
End-Use Mission - Finland

September h-12, 1957

General

A visit was made to Finland between September h and September 12 to
review the status of the various woodworking and power projects financed
by the five Bank loans granted to Finland (16FI, 61FI, 70FI, 112FI and
142FI). A field trip was made to the major power projects under construction
and meetings were arranged in Helsinki with the Management of Bank of Finland
and representatives of the various companies.

Loansto Bank of Finland (16FI, 61FI, 70FI and 112FI)

Progress on Projects

The major part of the projects financed by these loans, have been
completed and the installations are operating satisfactorily. Estimated
construction schedules were in general met, however some extensions were
required because of late deliveries or later changes in plans. The status
of still active projects are as follows:

a) Power projects.
The third 18,000 W1 generating unit of the Utanen

power plant went into operation in June 1957. The final details will be
completed by the end of the ,Tar. The whole development of the Oulu river
which included the construction of 6 power plants with a total capacity of
394,000 RN and which was carried out during the period 1946-57 has therefore
been completed. The final costs of the two plants financed by the Bank loans
amounted to FM 5,549.5 million ($24 million) for the Montta plant and to
FM 6,9ll.5 million ($30 million) for the Utanen plant.

The first 50,000 1& generating unit of the Petajaskoski plant was placed
in operation in April 1957. The erection of the second unit was far advanced
and trial operations were scheduled for the first week of October. Various
finishing details will be carried out during thew inter and spring of 1958.

The total estimated cost of the plant has increased to the equivalent of
$54.1 million, representing an increase of nearly 60% over the original estimate.
Part of this increase is accounted for by changes in design and general cost
increases, but the costs of the excavation of the tailrace and the construction
of upstream protective dikes were seriously under-estimated.

The construction of transmission lines carried out by Imatran Voima Oy
was completed in July 1956. The construction of the Pikkarala substation
was completed by the end of 1956 with the exception of the installation of the
380/220 kv transformer which only will be required upon the completion of the
Pirttikoski plant in 1959.

( The construction of the Vaskiluoto thermal plant at Vaasa is far
advanced. The building conttruction is nearly completed and the boiler and
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turbine are under erection. The generator was received at the site at the
time of the visit. The plant should be ready for trial operations in
December 1957. The total estimated cost of the plant has increased to
FM1,535 million ($6.7 million), mostly because of general cost increases.
The additional funds required have been obtained by loans from the Govern-
ment and from commercial banks. \

b) Woodworking Projects

The installation of the second paper machine (not
financed by the Bank) in the Summa newsprint mill is far advanced and
is expected to be ready for operation by the end of 1957. The capacity of
the mill will then be increased to 15OOOO tons annually.

The Joutseno pulp mill is- now operating satisfactorily and at full
capacity. Work is however still under way to improve the quality of the
pulp produced.

The construction of the Voulenkoski hydro plant by M 1lly Koski Oy
has been delayed because of late deliveries of equipment. The generator
has however now arrived at the site and erection work is under way. The
plant is now scheduled to come into operation in February 1958.

The Hilmo hydro plant construction by Aanekoski Oy has been completed
and in operation since March 1957.

The expansion program carried out by Kymin Oy has been completed with the
exception of some minor details which will be carried out by the end of 1957.

The construction of the new kraftpaper mill carried out by W. Rosenlew
& Co. has been delayed because of the late delivery of the paper machine
which was purchased from the German company Voith. The machine was received
at the end of September and installation is now under way. The mill is now
expected to be ready for operations in February 1958, some 5 months later
than scheduled. The supplementary installations were completed by the end
of Spptember.

Disbursements

The earlier loans have been fully disbursed. In the loan 112FI the
present closing date is December 31, 1957. Because of the delay in the
completion of the expansion program it is clear that the Rosenlew company
will not be able to utilise its allocation of the Bank loans before this date.
The Bank of Finland therefore expects to ask the Bank for a 6 months extension
of the closing date. The disbursements to the other companies should largely
be completed by the present closing date, but some guaranty payments may be
outstanding to the first months of 1958. Imatran Voima Oy is preparing a
request to transfer the balance of the allocation for switching equipment
and metering devices to the purchase of the transformer for the Pikkarala
substation in order to speed up the disbursement. This request should be
approved.
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Production and Market of the Woodworking Industry

The attached tables give some details of the increased production
capacities for major products and actual production and export figures for
recent years. The various expansion programs, which are now largely completed
have in particular the capacity of the news print, paper and sulphate pulp
mills, from 1953 to 1957 the increase has in all cases been over 40%. Actual
production and exports increased also substantially in 1955 but was slowed
down in 1956 because of the general strike which took place in March and whereby
nearly a month production was lost. The total export sales of paper and pulp
increased from FM61.3 billion in 1954 to FM75.6 billion in 1955 and FM80.7
billion in 1956. At the same time, however, the sales of plywood, sawn timber
and prefabricated houses dropped from FMh8 million in 1954 to FM37.5 million
in 1956.

In 1957 production has remained on a high level and the demand has in
general been satisfactory. The market for sawn goods has improved somewhat and
has resulted in increased sales. The market for unbleached sulphite pulp and
rayon pulp is however very weak at present and has resulted in a substantial
reduction in the production of these products. The world market for newsprint
has lately also showed a tendency of weakening as the production now has
caught up with the demand. Substnatial new capacity has come into operation
in the U.S., Canada and other countries and the Finns expect that they will not
be able, over the next 2 years, to operate their mills at full capacity.

Financial Position

Up to date information on the operation results and the financial status
of the major comparies at the end of 1956 were requested but the information
was not yet available before the end of the visit. The Finnish Woodworking
Association will mail the information directly to the Bank when it becomes
available.

The profitability of the Finnish woodworking companies has been steadily
reduced during 1956 and 1957. The export prices have remained fairly stable,
but the production costs have increased substantially. By the middle of 1957
the production of most lines of products resulted in net losses. The companies
were however under pressure to keep their mills running in order to avoid
large scale unemployment. It was also generally expected that the long
awaited devaluation would take place increasing the income in Finnish Markkas
of export sales. A devaluation of 38% was actually carried out with effect
from September 16. The increased export income due to the devaluation will
only partly be made available to the companies. The rest will be credited
to a special frozen fund. Details of this arrangement were rot available at
the time of the visit and the immediate effect of the devaluation on the pro-
fitability of the operations of the woodworking companies could therefore not
be established.

In general the companies experienced a sharp reduction of their reserves:
during 1957 and experditures had to be reduced to a minimum. They managed,
however, except in a few cases, to keep their mills operating at close to
full capacity.

The financial position of the individual companies varies considerably.
The larger companies with a diversified production and with own forest and
power supplies have a distinct advantage and these companies have also consi-
derable hidden reserves. To this category belongs companies like Enso Gutzeit



Kymin, Ahlstrom and to some extent Rosenlew. The position of United Paper
Mills, on the other side, is more difficult since they enjoy none of the
above advantages. The expansion pro gram was however largely completed in
1955 and the profitable operation of the new Kaipola newsprint mill during
its first 1-1/2 year helped to improve the financial position of the company.

The companies operating in Northern Finland, Oulu, Kemi and Veitsiluoto
haveto a considerable extent, been assisted by various direct and indirect
subsidies like reduced prices for raw materials from Government owned forests,
reduction in freight rates and various other measures. Their financial
position, while by no means satisfactory, have at least not become any worse,

In a special position is the Joutseno company which is a subsidiary of
the Rauma and Kaukas companies, each holding a 50' interest. The new pulp
mill constructed by Joutseno is basically designed to make use of saw mill
waste from the mills of the parent companies and which otherwise could not
be utilised. The process, which had not before been attempted on a larger
scale, must be considered as a pilot operation. It appears that the technical
difficulties have now largely been overcome, but it is till too early to judge
whether the operation allo can be made profitable. If sucmssful, however, it
will have a considerable economic importance as it will permit the utilisation
of a raw material, now going to wastefor production of high grade pulp.

The financial position of both the parent companies is good. In particular
Kaukas has substantial forest properties supplying most of the raw material
required for the operation of the company's modern sulphite pulp mill and saw
mills. The share capital of the company is FM.750 million and the debt-equity
ratio is about 30/70. In 1956 net income amounted to some 6% of sales and
debt service was covered some 5 times by net income after taxes.

The obligations of Joutseno will in all cases be met by the parent
companies and while the Bank should keep itself informed about the future
results of operations the present position should not give reason to any
particular concern.


