000 2001 2002 2003
55602.240 55602.240 55602.240 5§5602.240 55602.240 55602.240
0.020 0.000 0.000 0.000 0.000 0.000
§5602.240 5§5602.240 5§5602.240 55602.240 55602.240 5§5602.240
42318. 240 42319.240 42319. 240 42319.210 a42.220 42442.220
0.000 0.000 0.000 0.000 0.000 0.000
36049.320 36049.320 36049.320 36049.320 36049.320 36049.320
0.000 0.000 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000 0.000 0.000
6269.9%% 6264.917 6269.917 6269.8% 6392.897 6392.897
6.000 0.000 0.000 0.000 0.000 0.000
13283.000 13283.009 13283.000 13283.030 13160.020 13160.020
48748710 62031.720 15314.720 88597.750 101757.800 114917.800
16646.400 15646.400 16646.400 16646.400 16646.400 16646.400
$0930.950 40930.950 40930.350 40930.930 41053.930 41053.930
-24284.550 ~24284.550 -24284.550 -24284.530 -24407.530 -24407.530
33955.840 38955.040 38955.840 38955.840 38955.840 18955.840
1388.289 1388.289 1388.288 138 1388.289 1388.289
37581.550 37567.550 37567.550 75t 50 37567.550 37567.550
13283.000 13283.000 13283.000 13283.0° 13160.020 13160.020
53732.380 67015.380 80238.390 §358° 106741.400 119901.500

Orn. 1tal Ceramics --- April 1990
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Cashflow tables, production in Thousand Pesos

Yar ... 000 2005 2006
Total cash inflow . . 55602.240 5§5602.240 55602.240
Financial resources . 0.000 0.000 0.000
Sales, net of tax . . £6802.240 55602.240 5§5602.240
fotal cash outflow . . 42492.620 42543.020 42568.220
Total assets . . . . 0.000 0.000 0.000
Operating costs . . . 36049.320 36049.320 36049.320
Cost of finance . . . 0.000 0.000 0.000
Repayment . . .. . 0.000 - 0.000 0.000
Corporate tax . .. §443.291 §433.697 6518.897
Dividends paid . . . 0.000 . 6.000 0.000
Surplus ( deficit } . 13109.630 13059.230 13034.020
Cusulated cash balance 128027.400 141086.700 154120.700
Inflow, local . ... 16646. 400 16646.400 16646.400
Outflow, local . . . . 41104.330 411584.730 41179.930
Surplus ( deficit ) . -24457.930 ~24508.330 -24533.530
Inflow, foreign . . . 38955.840 38955.840 38955.840
Outfiow, foreign . . . 1388.289 1388.249 1388.289
Surplus ( deficit } . 37567.550 37567.550 37567.550
Net cashflow . . . . . - 13109.630 13059.220 13034.020

Cusulated net cashflow 133011.100 - 146070.300 159104360

Ornamenta) Ceramics --- April 1990




Cashflow Discounting:

a) Equity paid versus Net incame flou:

Net present value .............. 22964.73 at
Internal Rate of Return (IRREY) .. 41.26 %
b} Net Worth versus MNet cash return:
Net present value .............. 20077.57 at
. Internal Rate of Return (IRREZ) .. 36.71 %
¢) Internal Rate of Return on totsl investasent:
Net present value .............. 22213.43 at

Internal Rate of Return ( IRR ) .. .40 %
l Net Worth

ANNEX 12
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= Equity paid plus reserves

Ornamental Ceramics --- April 1990
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Projected Balance Sheets, construction in Thousand Pesos

Year . . ... vt i e e 1391
.fotal assets ... ....... 15597.590
Fixed assets, net of depreciation 0.000
Construction in progress . . .. 32742150
Current assets ... ... ... 2854.819
Cash, bank . .......... 0.000
Cash surplus, finance svailable . 0.008
Loss carried forward . ... .. 0.000
less .. ............ 0.000
llotal liabiiities . . . ... .. 35597.590
Equity capital ... ... ... 14239.040
Reserves, retained profit . . . . 0.000
Profit . ............ 0.000
Long and medium term debt . . . . 21358.550
Current lisbilities . . . .. .. 0.000
Bank overdraft, finance required. 0.000
Total debt . .......... 21358.550
Equity, % of liabilities . . .. 40.000

Ornamental Ceramics --- April 1990
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lProjected Balance Sheets, Production in Thousand Pesos

' Yedr . . . . e s e e e 1992 1943 1994 199% 1996
Total assets . ......... 38015.430 37858.890 42475.080 52640.840 58001.850
Fixed assets, net of depreciation 30078.080 2141342 26044.750 24532.090 22227.430
Construction in progress . . . . 9.000 1440.00( 1440.060 ~T20.000 0.000
Current assets . ... ... .. 4924.412 5662.95¢ 6401.432 6804.239 £804.239%
Cash, bank . .......... 121.481 1451.06¢ 1780.655% 1960.429 1960.429
Cash surplus, finance available . 0.000 0.000 5808.211 18624.080 27009.760
Loss carried forvard . . . .. . 0.000 1891.455 0.000 0.000 0.000
l LOSS = v v v v e v e e e e 1891.455 0.000 0.000 0.000 0.000
fotal liabilities . .. .. ... 18015.490  37858.890 42475.050 52640.840 58001.850
. Equity capital .. .. .. ... 14239.040 14239.040 14239.040 14239.04¢ 14239.040
Reserves, retained profit . . . . 0.000 0.000 1916.662 12134.690 26171.920
Profit . ............ 0.000 3804. 117 10218.030 14037.230 9632.723
tong and medium term debt . . . . 21358.550 11686.840 12815.130 8543.420 211,110
Current liabilities . . ... .. 1818.572 2552.382 3286.192 3686.452 3686.452
Bank overdraft, finance required. 539.328 172.508 0.000 0.000 0.000
Total debt . ... .. ..... 23716.450 19811.130 16101.320 12229.870 1958.162
'Equity. % of tigbilities . . .. 31.456 37.611 13.523 27.049 24,549
| Ornamental Cefanics --- April 1990
'- ---------------------------------------------------- CONFAR 2.1 - SYCIP, GORRES, VELAYO & CO., MANILA -----
Projected Balance Sheets. Production in Thousand Pesos
l Year . . . . . e e e 1397 1998 1999 2000 2001
llotal assets . . . Co . ... 64818.950 76463.080 88107.210 99751.350 111395.400
Fixed assets, net of depreciation 20588.,550 18949.680 17310.810 15671,940 14033.010
Construction in progress . . .. 0.000 0.000 0.000 0.000 0.000
Current assets . . .. ... .. 6804.239 6604.239 6804.239 6804.23% 6804.239
Cash, bank . ... ....... 1960.429 1960,429 1960. 429 1960.429 1960.429
Cash surplus, finance available . 35465.720 48748.730 62031.730 15314740 88597.710
Loss carried forward . . . . .. 0.000 0.000 0.000 0.000 0.000
l LOSS v v v e e e 0.000 0.000 0.000 0.000 0.000
l Tetal liabilities . . . . . ... 64818,950 76463.080 88107.210 49751.350 111395.400
Equity capital .. .. ... .. 14239.040 14239.040 14239.040 14239,040 14239.040
Reserves, retained profit . . . . 3£804.640 46893, 450 58537.580 70181.720 81825,850
Profit . .. ... ....... 11088.810 11644.130 11644.130 11844,130 11644.090
Long and medicm term debt -0,001 -0.00% -0.001 -0.001 -0.00%
Current liabilities . . .. ... ' 3686.452 3686.452 1688.452 1686.452 1686.452
Bank overdraft, finance required, 0,000 0.000 0.000 0.000 2.000
Tota) debt . ... .. ..... ‘ 3686.451 3686.451 3686.451 31686.451 686,451

Equity, ¥ of Habilities; Coee 21,967 18.622 16.161 14.21% 12,782

....................................................................................................................................




l Projected Balance
Year . . . . i i e e e

l Total assets .. ........

Fixed assets, net of depreciation

Construction ir progress

Current assets ... ... ...

Cash, bank . .. ........

Cash surplus, finance available .
. Loss carried forward . . . .. .

loss . . v v v v v e e e

l Total liabilities .. .. . ...

Equity capital ... ......
Reserves, retained profit . .
Prefit . .. ..........
Long and medium term debt . . . .
l Current liabilities . . . . ...
Bank overdraft, finance required.

' Total debt . ..........

Equity, % of liabilities

N et
\3“"“' Fi@'ﬂFﬁﬁ

- COMFAR 2.! - SYCIP, GORRES, YELAYO & CO.,

Sheets, Production in  Thousand Pesos
2002 2003 2004 2005 2006
123268.000 135140.500 147106.600 159166.300 171272.%00
12145.510 11458.010 10314.510 9315.006 8387.506
0.000 0.000 0.000 0.000 0.000.
6804.239 6804.239 6804.23% 6804.239 6804.23%
1960.429 1960.429 1960.429 1960.429 1960.429
191757.800 114917.800 128027.400 141086.700 154120.700
0.000 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000 ¢ 0.000
123268.000 135140.500 147108.600 159166.300 171272.500
14239.040 14239.040 14235.040 14239.040 14239.040
93469.950 105342.500 117215.000 129181.100 141240.800
11872.520 11872.520 11966.130 12059.720 12106.520
-0.001 -0.001 -0.001 -0.001 -0.001
3686.452 3686.452 3686.452 3686.452 1586.452
0.000 - 9.000 0.000 0.000 0.000
- 3686.451 3686.451 1686.451 3686.431 3686.451
11,551 10.536 §.679 8.946 8.314

Ornamental Ceramics --- April 1990
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PROJECTED FINANCIAL STATEMENTS

Ornazental Ceramics
April 1390
fase Case: ¥ithout BOI Incentive

K year(s) of construction, 15 years of production
currency conversion rates:

fareign currescy 1 umit = 22.0000 units accounting currency
focal currency 1 unit = 1.0000 units accounting currency
accounting currency: Thousand Pesos

ANNEX 13
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Total initial investment during construction phase

fixed a4ssets: 13663.27 6.371 & fareign
current sssets: 2912.20 0.000 % foreign
total assets: 36595.46 5.864 % foreign

Source of funds during construction phase

equity § grants: 14638.19 40.000 x foreign
foreign loans : 0.00
local  loans : 21957.28
total  funds : 36595.41 16.000 ¥ foreign

Cashflow from operations

Year: i { 1
operating costs: 19591,65 36318.23 36378.23
depreciation 2802, 14 3090. 14 1689.51
interest : 4391.46 2634.87 0.90
production costs 26785.25 42102.25 38067.74
thereof foreign 418 % 4.81% 4.59 %
total sales 24464.98 55602.24 £5602.24
gross income -2320.26 13499.00 17534.50
net income. -2320.26 8774.35 11397.43
cash balance -918.82 6565.36 13086.94
net cashflow 3472.63 13591.70 13086.94
Net Present Value at: 20.00 ¥ = 15165.02
Internal Rate of Return: 28.08 %
Return on equityl: .48
Return on equity2: 29.82 X

' Index of Schedules produced by CONFAR

' Tots! initisl invescment Cashflow Tables

: Total investment during production Projected Baisnce
Total production costs Net income statement

l ¥orking Capital requirements Source of finance




Net Income Statement n

Thousand Pesos

ANNEX 1

Page

................. 1992 1493 1994 1995 1996
Total sales, incl. sales tax . . . . . (24464 .980 36697.480 48923.970 55602.240 55602.240
Less: variable costs, incl. sales tax. 13189.450 19784. 180 26378.910 29476.030 29476.030
Varisble margin . .......... 11215.530 16913.290 28551.060 25626.210 25626.210
As X of total sales . .. ...... 46.088 46.088 46.088 46.088 46.088
Non-variable costs, incl. depreciation §204.236 9204.339 9348.337 §492.341 9564.387
Operational margin . . . . ... ... 2071184 7708.956 13202.720 16133.470 16061.820
As S of total sales . . ... .. .. 8.466 21.007 26.983 29.017 28.087
Cost of finance . .......... 4391.456 §391.456 3513165 2634.874 1756.583
Grossprofit . . . ... ....... -2320.262 3317.500 9689.559 13499.000 14305.240
Allowamces . . . . ... ....... 0.000 0.000 0.000 0.000 0.000
Taxable profit . . . ... ... ... -2320.262 3117.500 9689.559 13495.000 14305.240
£ TS 0.000 1161.125 3391.346 47124.643 5006.834
Metprofit . . ............ -2320.262 2156.315 6298.213 8174.348 9298.408
Dividends paid . . . . ... .. ... 0.000 0.000 0.000 0.000 0.000
Undistributed profit ., . . . . . ... -2320.262 2156.315 6298.213 8714.348 9298.408
Accumulated undistributed profit . . . -2320.262 -163.887 6134.326 14908.670 24207.080
6ross profit, § of total sales . . . . -9.484 9.040 19.803 24.218 25.728
Net profit, 3 of total sales . . . . -9.484 5.876 12.872 15.181 16.723
ROE, Met profit, % of equity . . . . . -15.851 1.1 43.026 59.941 63.522
ROI, Net profit+interest, % of invest, 5,785 17,422 24,922 268.321 27.448

Ornamental Ceramirs --- April 1990
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lNet Income Statement in Thousand Pesos

Year . . v v o i e e e e e e 1947 1998 19%% 2000 200t
moul sales, incl. sales tax . . . .. 5§5602.240 5§5602.240 5§5602.240 55602.240 §5602.240
ess: variable costs, incl. sales tax. 29476.030 29876.030 29976.030 29976.030 29976.030
arisblemargis .. ......... 25626.210 25626.210 25625.210 25626.210 25626.210

As X of total sales .. ... .. .. 46.088 46.088 46.088 46.088 46.088
.Inl-variable costs, incl. depreciatioa 8091.70% 8081.707 5091707 8091.707 8091.664
Operstional margin . . . . . ... .. 17534.500 17534.500 17534.500 17534.500 17534.550
As S of total sales ... ...... 31.536 31.536 31.538 31.536 31.53¢
Cost of fimance . . .. .. .. ... §78.2%1 0.000 0.000 0.000 0.000
ross profit . . . . ......... 16656.210 17534.500 17534.500 17537500 17534.550
Alfowamces . . . .. .. ... .. .. 0.000 0.000 0.000 0.000 0.000
Taxableprofit . . . . .. ... ... 16656.210 17534.500 17534.500 17534.500 171534.550

L £ 5829.674 §137.076 6137.076 6137.076 §137.09¢
let profit . .. ........... 10826.540 11387.430 11397.430 11397.430 11397.460
ividends paid . . . . ... ... .. 0.000 0.000 0.000 0.000 0.000
istributed profit . . . . ... .. 10826.540 11397.430 11397.430 11397.430 11397.460
Accusulated wadistributed profit . . . 35033.620 46431.050 §7828.480 §9225.910 80623.360
*ross profit, % of total sales . . . . 29.956 31.536 31.536 31.536 31,535
et profit, 8 of totai sales . . . . 19.471 20.498 20.498 20.498 20.498
ROE, Net profit, % of equity . . . . . 13.968 11.861 17.861 17.881 17.86¢
I, Net profiteinterest, % of invest. 29.061 28.29¢8 28.294 28.298 28.298

Ornamentai Ceramics --- April 1990
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.Net Income Statement in Thousand Pesos

Year . . . .. e e e e e e e e 2002 2003 2004 2005 2008
. Yota! sales, incl. sales tax . . . .. 55602.240 55602.240 55602.240 55602.240 55602.240
Less: variable costs, incl. sales tar. 29%76.030 29976.030 29976.030 29476.030 29976.030
' Variablesargin . ... ..... .. 25626.210 25626.210 25626.219 25626.210 25626.210
As g of total sales .. ... .. .. u._ou £6.008 46.088 16.088 46.048
Non-variable costs, incl. depreciation 7609.6% 7689.69% 7545.69% 7401.6%9 1329.69%
Operational margin . . . . . . .. .. 17836.510 17936.510 18080.510 18224.510 18296.510
' As S of total sales .. ... .. .. 32,25 32.25% 2.518 nan 32.906
Cost of finmamce . ... ....... 0.000 0.000 6.000 0.000 6.000
Grossprofit . . ........... 17936.510 17936.510 12080.510 18224.510 18296.510
Allevances . . . . . .. .. ... .. 0.000 0.000 0.000 0.000 0.000
Taxable profit . . . . . . . ... .. 17936.510 17936.510 18080.510 18224.510 18296.510
' T . . e e e e e e e e 6277.11% §211.11% §328.119 6378.580 6403.779
Net profit . . .. ... e e e e 11658.130 11658.730 11752.330 11845.930 11892.730
Oividends paid . . . . ... ... .. 0.000 0.000 0.000 ¢.000 0.000
Undistributed profit . . . .. .. .. 11658.730 116508.730 11752.330 11345.930 11892.730
Accusulated uadistributed profit . . . §2282.090 103940.800 115693.200 127539.100 139431.800
Gross profit, % of total sales . . . . 32.259 32.259 32.518 2.m 32.906
Net profit, & of total sales . . .. 20.968 20.968 21,136 21.305 21.389
ROE, Met profit, S of equity . . . . . 19,646 18.645 86.285 §0.325 81.245
ROI, Wet profittinterest, % of invest. 28.9417 28.947 25179 29.412 29.528

Ornamental Ceramics --- April 1990




Cashflow Tables,

Total cash inflow . .

Financisl resources .
Sales, net of tax .

Total cash outflov .

Total assets . . . .
Operating costs . . .
Cost of finance . . .
Repayment . . ...
Corporate tax
Dividends paid

Surpius ( deficit )
Cusulated cash balance

Inflow, local . . ...
Outflow, Tocal . . . .
Surplus { deficit |
Inflow, foreign
Gutflow, foreign . . .
Surplus ( deficit )

Net cashflow . . . . .
Cumulfated net cashfliow

1991

36535.470
36595.470
0.600

365%5.460
34384.730
0.000
2195.728
_0.000
0.000
0.000

¢ 0.012
0.012

30740.190
34449.36¢
-3708.470
5855.218
2146.100
3109.118

-34399.730
-34399.730

construction in
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Thousand Pesas
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Year . . .......
lloul cash inflow . .

Financial resources .
Sales, met of tax . .

Total cask outflow . .

Total assets . .. .
Operating costs . . .
Cost of finance . . .
' Repayment . . ...
Corporate tax
Dividends paid

'Surulus ( deficit )
Cumulated cash balance

Inflow, local .
Outflow, local . . . .
Surplus ( deficit )
Inflow, foreign
Outflow, foreign . . .
Surplus { deficit )

ANNEX 1
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'Cashflow tables, production in Thousand Pesos

1992 1993 1994 1995 1996 1991
26288.580 37431.540 49664.030 56002.640 35602.240 55602.240
1823.536 134.063 134.063 400.398 0.000 0.000
24464.980 36697.440 48929.910 55602.240 £5602.240 58602.240
21207410 38648.540 46595.200 £9437.280 41533110 47471.660
3224.300 2518.125 2518.125 1308.068 0.000 0.000
19591.650 26186.380 12181, 110 36378.230 36378.230 36318.230
4391.456 £391.456 3513.165 2634.874 1756.583 .29
0.000 4391.456 4391.456 4391.456 4391.456 4391451
0.000 116:.125 3391.346 47124648 5006.834 5829.674
0.¢00 0.000 0.000 0.300 9.000 0.000
-918.426 -1217.000 3068.836 §565.363 8069.1371 8124.586
-918.814 -2135.814 933.021 7498.385 15567.520 23692. 110
9148.012 11720.690 15382.8%0 17046.800 16646.400 16646. 400
26257.730 37443.810 45034.460 41720.120 45061.260 45805.800
-11109.710 -257123.120 -29651.570 -30673.320 -29214.860 -29159. 400
17140.570 25710.850 34281. 140 38955.840 38955.840 38955.840
949.680 1204.729 1560.731 1717.157 1671.848 1671.848
16190.890 24506.130 - 32120.410- 37238.680 37283.990 37283.9%0
3472.631 7565.915 10973. 460 13591.700 14217.180 13394.340
-30927.100 -23361.190 -12381.130 1203.963 15421.140 28415.480

Ilct cashflow . . . . .
Cumulated net cashflow

Ornasental Ceramics --- April 1990
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......... 1998 1994 2000 200t 2002 2003
.m cash inflow . . 55602.240 5§5602.240 5§5602.240 5§5602.240 5§5602.240 55602.240
Financial resources . 0.000 0.000 0.000 0.000 0.000 6.000
.lles, net of tax . . 5§5602.240 55602.240 §5602.240 55602.240 55602.240 55602.240
Total cash outflow . . 42515.300 42515.300 42515.300 42515.320 42656.010 42656.010
kul assets . ... 0.000 0.000 0.000 0.000 0.000 .000
erating costs . . . 36378.230 36378.230 36378.230 36378.230 36374.230 38318.210

st of finance . . . 0.000 0.006 0.000 0.000 0.000 0.000
epayment . . ... 0.000 0.000 0.000 0.000 0.000 0.000
rporate tax . . . 6137.076 §137.076 §137.076 6137.091 6217.119 §211.7119
Divideads paid . . . 0.0Q 0.000 0.000 0.000 0.000 0.000
rplus ( deficit ) . 13086.940 13086.940 13086. 940 13086.920 12946.230 12946.230
Cusulated cash balance 36719.050 49865.980 §2952.920 76039.840 §8986.080 101932.300
lf'lal. local . ... 16646.400 16646.400 16646.460 16646.400 16646.400 16646.400
tflow, local . . .. 40843.460 40843.460 40843.460 40843.470 40984.160 40984. 160
Surplus | deficit } . -24197.060 -24197.060 -24197.060 -24197.070 -24337.760 -24337. 186
flow, foreign . . . 38955.840 38955.840 38955.840 38955.840 30955.840 38955.840
tflow, foreign . . . 1671.848 1671.848 1671.848 1671.048 1671.848 1671.848
Surplus ( deficit )} . 37283.950 37283.9%0 37283.990 37283.990 37283.990 37283.9%0
!t cashflow . . . . . 13086.940 13086.940 13086.940 13086.920 12946.230 12946.230
aylated net cashflow 41902.410 5i989.350 68076.290 81163.210 94109.450 107055.700

Ornamenta) Ceramics --- April 1990
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lCashflow tables, production ia Thousand Pesos

Year . ... .. ... 2004 2005 2006
' Total cash inflow . . 5§5502.240 £5602.240 5§5602.240
Financial resources . 0.000 0.000 0.000
Sales, net of tav . . §5602.240 55602.240 5§5602.240
Total cash outflow . . 42706.410 42756.810 42182.0%0
I Total assets . . . . 0.000 0.000 0.009
Operating costs . . . 38378.230 36378.230 36378.230
Cost of finance . . . 0.000 0.000 0.000
' Repayment . . . .. 0.000 0.000 0.000
Corporate tax . . . 6328.119 6378.580 6403.77%
Dividends paid . . . 0.000 0.000 0.000
' Surplus { deficit ) . 12895.830 12845.430 12820.230
Cusulated cash balance 114828.100 121613.600 140493.800
Inflow, local . . .. 16646.400 16646.400 16645.400
Outflow, local . . . . 41034.560 41084960 41110.160
Surplus ( deficit ) . -24388.160 -24438.560 -24463.760
Inflow, foreign . . . 38955.840  34955.840 18955.840
Outflow, foreign . . . 1671.848 1671.848 1671.848
surplus ( deficit ) . 37283.9%0 37283.990 17203.9%0
l Net cashflow . . . . . 12895.830 12845.430 12820.230

Cunulated net cashflow - 119951,500 132187.000 145617.200

Ornanental Ceramics --- April 1990




. Cashflow Discounting:

a; Equity paid versus Net incose flow:
Net present value .............. 15715.43 at
I Interna) Rate of Return (IRRED) .. .U
b} Net Worth versus Met cash return:

Net preseat vaiue .............. 12963.30 at
' Intermal Rate of Return (IRRE2) .. 29.82 %
c) Internal Rate of Retura on total investaent:
Net preseat value .............. 15165.02 at
Internal Rate of Return ( IRR ) .. 20,08 %
l Net NWorth = Equity paid plus reserves

20.00 %

20.06 %

20.00 X
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e

'rojected Balance Sheets, construction in Thousand Pesos

Year . . . ... o 1991
lom assets . . ... ... .. 36595.470
Fixed assets, net of depreciation 0.000
nstruction in progress . . . . 31683.270
rreat assets . .. ...... 2912.200
Cash, bamk . .......... 0.000
sh surplus, finance available . 0.004
ass carried forward . . . . . . 0.000
0SS . . v . .t e e e e 0.000
Ioul Tiabilities . . . . . . .. 36595.470
quity cagital . ... ..... 14638.150 .
eserves, retained profit . . . . 0.000
Profit . ............ 0.000
ng and medium term debt . . . . 21957.280
rrent Liabilities . . . . ... 0.000
nk overdraft, finsnce required. 0.000
'm debt . .......... 21957.280
Equity, X of liabilities . . . . 40.000

Ornamental Ceramics --- April 1990
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Projected Balance Sheets, Production in ‘housind Pescs

Year . .. ... 1992 1993 1994 1995 1996
Total assets . . ........ 39337.880 39053.870 37402.490 42021.3% 46928.850
Fixed lssets; net of depreciation 30881.120 28078.980 265724840 24922.700 22480.510
Construction in progress . . . . 0.000 144G.000 1440.000 120.060 0.000
Current assets . .. ... ... 5010.684 57159.053 6507.422 6915.623 6315.623
Cash, bask . .. .. ...... 1125.817 1455.573 1785.128 1965.195 1965. 195
Cash surplus, tinance available . 0.000 0.000 9331.020 7498.383 15557.510
loss carried forward . . . ... 0.000 2320.262 163.887 0.000 0.000
loss . ... it 2320.262 0.000 0.000 0.000 0.000
Total liabilities . . . ... .. 39337.840 39053.870 37402.480 42021.890 46928.850
Equity capital ... .. .. .. 14638. 190 14638.190 14634, 190 14638.190 14638.190
Reserves, retained profit . . . . 0.000 0.000 0.000 6134.326 14908.670
Profit ............ 0.000 2156.315 6298.213 8774.348 9298.408
Long and mediua term debt . . . . 21957.280 17565.820 13174.370 8782.912 4391.436
Curreat liabilities . . .. ... 1823.5%6 2557.659 3281722 3692.120 3692.120
Bank overdraft, finance required. - 918,816 2135.816 0.000 0.000 0.000
Totaldebt ........... 24693.690 22259.300 16466.090 12475.030 8083.576
Equity, £ of liabilities . . .. ir.21 37.482 319.137 34,835 31.192

Ornamental Ceramics --- April 1990
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Projected Balance Sheets, Production in Thoustnd Peses

Year . .. o e e e e e 1997 1998 1999 2000 2001
Total assets . ... ...... $3363.930 64761.350 76158.1780 87556.210 98953.660
Fixed 1ssets, net of depreciation 20791.000 1910%.490 17411.980 15722.410 14033.000
Construction in progress . . . . 0.000 0.000 0.000 0.000 0.000
Current assets . .. ... ... 6915.623 6915.623 6915.621 §915.623 6915.621
Cash, bank . . ... ...... 1965. 195 1965.195 1965. 195 1965.1985 1965. 195
Cash surplus, finance availsble . 23692.120 36779.050 49865.980 62952.920 76039.840
toss carried forward . . . . . . 0.000 0.000 0.000 0.000 0.000
loss . . v v v v v v v v 0.000 0.000 0.000 0.000 0.000
Total liabilities . . . . . . .. £3363.930 64761.360 16158.780 87556.210 98953.660
Equity capital . ... ... .. 14638.190 14638.190 14836.190 146368.190 14638.190
Reserves, retained profit . . . . 24207.080 315033.620 46431.050 51828.480 69225.910
Profit ... .......... 10826.540 11397.430 11397.430 11397.430 11337.460
Long and msdium term debt . . . . -0.001 -0.00! -0.001 -0.001 -0.001
Current liabilities . . . . . . . 3692.120 3692.120 3692. 120 1692.120 3692.120
Bank overdraft, finance required. 0.000 0.000 0.000 0,000 0.000
Total debt ... ........ ' 3692.119 1892.119 3692.119 3692.119 3692.119

Equity, 8 of ligbilities . . . . 27.431 22.603 19.221 16.719 14.793




Projected Balance

Total assets . ... ......
Fixed assets, net of depreciation
Construction in progress

Current assets
Cash, bank
Cash surplus, finance available .
Loss carried forward
Loss

...........

Total liabilities . . . . .. ..
Equity capital
Reserves, retained profit . . . .
Profit
Long 2nd medium term debt . . . .
Current Tiahilities
Bank overdraft, finance required.

---------
.............

Total debt

Equity, 8 of liabilities

) 144;§§,
‘5{;;‘:;t;-
- b
COMFAR 2.1 - SYCIP, GORRES, VELAYO & CG..
Sheets, Production in Thousand Pesos
2002 2003 2004 2008 2006
110612.400 122271.100 134023.500 145869.400 157762.100
12745.500 11458.000 10314.500 9315.003 8387.503
0.000 0.000 0.000 0.000 0.000
6915.623 6915.823 6915.623 6915.623 §915.623
1965.195 1965. 195 1965.185 1965.19% 1965. 195
§8986.080 101932.220 114828.100 127673.600 140433.800
0.000 ¢.0m 0.000 0.000 4.000
0.000 0.000 0.000 0.000 0.000
110612.400 12221:.100 134023.500 145869.400 157762.100
14638.190 14638.190 14638.1%0 14638.190 14638.190
80623.360 92282.090 103940.800 115693.200 121539.100
11658.730 11658.730 11752.330 11845.930 11892.730
-0.00t -0.001 -0.00t -0.001 -0.001
3692.120 1692.120 3692.120 3692.120 3692.120
0.000 0.000 0.000 0.000 0.000
3692. 119 3692.119 3692.119 3692.119 3692.119
13.234 11.972 10,922 10.035 9.21%

Ornamental Ceramics --- April 1990
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Break even chart excl. finance 4th year of production
10"4  Thousand Pesos With BOI Incentive
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Break Even Chart incl. finance 4th year of production
10”4  Thousand Pesos ~ With BOI Incentive
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3.0 including finance
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Sensitivity Analysis IRR Sensitivity
Internal Rate of Return Vithout BOI Incentive
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Break even chart exci. finance 4th year of production
Blo'¢  Thousand Pesos Vithout BOI Incentive
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Break Even Chart incl. finance 4th year of production
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