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NOTES

1. The fiscal year (F'?) of the Government and that of the
SCPL coincides with the calendar year.

2. Throughout this Report, "$" refers to US dollars.
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PREFACE

This Project Performance Audit Report (PPAR) reviews the
Coconut Oil Mill Project in Western Samoa for which a Bank loan (No.
328-SAM(SF)) of US$2.25 million was approved on 13 December 1977. The
Government had requested the Bank to provide technical and financial
assistance for the Project which was included in the Third Development
Plan (1975-1979). The establishment of the coconut oil mill aimed at
processing the country's entire copra output into high-value products
for export to augment the export earnings of the country. The Project's
technical and financial feasibility was eablished by a consultant
provided under a technical assistance grant.— The Borrower was Western
Samoa and the loan proceeds were relent to the newly established
Executing Agency, the Samoa Coconut Products Limited (SCPL).

Consulting services were provided under the loan to assist in
the design, bid evaluation and supervision of civil works construction
and installation of turn-key equipment. Also, a management consultant
assisted in the Initial operation of the mill. The equipment was
procured on a turn-key basis through international competitive bidding
procedures from Malaysia. The civil works construction was negotiated
locally with the Government-owned Special Projects Development
Corporation (SPDC). The Project was commissioned for commercial
operation 20 months behind the schedule envisaged at appraisal. The
loan was closed on 31 December 1984 after the closing date had been
extended by nine months. The total cost of the Project amounted to
$5.289 million and involved a cost overrun of 47 per cent. The Bank has
complemented Its support for the Coconut Mill Project with a loan to the
Western Samoa Trust Estates Corporation (Loan No. 338-SAM(SF)) and a
loan for Agricultural Development (Loan No. 485-SAM(SF)) both of which
included components to increase the coconut crop, the country's major
export item. The Bank furth1 assisted the agriculture sector with two
technical assistance grants.—

A Project Completion Report (PCR) prepared by the Bank's
Industry and Mineral Division is appended to this Report. The PCR of
June 1984 discusses the Project's formulation and design, its
implementation and some technical aspects of its Initial operation; the
Post-Evaluation Office generally accepts Its observations and
conclusions. This PPAR focuses on institutional aspects, the demand for
and prices of copra and coconut oil, the economic issues of coconut oil
processing In Western Samoa, and the oil mill's financial position and
long-term financial prospects.

This PPAR is based on a review of the attached PCR, the
Appraisal Report (AR), documentation In Bank files, and discussions with
Bank staff. The Post-Evaluation Mission (PEM) visited Western Samoa in
July 1985 and held discussions with Government agencies, the management
and staff of the SCPL and suppliers of copra. Copies of the draft PPAR
were submitted to the Borrower, the Executing Agency and Bank staff for
review and comment. Comments received are reflected in the Report.

!/	 T.A. No. 172-SAM In the amount of US$37,000 approved on 19 July
1976.

2/ T.A. No. 189-SAM in the amount of US$73,000 approved on 24 February
1977 and T.A. No. 586-SAN In the amount of US$215,000 approved on
10 February 1984.
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(Loan No. 328-SAJI(SF))

Independent State of Western Samoa
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Sr. Operntlons Officer
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OTHER RELATED BANK-ASSISTED PROJECTS AND TECHNICAL ASSISTAMCE

Mount
Projects	 Loan No.	 ($Mn)	 Approval

WSTEC Agricultural Development 	 338-SAM	 3.0	 22 December 1977
Aericultural Development	 485-SAM	 3.0	 27 November 1980

Technical Assistance	 l.A. No. Mount	 Approval

Agricultural Development	 189-SAN	 73,000	 24 February 1977

	

RSTEC Agricultural Development Planning 225-SAM 150,000 	 22 December t77
WSTEC Agricultural Development

Project IT	 308-SAIl	 64,000	 7 October 1979
Agricultural Sector Study	 586-SAM 215,000	 10 February l9R

*/ Technical Assistance No. 172, Project Preparatory, Special Fund.
/ Evaluation methodology based on domestic production coats - refer to text, paras 59-61.

c/ The Project was formulated and prepared under T.A. No. 172-SAM, approved on 19 July 1qg and date of
completion in December 1976.

df Semi-Annual Report and Loan Administration and Technical Assistance as of 31 December 1°84.
ef Loan Agreement
TI Pro-rated man-days



I. STJMNARY

1. The Coconut Oil Mill Project was formulated and appraised as a
major undertaking under the Third Development Plan (1975-1979). It is
part of the effort to develop the potential for processing indigenous
raw materials to augment foreign exchange earnings and contribute to the
national economy.

2. The Project experienced a 20-month delay and a cost overrun
of ill per cent in terms of total cost in local currency, and 47 per
cent in foreign currency. Part of the delays and cost increases
occurred when modifications and additions to the Project components were
introduced during Project implementation. However, most of these
changes to the Project were useful adaptations and have either increased
capacity or efficiency.

3. The Project has achieved its objective of processing the
entire commercial coconut crop Into oil and meal for export. It has
also generated employment opportunities. In the context of creating
economic linkages, some use is being made locally of oil and meal but it
is too early for major linkages to have developed.

4. However, the objective of establishing the Samoa Coconut
Products Ltd. (SCPL) as a self-sustaining institution with multiple
functions in supporting the development of the coconut sector has not
been fully achieved. While SCPL's financial position as a commercial
entity has a sound base there is a need to coordinate and streamline the
functions of SCPL and the Copra Board to assure SCPL's institutional
sustainability and to increase efficiency in the production and
marketing of coconut products. Also the task of creating a cadre of
suitable Indigenous managers has not yet been fully accomplished.

5. The Project has a high economic internal rate of return (EIRR)
of 30 per cent. However, if international prices for copra and oil are
used in the evaluations, the processing of all copra into crude oil
does not indicate maximum contributions to the national economy. This
suggests that flexibility should be provided to SCPL to export either
copra or oil or a combination of both in response to advantageous terms
in the world markets. Current institutional arrangements appear to
impede the optimization of returns for the economy and the Project's
economic objectives are therefore only partly achieved.

6. The following points are of particular interest from the
Bank's point of view:

(i) The provision of expatriate management for the
initial operation waè a well-conceived Project
component. However, the Bank's concurrence, at the
insistence of the Government, to use local staff has
proved to be a constraint on operations, because it
turned out that suitable local staff was not as
readily available as assured by the Government (paras
37-38).
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(ii) The Government and SCPL'S Board need to make
concerted efforts to recruit qualified indigenous
personnel and to provide management training (paras
43-44).

(iii) The implications of establishing a new corporate
entity within the institutional framework of the	 -
coconut sector and the need for streamlining and/or
reform were not addressed at the time of appraisal
(paras 34 and 88-90). 	 -

(iv) The Project may serve as an example for agricultural
raw material processing in South Pacific countries in
regard to design, technology, corporate status and
management arrangements. However, the experience
points to the need for detailed analyses of the
economic costs and benefits, and of the institutional
framework in each particular situation (paras 17-18

and 99).
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[I. FINDINGS

A. Project Objectives and Scope

1. Objectives

7. The Coconut Oil Mill Project was formulated as part of the
strategy of the Third Development Plan (1975-1979) whereby new
industrial activities were to be based on the processing of indigenous
raw materials. The processing of copra, the country t s maj1y
agricultural cash crop and export commodity appeared a logical step.—
The Project was consistent with the Government's intention to maintain
its share in the International coconut products trade which undergoes
changes because former importers of copra are phasing out their
extraction plants and are shifting to the Import of coconut oil.

8.	 The Project was formulated with the following objectives:

(i) processing of indigenous copra into coconut oil and
meal for export;

(ii) contributing to the national economy through value
added by milling of copra into oil and generating
foreign exchange earnings; and

(iii) establishing new industrial activity and creating
employment and linkages with other activities.

9. To achieve the objectives the Bank and the Government
considered it appropriate that a new corporate entity, the Samoa Coconut
Products Ltd., (SCPL), be established to operate the Mill, purchase
copra, and market the products.

10. It was realized at the time of appraisal that the Project
would have ramifications throughout the entire coconut sector and Bankts
concern extended therefore beyond the objective of merely installing an
agro-industrial processing facility. For instance, the Bank was
concerned with fuller utilization of the country's potential to increase
coconut production - thereby assuring sufficient supply of copra to the
Mill. A number of measures were identified to improve cultivation
practices, i.e., systematic weeding, application of fertilizer and
pesticides, removal of diseased and senile trees and their replacement
with high-yielding varieties (AR, para 9 and PCR, para 8). Although no
quantitative targets were specified, the Government agreed to pursue
relevant programs to improve cultivation practices. 	 In particular

1/ Production of copra is estimated to account for about 15 per cent
of gross domestic product (GDP) and 55 per cent of total export
value (see Western Samoa Agricultural Sector Study, ADB, October
1984).
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continued governmental support for the coconut replanting scheme was
formally agreed upon. Two of the Bank's subsequent agricultural
projects included portions which were aimed at improving the
productivity of the Western Samoa Trust Estate Corporation's %/STEC)
coconut plantations as well as the productivity of small growers.-

11. The Bank further identified the need for institutional support
and improved incentives for the coconut producers, such as the
production and distribution of seedling of high-yielding varieties,
credit facilities for coconut producers, provision of more feeder roads
and copra collection centers, and continued price stabilization to the
advantage of the producers. Specifically agreed with the Bank was the
setting of reasonable2 yurchase prices for copra to ensure the supply of
copra to the Project.-

2. Scope

12.	 At appraisal the Bank-financed components of the Project were:

(i) installation of copra crushing and oil expelling
equipment (3 units) with all ancillary facilities to
process about 73 mt of copra and to extct 46 mt of
crude oil and 24 tnt of copra meal daily;—

(ii) provision of consultant services to carry out design,
bid evaluation, supervision of construction and
training of Mill personnel in plant operation, and
maintenance; and

(iii) provision of expatriate managerial personnel for
initial operation of the Mill and training of
indigenous personnel.

13. The Bank's loan was inynded to finance the foreign exchange
cost of the Project components.— The Government was to finance the
local cost of the major portion of site development (including water
connections, a transformer substation, access roads) and the civil works
construction (including the Mill building, a 2,000 nit copra storage shed
and other small buildings and structures).

1/ Loan No. 338-SAN(SF), WSTEC Agricultural Development Project of
$3.0 million, approved in December 1977 and Loan No. 485-SAM(SF),
Agricultural Development Project of $3.0 million, approved in
November 1980.

2/
	

Loan Agreement, Schedule 6, para 2.
3/ An earlier Project formulation had been amended during appraisal

with the inclusion of one more expeller unit to increase the
capacity from 50 nit to 73 tnt daily or from 16,000 mt to 24,000 tnt
annually.

4/ The Bank-financed components represented 73 per cent of the
total cost of the Project as defined at appraisal.
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14. It is noted that several components essential for the Mill's
operation were not included in the Project scope, but were to be
provided by other agencies. For example, copra storage facilities were
to be provided by the Copra Board. Not all of these arrangements were
adhered to and there are a number of changes made during implementation
(para 17 and PCR, paras 21 to 25).

B. Assessment of Project Performance

1. Physical Achievements

15. At the time of commissioning of the plant for commercial
operation In June 1982, SCPL'S facilities included the following changes
and additional components:

(I) the 2,000 mt copra storage shed was not, as
originally envisaged, pr9ided by the Copra Board
of Western Samoa (CBWS)— but was financed and
constructed by SCPL to somewhat higher design
specifications;

(ii) the originally envisaged oil storage capacity of
3,000 mt was not provided and instead only 3 tanks
of together 1,800 mt capacity were financed by New
Zealand;

(iii) a diesel generator set of 55 kVA capacity was
added to S29PL's facilities through a grant from
Australia;— and

(iv) one additional tanker trailer unit of 20 mt
capacity was provided with a grant from New
Zealand.

16. It is noted that since commencement of operations in June 1982
and up to the PEN's visit in July 1985 the SCPL has used various sources
of financing to augment its assets as follows:

(i)	 One additional copra crushing and oil expelling
unit, presently being installed and expected to be
commissioned in October 1985. This item was
purchased with a supplier's credit but is to be
self-financed by SCPL.

!/ Henceforth also referred to as the Copra Board.
2/ The Bank's Project staff comment that this generator set was

considered not necessary at the time of appraisal (see AR, para
36); subsequent rapid growth in power demand by commercial and
residential users made its provision advisable.
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(ii) Two oil storage tanks, one of 1,000 nit capacity at
the Mill site and one of 1,500 nit capacity at the
wharf were financed by a grant from Ec?yomic
European Community (EEC) to the Government— and
presently under construction and expected to be
completed by October 1985.

(iii) Several vehicles were financed by a grant from EEC
to the Government, i.e., one tractor unit (to haul
the existing tanker unit), one tractor and tanker
trailer combination of 17-ton capacity, two
trailers for bulk haulage, and one dump truck.

(iv) Workshop facilities equipped with lathe machine
and tools which were self-financed by SCPL.

(v) Weighbridge housing and roofing.

(vi) Back-up pump set with generator for loading of
oil.

17. While the Project components were implemented as envisaged at
appraisal, several of the components financed from various sources
underwent changes during implementation. With hindsight it appears that
some of these changes represent useful adaptations, and resulted in a
more slowly staged build-up of capacity. For instance, the downscaling
of oil storage capacity from the originally envisaged 3,000 nit to 1,800
nit reduced the initial capital costs and was compensated for by
well-managed production scheduling, timely sales, initiatives and
availability of shipping capacity. The storage capacity is now being
increased as required. On the other hand, some of the changes made
during implementation created operational bottlenecks and additional
investments were made soon after commissioning. r example, the
vehicle fleet was increased, and workshop facilities— were provided.
Also, 3 he inclusion of copra storage facilities under the authority of
SCPL,— while burdening the financial position of SCPL, proved a useful
amendment because sorting, storage and drying of copra are integral
steps in the milling process and ought to be under the control of the
Mill. These changes indicate not only difficulties in formulating the
Project but also in coordinating the timely provision of various
components financed by many aid agencies (see also paras 64-66).

18. The PEN notes that the design and layout of the Mill's
facilities, its buildings and process equipment are satisfactory. The
workmanship in civil works construction Is adequate. A few shortcomings

!/ The Government contributed these items to SCPL and increased its
equity accordingly.

2/ It was envisaged that outside facilities could be used; however,
SCPL found it more convenient and useful to have its own facilities
(see para 22).

3/ Originally the investment for the copra storage facilities were to
be made by the Copra Board (see para 14).
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in the functional quality of equipment and Installations were corrected
(paras 19-20). The objective to establish a cost-efficient milling
operation on a suitable scale has been largely achieved. The physical
implementation of the Project appears to have benefited from the
turn-key arrangements with the contractor having the requisite
experience and the provisions made for a project Implementation
consultant.

2.	 Operating Performance

(a) Production

19. Since commencement of full-scale commercial operation in June
1982 the plant as a whole has performed within the technical standards
normally expected in this industry. Only two shortcomings became
apparent during three years of operation:

(1) the copra pre-breaker machinery was initially not
protected by magnets from metallic objects mixed
in the copra; and

(ii) the reduction gears of the expeller presses wore
out shortly after the warranty period expired and
had to be replaced at considerable cost.

20. The shortcomings in the process equipment have since been
eliminated with the installation of additional magnets and the
replacement of gears with improved metallurgical specifications. The
components of the milling process ai e shown in a schematic flow diagram
in Appendix 1.

21. A comparison of estimated and actual production data in
Appendix 2 shows that oil and meal output targets were closely
approached and even slightly exceeded during 1983 when 12,080 nit and
6,205 mt of meal were produced. However, the determining factors for
the plant's capacity utilization had changed since appraisal. It was
assumed at appraisal that the availability of copra would determine the
production volume. It turned out, however, that copra production had
sufficiently increased so that oil production was mainly determined by
the technical and organizational limits to capacity utilization.

22. The PEM's data gathered on operating time of plant and
machinery (see Appendix 3) show significant discrepancies between
expectations at appraisal, the results during the past three years of
operation and the projections for future years. The utilization level
for the entire plant appears to have been too optimistically assumed for
this service-intensive equipment and in view of the unavailability of
local support services. On the basis of past operational experience the
full capacity level, originally determined at 330 plant operating days,
is now determined by the Mill's management at 300 operating days. A
portion of the shutdown time was expected for plant holidays and another
portion is required for routine cleaning and servicing the wood and
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husk-fuelled steam-producing and steam cooking units, various filters
and other regularly required inspections and repairs. SCPL found that
repairs required more time due to the initial arrangement to rely on the
Public Works Department's workshop facilities, for tools and the
machining of parts; consequently, it was considered advantageous to
construct a workshop builftng and to acquire machining equipment and the
necessary range of tools.-

23. oil output is mainly determined by expeller operation and it
seems to have been overlooked that considerable downtime would be
required for repairs of Individual expeller units. In fact the third
expeller unit, included in the Project after some deliberations during
appraisal, proved well justified from an operational point of view
because the third unit was also needed to provide additional reserve
margin and operating flexibility for the plant as a whole.

24. Another major factor was the intermittent shortage of copra
due to logistical difficulties which prevented the timely delivery of
copra from the Copra Board's storage at the wharf or from the
neighboring island of Savaii. At times copra was delivered too wet to
be milled. Shutdowns due to a shortage of suitably dried copra occurred
six times for about 70 days during three years of operation. There were
also instances when oil storage built up when sales slackened and/or
ship arrivals were delayed. Such oil storage limitations caused four
shutdowns for 40 days during three years of operation. The causes for
plant shutdowns and expeller shutdowns during the year 1984 are given in
Appendix 3. The data show that during 1984 oil production decreased by
9 per cent compared with 1983 and this correlates with diminished plant
utilization during the same year.

25. The extraction efficiency, that Is, the amount of oil
extracted from copra, measured in percentage of the weight of the copra
input, was assumed at appraisal at an average of 63 per cent for oil and
33 per cent for meal. These results would represent the maximum
attainable with the particular type of process and equipment. The PEN
was informed that the Mill's extraction efficiency has reached an
average of 60 per cent for oil and 32 per cent for meal. The PEN is In
agreement with the Mill's management that this constitutes satisfactory
performance.

26. The PEN observes that the appraisal's assumptions about
capacity utilization and extraction efficiency could not be fully met.
Based on examination of actual operating data, the PEN in its assessment
and projections has taken into account the difference between expeller
operation and plant operation. It is now assumed that during the first
five years expeller operation will reach an average of 80 per cent of
the 300 days operating maximum capacity. Thereafter it is assumed that

The existence of workshop facilities Is useful for performing
simple repair tasks which could be quite time-consuming and
troublesome if not attended to immediately.
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100 per cent capacity can be utilized for a period of five years during
which the disadvantage of aging equipment is balanced by the increased
efficiency of personnel in operation, maintenance and repairs.
Eventually, during the last five years of the plant's useful life, a
drop is expected to an average of 80 per cent utilization. In
discussions with SCPL's management the appraisal's exectat11op of a
20-year life of the Project components was reduced to 15 years.-

27. In the projections arrived at by the PEN the copra supply is
no longer expected to be a constraining factor, other than temporarily.
One factor In SCPL's decision to expand capacity with a fourth expeller
unit and additional oil storage capability (see para 16) was the
possibility of attracting copra from neighboring island countries for
milling. At the time of post-evaluation it was assumed that aggregate
production over the plant's life will be determined mainly by
technical, institutional and managerial constraints. The results of the
evaluation of the milling operation from the viewpoint of the national
economy Indicate that further expansion of the production of crude
coconut oil should be periodically evaluated against economic criteria.

(b) Marketing

28. From its inception SCPL was vested with the responsibility for
marketing its oil and meal products. The experience required for
participating In international commodity marketing was one of the
compelling reasons for engaging expatriate management with specific
qualifications In this area. The actual selling of the oil involves the
contracting of commodity's future position and this requires close
cooperation between commodity brokers and the Mill, whereby the Mill has
to safeguard its own interest. SCPL has established a business
relationship with a broker in Australia and one in Europe with both of
whom SCPL communicates almost daily. The brokers are kept informed of
the quantities of oil available from SCPL and they enter positions in
the commodity markets within the range of pricing agreed upon between
the SC?L and the broker. The brokers actually keep SCPL advised of the
developments in international trading through telex advices and SCPL
obtains additional Information on Its own initiative from a Manila-based
industry-specific source of Information.

29. About 80 per cent of SCPL's sales are effected through the
international commodity market. Only about 20 per cent of the Mill's
output Is traded directly, mostly to buyers In New Zealand whereby the
purchasers as well as the Mill share the advantages of geographical
proximity. During 1983, for instance, SCPL's exports of coconut oil

1/ The Bank's Project staff disagrees with this assumption and would
prefer the assumption of a 20-year life of the Project's
components. If this assumption was incorporated in the financial
or economic analysis the results would not be substantially
affected because present values are diminished through discounting
and the residual value would change.
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went to the USA (55 per cent), Australia (24 per cent), and New Zealand
(2]. per cent). Recently several positions were marketed in EEC
countries. Copra meal is largely bought by EEC countries (79 per cent)
followed by Australia (9 per cent) and New Zealand (7 per cent), the
rest is used in Western Samoa for feed mixes. The Mill's management has
repeatedly rejected opportunities to enter into long-term exclusive
sales contracts for its products with large industrial buyers, as it
expects financial advantages in retaining a degree of freedom by trading
through the international commodity market. The average prices obtained
by SCPL for its oil output since 1982 compare favorably with the average
annual world market prices during these years (see Appendix 4).

30. The marketing of the Mill's oil production through
international markets as commodity futures requires careful
decision-making with a number of variables, i.e., production flows,
arrival of ships, storage of sufficient oil to be able to use the
opportunities in trading while ensuring that the agreed-upon deliveries
can be made at specified future dates which can be as long as six months
ahead. With these requirements in mind it is considered important to
maintain sufficient stocks of copra and sufficient quantities of oil in
storage to retain flexibility for trading in the international market.
At the same time, consideration must be given to the fact that copra or
oil in storage for more than six months deteriorates to lesser grade
qualities through oxidation and increasing acidity.

31. The oil storage capacity of 3,000 mt was considered necessary
at appraisal in view of infrequent ship arrivals. It is now realized
that storage capacity is also required to exercise options in
international trading. The storage capacity of 1,800 mt available since
commissioning of the plant, turned out to represent an absolute minimum
and has on several occasions caused either the slowdown or complete
stoppage of oil production. The efforts of SCPL to increase oil storage
capacity are thus justified and the completion of two additional tanks
together with 2,500 mt capacity are expected to aid in maintaining
steady production and in exercising trade options more freely.

32. The oil output of SCPL enjoys a small price advantage because
only naturally ripened nuts are customarily collected after they have
fallen to the ground, which reduces the acid content. In addition,
careful sorting and drying of copra further improves the oil to qualify
for higher price quotations. Nevertheless, the pricing of coconut oil
is strictly subject to international commodity trading and the SCPL has
neither leverage to influence the market nor can it store large
quantities of copra or oil for extended periods to await better prices.

33. International coconut trade and price development are shown in
Appendix 4 for the past 14 years in current and constant US dollar
values and compared with the projections at appraisal and of other
sources. Also, updated price projections are listed for the remaining
life of the Project and compared with projections at the time of
appraisal (the long-term demand and price developments for coconut oil,
the implications for SCPL and the prospects for SCPL's expansion are
discussed in paras 82-86).
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3.	 Institutional Development

34. It was correctly foreseen at appraisal that the milling
operation would require a new Institution formed as a corporate entity.
Since the copra export had been undertaken by a governmental agency, the
Copra Board of Wester Samoa (CBWS), for two decades it was undisputed at
the time of appraisal that also the milling of copra and the marketing
of oil would fall under the auspices of a government controlled entity.
Consequently, all equity of the newly formed SCPL Is owned by the

* Government and out the six-member board four are high ranking
government officials.— However, even with a Board comprising a high
level of authority it has proven difficult to align the new corporation
with the existing institutional framework, particularly with the Copra
Board (interagency relationships are discussed in paras 87-90).

35. Unforeseen difficulties in the institutional formation of the
SCPL were also a cause of delay in the physical build-up of the plant as
detailed in the PCR, para 47. These difficulties continued during
initial operations of the plant. By the time construction and
installations were completed and trial runs were conducted in early
1982 the Government-appointed Project Manager had resigned and the
Government's Project Implementation Office had become disfunctional due
to difficulties in retaining qualified personnel. Eventually the site
engineer of the supervising Project Implementation Consultant was asked
to act as Project Manager and he discharged the remaining engineering
tasks well (PCR, para 49). He was however slow in relinquishing the
functions of day-to-day operation of the Mill, even though he ought to
have shared these functions with the Bank-financed Mill Management
Consultant who was available since May but was not given adequate
authority until after the site engineer's contract extensions ran out in
July 1982.

36. The Mill Management Consultant took control somewhat belatedly
but has since performed well in the technical operation of the Mill and
in the commercial dealings of the Mill (see PCR, paras 50-51). He had
also established good rapport with the Board of Directors and Government
agencies concerned. It was not possible so far to adequately fill all
positions specified in the organizational structure proposed for the
SCPL at appraisal (AR, Appendix 8). Detrimental effects were minimized
so far by the Mill Management Consultant's ability to do without a
purchasing marketing assistant and to personally supervise the quality
control laboratory.

37. An unsatisfactory situation has persisted, however, with
regard to the staffing of the financial management of SCPL. At the time
of appraisal the shortage of locally available personnel was recognized
and the financial management function was important enough to require an
expatriate financial management consultant to be financed from the loan.
This requirement for employment of an expatriate financial management
expert was later relaxed in response to Government assurances that a
suitably qualified local candidate was available for the position.

!/ Board composition is given In the PCR, para 32.
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38. With the benefit of hindsight the PEN notes that the Bank's
changed view from its initial assessment was detrimental and that SCPL's
accounting and financial management were deficient at times and
constrained the institutional development. For about two years SCPL's
accounting and financial management could only be inadequately attended
to by a locally appointed deputy manager. The design of a suitable
accounting system was achieved with the short-term assistance of an
expatriate expert arranged and paid for by SCPL for a period of one
year. However, after his departure and until his re-engagement, the
accounting system was not adequately utilized.

39. Under these conditions it was not surprising that submissions
of the aiy1ited financial statements were delayed beyond the covenanted
periods.— With the re-engagement of the expatriate financial manager
f or a further period of one year, the financial accounts system is now
being applied. SCPL' double-entry accounts system is now being
maintained and monthly trial balances are being produced since the
middle of 1984. Income statements, balance sheets and the statements of
changes in SCPL's financial position are now being prepared monthly.
Accounts 2 re audited by an external auditor as required by Bank's
covenant

40. Management information is prepared in the form of several
budgets such as a master budget, an operating budget, a cash budget and
a capital expenditure budget and actual expenditures can be readily
compared with budgets and variances analyzed by management. SCPL has
also established an inventory management system to improve production
scheduling and to lengthen the periods of continuous operation. A cost
accounting framework has been designed for the specific needs of the
Mill. However, the necessary cost data will still have to be developed.
While accounting and financial management systems are now established
and functioning SCPL Is again under pressure to fill the position of a
chief financial manager with suitably experienced local staff by the
time the expatriates short-term contract expires. The PEN considers it
vital that achievements In financial management be maintained and
further improvements be made.

41. It was originally envisaged that a deputy plant manager would
be permanently assigned by the Government with the intent to prepare him
for the general manager's functions by the time the expatriate manager
had fulfilled his two year assignment. However, the Mill had no one
capable to replace the expatriate manager at the time the Bank-financed
consultant's services were to end in April 1984. SCPL's Board of
Directors was well-advised to negotiate a two-year contract extension
and the Government acted appropriately to confirm the appointment and to
continue adequate compensation.

1/ According to the Project Agreement, Article II, Section 2.12 annual
financial statements were to be submitted to the Bank within six
months from the end of the financial year.

2/ The auditing firm, Price Waterhouse, has been engaged since
commissioning of the Mill.
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42. A positive observation in the institutional development
concerns the technical and operational capabilities. Local staff has
been effectively trained and retained so that a cadre of production and
maintenance personnel is now available to the Mill. It is the expressed
opinion of the Mill's General Manager that the Plant Engineer together
with foremen, operators and mechanics are now capable of handling the
task of operating and maintaining the process equipment and auxiliary
equipment of the plant (PCR, para 36). A workforce of about 90
personnel is now being permanently employed for the round-the-clock
operation of the Mill. About one third of this labor force is being
trained on the job for mechanical tasks, process supervision and a
range of ancillary skills in machining, vehicle repairs, and clerical
skills.

43. The necessary long-term training on the job and supplementary
training abroad was envisaged at appraisal but was not readily available
to SCPL in a timely manner. More lead time was required to arrange
financing and synchronize it with availability of suitable staff.
A major effort is now being made in training and several middle-level
management personnel are undergoing training abroad.

44. SCPL has become a factor of major significance in Western
Samoa's national economy but Its continued effectiveness as an
institution will have to depend In the near future on Inputs of foreign
expertise. However, the Intended localization of the Mill's management
through the long-term training of a deputy manager has yet be achieved.
At present no deputy is assigned. While the successful financial
performance has strengthened the justification and support for SCPL's
activities, it is still far from being a self-sustaining institution.
SCPL'S operational success may be attributed to the efforts of the
General Manager.

4. FinancIal and Economic Re-Evaluation

(a) SCPL's Past Financial Performance

45. The financial projections at the time of appraisal implied
expectations that the newly created corporate entity, SCPL would be
highly profitable. The PEM's re-assessment with data from the Mill's
three years of operation has shown that the expectations have largely
been met but for different reasons than were anticipated at appraisal.
The PEM's projections also show that in future years the performance of
SCPL should continue to exceed the expectations of the appraisal in
terms of production volume (see Appendixes 2 and 3) as well as profit
realization (see Appendix 5). (The main underlying developments for the
favorable past and projected performance are discussed In paras 91-93.)

46. The analysis of the financial data shows that SCPL did not
start out with a favorable financial performance during the first half
year of its operation. At the end of 1982 SCPL had a net loss
equivalent to 25 per cent of the equity. The net loss was due to the
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high initial operation ratio!" of 103 per cent. This condition was not
anticipated in the appraisal projections which expected an inftial
operation ratio of 77 per cent and return on equity of 16 per cent for
the first year of operation. The actual negative performance was only
temporary, however.

47. During 1984 the return on equity further increased to 61 per
cent, which was more than twice as high as the 25 per cent projected at
appraisal. This was achieved despite the fact that the operating ratio
remained at about 84 per cent, higher than the 76 per cent assumed at
appraisal. At the end of 1984 the ratio of net profits before tax over
total operating revenues was 15 per cent. This meant that SCPL was
realizing a net gain of WS$0.15 for every one WS$ of sales revenues or
WS$0.31 for every one WS$ investments in assets. Total net income in
1984 amounted to WS$3.131 million which constitutes a very substantial
profit in the context of the economy of the country. This result was
achieved in 1984 despite a temporary slowdown in production and was
mainly attributable to the high international price for coconut oil
during 1984 and the appreciation of the US$ against the local currency
(the income statements are presented in Appendix 5 and the comparison of
performance measures as actually achieved and as assumed at appraisal is
detailed in Appendix 6).

(b) SCPL's Financial Position

48. The current ratio was only about 0.29 in 1982, improving to
0.75 in 1983 and reaching 1.85 by 1984. This ratio illustrates the
improving ability of SCPL to back up its current liabilities with its
working assets, i.e., monetary assets and inventories. The fixed asset
turnover ratio which measures the efficiency in the utilization of fixed
assets to generate revenue, increased from 0.95 times in 1982 to 2.58
times in 1983 and then 4.46 times in 1984. This indicates a
strengthening sales position of SCPL which in turn was mainly due to
high coconut oil prices and favorable exchange rate development.

49. The debt to equity ratio developed favorably when compared
with appraisal estimates. For instance the ratio was 32:68 in 1984
compared with a ratio of 41:59 projected at appraisal. This was due to
the fact that debts remained relatively small in relation to equity
which was augmented by Government contributions and grants from external
sources. Furthermore, revenues realized during 1983 and 1984 allowed
accelerated payback of some of the debt incurred. This development is
also reflected in the working capital situation. In 1982 supplier
credit and bank overdrafts caused a deficit in working capital of
WS$l.48 million. After two profitable years of operation this
deficiency was completely eliminated and a working capital of WS$2.3
million was accumulated at the end of 1984 (these developments are shown
in the Balance Sheets and in the Statements of Changes in Financial
Position in Appendixes 7 and 8, respectively).

1/ Total operating expenditures divided by gross revenue.
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(c) Financial Projections

50. Financial projection for SCPL's operations were based on
assumptions about the Mill's technical performance and production in the
future, estimates of costs of production and projections of the selling
prices of coconut oil and copra meal (see Appendix 10).

51. The Mill is expected to maintain an average rate of net profit
after tax to fob says of 6.0 per cent during the remaining 13 years of
its life from 1985.— This means SCPL is earning WS$0.06 for every one
WS dollar of fob sales from both coconut oil and copra meal in 1984
values (see Appendix 5 for projected income statements). The current
ratio is expected to improve from WS$l.85 of current assets for WS$1.00
of current liability in 1984 to about WS$21.00 to WS$1.00 of liability
at the end of the life of the Project.

52. Also the projected debt service ratio which is expected to
range from 0.35 to 10.92 compares favorably with the ratios estimated at
the time of appraisal. The projected debt to equity ratio is
satisfactory at 23:77 in 1985 and improving every year. The net
earnings after tax range from 2 per cent to 15 per cent of the total
operating assets of SCPL during the remaining life of the Project. The
PEM's breakeven analysis shows that in 1985 the average fob selling
price obtained by SCPL for its oil was 9.5 per cent above the breakeven
price. This margin is projected to be maintained during the remaining
life of the Project (see Appendixes 7 and 8 for projected balance sheets
and changes in financial position and Appendix 6 for the projected
development of the financial ratios of SCPL).

53. It is noted that the projections are made for SCPL's present
scope of operation and assuming several favorable developments.
It is further pointed out that several of the assumptions used in the
projections are not only vulnerable to temporary deviations but could
also be threatened by adverse long-term trends (the determinants of
SCPL's financial performance are discussed in paras 91-93).

(d) Financial Internal Rate of Return

54. The calculations at appraisal were based on the initial scope
of the Project as envisaged at appraisal while the PEM's re-assessment
applies to the expanded scope of SCPL as assessed in July 1985. This
expanded scope includes equipment items as specified in para 16 some of
which were provided through grants and others were self-financed by
SCPL. Several of the items are either still under construction or in
the planning stage and will be completed during 1985 and 1986,
respectively. The PEM's calculations indicated a financial internal
rate of return (FIRR) of 14.4 per cent (for details of the calculation
see Appendix 9. The relevant assumptions are detailed in Appendix 10).

1/ In consultation with SCPL's management the PEN re-estimated the
life of the Mill to be 15 years which is 5 years shorter than the
original appraisal estimate of 20 years.
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55. This result remains slightly below the FIRR of 16.3 per cent
calculated at appraisal. The lower FIRR calls for two qualifying
explanations in regard to: (1) the reasons for the FIRR now being
lower than the appraisal estimate; and (ii) the seeming contradiction
between the favorable financial performance of SCPL and the
comparatively modest FIRR.

56. Several unexpected developments caused the re-assessed FIRR to
have fallen below the appraisal estimate. The investment costs for the
initially intended scope of the Project increased by 47 per cent from
the appraisal estimate of WS$3.6 million to actual expenditure of WS$5.3
million (PCR, paras 26-27). Furthermore, the cost for additional
equipment items raised the investment costs to WS$8.5 million (see
Appendix 10, Table 2). When annual investment outlays are expressed in
1984 values, the total costs entered into the PEM's re-evaluation total
WS$12.,4 million. These substantially increased investment costs entered
into the Project's FIRR with full impact during the early years of the
evaluation period and would have depressed the FIRR more substantially
were It not for the windfall gains from exchange rate developments
during the first years of operation. The impressive financial
performance of SCPL contrasts with the relatively modest FIRR because as
much as 60 per cent of the investments was provided through grants
and/or government equity and carry no financial burden.

57. Observations in the AR remain valid In regard to the
sensitivity of the FIRR to small percentage changes In production and/or
sales volume, since the values of sales continue to be high in relation
to the capital Investment (AR, para 76). However, a second premise in
the appraisal's FIRR calculation, namely, that prices for coconut oil
vary in strict proportion with the price of copra has been changed by
events. This Is still true In terms of world market prices, however, in
the context of financial evaluation of a corporate entity the variation
in the exchange rate can create a divergence between the cost of local
Inputs and the value of export earnings, which in the case of SCPL had
a positive impact on Its financial performance.

(e) Economic Re-Assessment

58. The PEM's analysis suggests that the Project's economic
contribution is less clearcut in quantitative terms than was expected at
appraisal. The appraisal's methodology of quantifying an economic
internal rate of return (EIRR) was not replicated because it Is not in
accordance with the Bank's current guidelines; the major sumptions
cannot be upheld and the resulting EIRR would be misleading.— The PEN
has computed the EIRR in two ways which differ in a basic assumption:
the country's prospects for marketing either copra or oil.

1/ In the appraisal's methodology it was simply assumed that the
financial costs and revenue represent closely the economic values
if only adjusted for taxes.
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59. In the first evaluation approach it is assumed that the copra
as well as crude coconut oil are internationally marketed. In this case
the economic values are based on the international market prices for
copra and oil. As the Project was designed to process copra into the
high-value oil and meal the benefits were expected to be generated in
the form of value added. When the international prices are more closely
analyzed it appears, however, that the revenue from the amount of oil
extracted from one ton of copra amounts to less than revenue realizeable
from the sale of the copra. In fact no value is added and additional
costs are incurred when oil is produced. This situation results in a
negative EIRR (the data used in the calculations are detailed In
Appendixes 11, 12 and 13).

60. It could therefore be argued that it would be more beneficial
for the country to continue exporting copra instead of processing the
copra into oil. However, world market developments give reason to doubt
the assumption that copra continues to be traded on a large enough scale
so that a market for Western Samoa's copra production remains assured.
The assumption may be faulty in the longer run in view of rapidly
declining volumes of internationally traded copra.

61. In view of this development the PEM has undertaken a second
evaluation of the Project by comparing the domestic resource expenditure
for producing copra and exporting oil, with the foreign exchange revenue
earned from the export of oil and meal. In this scenario the production
and export of oil constitute the only means to earn foreign exchange
with coconut products. This evaluation results in a favorable EIRR of
30 per cent (the data used in the calculations are detailed in
Appendixes 11, 12 and 13).

62. The actual situation is to be found between the two extremes
of either exclusively exporting copra or oil. Western Samoa could at
times still market quantities of copra but would also have to process
some of the copra to avoid spoilage and subsequently market oil. In the
longer run, the prospects for marketing of copra are expected to
diminish (see paras 83-87). The divergent results of PEN's evaluation
lead to different conclusions (see paras 94-99).

63. The PEM is in agreement with the expectations expressed at the
time of appraisal (AR, para 81) about SCPL's potential to generate other
non-monetary benefits. Although it is still too early to make
quantitative statements about such benefits the expectations remain
realistic that SCPL's demands for services and supplies as well as the
availability of coconut oil provide incentives for new and expanded
production of food and consumer items which would use coconut oil and
copra meal as inputs (the possibility of SCPL's expansion into refining
is discussed in para 86, and the Mill's positive contribution to coconut
growers' expectations in paras 68-78). The technical and managerial
skills introduced by the Project, the experience gained and the
continuing training efforts might in time augment the manpower pooi
available for other economic activities.
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C. Issues

1.	 Project Design, Implementation and Costs

64. The Bank-financed component, essentially the crushing,
expelling and filtering equipment constituted only part of a larger
Project. Several essential components were expected to be financed by
various aid agencies (see para 16) but their design criteria and precise
financing arrangements were changed during implementation. As a result,
the specifications for some of the components evolved only during
implementation and some components were changed from what was envisaged
at an earlier stage (PCR, paras 21-25). In this situation, the Bank's
provision of project implementation consultants with industry-specific
experience was a well-conceived part of the Project and proved necessary
to ensure that all components provided at various stages of
implementation resulted in a functional entity.

65. While the physical implementation involved only simple civil
works and installations, the involvement of a number of parties
introduced complexity. The required coordination was difficult to
achieve between the Public Works Department which undertook the major
civil works and the turn-key contractor who installed the equipment.
Further complexity was introduced by the modification of some Project
components, such as the oil storage tanks and copra storage shed,
and by the introduction of some new components, such as the generator
plant.

66. The PCR lists a number of shortcomings in the implementation
arrangements mainly in the form of delays (PCR, paras 13-20) and cost
overruns (PCR, paras 26-27). The PEM considers that the most
significant causes for the delays were the inability of contractors to
adhere to schedules, the frequent changes in designs, and the need for
arranging additional financing with suppliers and external aid agencies.
The overall delay in commissioning the plant amounted to 20 months. The
PEM believes that a more realistic assessment of construction
capabilities and procedural matters could have allowed a longer
implementation period.

67. The delays contributed to cost overruns not only through the
normally expected inflationary cost escalation but in this instance also
through exchange rate developments in. which the US dollar depreciated
against the currencies of major suppliers of equipment and materials
(PCR, para 16). The full extent of the large cost overrun of 47 per
cent expressed in US dollars is, however, explained by the outlays for
additional major components during implementation (PCR, para 26).

2. Copra Purchasing by SCPL and Long-Term Supply

68. Prior to the formation of SCPL and the commissioning of the
Mill, the Copra Board had acted since 1948 as the sole purchaser of
copra either directly from growers or from intermediate traders and then
acted as the sole export trader for the country's copra production.
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With the establishment of the Mill the Copra Board's functions had to be
expected to be somewhat changed and/or limited. However, no
institutional arrangements were worked out or agreed upon at the time of
appraisal. It was only determined that the Government would continue
its support for the fpconut Replanting Scheme to Increase overall
availability of copra.— It was also agreed that the Government will
obligate the Copra Board to purIjase from farmers at reasonable prices
to further stimulate production.-

69. Nothing was specified on how the currently available copra
supply was to be shared or on what basis transactions would be made
between the Mill and the Copra Board. Judging from the amount of copra
available at the time of appraisal and the milling capacity to be
established it appears that the entire copra crop was expected to be
made available to the Mill in order to establish a financially viable
milling operation. Therefore, the Copra Board was to cease exporting
copra and deliver the entire copra production to the Mill. This
change-over was expected to take place during 1982 and as soon as the
Copra Board had fulfilled its existing copra trading commitments.

70. It turned out, however, that the coordination of the functions
of the Copra Board and the Mill was difficult to achieve. The Copra
Board continued exporting substantial quantities of copra over a longer
period of time than expected. From the trial start-up of the Mill in
April 1982 and well into full commercial operations in May 1983 the
Copra Board still exported almost 5,000 tons of copra. SCPL's
management became concerned about obtaining sufficient copra to operate
the mill at a viable level of capacity utilization and began attracting
deliveries by coconut growers directly to the mill gates by offering a
price differential. 	 During the first quarter of 1983 the price
differential offered to suppliers reached 15 per cent.

71. Because of higher copra prices paid at the Mill together with
transport cost savings for some growers and real or perceived service
improvements during deliveries to the Mill, SCPL was able to attract as
much as 40 per cent of its copra supplies directly from producers and
traders. Some of these developments deviated from the intentions
expressed by the Government at the time of appraisal ffd some were also
in conflict with legal provisions in the Copra Act.— Nevertheless, a
temporary license was Issued to SCPL to sanction the direct purchase of
copra by the Mill. This arrangement reportedly resulted in difficulties
for the Copra Board in administrating the copra price stabilization
scheme.

72. On the basis of new policies by a new government formed after
elections in December 1984, SCPL's Board decided in April 1985 to
suspend direct purchases of copra from suppliers and all of the

1/ AR, para 11 and Loan Agreement, Schedule 6, para 1.
2/ AR, para 11 and Loan Agreement, Schedule 6, para 2.
3/ The Copra Act of 1981 designated the Copra Board as the sole end

purchaser of all copra.
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country's copra Is now again purchased by the Copra Board and then sold
to SCPL. This arrangement implies disadvantages for the SCPL because
additional handling and transport are Involved and the grading and
initial storing of copra are out of control of the Mill. It resulted in
additional cost burden for the coconut sector.

73. During the first three years of the Mill's operation the
institutional arrangements and logistics of copra supply to the Mill
were of major concern. In the longer run the development of Western
Samoa's coconut production potential becomes a major issue. Available
data show that copra production has increased substantially since 1980
and 117as exceeded the medium growth rate projections of the AR (AR, Annex
3).-- Knowledgeable persons in the coconut sector confirm that copra
production compares favorably with many of the stagnating crops
throughout the agriculture sector. During the last 12 years copra
production increased by an average annual growth rate of 4 per cent.

74. This by no means approaches the potential for copra production
if replanting and more intensive cultivation were applied on a larger
scale. In particular the large-scale plantations of the Western Samoa
Trust Estates Corporation (WSTEC) which could be expected to have the
most immediately realizable growth potential have performed
disappointingly. The share of WSTEC in the total copra production had
not significantly Increased by 1984 and amounted to only 16 per cent,
while It owned 15 per cent of the national acreage planted with coconut.
In fact It appears that the increase in copra production has been
largely generated by the smallholders. The acreage planted with coconut
has been extended by smaliholders and the efforts of some progressive
growers, who replanted with high-yielding trees, have come to
fruition. While these long-term efforts have increased output, overall
productivity remays comparatively low with average yields of 600 kg of
dry copra per ha.-

75. The long-term efforts have not been persistently continued by
a large number of growers. The current pace of replanting might just
about compensate for the declining production from aging trees. Also
measures to increase yields within the short-term are not applied on a
significant scale as poor cultivation practices persist including lack
of weeding and fertilizing and failure to properly manage underplanting
and intercropping. No substantial improvements have been achieved
through programs which the Government had in mind at the time of
appraisal (see para 10). The improvements in institutional support
which the Bank Identified at appraisal (see para 11) were only partly
achieved.

76. As a result of discussions with knowledgeable persons in the
field, the PEM concludes that some acceleration in the pace of
replanting can be assumed but that It cannot be realistically expected

1/ The appraisal made projections according to high, medium and low
growth rates.

2/	 Western Samoa Agricultural Sector Study, October 1984, para 281.
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that cultivation practices will be dramatically improved. Therefore
immediate large increases are not expected, especially since the
cyclical downswing of the world market price may dampen incentives for a
number of years. The PEM concurs with SCPL's projections of a 3 per
cent average annual growth rate of copra production. This projected
growth over the next 12 years implies a slowdown compared with the
average annual growth of 4 per cent registered for the past 12 years.
Nevertheless, P?jected quantities will approximate the AR's "high" set
of projections— (historical data on copra production, appraisal
estimates and the PEM's projections are contained in Appendix 3).

77. In reality production is expected to show substantial annual
variation as In the past. These annual variations have no systematic
relationship with the price for copra and the phenomenon Is due to
varying weather conditions but Is also due to indeterminable behavior
patterns of growers. For instance most growers have a substantial
margin for their production by varying their collection efforts. It Is
estimated t3lpt as much as 25 per cent of the annual yield can remain
uncollected— because the nuts from stands of the trees In isolated
areas are not collected or the fallen nuts remain hiddei 1in underbrush
and weeds, germinate In the field or are eaten by vermin.—'

78. No specific studies have been made of the determinants of
copra supply variations but it is hypothesized that higher prices induce
some growers to Intensify collection while others are concerned only
with maintaining their income and relax the collection effort. The
reactions to falling prices are also mixed. Some growers will collect
more often and more intensively while other growers neglect the coconut
harvest and direct efforts to other crops. These tendencies together
with weather conditions result in a seemingly erratic growth pattern of
copra production. This must also be seen in its soclocultural context
in which most of the agricultural production is still geared towards
self sufficiency on the village level and within the extended family.
Exclusive reliance on commercial cash cropping, specialization and
commercially oriented decision-making are yet unfamiliar for a large
section of the rural population.

3. Copra Price Stabilization Scheme

79. In regard to the usefulness and effectiveness of the price
stabilization scheme, the PEM has sampled opinions In the field which
were in agreement that the stabilization scheme did not, and could not,
be realistically expected to stimulate by itself a substantial increase
in production. Also, in regard to the aim of income protection for the
growers, the achievements are questionable. Data from the Copra Board
were available to the PEN only for the period 1981-1984.

1/ AR, para 12 and Appendix 4.
2/	 It Is the practice In Western Samoa to collect only fallen nuts and

not to harvest the nuts from trees.
3/ Western Samoa Agricultural Sector Study, para 281.
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80. During these four years the world market price had an upward
trend and the relatively small price declines during 1982 did not have
significant impact within the five-year moving average which forms the
basis for the stabilization scheme. As a result, only very small
subsidies were paid to growers. On the other hand, during 1983 and 1984
substantial world market price increases were tempe1rpd in the five-year
average which is calculated from current values.— Furthermore, the
guaranteed purchase price was set in such a way that substantial levies
were collected. During the second quarter of 1985 the decline in the
world market price has so far resulted in paying out relatively small
subsidies. The comparisons of large levies and small subsidies together
with the substantial administrative costs incurred by the Copra Board
led to criticism 25hat the current arrangements do not provide incentives
for the growers (appendix 14 contains the relevant data for the
1981-1984 period). The PEN observes that the capacity of the Copra
Board to uphold a reasonable purchase price over a longer period of
price decline is questionable since most of the stabilization fund is
placed in Government obligations which may not be easily redeemable in
time of a depressed coconut sector.

81. In addition to the questionable effects on copra production,
the setting of the price of the Mill's copra input limits the Mill's
ability to fully realize its earning potential and may endanger its
financial viability. It is the PEM's opinion that a price stabilization
scheme, if at all justified, ought not be based on copra which has now
become an intermediate input but ought to be more logically based on the
final results of coconut oil production and trading. This means that
any guaranteed prices, levies or subsidies ought to be based on the
profits of SCPL. Such revisions in the price stabilization scheme would
require legal and institutional changes which in turn would render the
Copra Board superfluous in its present form.

4. Long-Term Demand and Price Developments for Coconut Oil
and Prospects for SCPL's Expansion

82. Time-series data on commodity pricing indicate a cyclical
movement of prices over a four to five year period. During the last
quarter of 1984 prices seem to have peaked at US$1,100 and since then a
downswing is observed. However, the price movements are far from being
regular. The Philippines dominates world trading in coconut oil as it
commands 75-80 per cent of the entire supply and events such as crop
damage or the recent attempts to defend a floor price and manipulate
supplies at least temporarily are reflected in the world market price.

1/ Using current values in the calculation depresses the five-year
average.

2/ This view is also supported by a more comprehensive analysis
undertaken in Western Samoa Agriculture Sector Study, Volume II,
paras 5.424-5.433.
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83. Coconut oil as exported by the Mill is considered crude oil
and has no direct uses. Only after semirefining, i.e., bleaching and
deodorizing, the oil becomes a direct input for the production of edible
oils, fats and cosmetics. With each additional step of refining and
chemical processing additional products and basic chemicals result that
are either used directly or serve as Inputs in the manufacturing of
intermediate industrial products or consumer goods (appendix 15 provides
an overview of refining and the resulting products).

84. For a number of edible and nonedle products coconut oil
competes directly with other vegetable oils.— However, for some uses
coconut oil enjoys advantages over other oils in terms of less costly
refining and any substitution by other oils involves added cost of
processing. For a few uses the specific chemical properties of coconut
oil limit direct substitution to palm kernel oil. Only about 20 per
cent of the traded volume constitutes a minimum requirement for which
there is no convenient substitute. This pattern of usage and
substitutability results in the demand for coconut oil being rather
elastic with respect to price.

85. The total volume of the major traded vegetable oils has
increased by an average annual growth rate of 4.5 per cent during the
past five years and is expected to continue through the year 2000 at an
only slightly smaller growth rate. However, the demand for coconut oil
has not kept pace and at the past and projected average annual growth
rate of only 2.7 per cent coconut oil is expected to lose some of Its
market share. During the 1970s coconut oil's position was threatened by
increasing availability of soybean oil. During the 1980s and 1990s the
substantial expansion of palm oil production, aggressively pursued by
Malaysia and Indonesia, is expected to maintain pressure on the price of
coconut oil. Competition from palm oil is particularly severe since Its
increasing volume results in a parallel Increase in palm kernel oil
which has properties that permit direct substitution for a number of
uses. Non-traded domestically consumed coconut oil promises a more
favorable development. Its aggregated volume worldwide will reach twice
the volume of traded coconut products by 1992. However, the potential
for domestic uses varies from country to country and in Western Samoa
the development2 pf a local market for part of its coconut oil has only
recently begun.-

86. Despite the possibility that the international market for
coconut oil and prices will not Improve in the long run, Western Samoa
will have to continue to rely on this resource to earn foreign exchange.
The relationship between the local resource expenditure and the value of

!/ Other worldwide traded oils are: soybean oil, palm oil, sunflower
oil, palm kernel oil, cotton seed oil, groundnut oil.

2/ Coconut oil Is being used In simple soap manufacturing in a
WSTEC-owned plant; another small-scale business produces coconut
oil-based skin preparations; about 10 per cent of SCPL's meal
output is purchased by a feed mill.
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foreign exchange earnings is likely to remain favorable at least in the
short run. Also the financial performance of SCPL is projected to be
favorable throughout the evaluation period. The task remains, however,
to maximize the benefits for the national economy and to compensate for
the expected long-term decline of the coconut oil world market prices.
Some possibilities which could be examined are:

(i) increase the production of copra;

(ii) expand the milling capacity to achieve economies of
scale;

(iii) increase SCPL's productivity and cost efficiency;

(iv) make commercially oriented decisions as to whether
export copra or oil or a combination of both,
depending on price movements;

(v) expand SCPL's operation into refining crude coconut
oil into a few marketable raw materials for the food
industry, the chemical industry and manufacturing;
and

(vi) develop local demand for edible coconut oil and for
manufactured products requiring coconut oil inputs.

The prospects of expanding into additional production stages are being
explored by SCPL which has already undertaken an assessment of various
processes and costs and has commissioned a market study to determine the
range of marketable products which would result from semi-refining
coconut oil (see Appendi 1 15). SCPL is also exploring the means of
financing its expansion.— If the market study determines assured
markets for products that can be obtained through simple mechanical or
chemical processing PEM considers it to be important that production
commences as soon as possible for SCPL to gain a market share and to
benefit from the premium on the returns for those suppliers who enter
the market early. SCPL is also exploring the commercial prospects for
processing other parts of coconuts, i.e., fiber and shells, but careful
assessment is recommended before diversification into completely
different product lines is attempted.

5. Institutional Arrangements in the Coconut Sector

87.	 Two institutions, the Copra Board and SCPL, are now directy
involved in handling the coconut sector's commercially traded output.-

1/ An application for a loan for refining equipment was submitted to
the Bank for Inclusion in a multiproject loan. The Bank has,
however, recommended that the future loan requirements of SCPL be
met by the Development Bank of Western Samoa.

2/

	

	 In addition, the Department of Agriculture has responsibilities in
the agricultural production.
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The Copra Board's mandate and functions are aimed generating benefits
for growers and inducing increases in productiori. t The merits of this
arrangement are now debated in Western Samoa on the basis o,studies and
recommendations by various lending and assistance agencies.— The issue
falls outside of the PEM and the focus here is on the interaction
between the Copra Board and SCPL.

88. At the time of appraisal the interagency relationships
involving the newly established SCPL were neither assessed nor defined.
Only at the commencement of SCPL's operations the organizational
implications became apparent in the form of overlapping functions,
vested interests and conflicts (see paras 68-72).

89. The confusing arrangements concerning the physical control
over copra continue. For more than a year the Mill was allowed to
attract as much as 40 per cent of the total copra deliveries directly to
Its gates, but as of the time of the PEN's visit the Copra Board has
again been empowered to act as the sole buyer for all copra. This was
enacted on the premise that the price stabilization scheme can only be
effectively operated if it is linked to the physical control over copra.
While this may be so, the PEN has argued that the existing price
stabilization mechanism based on the export price of copra has become an
anachronism since copra has now become an intermediate product and is no
longer exported. Instead, any stabilization scheme should now be based
on the price of oil and copra and the means for the price support ought
to be derived from SCPL's financial returns. If these premises were
accepted, the Mill would directly obtain all copra from growers and the
price stabilization scheme could be administered by a very small staff
of a 3specialized agency while the funds could be held by the Central
Bank. -

90. The Copra Board's administrative apparatus would become
superfluous as well as the costly procedures involving additional
transport, handling, weighing, storing, sorting and drying of all copra.
The country's coconut sector is too small and too vulnerable to the
possibility of long-4prtn decline of prices to afford increases in
administrative costs.— While these points are now being debated, it
must also be realized that drastic administrative reform has
implications beyond purely economic or commercial considerations.

1/ The Copra Board was first established in 1948 and was patterned
after New Zealand's governmental marketing and price stabilization
agencies, then its statutes were amended in 1981.

2/ The issues were analyzed and recommendations were made in the
Western Samoa Agricultural Sector Study, Volume I, para 1.99 and
Volume II, paras 5.414-5.433.

3/ A similar proposal is contained in Western Samoa Agricultural
Sector Study, Volume I, para 1.99.

4/ According to information available to the PEN the Copra Board's
administrative costs in 1982 amounted to WS$l.134 million and was
budgeted for 1983 with WS$l.037 million which almost equalled the
administrative budget of the Department of Agriculture.
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6. Determinants of SCPL's Financial Performance
and Long-Term Profitability

91.	 The main underlying developments for SCPL's favorable past and
projected financial performance are as follows:

(i) SCPL has obtained windfall gains from the exchange
rate development in which the local currency
deteriorated against the US dollar from WS$O.79 at
the time of appraisal (1977) to WS$2.l7 in July
1985. The local cost of copra has not experienced
a corresponding inflationary increase since the
local copra price	 is pegged against	 the
international price. The Mill has benefited
because copra inputs as well as operating expenses
constitute mainly local costs while the oil and
meal outp,zts are traded against US$ or equivalents
thereof .-

(f11) The world market price for the Mill's products was
on the upswing since the commissioning of the Mill
and has peaked during 1984. Although prices are
now falling they are likely to remain above the
long-term average through 1985 and for some time
during 1986.

(iii) The copra production has turned out encouragingly
and gives reasons to assume the tendency to
increase somewhat faster than originally projected
(see paras 73-78).

(iv) The Mill has obtained additional equipment through
grants converted into Government equity (see para
16). Moreover, the mill was able to finance a
fourth expeller unit which will increase milling
capacity by 25 per cent. The PEM's projections
take into account the expansion of the Mill over
and above the scope of investments and the scale of
operations envisaged at appraisal.

92. Several factors and tendencies could adversely affect SCPL's
profitability in the future. These have not become manifest because of
substantial windfall gains from the appreciation of the US dollar
earnings against the local currency. However, should the local currency
strengthen against the US dollar several of the assumptions that entered

1/ For instance, in 1984 the cost of copra inputs exceeded the
appraisal estimate by 125 per cent but the selling price of the o11
output had exceeded the appraisal estimate by 189 per cent when
expressed in local currency. As a result of these developments
SCPL's profitability is not as sensitive to copra prices as was
determined at appraisal.
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the PEM's projections could threaten SCPL's profitability. The
following factors and conditions will have to be monitored to ensure
corporate profitability:

(1) The positive development of the copra production
during the past years (see paras 73-78) will have to
be maintained. Even at PEM's cautiously projected
annual growth rate of 3 per cent coconut growers as
well as government institutions concerned have to
intensify their efforts to compensate for the ageing
of existing trees (see para 75). In the PEN's
projections the copra supply will temporarily fall
short of the Mill's expanded capacity by a few
thousand tons. It is expected that the supply gap
can be filled with copra purchased from other island
nations.

(ii) In the past, an institutional conflict in the
coconut sector has constrained the availability of
copra to the Mill (see paras 87-90). For instance,
during the first year of operation the Copra Board
continued exporting substantial amounts of copra
forcing the Mill to slow down on account of copra
shortages. If current Government policies were to
change or if technical or administrative
complications would periodically affect copra
supplies the Mill's profitability would be adversely
affected.

(iii) At present the stabilization scheme for copra prices
continues to be based on the international copra
price even though no more copra is exported. Funds
for the copra price support are accumulated from
levies included in the payments by the Mill to the
Copra Board. The prices paid by the Mill directly
affect the Mill's costs and profitability. During
the period of weakening local currency and high
coconut oil prices it caused little burden to
support the floor price determined in local
currency. It is conceivable, however, that the
regulation of the Input jr/ce can negatively affect
the Mill's profitability.—

(iv) Assumptions about the Mill's capacity utilization
were somewhat unrealistically optimistic at
appraisal. With the operational experience at hand

1/ In this context, the PEM suggests determination of the floor prices
and the levies and/or subsidies for the coconut growers on the
basis of the Mill's net profits (para 81).
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the attainable maximum number of plant operating
days as well as the number of expeller operating
days had to be scaled down (see para 26). To
maintain the achievements in plant utilization and
extraction efficiency expert technical production
management has to be maintained at SCPL.

(v) The world market prices for coconut oil and meal
have developed favorably during the first three
years of operation (see para 29) but the PEM's
financial projections are based on 11-year average
prices (in constant US$ values). This period
includes two peaks and troughs in the cyclical price
movement. There is the possibility, however, that
coconut oil might lose some of its market due to
increased competition from palm and kernel oil (see
para 86).

(vi) The successful marketing efforts of SCPL during its
past operation will have to be continued not only to
yield adequate returns in the volatile commodities
future market but also to maintain the goodwill as a
reliable supplier.

(vii) At the time of appraisal a 10-year tax exemption
period was assumed. The PEM discovered that
subsequent legislation has provided only a five-year
tax free period after which a tax rate of 42 per
cent on corporate profits would take effect. This
significant taxation is included in the PEM's
projections of SCPL's financial performance and it
appears manageable in view of the overall
profitability due to the windfall gains from the
exchange rate movement. This taxation can be
interpreted as dividend payments on the substantial
equity participation of the Government. The
taxation (or dividend payment) has to be evaluated
in future with view of the further development of
SCPL's profitability and the role and financial
burden SCPL is going to play in any price
stabilization scheme.

93. The quantitative details of SCPL's financial performance and
financial viability as well as the financial projections are contained
in the actual and projected income statements, balance sheets and
statements of changes in SCPL's financial position for the 15-year
period from the mid 1982 to mid 1997 (see Appendixes 5, 6, 7 and 8).

7.	 Interpretation of Economic Evaluation Results

94.	 The unfavorable outcome of the evaluation when based on
international prices for copra as well as for oil calls for some
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interpretation. The major reason is that the international prices have
for a considerable period shown a tendency to maintain only a rather
narrow difference between the price of oil and the price of copra
(see Appendix 12). At the time of appraisal the assumptions of prices
for copra and oil allowed for an unrealistically large price
differential of almost US$200 throughout the Project's evaluation
period. With the Mill's extraction efficiency assumed at 63 per cent
even under these optimistic price assumptions a loss of US$40 would
occur per ton of oil exported instead of copra exported.

95. The actual prices developed even less favorably. Since 1976
the price difference between one ton of copra and one ton of oil fell
short of projections and during all the years, except 1984, the
corresponding loss from exporting oil instead of copra ranged around
US$200 (see Appendix 12). This somewhat unexpected development is
attributed by Industry experts to two developments:

(1) the rapid changeover in the producer countries to
processing of copra and exporting of oil thus
competing with the premium prices for oil enjoyed
by the yearly oil milling operations in producer
countries; and

(ii) the remaining oil mills in the importing countries
bid up the price of copra to utilize their
existing milling capacity especially since
shortages are created through prohibition of copra
exports in major producer countries.

96. The evaluation approach on the basis of international prices
is based on the assumption that copra continues to be sought after on a
large enough scale to assure that SCPL can conveniently place all its
copra positions in the commodity market. This assumption is difficult
to maintain. The fact that a world market price for copra continues to
be quoted does not necessarily also mean that Western Samoa could
conveniently market its copra. Persons knowledgeable in this particular
trade contend that Western Samoa would currently encounter diffiylties
in marketing copra because the quantities are relatively small,— and
shipping costs for small quantities are relatively more expensive.

97. In the longer run the prospects for marketing copra are even
less assured because the volumes of internationally traded copra are
declining. This is due to the decrease in the number of processing
plants in the importing countries which are less prepared to handle the
cumbersome logistics of copra and to alternate their milling operations
between copra and other raw materials for oils and fats. The copra
trading volume is further expected to decline because major producer
countries have begun to refine coconut oil into various products and
base chemicals which may eventually obviate the entire range of simple
milling and refining in the industrialized consumer countries.

1/ Copra cannot be stored and accumulated for more than three months
without deteriorating.
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98. In view of these developments, the PEM has applied an
additional evaluation approach by comparing the domestic resource
expenditure for producing copra and exporting oil with the foreign
exchange revenue earned from the export of oil and meal. The
comparatively high EIRR of 30 per cent resulting from this evaluation
methodology is consistent with the favorable financial performance of
SCPL. This in turn is consistent with economic theory through the
following argumentation: the more the balance of payments and the value
of the local currency deteriorate the more profitable become those
economic activities which utilize relatively cheap local resources to
earn highly valued foreign exchange. The demonstration effect from such
highly profitable activities would spur the expansion of these
particular activities and would eventually increase the national
product, improve the balance of payments and improve the exchange rate
of the local currency. Such economic trends would come into play under
the premise of a free market system and an adequate economic base and
under the assumption that entrepreneurial initiative and manpower
qualifications are available on a large enough scale.

99. In summarizing the evaluation results, relevant conclusions
can be drawn from both evaluation approaches. Assuming that the export
of the country's entire copra production would begin to encounter
increasing marketing difficulties, the provision of production
facilities for oil and the export of oil provide an alternative within
Western Samoa's limited options to earn foreign exchange. In fact the
Mill constitutes a logical step in the efforts to utilize production as
well as retaining the country's market share in international trading.
The economic losses imputed when the Project is evaluated on the basis
of international prices may be necessary in the short run to assure a
steady source of foreign exchange in the long run. However, the
currently expended domestic resource costs can be minimized by removing
the institutional and legal constraints In the coconut sector and to
permit flexibility in trading either copra or oil or a combination of
both (and possibly refined products) to maximize the returns of SCPL as
well as the benefits to the economy.
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III. CONCLUSIONS

A. General

100. The Project is considered a successful undertaking which is
achieving most of its objectives and holds promise to achieve all
objectives in the long run (paras 18, 44, 58, 63 and 99).

101. The delay of 20 months as well as the 47 per cent cost overrun
were partly due to the expanded scope of the Project (paras 66-67).
However, all modifications and additions to the Project turned out to
have been justified and have improved operations (para 17).

102. The processing of copra into coconut oil and copra meal
functions satisfactorily and within industry-specific performance
standards (para 19).

103. The original Project Included, and SCPL continues to receive,
contributions from several aid agencies In addition to the Bank's loan,
and effective interagency pooling of contributions was demonstrated
(para 16). The systematic build-up and expansion of the enterprise was
made possible through sufficient consultant services made available
during implementation (para 18).

104. A major drawback occurred in the form of unresolved
institutional arrangements In the coconut sector which continue to
affect not only the cost efficiency of SCPL's processing and trading but
also appear Ineffective in providing incentives to the coconut producers
(paras 87-90). In spite of the constraints copra production has
Increased to approach the "high" growth rate of the appraisal's
projections (para 73).

105. A shortcoming is that the new corporate entity Is not yet
firmly established since the technical operation, financial management
and marketing still depend on expatriate manpower (para 44). The needed
complement of expatriate manpower was not consistently available to SCPL
(paras 36-38). Only partial progress has been made in transferring
management responsibilities to suitably prepared nationals (para 44).

106. The financial performance of the newly established corporate
entity exceeds expectations mainly because the local currency equivalent
of the revenue from outputs developed very favorable in comparison to
the costs of Inputs, which In turn was due to the rapid deterioration of
the exchange rate of the local currency (paras 45 and 91).

107. The Project generates economic benefits and contributes to the
national economy by utilizing almost exclusively domestic resources to
earn highly valued foreign exchange (paras 61 and 98).

108. The PEN's economic evaluation has also shown, however, that
the exclusive production and export of crude coconut oil does not
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constitute an optimum approach in a situation in which both the inputs
and the outputs can be internationally traded. Institutional
arrangements have to be reviewed and adapted to permit flexible and
commercially oriented decision making on exporting copra as well as oil
depending on prices and marketability (paras 94 and 99).

B. For the Bank

109. The provision of Mill management consultants to operate the
plant, during the initial years, was a well-conceived Project component
(paras 12 and 35).

110. Since the need for an expatriate financial management expert
with Industry-specific experience was established at appraisal, the
Bank's subsequent relenting on this requirement has been, and continues
to be, a constraint in the Project's operation. Cutbacks in the
managerial Project components ought to be avoided unless thoroughly
assessed and justified (paras 37-38).

111. When establishing a new corporate entity, the Institutional
implications ought to be fully assessed and interagency relationships
defined, agreed upon at appraisal and followed through according to a
schedule (para 88).

C. For the Executing Agency and the Borrower

112. The provision of consultant services contributed to the
successful operational and financial performance of SCPL. It is
important that suitably experienced management services continue to be
employed with SCPL's and/or Government resources (paras 28, 40, 41 and
64).

113. More systematic and persistent efforts are needed on the part
of the Government and the Board of Directors of the SCPL to train
indigenous personnel over a sufficient period of time to assume
management position (para 44).

114. Since suitably experienced financial management personnel is
of crucial importance, the necessary resources have to be allocated to
either attract locally available expertise or contract expatriate
personnel (para 40).

115. The functions of governmental agencies in the coconut sector,
especially the marketing and purchasing arrangements, the copra price
stabilization scheme and cost and revenue sharing ought to be reviewed
in view of the costly burden and questionable benefits derived from
present procedures and institutional arrangements. The objective should
be to maximize the benefits to the national economy (paras 72, 80, 81,
90 and 99).



116. The processing of copra for other South Pacific countries
would be financially advantageous for SCPL and the processing and
trading margins earned would contribute to the national economy.
Therefore, the Government should make all necessary logistic and
administrative arrangements to facilitate such trade (para 27).

117. Any further expansion of the oil milling capacity and the
possibility of production of seuiirefined oil derivates has to be
carefully examined not only in financial terms but also in the context
of the national economy (paras 27, 86 and 99).
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Appendix 2

COPRA PRODUCTION, EXPORTS AND MILL'S INTAKE
Historical Data, Appraisal Estimates and PEN's Projections

(metric tons)

	

Average	 Past and

	

Annual	 Planned

	

Copra Po- Growth	 AR Projections	 Copra	 Mill /
Year	 tion	 Rate	 (medium set) (high set) Exports Intake

Actual

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985

4%
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at Difference between production and export and/or mill intake represents
copra storage.

b/ Only data for January through June were available, PEN projected the
data for the remaining seven months.

Cl Any shortfall between copra production and planned intake by the Mill
(expanded to four expeller units) is intended to be made up by copra
intake from other island nations.

(Reference in text: page 7, para 21
page 13, para 45)
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(Reference in text: page	 7, para 22
page 8, para 24
page 13, para 45
page 21, parl 76)
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WORLD COCONUT OIL TRADE AND PRICE DEVELOPMENTS AND PRICES OBTAINED BY SCPL

-	 Development of Coconut Oil	 Market Price
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Actual
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1,312
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19851984 (Jan_Ju4e)
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a!	 Actual data extracted from IBRD: Price Projects for Major Primary Coditias, 1980; Projections for annual averages during S—year intervals
from "Oil World", Raurg, Noveer 1984.

b/	 "Oil World, Statistical Report, hamburg, 1983.
Cl	 Manufacturing Unit Value Index was used.
d/	 IBRD: Price Prospects for Major Primary Cotimodities, Vol. 1, September 1984.
e/	 Samoa Coconut Products Ltd's projected on the basis of post cyclical price movement and incorporating a 3 per cent premium om high quality Samoan Oil
Li	 Average prices of monthly sales.
&/	 Freight and insurance account for 15 per cent.
h/	 When adjusted to 1984 value, this price amounts to 664.

(Reference in text: page 10, para 29)
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Appendix_5

ACTUAL AND PROJECTED INCOME STATEMENT
Samoa Coconut Products Limited

(In 4P3$'020)-	 --

DSC.ACTIJAL	 FSl'IM4.T)	 PROJE.CTION
1982	 1983	 19W4	 1985	 1986	 1987	 1988	 1989	 l)	 1991	 1992	 1993	 1994	 1995	 1996	 1997

c,ra equirss,ts ('rr)

Prreh.Etir Vo1,nr (SIT)
Cr,.,t 011
xl1er PeIlet.q

Ilil Si-up 0173
(r--1ut 011
Txps Liar Pellets

Sales ."-Ir (SIT)

Tht 041
çei1er Pellets

Sa]ee Re'e	 (CII')
C.,cc,ujt Oil
ixpeller Pej1et

LISS:
lroker' q CQTTI1SSILTI

Cc OU

Expe!.lers PeL1et

Sales Pev	 (FT)

C,Jt Oil

PI*J_let PeLlets

ProItli Cost
Sopra
Pcwer
dater
PI.el

'isc. OLi/Otkrs/Adj
Laqirsrse

al Rspafrs
- xr 'Mamifacoidj,g Salaries

it
't of ?rxksti,x,
,'tod2s e1zydn (+)

'Pv':tiriE'.s Eni (-3
- CeTes2s Scl3
;-ro- Profit
1'	 ieaes

-98intetrative
e I ir
T:ral ierotf04 qse

es: writL' Profit
tier lqs'1

aisnt -ssLctae
Pt rect

-ts
I r,t.[i

('ther OssTnF/Net
'a't Profit Be5re Tmc

T

Oat Lrsssa After T

(ributia-, )f Net trr
Retat'i Earn1rgs (Deficit) Beg.

t trais After T, (toss)
1ivIie'4( Pae,(ts
etairsd Earoings Oil

8atli
Cperat1r ProfIt to RE

Sales (Z)
Net Profit Before Tc to

Pt Sales (7.3

Net icar
To RIB Sales (%)

14,477 20,150 18,443 23,050 27,1813 30,10) 30,10) 30,183) 30,10) 10,13(1) 24,10) 24,118) 24,185) 24,181) 24,111) 	 10,110

8,679 12.128) 10,994 L3,83() 16,2(X) 18,1813 18,181) 18,11)3 18,C(X) 18,118) 14,4(83 14,4(X) 14,4(X) 14,4(X) 14,4(0 	 6,CO)
4,473 6,205 5,456 7,376 9,640 9,6(8) 9,6(0	 9,6(1)	 9,6(X)	 9,6(X)	 7,618)	 7,68)	 7,618)	 7,680	 7,681	 3,2(X)

642	 387	 457	 276	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -
614	 476	 711	 124	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

	

8,037 12,276 10,537 14,104 16,2(0 18,118) 18,1110 18,111) 18,0(8) 18,718) 14,4(1) 14,4(33 14,4(0 14,4(X) 14.4(0 	 6,7(13
3,859 5,729 4,745 7,5113 8,640 9,6(8) 9,6(0	 9,60)	 9,6(1)	 9,603	 7,68)	 7,683	 7,68)	 7,68)	 '.618)	 3,218)

	

4,834 12,426 22,667 20,848 23,660 26,289 26,289 26,289 26,289 26,289 21,031 21,031 21,031 21,031 	 21,031	 6,763
796 1,294	 1,345	 2,778	 2,972	 3,302 3,302	 3,302	 3,302	 3,302	 2,642	 2,642	 2,642	 2,642	 2,642	 1,101.

	

5,630 13,720 24,012 23,626 26,632 29,591 29,91	 29,591	 79591	 29,591	 23,673	 2.3,673	 23,673	 23,673	 23.67'S	 8.864

	

7(8) 1,281 1,470 1,968 2,28) 2,511 2,511	 2,511	 2,511	 2,039	 2,118	 2,118	 2,109	 2,118	 2,0(9	 837
415	 645	 688 1,(8 1,253 1,392 1,392	 1,392	 1,392	 1,392	 1,114	 1,114	 1,114	 1,114	 1,114	 464

	

4,134 11,145 21,197 18,880 21,4(X) 23,778 23,778	 73,778	 23,778	 23,778	 19,022	 19,1)22 19,022	 19,022	 19,122	 7,926
381	 649	 657	 1,690	 1,719 1,91.0 1,910	 1,910	 1,910	 1,910	 1,528	 1,528	 1,528	 1,528	 1,528	 637

	

4,515 11,794 21,854 20,570 23,119 25,688 25,688 25,688 25,688 25,688 20,550 20,550 20,550 20,550 20,550 	 8,563

	

3,983	 9,215	 17,678	 15,812	 18,522	 20,518)	 20,58)	 20,5(0	 20,580	 20,5(0	 16,464	 16,464	 16,464	 16,464	 16,464	 6,883

	

183	 326	 419	 527	 617	 686	 686	 686	 686	 686	 549	 549	 549	 549	 549	 5-81

	

-	 -	 2	 2	 3	 3	 3	 3	 3	 3	 3	 3	 3	 3	 3	 1

	

109	 144	 94	 118	 139	 154	 1.54	 154	 154	 154	 123	 123	 123	 123	 123	 85

	

6	 41	 41	 55	 65	 72	 72	 72	 72	 72	 58	 58	 58	 58	 58	 24

	

61	 9	 U	 10	 30	 30	 30	 30	 30	 30	 30	 30	 30	 30	 30	 13

	

36	 44	 45	 69	 69	 69	 69	 69	 69	 69	 69	 69	 69	 69	 69	 29

	

12	 173	 125	 151	 176	 193	 193	 193	 193	 193	 158	 158	 158	 158	 1.58	 77

	

86	 11.0	 206	 230	 245	 258	 258	 258	 258	 258	 231	 231	 231	 231	 231	 169

	

179	 263	 266	 3(83	 3(1)	 3(3(1	 3(0	 318)	 3(31)	 2(X)	 2(0	 218)	 203	 203	 1.50	 (3

	4,655	 10,325	 18,887	 17,296	 20,166	 2.2,345	 22,345	 22,345	 22,545	 22,245	 11,885	 17,885	 17,985	 17,885	 17(5)5	 7,7

	

-	 350	 4181,3-831,040	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

	

350	 418	 1,483	 1,060	 1,040	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

	

4,305	 10,257	 17,822	 17,739	 20,166	 22,345	 22,345	 22,345	 22,345	 22,245	 17,885	 17,885	 17,885	 17,885	 17,835	 7,'fl7

	

210	 1,537	 4,032	 2,831	 2,953	 3,143	 3,343	 3,343	 3,34)	 3,46)	 2,665	 2,665	 2,665	 2,665	 2,iIj	 '4T

	247	 392	 326	 326	 6(57	 443	 432	 432	 432	 4128	 409	 4(18	 4181	 4)28	 358	 149

	

94	 170	 323	 426	 4(56	 5)8	 538	 538	 538	 434	 434	 434	 434	 434	 181

	

341	 562	 649	 752	 973	 981	 920	 920	 970	 966	 942	 942	 842	 842	 792	 38)

	

(31)	 975	 3,383	 2,079	 1,980	 2,362	 2,373	 2,373	 2,373	 2,497	 1,823	 1,823	 1,823	 1,823	 1,923	 531

	

17	 56	 38	 114	 114	 114	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

	

214	 319	 281	 216	 171	 126	 120	 83	 64	 45	 25	 5	 -	 -	 -	 -

	

231	 375	 369	 330	 235	 240	 120	 81	 64	 45	 25	 5	 -	 -	 -

	

(362)	 6(1)	 3,014	 1,749	 2,695	 2,122	 2,253	 2,290	 2,309	 2,452	 1,798	 1,818	 1,823	 1,823	 1,923

	

-	 97	 117	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

	

(362)	 697	 3,131	 1,749	 1,695	 2,122	 2,251	 ,290	 2,5)9	 2,452	 1,798	 1,818	 1,821	 1,82.3	 1,92.3	 531

	

-	 -	 -	 -	 -	 646-	 946	 962	 970	 1,030	 755	 764	 766	 766	 7828	 223

	

(362)	 697	 3,131	 1,749	 1,695	 1,454	 1,307	 1,328	 1,339	 1,422	 1,043	 1,054	 1,057	 1,057	 1.115	 108

	

-	 (362)	 335	 3,466	 5,215	 6,641	 7,826	 8,864	 9,923	 10,993	 12,146	 12,920	 13,705	 14,493	 15,281	 16,127

	

(362)	 697	 3,131	 1,749	 1.695	 1,454	 1,307	 1,328	 1,339	 1,422	 1,043	 1,054	 1,057	 1,057	 1,1)_S	 3128

	

-	 -	 -	 -	 (269)	 (269)	 (269)	 (269)	 (269)	 (269)	 (269)	 (269)	 (269)	 (269)	 (269)	 (112)

	

(362)	 335	 3,466	 5,215	 6,641 1,826 8,864	 9923 10,993 12,146 12,920 13,705 14,493 15,281 16,127	 16,123

(3)	 8	 15.5	 10.1	 8.6	 9.2	 9.2	 9.2	 9.2	 9.7	 8.9	 8.9	 8.9	 8.9	 9.4	 6.2

(3)	 6	 14	 8.5	 7.3	 8.3	 8.8	 8.9	 9.0	 9.5	 8.7	 8.8	 8.9	 8.9	 9.4	 6.?

(3)	 6	 14	 8.5	 7.3	 5.7	 5.1	 5.2	 5.2	 5.5	 5.1	 5.1	 5,1	 5.1	 5.4	 3.6

1:' SYL s lnc	 tc paeit startz I Apr-i 11987 after 5-ysar relief frtm thccu tax pa5est	 ordiig to the Faterprises Irct1ves Act 1965.

(Reference in text: page 13, para 45
page 14, para 47
page 15, para 51
page 28, para 93)



MEASURES OF OPERATiNG PERFORMANCE AND FINANCIAL POSITION
Samoa Coconut Products Limited

1982-1997

	

CSrst1I Prof it Net Profit Before Net Profit After 	 Cçerstixi Profit Net Profit After Net Profit After 1)tht Service 	 Dmbt Service

	

to R Salea	 Tex to N Sa1e / Tex to R SalaaW Orret Ratio	 t/Fuity Ratio to Total Meets Tex to Total Asset rex to tquity Pa'ett C4'(3(X))	 Ratio
Year	 P.ctoa.1/	 ActuelJ	 Actuall	 !camjf	 ActiIJ	 ActuaiJ	 Actual!	 Act1/	 Act**lJ	 Actual]

pratl P94 A(çraisel P01 Appraisel P01 A,raLea1 P94 Appraisal P94 Appraleel P94 	 raisal P91 Appraieal P91 Wal P94 Appraisal FEll

1982 !	9.6	 (3.0)	 6.6	 (3.0)	 6.6	 (3.0)	 2.2	 0.29	 55:45	 2:38	 16.1	 (3.0)	 11.1	 (6.0)	 31.7	 (25)	 144	 255	 4.7	 0.35

1983	 9.8	 8.0	 7.4	 6.0	 7.4	 6.0	 2.5	 0.75	 48:52	 54:46	 15.4	 15.0	 11.8	 11.0	 29.1	 33	 203	 381	 3.7	 3.56

1984	 9.8	 15.5	 7.5	 14,0	 7.5	 14.0	 2.8	 1.85	 41:59	 32:68	 15.0	 34.0	 11.4	 31.0	 24.6	 60	 262	 696	 2.9	 5.40

1985	 10.0	 10.1	 7.9	 8.5	 7.9	 8.5	 3.1	 2.44	 34:66	 23:77	 14.7	 18.0	 11.6	 15.0	 22.3	 25	 262	 631	 3.0	 3.75

1986	 8.3	 8.6	 6.4	 7.3	 6.4	 7.3	 3.3	 2.38	 29:71	 17:83	 12.2	 16.0	 9.5	 14.0	 16.9	 20	 262	 5(	 2.6	 4.72

1987	 8.1	 9.2	 6.3	 8.3	 6.3	 5.7	 3.5	 2.90	 24:76	 13:87	 11.3	 18.0	 8.8	 11.0	 14.6	 15	 262	 443	 2.5	 4.66

1	 8.2	 9,2	 6.7	 8.8	 6.7	 5.1	 3.7	 3.46	 18:82	 9:91	 11.3	 17.0	 9.2	 9.0	 14.1	 12	 262	 437	 2.6	 4.35

1989	 8.1	 9.2	 6.8	 8.9	 6.8	 5.2	 3.9	 3.98	 13:87	 7:93	 10.8	 16.0	 9.0	 9.0	 12.9	 11	 262	 319	 2.5	 5.91

1990	 8.2	 9.2	 7.0	 9.0	 5.6	 5.2	 4.0	 9.64	 8:92	 4:96	 10.8	 17.0	 7.3	 9.0	 10.0	 10	 262	 3(X)	 2.2	 6.25

1991	 8.2	 9.7	 7.3	 9.5	 4.2	 5.5	 3.9	 10.88	 3:97	 3:97	 11.0	 17.0	 5.7	 9.0	 7.4	 10	 262	 281	 1.7	 6.46

1992	 8.3	 8.9	 7.1	 8.7	 4.4	 5.1	 4.4	 13.20	 -	 0.8:99.2	 11.4	 12.0	 6.1	 7.0	 7.5	 7	 262	 261	 1.7	 5.43

1993	 8.4	 8.9	 8.0	 8.8	 4.7	 5.1	 5.2	 16.57	 -	 0:13	 11.5	 11.0	 6.4	 7.0	 7.6	 7	 131	 129	 1.7	 10.92

1994	 8.5	 8.9	 8.3	 8.9	 4.8	 5.1	 5.5	 18.02	 -	 0:13	 11.3	 11.0	 6.4	 6.0	 7.6	 7	 -

1995	 8.6	 8.9	 8.4	 8.9	 4.9	 5.1	 5.8	 19.47	 -	 0:1(X)	 11.3	 10.0	 6.4	 6.0	 7.5	 6	 -	 -	 -

1996	 9.8	 9.4	 9.6	 9.4	 5.6	 5.4	 6.0	 20.87	 -	 0:1(X)	 13.1	 10.0	 7.4	 6.0	 8.8	 6	 -	 -	 -

1997 ( 9.3	 6.2	 9.1	 6.2	 5.3	 3.6	 6.4	 21.25	 -	 0:113(3	 11.9	 3.0	 6.8	 2.0	 7.9	 2	 -	 -	 -

aI flr Q,ver!t of Western Se graited the Coczijt Oil Mill iiv 	 tex heli(ay for 5 years startix 1 April 1982. The Appraisal Rort as.d 10 years tex hitday startir July
19&).

bI The Coczxut Oil MIII started mrrcLa1 cçeratlsi in 	 1982. The Airaiaa1 Report asa	 sercial cperatiix begirith July 19&).
ci Long-tens t is expected to be cc1ete1y settled	 paid for by 1993.

The PO4 asjs eo,ic useful Life of the Ccxjt Oil Mill for 1.5 ys ±tr in Nev 1997. 1i Appraisal Report estiiseted a 20-year life for the ?fjfl i.frig Iixe 2(a).

0
(0

(Reference in text: page 14 para 47
page 15, para 52
page 28, para 93)
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LIABILITIES AND EQUITY

Current Liabilities
Accounts Payable/Overdraft 1,825	 1,889 2.335 2,284 2,284 2,284 2,284 2,284 784	 784	 784	 784	 784	 784	 784	 784

ACTUAL AND PROJECTED BALANCE SHEETS, 1982-1997
Samoa_Coconut Products Limited

ACTUAL	 ESTIMATE	 PROJECTIONS

June-Dec.	
Jan-'ay

1983	 1984	 1985	 1986	 1987	 1988	 1989	 1990	 1991	 1992	 1993	
1994	 1995	 1996	 1497

ASSETS

Current Assets
Minimum Cash 8alance	 -	 -	 -	 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2.000 2,000 2,000 	 2,000	 2,000	

2,000

Accumulated Cash	 -	 1,024 1,612 1,594 1,212 2,565 3.759 5,055 4,862 6,128 7,015 8.025 9,162 10,299 11,394 11,694

Accounts Receivable 	 135	 156	 697	 696	 696	 696	 696	 696	 696	 696	 696	 696	 696	
696	 696	 696

Inventories
Copra	 31	 42	 855	 855	 855	 855	 855	 855	 855	 855	 855	 855	 855	

855	 855	 855

Finished Goods	 350	 419 1,483 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 	 1,040	 1.040	 1,040

Supplies & Spares	 93	 146376	 376	 376	 376	 376	 376	 376	 376	 376	
376	 376	 376	 376	 376

Total Current Assets	 609	 1,787 5,023 6,561 6,179 7,532 8,726 10,022 9,829 11,095 11,982 12,992 14,129 15,266 16,361 16,661

FIJIED ASSETS

Gross Fixed Assets 	 4,981	 5,065 5,680 5,829 7,829 7,829 7,829 7,829 7,829 7,829 7,829 7,829 7,829
	 7,829	 7,829	 7,829

Accumulated	
4,573 4,901

Preoperating Expenses (net)	 236	 180	 124	 68	 12	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

TOTAL ASSETS	 5,616	 6,540 10,048 11.331 12,420 13,288 14,009 14,832 14,166 15,083 15,621 16.282 17.070 17,858 18,704 18,900

Current Portion of Long-term Debt

Total Current Liabilities

Long-Term Debts

EQUITY
Capital

Retained Earnings
Total Equity

TOTAL LIABILITIES AND EQUITY

	

263	 503	 386	 400	 317	 317	 236	 236	 236	 236	 124	 -	 -	 -	 -	 -

	

2,088	 2,393 2,721 2,684 2,601 2,601 2,520 2,520 1,020 1.020	 908	
784	 784	 784	 784	 784

	

2,097	 2,019 2,068 1,639 1,385 1,068	 832	 596	 360	 124	 -	 -	 -	 -	 -

	

1,793	 1,793 1,793 1,793 1,793 1,793 1,793 1,793 1,793 1,793 1.793 1,793 1,793
	 1,793	 1.793	 1,793

	

(362)	 335 3,466 5,215 6,641 7,826 8,864 9,923 10,993 12,146 12.920 13.705 14,493 15,281 16,127 16,323---- . - --. ..,-,n1p1 Is

RATIOS
Current	 .29	 .75	 1.85	 2.44	 2.38	 2.90	 3.46	 3.98	 9.64	 10.88 13.20 16.57 18.02

	 19.47	 20.87	 21.25

Debit/Equity!	 62:38	 54:46 32:68	 23:77	 17:83	 13:87	 9:91	 7:93	 4:96	
3:97 .8:99.2 0:100 0:100	 0:100	 0:100	 0:100

Operating Profit to Total Assets(Z)	 (3)	 15	 34	 18	 16	 18	 17	 16	 17	 17	 12	 11	 11	 10	 10	 3

Net Profit After Tax to Total Asaets(%> (6) 	 11	 31	 15	 14	 11	 9	 9	 9	 9	 7	 7	 6	 6	 6	 2

Net Profit After Tax to Equity CE)	 (25)	 33	 60	 25	 20	 15	 12	 11	 10	 10	
7	 7	 7	 6	 6	 2

a/ Excluding Grants

(Reference in text: page 14, para 49
page 15, para 52
page 28, para 93)
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ACTUAL AND PROJECTED STATEMENTS OF CHANGES IN FINANCIAL POSITION, 1978-1997
Samoa Coconut Products Limited

(WS$ '000)

	

Construction	 ACTUAL	 ESTIMATED	 PROJECTIONS

Period	 June-Dec.	 Jan-May

	

Aug.1978Apr.1982	 1982	 1983	 1984	 1985	 1986	 1987	 1988	 1989	 1990	 1991	 1992	 1993	 1994	 1995	 1996	 1991

SOURCES

Operations
Net Profit After Tax (Loss)	 -	 (362)	 697 3,131 1,749 1,695 1,454 1,307 1,328 1,339 1.422 1,043 1.054 1,057 1.057 1.115 	 308

Depreciation	 -	 192	 283	 287	 348	 473	 473	 473	 473	 473	 349	 349	 349	 349	 349	 249	 104

Amortization. Preoperat ing
Expense	 -	 44	 56	 56	 56	 56	 12	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Total Working Capital(Deficit)
Provided From Operations 	 (126)	 1,036 3,474 2,153 2,224 1.939 1.780 1.801 1.812 1,771 1,392 1,403 1,406 1,406 1,364 	 412

Borrowings	 2,461	 180	 223	 347	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Grante	 447	 (447)	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Equity	 750	 1.043	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Total Sources	 3,568	 650	 1,259 3,821 2,153 2.224 1,939 1,780 1,801 1,812 1,771 1,392 1,403 1,406 1,406 1,364 	 412

APPLICATIONS

Investment/Fixed Assets 	 3,984	 1,264	 84	 616	 149 2,000	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Repayment of Principal 	 -	 41	 62	 415	 415	 337	 317	 317	 236	 236	 236	 236	 124	 -	 -	 -	 -

Loan to Grant-Capitalized 	 -	 235	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -
Current Portion of Long-term Debt	 58	 205	 239 (111)	 16	 (83) -	 (81) -	 -	 -	 -	 -	 -	 -	 -	 -

Dividend Payment.	 -	 -	 -	 -	 -	 269	 269	 269	 269	 269	
269	 269	 269	 269	 269	 269	 112

Total içplications	 602	 1,745	 385	 914	 580 2,523	 586	 505	 505	 505	 505	 505	 393	 269	 269	 269	 112
Change in Working Capital 	 (384)	 (1,095)	 874 2.907 1,573	 (299) 1,353 1,275 1,296 1,307 1,266	 887 1.010 1,137 1.137 1,095 	

300

Change in Working Capital
Increase (Decrease) in
Current Assets-
Cash	 48	 (48)	 1,024	 588 1,982	 (382) 1,353 1,194 1,296 	 (193) 1,266	 887 1,010 1,137 1,137 1,095

	 300

Receivables	 5	 130	 21	 540	 (1) -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Inventories	 -	 474	 133 2,108	 (443) -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -	 -

Net Increase (Decrease)	 53	 556	 1,178 3,236 1,538	 (382) 1,353 1,194 1,296	 (193) 1,226	 887 1,010 1,137 1,137 1,095
	 300

Inc rease (Decrease) in
Current Liabilities -
Payables/Overdraft	 319	 1,446	 65	 446	 (49)	 -	 -	 -	 -	 (1,500)	 -	 -	 -	 -	 -	 -	 -

Current Portion of Long-Term Debt 58 	 205	 239 (117)	 14	 (83) -	 (81) -	 -	 -	 -	 -	 -	 -	 -	 -

Net tncrease(Decrease)	 437	 1,651	 304	 329	 (35)	 (83)	 -	 (81)	 (1,500)	 -	 -	 -	 -	 -	 -

Change in Working Capital
Increase (Decrease)	 (384)	 (1,095)	 874 2,907 1,573	 (299) 1,353 1,275 1,296 1,307 1.266	

887 1,010 1,137 1,137 1,095 	 300

Debt Service Payments (WS$'OOO) 	 -	 255	 381	 696	 631	 508	 443	 437	 319	 300	 281	 261	
129	 -	 -	 -	 -

Debt Service Ratio (No. of times)	 -	 0.35	 3.56	 5.40	 3.75	 4.72	 4.66	 4.35	 5.91	 6.25	 6.46	 5.43 10.92
	 -	 -	 -	 -

(Ref eremce in text: page 14, para 49
page 15, para 52
page 28, para 93)



()

198. 229
281. 817
257. 286
216.000
171. 000
126.000
120.000
83.000
64.000
45.000
25.000
5.000

Jan-May

1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997

( 362.609)
69 7. 650

3, 131. 233
1,749.000
1,695.000
1,454.000
1, 307. 000
1, 328. 000
1,339.000
1,422.000
1,043. 000
1,054.000
1.057.000
1, 057. 000
1,115.000

308. 000

236.44 7
338. 373
334.85 3
404.000
529.000
485. 000
4 73.000
473. 000
4 73. 000
349.000
349.000
349.000
349.000
349.000
249.000
104.000

55.585
224. 560

2,175.760
4,632.603
2,328.699

149.131
703. 761
149.000

2,000.000.

(1,934.000)-'

C	 55.585)
( 224.560)
(2,175.760)
(4,632.60 3)
2,229.96 7
1,384.835
3,019.611
2,220.000

39 5.000
2,065.000
1,900.000
1,884.000
1,876.000
1,816,000
1,417.000
1,408.000
1, 406 .000
1,406.000
1,364.000
2,346.000

FINANCIAL INTERNAL RATE OF RETURN CALCULATION

Samoa Coconut Products Ltd.
(In WS$'OOo)

Capital
	

Net Profit
	

Depreciation!
	

Net Cashf lows
Year
	

Cost at 1984 Price	 _After Tax
	 Amortization
	

Interest
	

At 1984 Terms

/ Residual value assumed as 10 per cent of the total cost of the fixed assets of SCPL and about
50 per cent of the working capital as of end 1984.

FIRR (interest during construction excluded) = 14.9%
FIRR (interest during construction included) = 14.4%

0-
x

(Reference in text: page 15, para 54)
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ASSUMPTIONS USED IN THE FINANCIAL ANALYSIS AND PROJECTIONS AND
IN THE CALCULATION OF THE FINANCIAL RATE OF RETURN

1. Financial Statements form 1982 to 1984 are based on actuals. All
projected values are in constant 1984 values.

2. The useful life of the plant is assumed at 15 years (beginning and
ending at mid year) which together with Project's implementation
over 3 years determines the evaluation period of 18 years. The
SCPL's financial year is from 1 January to 31 December.

3. All billings are collected during the month of sale at fob value
(net of freight insurance and broker's commissions).
(a) The fob price of coconut oil used in the projections was

derived as the average of the selling prices from 1975 to 1985
all converted to 1984 values. This price is US$635 per mt or
about WS$1,321 per mt at the 1984 exchange rate of
WS$2.081=US$1 (see Table 1).

Table 1: FOB Price of Coconut Oil and Copra Meal
US$/mt at Constant 1984 Values

1975 to 1984 (Actual) and 1985 (Estimate)

Coconut Oil, fob Price	 Copra Meal, fob Price
Year	 US$ per mt	 US$ per mt

89
92
118
101
111
109
102
98
105
90
37

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985 (Estimated)

449
456
632
650
919
572
495
397
662

1,050
703

(b) The fob price of copra meal is similarly determined with US$95
per mt or approximately WS$ 199 per mt at the same exchange
rate (also refer to Table 1).

4. Investment cost of the Project including planned investment for
1985 and 1986 are summarized below in Table 2 on current and 1984
values and converted into WS$ at the 1984 exchange rate.

(Reference in text: page 15, para 50
page 15, para
page 16, para 56)
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Table 2: Past and Planned Tnvestirents
(In S$ at 1984 ecchange rate)

Current Price 	 1984 Price
-	 Year	 Ft	 IL	 'lt)TAL	 Ft	 LC	 IUIAL

1978	 10.030
1979	 48.661
1980	 377.938
1981	 1,852.983
1982	 465.638
1983	 55.761
1984	 88. 196
1985 (additional
1986 cost for the

installation
of tl fc*irth
expeller press,
wharf bufldng
and vehicle)

11.948
51.955
777.300
743. 578

1,147.801
83.484
615.565
149.000

2,000.000

21.978
100.616

1, 149. 238
2,596.561
1,613.439

139.245
703.761
149.000

2,000.000

23.467
102. 313
689.633

3,399.472
756.369
51.944
88. 196

32.188
122.247

1,486.127
1,233.131
1,572.330

97. 187
615. 565
149.000

2,000.000

55.585
224.560

2, 175. 760
4,632.603
2,328.699

149.131
703.761
149.000

2,000.000

Totals	 2,899.207 5,574.631 8,473.838 	 5,111.394 7,307.705 12,419.099

5. Capacity Utilization:

1983-1986 =	 90%
1987-1991 =	 100%
1992-1997 =	 80%
Extraction Efficiency:

Crude Coconut Oil (CNO) = 	 60%
Expeller Cake	 32%

6. Production Costs (in 1984 Values):
Variable Costs:

Copra:	 WS$686/mt
Crushing Cost:
Power:	 WS$0.28/kwh or WS$38/mt
Empty bags:	 WS$7.50/mt copra meal
Fuel (includes fire wood
& husks and diesel oil): WS$8.50/mt CNO
Repairs and
Maintenance:	 WS$9.70/mt CNO
Labor:	 WS$7.40/int CNO
Selling Costs:	 WS$28.80/mt CNO
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Fixed Costs:

Crushing:	 WS$203,000 per year
Selling:	 WS$20,000
Administrative: WS$258,000 (a financial manager and a

quality control engineer
are expected to be hired
during 1985 up to 1987)

Financial:
	

WS$24 ,000
Interest:
	

WS$257,000 (expected to reduced as
principal is repaid)

Depreciation:	 WS$ 279,000 (additional depreciation
is expected beginning 1985
because	 of	 one	 more
expeller	 press	 being
installed)

Amortization of pre-
operating expenses:
Income Tax:

WS$56, 000
Effective 1 April 1987 SCPL will
start paying income tax at 42 per
cent of net profit before income tax.

7. Working capital is assumed to be at 1984 level except finished
goods inventory which is to level off at WS$1.04 million while the
accumulated cash is expected to increase from the minimum of
WS$2.0O million, resulting from operation.

8. Cash dividend is assumed to be paid starting 1986.

9. All export levies and import rates are assumed to remain at 1984
levels.

10. Breakeven fob price assumptions in WS$'OOO at 1984 terms:

Quantity	 Productkn	 Sales Value of	 Breakeven Price Level
Year	 Produced (nit)	 Cost	 Copra Epe11er Total Q..S$'000) 	 WS$/M1

1984	 10,994	 19,788	 657	 19,131	 1,740
1985	 13,830	 18,378	 1,690	 16,688	 1,207
1985	 16,200	 21,424	 1,719	 19,705	 1,216



.0-
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1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997

1411.1
2011.4
1946.0
2350.0
2731.0
2860.0
2735.0
2735.0
2735.0
2611.0
2263.0
2263.0
2263.0
2263.0
2163.0
1172.0

(55.6)
(224.6)

(2175.8)
(4632.6)
(5530.4)

465.3
9062.5
5370.4
3511.0
6298.0
6423.0
6423.0
6423.0
6547.0
5063.0
5063.0
5063.0
5063.0
5163.0
3815.0

17865.0
24865.0
22759.0
28444.0
33318.0
37020.0
37020.0
37020.0
37020.0
37020.0
29616.0
29616.0
29616.0
29616.0
29616.0
12340.0

(55.6)
(224.6)

(2175.8)
(4632.6)

(15418.6)
(13297.1)
(3554.4)

(10373.0)
(14930.0)
(14192.0)
(14067.0)
(14067.0)
(14067.0)
(13943.0)
(11329.0)
(11329.0)
(11329.0)
(11329.0)
(11329.0)
(3015.0)

6186.2
13728.4
21854.4
20570.0
23119.0
25688.0
25688.0
25688.0
25688.0
25688.0
20550.0
20550.0
20550.0
20550.0
20550.0
8563.0

7976.8
11102.6
10162.1
12730.6
14877.0
16530.0
16530.0
16530.0
16530.0
16530.0
13224.0
13224.0
13224.0
13224.0
13224.0
5510.0

55.6
224.6

2175.8
4632.6
2328.7

149.1
703.8
149.0

2Xl0.0

(1934.0)

CALCULATIONS OF THE ECONOMIC INTERNAL RATE OF RETURN
-	 Samoa Coconut Products Ltd.

(wS$ '000)

1iwestnnt Cost ' Ec1c Cost' of	 ll' s Cratin$	 Revenue (Bfits>	 Cost of Cqra!	 Met 8f it Strea	 Met Bf it Strean
(1984 price	 the Capra Crap	 Costs-	 frrm Sales of Oil sri! Based cxi R)B Price	 (Inpiting the 'value	 (Inputlng the

level)	 (1984 price level) (1984 price level)	 al at 1984 FOB Price 	 (at 1984 values) 	 added" frrin processing	 Prcdtxtlsri Cost
Year	 copra sri! exporting oil)	 of Capra

	

(at 1984 values) 	 (at 1984 values)
1	 2	 3	 4	 5	 6=4.-(1-f-3+5)	 74-(1+2+3)

(j) Interest during cxstructinu included	 EIRR negative	 EIRR 30%

(ii) Interest during crust ticri excluded 	 EIRR rgative	 ETI. 31%

a! Investint costs at arrent prices are contaix in pendix 10 Table 2. Costs of 1984 level re obtained by apply-lug the !43V Inlex ccntained In Appeudlx 10, TabLe 3.
b/ PrcKhxtiru costs are detailed In pperiUx 12. Costs at 1984 level re obtained by applying the CD? frelex ccntairi In Apperi!ix 10. Table 3.
cl Operating costs at oirrit prices are conta1rJ in ,peruiix 6. Costs at 1984 level are obtained by applying the CD? Index contained in Appwiix 10, Table 3.
d/ Revenues (benefits) at current prices are caitalned in Appei-i!ix 6 (lncce Statenent). Revenues at 1984 levels are obtained by app lying the 4N fri!ex contained In .pperi!ix

Table 3.
e/ trived as 10-year average (1976-1985) at 1984 prke level frcin rld rket, FOB prices recorded by SCPL.
El F1nlal Met Caabflos as derived for the VIRR calculatinxi (Appi!Jx 11).

(Reference in text: page 17, paras 59 and 61)

Ct,
0
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DEVELOPMENT OF WORLD MARKET PRICES OF COPRA AN!) OIL
AND GAINS/LOSSES FROM EXPORTING OIL

fob Copra	 fob Oil	 Price Per	 Price Difference	 Difference between
Price Per ton Price Per ton 0.6 ton between 1.0 ton of value of 0.6 ton of oil
(Current US$) (Current US$) 	 of oil oil anl 1.0 ton of txpra aai 1.0 ton of copra

1976
	

385
	

350
	

210	 -35	 -175
1977
	

512
	

510
	

306
	

+2	 -206
1978
	

581
	

615
	

369
	

+34	 -212
1979
	

783
	

917
	

550
	

+i34	 -233
1980
	

563
	

606
	

364
	

+43	 -199
1981
	

489
	

502
	

301
	

+13	 -188
1982
	

424
	

396
	

238	 -28	 -186
1983
	

591
	

640
	

384
	

+59	 -207	 -4:--

1984
	

800
	

1,050
	

630
	

+250	 -170
1985-1997
(Projected)
	

343
	

635
	

381
	

+292	 -38

Source: tta excerpted by SCPL frc Oil World Statistical Report, 1984 arri suhuitted to the PEM.

(Reference In text: page 17, para 59
page 17, para 61)	

I.

CD
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ASSUNPTIONS USED IN THE ECONOMIC EVALUATION

1. The assumptions made in the context of quantifyirg the FIRR apply
to the EIRR calculations with regard to production volume,
operations costs, etc.

2. The economic cost producing copra were compiled from data provided
by WSTEC and SCPL and include the investment cost in land
development, planting of trees, recurrent cost of other inputs such
as labor, lining, holing and planting cost, thinning cost, weeding
cost and the cost of pest and disease control. The economic cost
also includes cost to sell and deliver. The total cost was
calculated to amount to WS$551. per metric ton of 1984 price level.

3. Economic benefits from the coconut oil and copra meal are
quantified as the fob price.

4. For the purpose of calculating the domestic resource costs the
opportunity cost of capital is assumed at 10, 15 and 18 per cent.

5. The average exchange rate during 1984 of WS$ 2.08 for one US dollar
was applied throughout the calculations.

(Reference in text: page 17, para 59
page 17, para 61)



COPRA PRICING AND PRICE STABILIZATION BY COPRA BOARD

Available

a/	 Average Annual	 total Levy collected in Support
Annual Copra Copra Purchase Price S-year Moving— 	 World Market !J	 Levy or Subsidy or Subsidy paid out Fund at Year
Production Guaranteed to Growers Average World Market 	 FOB	 within period	 End

Year	 m.t.	 WS$/m.t.	 Price, FOB (WS$/m.t.) 	 WS$Jm.t,	 US$/m.t. -WSS/e.t.	 WS$	 WS$

	

.12!! I Quarter	 4268	 179

	

II Quarter	 4418	 190

	

III Quarter	 3667	 190

	

IV Quarter	 4174	 19fl

	

Entire Year	 508	 489	 1,300,000

	

1982-' I Quarter	 4915	 280	 247	 - 33	 - 162,195

	

II Quarter	 5764	 280	 253	 - 27	 - 155,628

	

III Quarter	 5928	 280	 253	 - 27	 - 160,056

	

IV Quarter	 4592	 280	 219	 - 59	 270.928

	

Entire Year	 21289	 509	 424	 551,193

	

1983 I Quarter	 6025	 280	 242	 - 38	 - 228,950

	

11 Quarter	 5523	 280	 330	 + 50	 276,150

	

III Quarter	 5687	 344	 521	 +177	 1,006,599

	

IV Quarter	 4592	 376	 720	 +344	 1.833.520

	

Entire Year	 22565	 910	 591.	 3,438,512

	

1984 1 Quarter	 4065	 411	 767	 +356	 1,447,140

	

II Quarter	 4954	 489	 857	 +368	 1,823,072

	

III Quarter	 5521	 688	 1042	 +354	 1,954,434

	

IV Quarter	 4496	 745	 961	 +216	 971,13

	

Entire Year	 19036	 1472	 COO	 9,634,294

at Deducted from this "averaged world market price" is the Cost Of administration of the Copra Board which aunted to WS$ 71.,53., and 46. in
the years 1981, 1982 and 1983 respectively.

b/ New price formula introduced 1 January 1982.

(Reference in text: page 22, para 80)

Li,
ci

I-'
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CONMERCIAL USES OF COCONUT OIL

fCOCONUT MEAT

COPRA _____________
[c FLOUR I

COCO OIl.

MARGARINE 1	 1	 dcli I

_____________	 _______________	 RESIN PAINTSFUEL	 SHORTENING	

EMULSIFIERS

EXPLOSIVESSOAP	 [ GLYCERINE

I CHEMICALS I

FATTY ACIDS

CAPRTUC ACID

CAPRIC ACID

LAURIC ACID

NYNISTIC ACID

PALMITIC ACID

STEARIC ACID

OLEIC ACID

FATTY ALCOHOl._j

OCTYL ALCN.

DECYL ALC1I.

LAUNRYL AI.CH.

MYRISTYL ALCH.

IEXADECYL ALCH.

OLEL ALCH.

SlEARYL ALCH.

- CEXYL ALCH.

FURFURVI. ALCH. AIll.ouIc Solisci

- T.sIc

LolfIcints	 PVC $t.MIII.r

	

IIIIIIMR	 DSSSS

I	 UItTav'.Iet	 RI Csk155 A5t
AblirpOIsm 55.51$	 p1 F.ilIIIlS!S

F.bf 0 S51t.n.r	
MsPAI ssisJ

I	 D,ter'nts	
WIRIaI S 

jP...tr.fl.R 5.1.55

E..I,Iflsrs	 t.51.IfI.r Fir C

	

Fs I..s.tIcIs	 S P.If.tfs Wss

I	 C.IaIy.ts $
IPII,m.rII.R1.s	 E..IsIfIsr$

I Hs.vy CuIIM5	 Pb.r.1..51ISUI

I Oil Ais$$	 I.ulsal.,$ I
ALSO OTHER COMPONENTS OF THE COCONUT TREE NAVE MULTIPLE INDUSTRIAL ON HOUSEHOLD USES

________	 I	 I	 I
I COC!NU]	 SHELL	 FHUSK 1	 1 LEAVES	 TRUNK	 ROOTSI	 WATER

(Reference in text: page 23, para 83
page 24, para 86)
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CURRENCY EQUIVALENTS

Currency Unit: 1 Tala ( WS$)	 =	 100 sene

At the time of Project Appraisal (November 1977)

wS$1.00 = US$1.30
US$1.00 = WS$0.77

At the time of PCR Mission (November 1983)

WS$1.00 = US$0.62
US$1.00 = WS$1.61

ABBREVIATIONS

CBWS -
mt	 -
MMC	 -
MOF	 -
plc	 -
p lo	 -
PWD -
SCPL -
SPDC -
TC	 -
WSTEC -

Copra Board of Western Samoa
metric ton
Mill Management Consultant
Ministry of Finance
Project Implementation Consultant
Project Implementation Office
Public Works Department
Samoa Coconut Products Limited
Special Project Development Corporation
Turnkey Contractor
Western Samoa Trust Estates Corporation

NOTES

1. The fiscal year (FY) of the Government of
Western Samoa is from 1 January to 31 December.

2. Throughout this Report, "$" refers to US dollars.



PROJECT COMPLETION REPORT

OF

COCONUT OIL MILL PROJECT

(LOAN NO. 328-SAM(SF))

IN

WESTERN SAMOA

Note: This Report was prepared by a Bank Mission that visited Western
Samoa from 6 to 13 November 1983. The Mission comprised of
Mr. E. Chen (Senior Project Engineer), Mission Chief,
Mr. Y. Homma (Financial Analyst) and Mr. H. Bustamante
(Senior Loan Administration Clerk).
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2

PART I - BASIC DATA SHEET

A. Loan Identification

Country
Loan No.
Project Title
Borrower
Executing Agency
Amount of Loan

Independent State of Western Samoa
328-SAM ( SF)
Coconut Oil Mill
Independent State of Western Samoa
Samoa Coconut Products Limited (SCPL)
$2.250 million

B. Loan Data

1. Appraisal
Date Started
Date Completed

2. Loan Negotiations
Date Started
Date Completed

3. Date of Board Approval

4. Date of Loan Agreement

5. Date of Loan Effectiveness
In Loan Agreement
Actual	

1Number of Extensions-

6. Closing Date
In Lo91Agreement
Actual—
Number of Extensions

7. Terms of Loan
Interest Rate	 :	 1 per cent per annum
Maturity (no. of years)	 :	 40
Grace Period (no. of years)	 :	 10

!/ First extension, from 28 March to 28 June 1978 (approved by Bank
on 4 April 1978). Second extension, from 28 June to 28 July 1978
(approved by Bank on 20 June 1978). Third extension, from 28 July
to 28 August 1978 (approved by Bank on 4 August 1978).

2/ Extension provided up to one month after the expiry date of the
extended service contract for the Mill Management Consultant.



	2,635
	

3,274

	

953
	

2,015

	

3,588
	

5,289

385

2,015
2,250

447
232
345

5,289

953
2,250

3,588

A2

8. Terms of Re-loan
Interest Rate
Maturity (no. of years)
Grace Period (no. of years)
Second-step Borrower

9. Disbursements
Date of Initial Disburseme
Date of Final Disbursement—
Amount Disbursed
Amount Cancelled

10. Local Costs (Financed)
Amount (US dollars)
Percentage of Local Costs
Percentage of Total Costs

C. Project Data

8.30 per cent per annum
15
5
Samoa Coconut Products
Limited

9 November 1979
31 December 1984
$2.250 million
None

None
None
None

Appraisal Estimate
	

Actual
($'OOO)
	

($'OOO)

1. Project Cost

(a) Foreign Exchange Cost
(b) Local Cost
(c) Total Cost

2. Financing Plan

(a) Borrower Financed
(b) Bank Financed
Cc) Other External Financing

New Zealand
Australia	

2/Supplier's Credit—

(d) Total

1/ SCPL extended the ?NC Contract to 30 November 1984; the loan amount
is expected to be fully disbursed by 31 December 1984.

2/ From Simon Rosedown Ltd.
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3. Cost Breakdown by Project Components ($'OOO)

FX Cciiçc*ient 	 IC Ccmxmt	 Total
Est1nte Actual Estlnnte Actual Fstimate Actual

(a) Site DeveloplEnt
arri Civil Works

(b) Turnkey Contract
(Mill ch1nery,
Installation, aixi
Contractor's Fee)

(c) Otlr Equ1pxnt
(Vehicles, Office
Equipxent, etc.)

(d) Project In1ntation
Consultants

(e) Mill Managøiit
Consultants

(f) Pre-operatlng aixi
Start-tip Expenses

(g) Contingencies
(h) interest during

Construction
(1) Initial Worldng Capital

Total Project Cost

	

263	 263

	

1,681	 2,240

	

71	 416

	

120	 235

	

140	 120

	

360	 -

	

2,635	 3,274

121	 1,508	 384 1,771

-	 1,681 2,240

	

-	 71	 416

	

12	 12	 132	 247

	

14	 14	 154	 134

	

63	 101	 63	 101

	

63	 -	 423	 -

	

160	 121	 160	 121

	

520	 259	 520	 259

	

953	 2,015	 3,588	 5,289

4. Project Schedule
Appraisal
Estimate

(a) Establishment of PlO	 March 1978
(b) Recruitment of Project

Implementation Consultants	 May 1978
(c) Preparation of Bid

Documents Completed	 Sept. 1978
(d) Prequalification of

Turnkey Contractor Completed Sept. 1978
(e) Evaluation of Turnkey Bids!

Awards of Contract 	 Dec. 1978
(f) Detailed Engineering by

Contractor and PWD	 April 1979
(g) Procurement by Contractor

and PWD	 May 1979
(h) Site Development and

Civil Works	 July 1979
(1) Recruitment of Mill

Management Consultant	 Oct. 1979

Actual

August 1978

November 1978

May 1979

May 1979

March 1980

November 1980

May 1981

September 1981

April 1982
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Appraisal
Estimate

(j) Construction of Mill
Buildings	 Oct. 1979

(k) Recruitment and Training
of Mill Operating Personnel April 1980

(1) Installation of Mill
Equipment	 March 1980

Cm) Installation of Piping
Electrics and Instrumentation May 1980

(n) Finishing Work and
Final Checks	 July 1980

(o) Test Runs and Commissioning 	 Oct. 1980

Actual

January 1932

July 1981

December 1981

November 1981

February 1982
May 1982

D. Bank Missions

Project Inception
Review
Disbursement
Special Loan
Administration

PCR

Total

Dates

21-26 June 1981
19-21 Oct. 1982

7-13 Nov. 1983

No. of
Missions

1
1

1

3

Mandays

6i/

21

28

E. Related Loans

Loan No.	 Project Title

For other	 338-SAM(SF) WSTEC Agri-
Executing	 cultural
Agencies in	 Development
the country.

485-SAN(SF) Agricultural
Development

Date of
Approval	 Total

22 Dec. 1977 US$3.0
million

27 Nov. 1980 US$3.0
million

1/ Combined Disbursement Mission.
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PART II - NARRATIVE REPORT

A. Project Description

1. The Project involved the establishment of a coconut oil mill
(the Mill) in Western Samoa. The Mill was to be located in the indus-
trial Zone some 15 kilometers from the country's capital and major port
of Apia (sef,Map at page 31). The Mill was to be designed to process
24,000 m.t.— of copra per annum to produce about 15,000 m.t. of crude
coconut oil and about 8,000 m.t. of copra meal pellets. The Project
would include the following components:

(i) construction on a turnkey basis of a copra crushing mill
complete with all ancillary facilities for processing
about 73 m.t. of copra per day to produce about 46 m.t.
of crude oil and about 24 m.t. of copra meal pellets;

(ii) provision of expatriate experts to serve as Project
Implementation Consultant (PlC) for carrying out engi-
neering design, prequalification and bid evaluation for
selection of the turnkey contractor, and for supervising
construction and assisting in setting up a program for
training of the Mill personnel in plant operation,
maintenance and quality control;

(iii) provision of expatriate experts to serve as Mill Manage-
ment Consultant (MMC) for managing the Mill in its
initial years and for training Western Samoan nationals
to take over the management of the Mill; and

(iv) implementation of programs for the training of the Mill
personnel in mill operation, maintenance and quality
control.

2. The objective of the Project was to set up a copra crushing
mill in Western Samoa to process indigenous copra into coconut oil and
copra meal pellets for export, so as to help the country to realize
increased foreign exchange earnings from the export of coconuts -- the
country's main agricultural product -- which had hitherto been exported
as copra without processing. The Project was thus aimed at helping
Western Samoa to improve its balance of payment position by adding value
to its exported agricultural products though domestic processing.

3. The Samoan Coconut Products Ltd. (SCPL) a limited liability
company in which the Government of Western Samoa is the major
shareholder, was assigned by the Government at the time of project
appraisal to be the Executing Agency for implementing the Project.

1/ Based on 330 working days per annum and 24 hours of operation per
day.
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B. Project History

1. Design and Appraisal

4. Within the framework of its Third Plan (1975-79), which was
formulated with Bank Technical Assistance, 1/ the Government of Western
Samoa aims to accelerate economic diversification by establishing indus-
tries that process indigenous raw materials into import substituting
basic daily necessities and export-oriented manufactures. The Third Plan
provided, among other things, for the establishment of a coconut oil
mill which aimed at processing the country's indigenous copra output
into higher valued products for export so as to help increase export
earnings and employment opportunities for the country. As most copra
importing countries were phasing out their copra crushing plants and
switching to the importation of crude coconut oil to replace copra as
the starting raw material, it made economic sense for Western Samoa to
build its own coconut oil mill to process its copra output into oil for
export to meet this change in international market demand for coconut
products. In so doing, Western Samoa could realize increased economic
benefits from value added through domestic processing of coconuts -- its
main agricultural produce and prime foreign exchange earner.

5. In early 1976 the Government of Western Samoa requested the
Bank to provide assistance for the implementation of the Coconut Oil
Mill Project. In response, the Bank despatched a Project Identification
Mission to Western Samoa in March 1976 to examine the suitability of
this Project for Bank financing. The Mission concluded that the Project
was basically sound, but that further Project preparation would be nece-
ssary before the Project could be appraised by the Bank. In July 1976
the Bank approved a technical assistance 2/ grant in the amount of
$37,000 to Western Samoa for carrying out a detailed feasibility study
on the Project.

6. A Consultant with experience in the formulation and prepara-
tion of coconut oil mill projects was recruited by the Bank and sent to
the field in Western Samoa from 26 August to 31 December 1976. The
Consultant submitted a final report on the feasibility of the Project to
the Bank In December 1976. After review by the Bank, the Consultant's
report was sent to the Government of Western Samoa for comment. On
11 March 1977, the Government informed the Bank that it accepted all the
findings and recommendations of the Consultant's report, and requested
the Bank for financial assistance to implement the proposed Coconut Oil
Mill Project, including a coconut oil refinery.

7. A Bank Appraisal Mission visited Western Samoa from 4 April to
19 April 1977. While in the field, the Mission was requested by the
Government to consider the inclusion of an oil refinery and a third unit
of copra crusher In the Project. The Mission perceived, however, that
there was little scope for exporting refined coconut oil from Western
Samoa. A brief study of the domestic demand for refined coconut oil

1/ TA No. 128-SAM, 17 October 1974.
2/ TA No. 172-SAN, 19 July 1976.
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indicated also that aside from oil derived from coconuts,1I all edible
fats and oils consumed in the country were either imported corn or salad
oil or beef tallow, with daily consumption amounting to about 3 m.t. If
the imported fats and oils could be substituted by domestically produced
refined coconut oil, then the potential demand for refined coconut oil
would be about 1,000 m.t. per year which would not be sufficient to
justify the establishment of an oil refinery which required a minimum
economic scale of about 20,000 m.t. of coconut oil per year. The
Mission discussed the above findings with the concerned officials of the
Government and advised them that the proposed oil refinery would have to
be excluded from the Project. The Government accepted the views of the
Mission. The Mission also examined the feasibility of installing three
units of copra crushers in the Mill instead of two units as recommended
by the technical assistance Consultant. In this regard, the Mission
reviewed the country's prospects for expanding copra production, the
actions required of the Government to enhance coconut yield and copra
production, the likely range of copra production which could be achieved
in the near future, and the technical requirement for spare copra
crusher capacity in the Mill to permit a program of regular maintenance
for the Mill to be carried out without interrrupting copra crushing
operations.

8. In its review, the Mission reached the conclusion that the
annual yield of copra in Western Samoa could exceed 16,000 m.t. provided
that the then existing Coconut Replanting Scheme of the Government would
be improved. The Mission discussed with the concerned Government off 1-
dais the need for effecting certain agricultural improvement measures
to promote an increase in coconut production in the country. These
necessary measures included:

(i) clearance of weeds and underbrushes from areas under
coconut palms;

(ii) institution of a program to promote application of
pesticides and fertilizers to areas under coconut palms;

(iii) poisoning, felling and removal of diseased coconut palms;

(iv) systematic felling and removal of senile palms and
replanting the underpianted areas; and

(v) provision of better coconut seedlings -- early maturing
and high yielding varieties for replanting purposes.

To effect the needed agricultural improvements, the Mission requested
and the Government agreed to consider the provision of adequate incent-
ives and support to coconut producers. The proposed incentives and
support included:

1/ Today, as in the times past, Western Samoans include In their daily
diet coconut milk and fresh coconut meat both of which contain
coconut oil.
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(1) establishment of a program to provide better coconut
seedlings to smaliholder coconut farmers;

(ii) provision of credit facilities to coconut farmers for
development and working capital funds, and for purchase
of fertilizers and pesticides;

(iii) provision of a more extensive feeder road system to areas
under coconut cultivation, and establishment of a greater
number of copra collection centers; and

(iv) strengthening of the copra price stabilization scheme to
ensure reasonably stable copra prices so as to encourage
copra producers to maintain and increase output.

9. As a result of the review, the Mission was able to support the
provision of three units of copra crushers for the proposed Mill. The
third unit of copra crusher would provide the proposed Mill with ade-
quate capacity to process the additional copra production that would
result from the Government's Coconut Replanting Scheme and from the
implementation of the agronotnic measures recommended by the Mission.
The third unit of copra crusher would also provide the Mill with a
sufficient margin of spare capacity to allow a program of regular main-
tenance to be carried out on the copra crushers without interruption to
copra crusher operations at the Mill.

10.	 To ensure the viability of the Mill, the Mission obtained
assurances from the Government that it would:

(i) consider the purchase of reconditioned second-hand copra
crushers for the Mill to reduce capital costs;

(ii) construct a 3,000 m.t. tank at the Apia wharf for storage
of coconut oil to cope with irregular ship arrivals;

(iii) arrange for the Copra Board of Western Samoa (CBWS) to
supply the Mill with class one quality copra at a
reasonable price and to provide the Mill with a 30-day
interest free credit facility for the purchase of copra
from CBWS;

(iv) arrange for CBWS to construct a 2,000 m.t. copra storage
shed in the Mill for storing its copra at the Mill;
and

(v) conclude a suitable arrangement with a shipping line for
the shipping of crude coconut oil and copra meal pellets.

11. Loan negotiations were held at the Bank's Headquarters on
17 December 1977 between representatives of the Government of Western
Samoa and the Bank on a proposed loan of $2.250 million equivalent for
the Project.	 The Borrower was apprised of the Bank's procedural



requirements for the procurement of goods and services under the Bank
loan, and the Bank's conditions for loan effectivity and loan disburse-
ments. On 17 December 1977, the Bank approved a loan to Western Samoa
in the amount of US$2.250 million from Special Funds resources for
financing the major portion of the foreign exchange cost of the Project.
The New Zealand Government agreed to provide a grant of US$385,000 to
meet the balance of the foreign exchange cost of the Project. As a pre-
condition for loan effectivity, the Government agreed to set up the
Samoan Coconut Products Ltd. (SCPL) to be the Executing Agency for
implementing the Project, and also to establish a Project Implement-
ation Office (PlO) headed by a full-time Project Manager to handle the
day-to-day project implementation work.

12. The Loan Agreement was signed on 28 December 1977 and became
effective on 25 August 1978. The effectivity date of the loan had to be
extended three times because of the longer time taken by the Government
to fulfill the pre-conditions to loan effectivity, e.g. the establish-
ment of the PlO and the appointment of a full-time Project Manager.

2.	 Project Implementation

13. According to the original Project implementation schedule, the
PlO was to be established by early March 1978. Due to Government proce-
dural delays, the PlO was officially established on 7 August 1978, on
the same date the establishment of Samoan Coconut Products Ltd. (SCPL),
the Executing Agency for the Project, took place. The recruitment of
the Project Implementation Consultants (PlC) started in March 1978 as
scheduled. Seven consulting firms were shortlisted and invited to
submit proposals for consultant services, but only five firmsl/res-
ponded. The first ranked firm (from Malaysia) was invited by SCPL on 1
September 1978 f or contract negotiation, and a consultant service con-
tract between SCPL and this firm was signed on 16 September 1978, which
was some six months behind schedule. The delay in appointing the PlC
was due to the late establishment of the PlO.

14. The prequalification of turnkey contractors for the cons-
truction of the Mill was completed by the PlO and PlC in May 1979, which
was about eight months behind schedule due to the late appointment of
the PlC as mentioned in para 13 above. Fourteen firms were pre-
qualified. Tender documents were sent out to all fourteen prequalified
turnkey contractors on 23 June 1979. To facilitate expeditious and fair
bid evaluation for the selection of the Turnkey Contractor (TC), a two-
stage procedure including discounted cash flow analysis2/ was adopted
for the evaluation of the turnkey bids. The two stage procedure
provides for evaluation of technical bids first to check conformity with

1/ These firms were from Belgium, Malaysia, Netherland and the United
Kingdom.

2/ The DCF method takes into consideration the operational and
maintenance costs of the Mill facilities for the determination of
the lowest evaluated bid.
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technical specifications and operational requirements prior to evalua-
tion of price bids. Technical bids were received from eight firms!! but
only seven bids substantially conformed to the technical specific-
ations. After technical evaluation, these bidders were asked to make
minor adjustments to bring their technical bids into conformity with the
technical requirements specified in the tender document; after which the
bidders were requested to submit financial bids on the basis of their
adjusted technical bids. DCF analysis taking into account operational
and maintenance costs was then applied to determine the lowest evaluated
bid. The bid submitted by a firm from Malaysia was adjudged to be the
lowest evaluated bid. The bid evaluation was conducted by the PlO with
the assistance of the PlC. On 14 February 1980 the Bank approved the
recommendation of SCPL and the Government to award the Turnkey Contract
to a Malaysian firm.

15. As the contract price of WS$2,358,267 (about $2.43 million)
was in excess of the amount of the Bank loan allocated for financing the
Turnkey Contract, the Bank Informed SCPL and the Government at the time
of contract approval that Bank financing for this Turnkey Contract would
be limited to $1.99 million and the Government must finance the balance
of the contract price from its own resources.

16. In August 1980, due to a drop in the value of US dollars vis-
a-vls other currencies, the estimated total foreign exchange cost of the
Bank-financed components of the Project rose to $2.580 million to result
in a foreign exchange cost overrun of about $O.330 million. Since the
total amount of Bank financing for the Project was limited to US$2.250
million, SCPL requested the Bank to approve Its proposal to enter into
an export-credit financing arrangement with Simon Rosedown Ltd., a manu-
facturer of copra crushing equipment, to finance the foreign exchange
cost overrun on the turnkey contract. The Bank approved this proposal
after obtaining from SCPL, the TC and Simon Rosedown Ltd. the following
understandings:

(I) the screw press to be supplied by Simon Rosedown Ltd.
should be technically the same as those previously
Included In the turnkey contract between the TC and SCPL;

(ii) the TC would install the screw presses to be supplied by
Simon Rosedown Ltd. as previously agreed in the turnkey
contract;

(iii) the TC's contract with SCPL would be amended to exclude
the provision of screw presses, which Simon Rosedown Ltd.
supply at a cost of about US$390,000;

(iv) the TC would reduce the price of its turnkey contract
with SCPL by US$390,000 to reflect the provision of screw
presses by Simon Rosedown Ltd.

!/	 These firms were from Federal Republic of Germany, Fiji, India,
Malaysia, New Zealand and the United Kingdom.
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(v) the TC would maintain the performance guarantee for the
whole Mill as previously agreed in the turnkey contract
even though screw presses would be supplied by Simon
Rosedown Ltd.

17. SPCL appointed the Public Works Department (PWD) of the
Government of Western Samoa to carry out the site development and
construction of civil works for the Project. Detailed engineering for
the civil works and the buildings of the Project site was completed by
PWD and the TC in November 1980. The PWD completed the procurement of
construction materials in May 1981. The PWD completed the site develop-
ment work in September 1981 and the construction of the Mill buildings
in January 1982. The TC completed the installation of the mill
equipment in December 1981. The Mill was commissioned in May 1982,
about 20 months behind the original schedule. The factors which
contributed to the delay are presented In para 27.

18. Training of mill operating personnel was completed in January
1982, about 21 months behind the original schedule. The recruitment and
training of these personnel had perforce to be delayed because the Mill
was completed some 20 months later than originally scheduled.

19. The MMC was selected from a shortlist of three candidates who
were interviewed by the Bank at the request of SCPL and the Government.
A service contract was successfully negotiated by telex between the
first ranked candidate and SCPL. The MMC was appointed on 24 April 1982
and started his work on 10 May 1982 in time to participate in the work
for commissioning the facilities of the Mill. The MMC, a Filipino, took
over the operation of the mill from the Project Manager of the PlO in
mid-June 1982.

20. Though the Mill was officially commissioned in May 1982, trial
commercial operation started about three months earlier in February
1982. The start of operation of the Mill was delayed by 17 months, and
this could be considered to be a reasonable achievement for the
completion of an agro-processing Project of the size and complexity of
this Mill in the South Pacific. A comparison of the actual and original
project implementation schedule is set forth in Appendix 1.

3.	 Project Components

21. There were some changes in the components of the Project. It
was originally planned that storage tanks with a total capacity for
3,000 mt crude coconut oil would be Installed at the Apia wharf. To
date only a 1,200 m.t. coconut oil storage tank was installed there with
financing provided by New Zealand Aid. In recent years scheduled arrival
in Apia of ships with on-board coconut oil storage facilities had in-
creased. As a result, this one unit of 1,200 m.t. coconut oil storage
tank had thus far proven to be adequate for storing oil between ship
arrivals. }Iowever, the Government wanted to have some spare oil storage
capacity In Apia for meeting contingencies which could arise from late
ship arrivals, and also for meeting planned expansion of copra crushing
capacity at the Mill. With this in view, the Government had approached
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the EEC for assistance to provide two more storage tanks of about 1,200
mt capacity each. EEC had agreed to provide two tanks on a grant basis
but has yet to decide on whether to locate both tanks at the Apia wharf
or to locate one tank at the wharf and the other tank at the Mill. The
PCR Mission had indicated to SCPL that the latter alternative would be
more practical as two 1,200 mt tanks at the wharf would have more than
adequate holding capacity to meet the requirements for making up one
shipment of coconut oil. Locating the third 1,200 mt tank at the Mill
would avoid congestion at the wharf and would also allow the Mill
greater flexibility in making arrangements for the refilling of the two
1,200 mt tanks at the wharf between ship arrivals.

22. To ensure that copra crushing operation at the Mill would not
be interrupted by breakdown of the Apia power system, the Government had
secured from Australian Aid on a grant basis a stand-by 550-KVA diesel
generator for the Mill. This stand-by generator had saved the Mill from
costly shut-downs on several occasions when the Apia power system
failed.

23. Under the original plan for the Mill New Zealand Aid had pro-
vided one 20-mt oil tanker (tractor/trailer combination) for the trans-
portation of coconut oil from the Mill to the storage tank at the Apia
wharf. New Zealand Aid provided subsequently an additional unit of 20
mt tanker trailer to the Mill so as to enable the tractor to be used
more efficiently for expediting the transportation of coconut oil from
the Mill to the storage tank at the Apia wharf. With two tanker
trailers, the tractor can be towing one tanker trailer to the wharf
while the other tanker tractor is being loaded at the mill.

24. In the original plan for the Mill, CBWS was required to
construct a copra storage shed at the Mill site. During Mill cons-
truction, SCPL built a 2,000 m.t. copra storage shed in the Mill site by
itself. This action allows SCPL full control of the copra storage,
sorting and preparation activities in the copra storage shed. As this
copra storage capacity is adequate to meet the copra storage needs of
the Mill, it is no longer necessary for CBWS to construct a copra shed
at the site.

25. The original plan for the Mill also provided for the employ-
ment by the Mill of two expatriate Mill Management Consultants: an
engineer/plant manager and a financial analyst/accountant. As SCPL was
able to recruit an experienced Western Samoan financial analyst/
accountant for the Mill, it is no longer necessary for the Mill to
recruit an expatriate for this position.

4.	 Project Costs

26. Due to delays in the implementation of the Project and also
the goverment's decision to provide the Mill with more equipment and
facilities than originally envisaged (see paras 22 to 24), the actual
total Project cost escalated to $5.289 million which was 47.1 per cent
higher than the original estimated total Project cost of $3.588 million.
The actual foreign exchange cost of the Project increased by about 24.2
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per cent from $2.635 million to $3.274 million, whilst the actual local
currency cost of the Project increased by about 111.4 per cent from
$0.953 million to $2.015 million equivalent. The main contributory
causes of the significant increases in Project cost were:

(1) higher cost of site development;

(ii) addition of a 2,000 m.t. copra storage shed in the Mill;

(iii) higher design criteria for the mill buildings;

(iv) addition of a stand-by 550 KVA diesel generator and
controls;

Cv) addition of a 20 m.t. tanker trailer; and

(vi) general cost escalation which resulted from delays in
project implementation.

The foreign exchange cost overrun was financed by grants from both
Australian Aid and New Zealand Aid and from a supplier's credit from
Simon Rosedown Ltd., and the local currency cost overrun was financed by
the Government from its own resources. Table 1 gives an item-wise
comparison of estimated and actual costs. A more detailed cost com-
parison and indication of financing sources is given in Appendix 2.

27. The Mill was completed and commissioned about 20 months later
than originally planned. Excepting for extension of the Mill Management
Consultant's service contract to 30 November 1984, the Implementation of
the Project has been completed. Events that contributed significantly
to the delayed completion and commissioning of the Mill were:

(i) late establishment of the PlO and engagement of the PlC
by about six months each;

(ii) inability of the TC to adhere to agreed work schedules
- (due to late completion and submission of building

designs, frequent changes in detailed design, short
delivery of equipment, poor packaging of equipment for

-	 shipping which led to breakages and need for replacement,
and frequent changes of site personnel);

(iii) inability of the PWD to adhere to agreed work schedules
(due to delays in completion of engineering design work,
over-design of copra storage shed and other mill
buildings, lack of planning In the purchase of
construction materials, and delays in construction of
civil works); and

(iv) a 13-week strike by public servants.
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Table 1 - COMPARISON OF COST ESTIMATES AND ACTUAL COSTS
($ '000 Equivalent)

Foreign Exchange Local Currency 	 Total
Description	 Appraisal	 Appraisal	 Appraisal

Estimate Actual Estimate Actual Estimate Actual

1. Site Development and 	
5/Civil Works	 263	 263	 121	 1,508—	 384	 1,771

2. Turnkey Contract	 1,681	 2,240!'	 -	 -	 1,681	 2,240

3. Other Equipment
(vehicles, office
equipment, gene-	

2/rators and etc.)	 71	 416—	 -	 -	 71	 416

4. Project Implement-	
3/atlon Consultants	 120	 235—	 12	 12	 132	 247

5. Mill Management	
4/Consultants	 140	 120—	 14	 14	 154	 134

9. Interest Working
Capital
	

520
	

259	 520
	

259

Total Project Cost
	

2,635	 3,274
	

953
	

2,015	 3,588
	

5,289

!I	 Increase resulted from the higher cost of the turnkey contract.
2/	 Increase resulted from the additional purchase of a 550 KVA standby

power generator and an extra unit of 20 mt coconut oil tanker
trailer.

3/	 Increase resulted from the longer service period of the PlC by 14
months.

4/ This cost Is an estimate as the MMC's service terminates on
31 December 1984.

5/	 Increase resulted from higher cost of site development and civil
works and the addition of a 2,000 mt copra storage shed in the
Mill.

6/	 Increase resulted from delay In mill commissioning.
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5.	 Contracting for Consultant Services

28. Two groups of consultants were recruited for the Project. The
Project Implementation Consultant (PlC) was selected on the basis of
evaluation of proposals submitted by shortlisted consulting firms. The
Mill Management Consultant (MMC), was selected from a shortlist of mdi-
vidual consultants. The procedures used in the engagement of these con-
sultants were consistent with the Bank's Guidelines on Uses of Consul-
tants. Engagement of the PlC was delayed by about six months due to
late establishment of the PlO and late evaluation of consultant service
proposals. The MNC was also engaged some 24 months later than origin-
ally planned due to late completion of mill construction. The MMC's
service contract was extended to 30 November 1984 at the request of
SCPL.

6. Contracting for Construction Services and Procurement of Goods

29. It was agreed between the Government and the Bank that the
Public Works Department (PWD), in conjunction with the Special Projects
Development Corporation (SPDC), would undertake the site development
works and the construction of an in-plant water supply system, a power
transformer substation, roads, mill buildings, a copra storage shed and
an off-site oil storage tank. The PWD would also carry out the procure-
ment work associated with the contruction assignment. It was further
agreed that the cost of this work would be financed from the Govern-
ment's own resources and from New Zeland Aid. PWD and SPDC completed
the construction work and the procurement work after a delay of 26
months due to previously accummulated delays in the establishment of the
PlO, the recruitment of the PlC and the engagement of the TC and to the
inability of PWD and SPDC to handle properly the scheduling of the
various construction work assigned them by the Government.

7.	 Conditions and Covenants

30. The Bank loan was signed on 28 December 1977. The effectivity
of the loan was delayed from 28 March 1978 to 25 August 1978 because of
(1) difficulties encountered by the Government in the establishment of
the PlO; (ii) difficulties encountered by the Government in the hiring
of an experienced full-time Project Manager; and (iii) more time re-
quired by the Government for the preparation of legal opinions and the
processing of the Financing Agreement. Apart from the delay in ful-
filling the pre-conditions for loan effectivity, the Government and SCPL
have complied with the conditions and covenants stipulated in the Loan
Agreement and the Project Agreement with the Bank. Appendix 3 sets
forth the status of compliance of covenants by the Government and SPCL.

8.	 Disbursements

31. Based on the original disbursement schedule prepared at the
time of loan appraisal, disbursements from the loan account should have
commenced in March 1978 and the loan account should have been closed on
31 March 1983. However, due to the delays encountered in the implement-
ation of the Project, this disbursement schedule was not achieved. The
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first disbursement, amounting to Us$25,050.49 was made on 9 November
1979. In order to accommodate payments for contract balances which were
still outstanding, the loan closing date was extended from 31 March 1983
to 31 May 1984. Due to the need for extension of the service contract
of the MMC to 30 November 1984, the loan closing date was further
extended to 31 December 1984. As of 31 March 1984, the total disburse-
ment from the loan account amounted to about US$2.166 million. A
year-wise comparison of projected and actual disbursements is given in
Appendix 4.	 *

9.	 Executing Agency

32. SCPL is a limited liability company in which the Government of
Western Samoa is the major shareholder.!! SCPL has an authorized
capital of W$750,000 which was entirely paid up. It has a Board of six
Directors drawn from representatives of the Ministry of Finance,
Ministry of Agriculture, the Copra Board of Western Samoa, the Western
Samoa Trust Estates Corporation (WSTEC), copra producers and traders.
The Mill Manager is the Chief Executive of SCPL, and is vested with the
authority to manage the day-to-day operations of SCPL. He answers to
the Board of Directors of SCPL from whom he receives policy guidance.

33. AS SCPL was unfamiliar with the Bank procedures at the
beginning of Project implementation it did not submit the earlier
withdrawal applications and the quarterly reports to the Bank on time.
Apart from such lapses at the beginning of Project implementation, SCPL
had gene- rally acted promptly in submitting requests to the Bank for
approval on matters pertaining to recruitment of consultants,
procurement, and reallocation of funds under the Bank loan.

34. In view of the remoteness of Western Samoa from suppliers and
the newness of the Executing Agency, the Bank had provided special
assistance to the Project on a number of occasions when requested by the
Government of Western Samoa. The special assistance provided by the
Bank to the Project included:

(1) drafting of an invitation document for soliciting
proposals from consulting firms for provision of services
as the Project Implementation Consultant (PlC);

(ii) assisting representatives from the Government of Western
Samoa to negotiate with the first ranked consulting firm
for the PlC service contract;

(iii) despatching a Bank technical mission to assist SCPL and
the Government to resolve some contractual problems with
the Turnkey Contractor (TC); and

1! The Government of Western Samoa owns 749,999 shares out of a total
of 750,000 shares. One solitary share is owned by a private party.
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(iv) interviewing and evaluating candidates for the position
of Mill Management Consultant (MMC) for the Project and
assisting in contract negotiation with the first ranked
candidate.

35. The Bank's assistance in various phases of project implement-
ation had helped much to expedite implementation of the Project. SCPL
was able to work reasonably well with the TC and the PWD to complete the
Mill and bring it into successful commercial operation. Both the TC and
the PWD had completed their work to acceptable standards of workmanship
and the Mill satisfied all the specified performance guarantees in the
Turnkey Contract. The commissioning phase of the Mill was extended by
SCPL to allow sufficient time for SCPL to satisfy itself that the TC and
the PWD had carried out their work completely to acceptable standards.
Since its commissioning on May 1982, the Mill had not experienced any
major operational problem.

36. The Mill Management Consultant (MMC) assumed full responsi-
bility for the proper operation and maintenance of the mill with effect
from mid-June 1982 when he took over the Mill from the Project Manager
of the PlO. In his function as Plant Manager, the MMC Is assisted by a
Western Samoan cadre comprising a Deputy Manager! Accountant, a Plant
Engineer, 40 production and maintenance personnel(equipment operators,
laboratory technicians, electricians, mechanics, and welders) and 20
administrative and support personnel 	 (store keepers, bookkeepers,
secretaries, clerks and drivers). Under the MNCtS training and
guidance, the Plant Engineer, together with the plant operators and
mechanics, are now able to handle the tasks of operation and maintenance
of the Mill routinely with confidence. As Plant Manager, the MMC
handles also the marketing function of purchasing copra and selling
coconut oil and copra meal pellets; he has been able to induce more and
more copra producers to sell their copra directly to the Mill. The Mill
currently buys about 50 per cent of Its requirements of copra directly
from walk-in sellers and from copra dealers and buys the balance of its
requirements from CBWS.

10. Initial Operations

37. SCPL began commercial operations in June 1982 and processed
about 14,400 nit of copra in that year. Due to inadequate copra supply
in 1983, the Mill was utilized at about 91 per cent of its rated annual
copra crushing capacity of 24,000 nit. Although copra production in
Western Samoa hit an all time high of 24,000 nit in 1982, it was hampered
by drought in 1983 and reached only about 20,500 mt in that year.

38. In 1982 the Mill earned a net profit of only about US$230,000
which was low because the Mill operated for only part of the year and
also the international market price for Coconut oil in that year was
low. In 1983, the Mill earned a net profit of over US$1.0 million. As
the Mill was buying about 50 per cent of its copra requirement through
CBWS at a higher price than that for direct purchase from producers, the
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profitability of the Mill could be much enhanced if the Mill were
allowed to buy all its requirements of copra directly from the pro-
ducers. The Government is cognizant of this fact and plans to institute
legislation to facilitate the Mill to purchase all its copra require-
ments direct from copra producers.

39. The Mill employs 63 regular staff and hired about 40 temporary
staff on an irregular basis for loading copra meal pellets. The total
annual payroll of the Mill was about US$147,000. The 63 regular emplo-
yees of SCPL form about 6.7 per cent of the total employment in the in-
dustry sector of Western Samoa in 1983. SCPL exported about 11,000 mt
of crude coconut oil and 5,500 nit of copra pellets in 1983 to earn a
total of about $6.0 million in foreign exchange, which was equivalent to
about 35 per cent of the country's total foreign exchange earning for
that year. In 1983, SCPL became the single largest foreign exchange
earner for the country. By processing copra domestically, Western
Samoa's net foreign exchange earning increased by about US$1.0 million
per year. It can be concluded that Western Samoa has achieved the
objectives advanced for embarking on the Project -- employment gene-
ration and increase in foreign exchange earning from adding value to
coconuts produced in the country by domestic processing.

11. Performance of the Bank

40. Throughout the implementation of the Project, the Bank always
acted promptly on requests for approval on procurement matters and for
reallocation of loan funds. The Bank has on a number of occasions at
the request of the Government of Western Samoa provided special assist-
ance to the Project (please see paragraph 34 for details).

C.	 Project Implementation Evaluation

1.	 Project Design

41. At the outset of project preparation, the Bank maintained a
conservative approach to the design of the Coconut Oil Mill. The
objective was to construct a copra crushing facility with adequate
capacity to process as economically as possible the available copra in
Western Samoa. On such a basis, it was decided to design the Mill to
process only 16,000 mt of copra a year Into crude coconut oil, and no
oil refinery would be provided. Electric power for the Mill would be
drawn from the public power supply at Apia, and the steam requirement of
the Mill would be met by burning wood scraps, coconut shells and husks.
At the time of project appraisal, it was decided to expand the copra
crushing capacity of the Mill to 24,000 nit per year in the light of the
Government's preparedness to Implement the necessary agronomic extension
services and financial assistance program to support the Coconut Replan-
ting Scheme for increasing coconut production In the country. The
Bank's approach to the design of the Mill was to ensure that the Mill's
capacity would be fully utilized to achieve the maximum economy in
operation. In retrospect, the Bank's approach proved to be correct.
Equally correct was the Bank's forecast of the effects of supportive
agronomic extension and financial assistance programs on copra
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production in the country. In 1982, copra production in Western Samoa
reached about 24,000 nit to facilitate the economic utilization of the
Mill's Installed copra crushing capacity of 24,000 nit per year. The
Mill was able to operate continuously throughout 1983 to process all the
copra it managed to procure. As a result of drought conditions in parts
of the country, the Mill was able to procure only enough copra to work
at 91 per cent of its full capacity.

42. Looking into the future, the Government is considering the
addition of another copra crusher unit to the Mill for increasing the
installed copra crushing capacity at the Mill to 32,000 nit a year. The
Government's rationale for this expansion was that by the time of its
completion in 1985, copra production in Western Samoa would reach about
30,000 nit and neighboring countries which have no copra crushing capa-
bility, could be expected to send several thousand tons of copra to Apia
for processing. The Government is also considering the installation of
a refinery for processing crude coconut oil to produce refined edible
oil and also an intermediate grade oil for use as raw material In the
production of coco-chemicals. At present a German firm is studying the
feasibility of producing activated carbon in Western Samoa from coconut
shell charcoal. All the above proposed facilities can be integrated
with the existing physical facilities in the Mill. However, before
implementing any of the proposed facilities, the feasibility of each of
the proposed facility will have to be ascertained with due attention to
marketing and technical aspects.

2.	 Project Costs

43. The Project Incurred cost overrun of about US$1.701 million,
which was equivalent to about 47.1 per cent of the original Project cost
estimate of US$3.588 million. The actual foreign exchange cost of the
Project Increased by about 24.2 per cent from $2.635 million to $3.274
million. The actual local currency cost of the Project increased by
about 114 per cent from $0.953 million equivalent to US$2.015 million
equivalent. However most of the cost overrun was the result of
additions to physical facilities the costs of which were not included in
the original cost estimate (see para 26).

44. Most categories of the foreign exchange cost items of the
Project experienced cost overruns. The actual cost of the turnkey
contractl/ was about US$2.240 million, which was about 12.60 per cent
higher than US$l.990 million allocated for this contract in the Bank
loan. The actual cost of the turnkey contract could have been much less
If the procurement process had started on time (one year earlier) or if
second-hand reconditioned copra crushers were selected instead of brand
new equipment. The actual cost of other equipment such as (vehicles,
office equipment, a stand-by power generator, etc.) was about US$416,000
which was about 486 per cent higher than the basic cost estimate of
US$71,000. The increased cost resulted from the addition of a 550-KVA

1, Including the cost of the three copra crushers amounting to
US$390,000 supplied by Simon Rosedown Ltd. on a supplier credit
basis.
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standby diesel power generator and an extra 20 mt tanker trailer for the
Mill, and also the higher cost of the tanker trailers and tractor. At
the time of Project appraisal in April 1977 the Bank Mission ascertained
that the additional power load of the Mill of about 370 kW could easily
be accommodated within the firm power generating capacity of 7,800 kW
available for Apia in 1980 when the Mill was expected to start commer-
cial operations. However as a result of the 20-month delay in plant
commissioning and the unexpected growth in demand for electric power in
the Apia area, the Mill had encountered a few power outages each month
after it started commercial operations in June 1982. Though this level
of power outages is within tolerable range for copra crushing
operations, the Government decided to seek from the Australian Aid the
grant of a 550-kW power generator to ensure uninterrupted operation of
the Mill. The availability of an extra 20 Tnt tanker trailer for the
Mill will facilitate faster coconut oil transfer operation between the
Mill and the Apia Wharf. Financing for these additional equipment was
provided by bilateral aid agencies on a grant basis. The actual cost of
the services of the Project Implementation Consultant (PlC) was about
US$235,000, which was about 95.8 per cent higher than the original cost
estimate of US$120,000. The additional expenditure went to pay for the
extension of the services of the PlC made necessary by a 20-month delay
in project implementation. The increase in cost of the Turnkey Contract
was financed by Simon Rosedown Ltd. through a supplier credit. The cost
for the additional equipment for the Mill was financed by grants from
New Zealand Aid and Australian Aid. The increase in cost of the PlC's
service was met by reallocating funds within the Bank loan.

45. Two local currency cost items of the Project experienced cost
overruns. The actual cost of site development and civil works was about
US$1.508 million equivalent, which was about 1,146 per cent higher than
the original basic cost estimate of US$121,000 equivalent; such increase
in cost was largely due to the construction of a 2,000 mt copra shed in
the Mill and the higher cost of construction of the Mill buildings.
Though it was agreed during Project appraisal that CBWS will construct a
2,000 mt copra storage shed in the Mill compound, the Government decided
during project implementation that SCPL should construct this copra
storage shed instead of CBWS. As the Coconut Oil Mill was the showcase
project of Western Samoa, the Government also decided that the archi-
tectural design of the Mill buildings and copra storage shed should
reflect Samoan culture. This resulted in higher cost of building
construction. The actual cost of pre-operation and start up expenses
was about US$101,000 equivalent, which was about 60.3 per cent higher
than the original cost estimate of US$63,000 equivalent; such cost
increase resulted from the delayed commissioning of the Mill by about 20
months. The increase in local currency cost expenditures was financed
by the Government from its own resources.

3.	 Implementation Plan

46. The Project implementation plan and arrangements were
generally satisfactory. The arrangement for a Project Implementation
Consultant (PlC) to be employed for providing assistance to the Execu-
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ting Agency in the selection and supervision of a Turnkey Contract (TC)
for the construction of the Mill proved to be effective. The use of
two-stage approach and the discounted cash flow method for evaluation of
bids for the Turnkey Contract was appropriate. However, in retrospect
the Mission felt that the time alloted for carrying out each task for
the Project was Inadequate and should have been realistically extended
by 20 to 40 per cent for the establishment of the PlO, the appointment
of the Prolect Manager, the recruitment of the PlC and the selection of
the Turnkey Contractor.

4.	 Implementation Schedule

47. The Project was physically completed and became operational
about 17 months behind schedule. The Mill was officially commissioned
in May 1982 about 20 months behind the original schedule. Such a delay
Is not uncommon for projects in the South Pacific, and the project
implementation schedule prepared at the time of loan appraisal should
have taken realistically into account the work lead and project imple-
mentation capability in Western Samoa. However the project implement-
ation schedule as prepared by the Appraisal Mission assumed that the
Government could move expeditiously to establish the SCPL and the PlO
and that an experienced engineer could be recruited quickly by SCPL to
act as the Project Manager of the PlO. The project implementation
schedule was also prepared on the basis of the time estimated by the PWD
for the construction works for the Project, but which proved later to be
optimistic.

5.	 Contracting for Goods and Services

48. Contracts for supply of goods and services for the Project
were generally completed without much difficulty. However, contracts
with the PlC, the PWD and the SPDC for the construction of the Mill and
its facilities were delayed because of the late establishment of the
PlO. Also the recruitment of the MMC had to be postponed because of the
delay in completing the Mill.

6.	 Performance of Consultants, Contractors and Suppliers

49. The performance of the PlC was generally satisfactory
especially that of the Site Engineer for the PIG. When the Executing
Agency failed to engage an expatriate engineer to fill the position of
the Project Manager of the PlO, the Site Engineer was asked by the
Government to serve also as the Project Manager of the PlO. The Site
Engineer's competence and his insistence that the Mill should be
properly constructed resulted In a Mill that met fully the contracted
performance criteria and also Mill buildings that are pleasing In
appearance.

50. The performance of the MMC was satisfactory thus far. Since
the MMC took over the position of Manager of the Mill In June 1982, he
had managed both the operation of the Mill and the commercial activities
of SCPL satisfactorily. To ensure proper mill operations and main-
tenance, he trained a Samoan Plant Engineer for taking care of the rou-
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tine operation and maintenance of the Mill, and also trained shift fore-
men for supervising the three-shift operations of the Mill. He also
Introduced proper copra sorting and grading techniques and good house-
keeping procedures for the Mill. Under his stewardship the Mill had
operated reasonably well since mid-June 1982. His background and
experience in mill equipment enabled him to identify and correct defects
in the reduction gears of the copra crushers before serious problems
could develop. He persuaded the manufacturer of the copra crushers to
replace the defective gears free of charge by new gears with the proper
gear tooth surface hardness. As a result, the Mill was able to operate
continuously throughout 1983 under near full-load conditions without any
major breakdown.

51. The MMC also looked after the commercial operations of the
Mill. When delivery of copra by DBWS to the Mill was slow, he arranged
to purchase copra directly from smaliholder producers and dealers who
delivered their copra to the Mill. The availability of a 2,000 mt copra
storage shed at the Mill made this approach feasible. Direct contact by
the Mill with the copra producers drew their attention to copra quality
requirements of the Mill. As a result copra delivered to the mill by
smaliholder producers helped to improve the quality of the oil turned
out by the Mill. This approach for direct purchase of copra from the
copra producers helped the Mill to save on handling and storages fees
which otherwise would be charged by CBWS on copra purchased through
CBWS. The copra producers also benefitted from direct sales of copra to
the Mill through immediate receipt of cash payment for their copra and
bonus payment for prime grades of copra from the Mill. The MMC also
introduced a proper record keeping system for the Mill, and had
familiarized the Samoan Chief Accountant in maintaining this system.
The MMC's original contract ended on 31 April 1984 but was extended to
30 November 1984 by the Government with the approval of the Bank, as the
MMC was still needed to run the Mill. The Government may possibly
extend the services of the MMC about two years further after November
1984, and pay for his services from Its own resources.

52. The performance of the Turnkey Contractor was mixed. The TC
was unable to meet planned schedules and failed to keep an experienced
Site Engineer on the work site continuously. The poor packaging by the
TC of breakable items of equipment such as electrical control panels and
plastic parts resulted In damage to such Items during shipment and hand-
ling, and it took time to repair or replace such equipment. Many of
these problems occured because the TC took on more projects than it
could handle properly with its experienced personnel. The TC also did
not have adequate experience In working outside Malaysia. The TC placed
too much reliance on its contructlon counterparts In Western Samoa - the
PWD and the SPDC - for completing civil works on time. However, the TC
must be credited with completing a Mill which satisfied all the
contracted performance criteria and was successfully tested and
commissioned.

53. PWD and SPDC completed their construction contracts for the
Project about 14 months later than originally planned. The delay
resulted from their inadequate coordination with the TC personnel in
Apia and their inability to cope with the multitude of jobs which had
been assigned simultaneously to them.
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54. The Project did not encounter any major problem from sup-
pliers. However, delays resulted from late placement of order for
construction materials and a 13-week strike of civil servants. There
was also the usual problem encountered in South Pacific projects --
delays in delivery which resulted from irregular shipping schedules.

7.	 Conditions and Covenants

55. As already mentioned, the effectivity date of the loan was
extended three times because of the longer time required by the Govern-
ment to fulfill the pre-conditlons for loan effectivity and also the
longer time taken by the Government and the Bank to formulate and
process legal opinions on matters relating to the loan agreement. As a
result the loan was declared effective on 25 August 1978 instead on
28 March 1978. Delays in loan effectivity resulting from the need of
both sides to clarify loan effectivity conditions and legal opinions
occur in the majority of Bank loans. A quick review of the loans in the
South Pacific indicates that it takes on average about six months from
the date of loan signing for a loan to become effective. The Bank could
examine in respect of loans for South Pacific borrowers whether a period
of 180 days instead of 90 days would be more appropriate for arrange-
ments to be made for the loans to become effective.

56. SCPL had not complied on time with the requirements of the
loan covenants. Though it had sent to the Bank all the quarterly
reports on the execution of the Project (Section 2.08(b) of the Loan
Agreement), the submissions were usually one to three months late. SCPL
failed to maintain a debt service ratio of not less than 1.5 (Section
2.10 of the Loan Agreement) in 1982 because of the delayed start of
commercial operations of the Mill. SCPL complied with this covenant in
1983. SCPL could have complied with this covenant in 1982 had it not
encountered a 17-month delay in the start of operations of the Mill.
The Mission considered that all the covenants specified in the loan
agreement and project agreement to be reasonable and necessary for
ensuring the satisfactory operation of the Project.

8.	 Executing Agency

57. SCPL, the Executing Agency, had a slow and erratic start in
the implementation of the Project because it encountered difficulties in
hiring and retaining a qualified engineer as the Project Manager of the
PlO. At times, just to keep project implementation work going, the
Financial Secretary of the Government and a member of the SCPL Board of
Directors, had to assume the functions of the Project Manager. For a
short while, this ad-hoc arrangement helped but proved to be inadequate
in the long-term. After repeated failures to recruit a suitable Project
Manager, the Government proposed that the Site Engineer of the PlC also
act as the Project Manager of the PlO. Though this was an unusual
arrangement and could lead to conflict of interest, the Bank was willing
to accept it on a trial basis. As the Site Engineer of the PlC demons-
trated his ability to discharge his dual role well and in an impartial
manner, SCPL and the Bank formalized the arrangement of the Site
Engineer of the PlC to act also as Project Manager for the duration
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of project implementation. After the Site Engineer of the PlC was
appointed as the Project Manager of the PlO, project Implementation
progressed reasonably well. Despite its initial difficulties in
recruiting a Project Manager for the PlO and its unfamiliarity with Bank
practices In project implementation matters, SCPL was able to complete
the Project satisfactorily in June 1982. Since then, SCPL had carried
on the physical operation of the mill and the commercial activities of
copra buying and oil export reasonably well. This achievement resulted
from the dedication of the Financial Secretary, the MMC, and the Western
Samoan staff of SCPL for the Project.

9.	 Initial Operations

58. As indicated in paragraphs 37 to 39, the initial operations of
the Project by SCPL was commercially successful, and the soclo-economic
benefits derived from the Project have begun to make an Impact in
Western Samoa. In 1982, the Project helped Western Samoa to realize
additional foreign exchange earning of about US$230,000; in 1983 the
additional foreign exchange earnings from the Project had risen to over
US$1.0 million. The successful commercial operation of the Project has
enabled SCPL to pay higher copra prices (relative to world market copra
prices) to domestic copra producers, and this has helped to encourage
copra production in Western Samoa. As copra production improves in
Western Samoa, the Project is forecasted to earn additional foreign
exchange for the country well in excess of $1.0 million a year. The
Coconut Oil Mill Project had operated without any major difficulty over
the past two years and the Western Samoan staff had been successfully
trained to operate and maintain the Mill. In view of the strong boost
given by the Project for increasing copra production in the country in
the coming years, the time has come for SCPL and the Government to
consider the feasibility of installing another copra crusher at the Mill
and also to examine the feasibility for the development of other
coconut-based products such as coco-chemicals and activated carbon.

10. Bank's Performance

59. The Bank's creditable performance in the design and appraisal
of the Coconut Oil Mill Project Is well established. The performance of
the Bank in the follow-up of Project implementation can be described as
having been expeditious in responding to requests made by the Executing
Agency. On several occasions, the Bank took the Initiative in informing
the Executing Agency of the due dates of loan administration require-
ments, and also helped the Executing Agency to meet such requirements.
The Bank also despatched a Review Mission to Western Samoa to help
resolve contractual disputes between the Executing Agency and TC. Sub-
sequent to the visit of the Review Mission the TC agreed to assign an
experienced project engineer on a regular basis to the construction site
and to replace at its own cost all the equipment components which were
damaged due to improper packaging. Apart from this Mission, the Bank
was able to handle expeditiously all other project implementation and
loan administration matters by telex and letter communications.
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D. Recommendations

60. Though the Coconut Oil Mill has been completed and the Bank
loan will be closed on 31 December 1984, it Is recommended that the Bank
continues to monitor the Project to follow-up on the following matters:
(I) the installation of one unit each of 1,200 mt coconut oil storage
tank each at the the Apia Wharf and at Mill site by the end of 1984;
(ii) the institution of appropriate action by the Government to allow
SCPL to purchase all copra directly from the producers Instead of
through CBWS; and (iii) the collection of socio-econoniIc data on the
Project to check the achievement by the Project of the Intended economic
benefits and to provide the data base for a case study for use In the
planning of coconut oil mill projects In other South Pacific countries.
Such monitoring can be carried out by reviewing quarterly reports to be
submitted by SCPL.

61.	 In the course of the PCR Mission, the Government requested the
Bank to consider provision of technical assistance for:

(i) a feasibility study on the production of activated carbon
from coco-charcoal in Western Samoa; and

(ii) a feasibility study on the production of coco-chemicals
from coconut oil in Western Samoa.

62. It Is recommended that Bank consider favorably the provision
of technical assistance to Western Samoa for carrying out the proposed
feasibility studies which could result in helping the country to set up
Industries to realize further value added through the domestic
processing of coconuts -- the country's major agricultural cash crop --
and Its related by products.
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New	 New
Zealaixi	 Zealand Australian Suppliers

Project Caciçonents	 ADB Aid Local Total	 ADB Aid	 Aid	 Cr1it Local Total

a) Site Deve1opient	 -	 263	 121	 384	 -	 263	 -	 -	 1,508	 1,771

and Civil krks

b) Turnkey Contract	 1,681	 -	 - 1,681	 1,895	 -	 -	 3451	 -	 2,240

(Mill Machinery
Installation and
Contractor's Fee)

c) Other Equ1xicit	 -	 71	 -	 71	 -	 184	 232/	 -	 -	 416

(Vthicles, Office

EtuixciEnt and a
Pcer Gierator)

d) Project Thp1antation 120	 -	 12	 132	 235	 -	 -	 -	 12	 247

Consultant

e) Mill Managxent	 140	 -	 14	 154	 120	 -	 -	 -	 14	 134

Consultant

f) Pre-operating and	 -	 -	 63	 63	 -	 -	 -	 -	 101	 101

Start-up Expises

g) Physical Cont1ngicy	 103	 17	 21	 141	 -	 -	 -	 -	 -	 -

h) Price Contingaicy	 206	 34	 42	 282	 -	 -	 -	 -	 -	 -

i) Interest During	 -	 -	 160	 160	 -	 -	 -	 -	 121	 121

Construction

j) Initial k,rking	 -	 -	 520	 520	 -	 -	 -	 -	 259	 259'

Capital
Subtotal.	 2,250	 385	 953 3,588	 2,250	 447	 232	 345	 2,015	 5,289

FX Total	 2,635	 3,274

ar For financing a staiulby per grator.
b/ Supplier's cr1it frcii Slnxn Rosedown Ltd. for financing three units of copra crushers.

Cl Based on exchange rate at 31 January 1979 (1.$1.0O = WS$O.91).
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Appendix 3

STATUS OF COMPLIANCE WITh LOAN COVENANTS

Particular Section
in Loan and

Covenants	 Project Agreements	 Remarks

Complied with-"1. Submission of quarterly	 Section 2.08 (b)
reports on the execution
of the Project.

2. Submission of audited	 Section 2.12
financial statements not
later than six months after
the close of the fiscal
year to which they relate.

3. For the first five years 	 Section 2.09
of operations, SCPL shall
maintain a debt equity ratio
not higher than 70:30 and,
thereafter, a debt equity
ratio not higher than 60:40.

4. SCPL shall maintain a debt	 Section 2.10
service ratio of not less
than 1.5.

Complied with.

Complied with.

Complied with'

a! SCPL submitted all the quarterly reports but there were delays in
their submission.

b/ SCPL complied with this covenant in 1983. As a result of delay in
project completion, SCPL was not able to comply with this covenant
in 1982.

Note: Loan Covenants stated here do not include those needing
compliance prior to Loan effectiveness.

(Reference in text: page 15, para. 30)
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a) Turnkey Cctractor	 389	 -	 975	 -	 585	 310	 - 1,214	 - 371	 -	 -	 -	 -

(Mifl chinery
Tnstaliaticn ari
Ccxitractor 'S Fee)

b) Project	 33	 -	 69 30	 37	 114	 -	 42	 - 48	 -	 95	 -	 -

Ilaitaticn
Ciisultant

c)MiUManagiit	 -	 -	 11	 -	 60	 -	 60	 -	 31	 12	 -	 27	 -	 84

Consultant

Total	 422	 - 1,055	 30	 682	 424	 60	 1,256	 31 334	 -	 122	 -	 84
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