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1.0

PULP AND PAPER MODERNIZATION STUDY
NEW BRUNSWICK REPORT
EXECUTIVE SUMMARY

INTRODUCTION

In January 1983, the departmental Senior Management Committee
approved the conduct of a study of the national Pulp and Paper Moderniza-
tion Program which would provide additional insight into the operation of
the program and alternatives for program design beyond the March 1984
expiration of the program.

This interim study focussed on the basic program evaluation
issues of improvement and delivery/efficiency leaving impacts and
objectives achievement to be evaluated at a 1atef date. The specific
study issues included:

. program alternatives, discussed under Program Nesign
(section 2);

. negotiation processes, addressed under Program Delivery
(section 3);

. leverage of private investment, the topic of section 4; and

. Canadian content of investments, discussed in section 5.

The stqdy's findings are derived from consideration of activi-
ties undertaken through the subsidiary agreement signed with New Brunswick
and accounts for 8.2% of total program funding. Approximately 17 persons
were interviewed, representing applicant companies, provincial and federal
government officials. In addition, project files were reviewed for 4
companies, which represented the majority of the assisted companies in
New Brunswick. The study team included representatives from the
Department (H Q and regions) and the provincial government.
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This report presents the major fihdings and recommendations on a
provincial basis. Other volumes provide details on the modernization
program in Quebec, Ontario as well as the National Report.

Findings are summarized in this executive summary as they
pertain to program design, program delivery, investment leverage, and
Canadian content. Recommendations are presented in bold type.

PROGRAM DESIGN

The study considered how the basic design of the New Brunswick
portion of the program was received by federal/provincial government
officials and industry in New Brunswick. The topics addressed included
the subsidiary agreement mechanism, types of funding instruments, the
level and type of assistance, disbursement of fdnds, eligibility
provisions, five year plans and objectives.

The subsidiary agreement was viewed favourably by the
respondents as a mechanism for joint (federal/provincial) targetting of
assistance which was directed at regional needs and interests. The
subsidiary agreement mechanism also facilitated joint partnership with the
province (having jurisdiction over wood resources) in a national program
directed at a major industrial sector.

In future programs where major projects and joint -targetting of
assistance and federal/provincial jurisdiction are major
factors, the subsidiary agreement'should be considered as an
assi;tance mechanism.

Companies indicated that tax incentives would be the preferred
form of assistance to the industry.  Government officials (both federal

and provincial) felt that the incentive grant was an appropriate
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instrument since tax incentives may not necessarily induce investment when
companies are in a period of low profits. In determining the most
suitable instrument an assessment of the government's objectives for the
sector and future company profitability would have to be made.

Further study should be given to tax incentives as a future
funding instrument for the provision of assistance.

The type of disbursement of funds provided under the
New Brunswick portion of the program represented progress payments to the

companies. Companies were evenly split on their preference for lump
sum/up front disbursements as opposed to progress payments while
government officials felt that the use of progress payments enhanced
control over the projects.

For future joint programs further study should be given to the
types of payments to be utilized: up front/lump sum, progress

payments or a blending of the two.

The eligibility provisions for the New Brunswick portion of the

program were considered appropriate by the majority of the companies.
Minimal difficulties were experienced with the application of criteria in
the exclusion of off-site projects.

The requirement for company five year investment plans which

were an important means for delineating corporate investment intentions
served as a major input to the program planning process of the Department.
In terms of the overall cash management of the program any significant
changes in these plans would have major implications.

In future programs, the requirement for multi-year corporate
plans should be mandatory.
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Companies and government officials felt that the project Tevel

of assistance at the inception of the program was adequate. However,

changes in economic conditions and additional new projects have made the

present level of program funding inadequate, In terms of the IRDP maximum

levels of assistance for modernization and expansion projects could
accommodate greater needs of assistance since assistance levels are at
least equal to or greater than those maxima provided under the

modernization program.

The consistency and clarity of understanding of the overall
program objectives across the groups interviewed is attributed to the

preliminary groundwork and discussions undertaken by companies and
governments -before implementation of the subsidiary agreement.

PROGRAM DELIVERY

Various issues have been identified with respect to program
delivery such as the pace of negotiations, treatment of companies,
postponements/cancellations and«mdnitoring aspects of the modernization
program,

One half of the companies interviewed felt that the pace of
negotiations was excessively prolonged due to a lack of guidelines on

information requirements, while government officials indicated that the
initial pace of negotiations was slow due to a lack of understanding of
program information requirements on the part of the companies.

Recommendations

In future programs specific gquidelines concerning information

requirements from prospective firms should be established at the start of

the program.
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Two of the companies interviewed for which the issue of
equitable treatment was applicable saw differences in the treatment they

received. One company felt it had received a higher level of assistance
and had more flexibility in project substitution in another province. The
remaining company viewed treatment received in New Brunswick as more
equitable than in another province. In cases where there were differences
in incentive levels applied it was due to the type of project pursued by
each company. Government officials indicated they did not see evidence of
different treatment of the same company in other provinces.

A comprehensive monitoring report dealing with many aspects of
the New Brunswick portion of the modernization program is provided yearly.
Quarterly reports are submitted by companies under the program. However,
there are indications that some companies are not providing all the
information required in their quarterly reports "as per Schedule "B" of the
Contract.

Recommendation

Follow up action on information required from the companies
should be undertaken in order to bring monitoring reports up to date.

INVESTMENT LEVERAGE

One of the primary rationales for the program was to assist
companies to undertake modernization, pollution abatement and energy
related investments. As such, the study has indicated that the program in
New Brunswick has had a considerable impact in bringing ahead the
investment plans of the companies.

Total planned investments by the companies participating in the
program in New Brunswick represent $432.9 million (1978 dollars). Some of
this planned investment was not eligible for cost sharing under the
program and represents about 36% of total planned investment. Actual
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e]iQib]e expenditures (as of March 31, 1983) of $186.9 million (1978
dollars) represent 68% of total planned eligible expenditures of $275.96
million.

Government officia]é perceived no concerted effort on their
parts to increase the levels of investment initially proposéd by the
companies. In future programs if leveraging of investment is a prime
consideration the use of guidelines may be beneficial to the process.

- Future programs should consider the use of target
investment leverage. ratios as guidelines.

CANADIAN CONTENT

The subsidiary agreement for the New BFunswick portion of the
program and individual company contracts signed under the program
contained provisions for Canadian content to be included in projects under
the program.,

The study has revealed that the majority of the pulp and paper
companies and the government officials interviewed for the New Brunswick
portion of the program felt that Canadian content requirements were

sufficiently defined.

With respect to the monitoring of Canadian content levels a

number of sources of data exist, however the federal monitoring system for
Canadian content is not yet operational. Each contract does specify that
the final level of Canadian content is to be provided at the end of the
program,

Most respondents didvnot see any major efforts by government to
increase Canadian content. However, some advice was given to pulp and

paper companies concerning the capabilities of machinery/equipment
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suppliers and some effort made to ensure that Canadian firms were given an
opportunity to bid on projects.

Canadian content requirements should be clearly outlined in

the design and implementation stages of future programs; regular
monitoring of Canadian content on projects should be initiated
through the establishment of a formal operational mechanism. If
Canadian content is to be an item of importance in future
programs means of identifying and promoting the Canadian content
aspect should be established. ‘
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1.1

INTRODUCTION
Purpose and Scope of Study

This study was undertaken to provide answers to a number of
questions of interest to Departmental Management regarding the Nationa]
Pulp and Paper Modernization program and to provide additional insight and
information to senior management concerning future program design.

The study does not attempt to estimate impacts and effects
(benefits accruing to Canada or the regions) as a result of the
implementation of the modernization program. As the specific program
segments mature with respect to the completion of investment plans an
opportunity will be provided to undertake a detailed examination of the
impacts and effects stemming from this initiative.

This study forms one part of a three part study (Ontario, Quebec
and MNew Brunswick). These provinces represent the three largest of the
subsidiary agreements on pulp and paper modernization and account for
nearly 90% of all public funds involved and 83% of the total share of the
program with the majority of pulp and paper companies assisted under the
program being in the three provinces selected for study.

As New Brunswick is to receive 8.2% of total program funding
(third largest), and because the program is more mature than in some other
provinces it was selected for detailed examination in this study.

Four areas of specific interest were identified by the Steering
Committee and are addressed in this report. These areas are:

1. Program Alternatives

2. Negotiation Process - undertaken by governments with
companies seeking assistance under
the program



3. Leverage - the extent to which public sector assistance has
1evered private investment by selected firms
4, Canadian Content - requirements for sourcing materials,
services, machinery and equipment in Canada

1.2 Structure of Report

This report (Volume 4) of thg Pqu and Paper Modernization Study
relates to the New Brunswick portion of the program. Three other volumes
in the study are related to reports for Ontario (Volume 2), Ouebec
(Vvolume 3) and the National Report (Volume 1).

This report details findings and recommendations based upon the
study undertaken for New Brunswick., Section 2.0 Rackground briefly
details the Pulp and Paper Modernization Program in New Brunswick.
Section 3.0 provides an overview of the Study Design.

Sections 4.0 - 7.0 cover each of the four issue areas and
provide findings, conclusions and recommendations based upon the results
of the analysis.

Appendix A to this report provides more detailed information
with respect to data collection.




2.0 BACKGROUND

2.1 Pulp and Paper Industry - New Brunswick

New Brunswick's single most important industry is pulp and
paper. In 1977, New Brunswick's 11 paper mills employed 5800 people
(mi11 employment), paid out $103 million in direct mill salaries and
produced $500 million in value shipments. Several communities exist
solely because of the pulp and paper industry.

In the late 1970's it became evident that without major capital
investments New Brunswick's pulp and paper industry would no Tonger be
cost competitive with its American counterparts.

On August 27, 1980, the Canada/New Brunswick Pulp and Paper
Subsidiary Agreement was signed, providing for $42.25 million in grant
incentives with assistance split on a 80:20 federal/provincial basis.
The subsidiary agreement terminates on March 31, 1984.

In order to address the improvement in the industry's cost
competitive position the program was aimed at improving the viability and
efficiency of the pulp and paper industry in New Brunswick. As such,
three general areas of investment were identified as pollution abatement,
modernization, and energy conservation.



3.0 STUDY DESIGN

The'approach taken in the study relied heavily upon the comment,
opinions and perceptions of officials in the private and public sectors
who are or had been closely associated with the modernization program,

The two major thrusts of the methodology involved interviewing these
officials and undertaking a review of relevant files both at Headquarters
and the regional offices and/or provincial government offices.

The information obtained from interviews and file searches
formed the basis for subsequent analysis. The major activities involved
in developing the study design and conducting the analysis consisted of:

a review of 1Titerature, reports pertaining to the pulp and paper
sector as well as evaluation frameworks for the individual program
segments under study

development of file review guidelines and questions for interviews
of both these instruments.

° determination of specific target groups - government departments
federal/provincial, pulp and paper companies, and the
identification of individuals within each group for interviews

co]]ectioh of data from both regions and Headquarters with respect
to each target group for the provincial program segment

° aggregation of data first on the basis of each target group,
followed by provincial aggregation.

analysis of both interview and file review findings on an
individual provincial segment basis.

\

wrap up of findings, conclusions, recommendations

.
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3.1

3.2

Selection of Sample

Pulp and paper companies which were clients of the program and
operated in at least one of the study regions represented the population
for which companies were chosen for inclusion in the target group.

Given the rather small number of pulp and paper companies in the
total population for each provincial segment a sample size of approximate-
ly 50% or more of total program clients were used. In New Brunswick four
companies represented the sample size. Further information on the
criteria used to select companies will be found in Appendix A part 1.

File Review
The data for the file search was obtained primarily from three

sources; a review of company files maintained by Federal and Provincial
governments and a report entitled Canada/New Brunswick Pulp and Paper

Subsidiary Agreement Monitoring Report published by DREE/ITC, Moncton,

June 30, 1983. This file search was carried out for the four companies in
the target group. The following types of information to be obtained
included:

- % completion of investment plans

- minutes of meetings/decisions taken

- evidence of changes in plans, purchases

- results achieved to date

- specific problems/problem areas

- information related to issue/questions such as financial

information re leverage issue

To facilitate and ensure consistency in data gathering file
review guidelines were developed. These guidelines met Statistics
Canada's paper burden and statistical review requirements. An example of
the file review gquidelines are contained in Appendix A part 2.



3.3

Interviews

The interviews for New Brunswick were held with individuals
closely associated with the modernization program; company officials of
the four firms in the sample, two Federal government officials and two
Provincial government officials were interviewed. The four companies were

selacted for the interviews since their investment programs were well

underway at the commencement of this study with the four contracts of the
companies representing approximately 78% of total incentives available
under the New Brunswick portion of the program.

The New Brunswick interview team was comprised of personnel from
ITC/DREE headquarters/regional offices and the provincial government.
Interviews were held over a one week period.

The type of information that was to be collected through the
interviews included the following:

- information on opératfona1 matters such as Canadian content,
company needs, the negotiation process and program delivery;

~ perceptions and opinions hertaihing to program alternatives,
the negotiation process, Canadian content, and investment
leverage; and

- verification of information collected throqgh the file search.

To ensure consistency and meaningful comparability a set of
points for discussion specific to each target group aﬁd to each of the
four issue areas was developed. The guidelines met with Statistics
Canada's statistical and paper burden review requirements. An example of
the points for discussion is contained in Appendix A part 3.
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3.4 Constraints

This study of the Pulp and Paper Modernization Program is
restricted to four major issues and is based mainly upon the perceptions
and opinions of the program clients and program administrators. Specific
constraints dealing with data acquisition are related to non-standardiza-
tion of units for energy costs, a lack of reporting of actual ineligible
expenditures in the case of companies and a lack of current efficiency
variables and pollution conditions.
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4.1

4.2

PROGRAM ‘ALTERNATIVES
Objectives

A1l respondent groups were consistent in their identification of

the overall objective of the modernization program as improving the

competitive position of the industry.

The consistency and clarity of understanding of the overall
objective is attributed to the preliminary groundwork and discussion which
was undertaken by companies and governments before implementation of the
subsidiary agreement in the province.

Level and Type of Assistance

Companies and government officials generally felt that the
project level of assistance at the inception of the program was
sufficient. Changes in economic conditions and additional new projects
have made the present level of program funding inadequate. The companies
identified tax incentives or ‘a blended tax/grant scheme as the preferred
type of assistance.

Federal and provincial officials indicated that grants as
opposed to tax incentives, were the appropriate funding method since tax
incentives may not necessarily induce investment when companies are in a
period of low profits..

In summary while assistance was seen to be adequéte at the
inception of the program by all target groups additional new projects and
changed economic conditions have created a need for an increase in the
program funding level for the New Brunswick portion of the program.

Tax incentives may be an alternative form of assistance to
companies in the pulp and paper sector. This type of assistance may
address the need to have follow-up to the modernization program in that
incentives would provide. for-longer term investment on a continued basis.

—
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4.3

Recommendation

Further study should be given to tax incentives as a future
funding instrument for the provision of assistance. )

Disbursement of Funds

Companies were evenly split on their preference for lump sum/up
front payments versus progress payments. Those in favour of lump sum/up
front disbursements cited improvements in their borrowing positions would
be gained. Of the two companies preferring progress payments one cited
difficulties with paybacks being greater with lump sum/up front
disbursements.

Government officials felt that the use of progress payments
enhanced their control over the program and would facilitate recovery
actions in the event of non-compliance on the part of the companies.
Provincial officials voiced concern that up front/lump sum payments may
lead to administrative problems and a lack of control over projects.

In summary, progress payments were preferred by government
representatives over lump sum/up front payments due to inherent control
features provided by the method of disbursement.

In terms of disbursement of funds under the present program
there is insufficient evidence by which to determine the preference of one
type of disbursement over another.

Recommendation
For future joint programs further study should be given to the

type of payments to be utilized: up front/lump sum, progress payments or
a blending of the' two.
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4.4 Complementarity / Conflict with Other Programs

Government officials and companies interviewed perceived no
conf11ct between the New Brunswick portion of the modern1zat1on program
and other government. programs.

Forestry Industry Renewable Energy Program (FIRE), Atlantic
Provinces Energy Conservation Retrofit Program (APECRP) and Canada / New
Brunswick North East Subsidiary Agreement were identified as complementary
to the modernization program. Project segments assisted by the FIRE
Program are considered ineligible for incentive calculation under the
Canada/New Brunswick Subsidiary Agreement on Pulp and Paper.

In summary, no conflict between government programs was
identified by the respective groups. The most brogram complementarity was
identified with the Forest Industry Renewable Energy Program which
provides support to capital projects as does the modernization program.

4.5 Subsidiary Agreement Mechanism

The subagreement mechanism was viewed favourably by both
companies and federal/provincial officials. Through the subsidiary
agreement joint funds were made available to the companies while providing
a basis for joint negotiations between government and the companies. As
such, this mechanism was seen to facilitate a sectoral approach to funding
across regions.

The subsidiary agreement mechanism enabled the participating
province to provide direct input into a federal program thereby affording
an opportunity for regional needs and aspects in the provincial domain
(eg.” wood supply) to be taken into consideration in the design and
delivery of the program.

My B 2y A Ty 2 b A 2 O A aow am I ap s
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Recommendation

For future programs where major projects, joint targetting of
assistance and federal/provincial jurisdiction are major factors, the
subsidiary agreement should be considered as an assistance mechanism.

Five Year Plans

The request for five year plans was viewed as reasonable by the
companies concerning the modernization program. These five year plans
form the basis for the determination of assistance levels to the companies
and represent the investment levels contemplated by the companies under
the program.

The requirement for the five-year p]aﬁs is an important aspect
of the program since it provides a basis to determine the amounts of
funding required by the company and the areas in which investments will be
made (e.g. pollution abatement, energy). As such, the five year plans
play an important role in the cash management of the program.

Recommendation

_ In future programs the requirement for multi-year corporate
plans should be mandatory.

Eligibility Provisions

Three of the four companies felt that the eligibility criteria
were appropriate. Minimal difficulties were experienced with the
application of criteria in the area of the rationale for exclusion of

off-site projects.

Some companies also identified transportation infrastructure
costs and extraordinary costs of training/downtime as possible additional
areas where assistance could be provided.
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Federal and Provincial officials felt that the project selection
eligibility criteria were appropriate.

The majority. of companiés and government officials interviewed
indicated that eligibility criteria were appropriate in the program. The
broadening of the eligibility criteria is not warranted in the opinion of
the study team due to insufficient evidence.
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5.0 NEGOTIATION PROCESS

5.1

5.2

Péceﬂ of Negotiations

Half of the companies felt that negotiations were excessively
prolonged due to a lack of guidelines on information requirements.

Government officials indicated that the initial pace of
negotiations slowed somewhat since parties to the negotiations were on a
"learning curve" with respect to the modernization program implementation
and that there was a lack of understanding of the program information
requirements on the part of the companies.

The Management Committee established a working committee that
evaluated and analyzed each proposal and gatherad the necessary
information. The Management Committee usually met with the client
companies to iron out final details and to discuss the amount of financial
contributions.

The lack of specific guidelines regarding information
requirements did not facilitate the negotiation process.

Recommendation

In future programs specific guidelines concerning information
requirements from prospective firms should be established at the start of
the program.

Treatment of Companies

The question was only applicable to two companies in the sample
interviewed and these companies were split in terms of treatment received.
One saw better treatment (higher level of assistance) and more flexibility
with respect to project substitution in another province. The remaining
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company viewed treatment in New Brunswick as being more equitable than in
another province.

Equitability in treatment of companies across the other two
provinces in the study is difficult to determine since many projects
varied considerably in terms of size and type.

Federal officials had some awareness of what was going on in
other provinces with respect to the same company but could not be explicit
as to whether there was equitable treatment or not. Provincial officials
offered no comments on this aspect of the program.

Postponements / Cancellations

Although postponements/cancellations have not been identified as
an issue Federal officials have indicated that an increase in the program
funding level is required to accommodate additional new projects. Within
the confines of the contract and the subsidiary agreement adequate
provisions have been made for project substitution as long as projects may
be completed with respect to the timing and funding Tevels of the
contracts. In cong]usion, postponement /cancellation provisions were seen
to be adequate for the New Brunswick portion of the modernization
program,

Monitoring of Program

A-comprehensive monitoring report touching on many aspects of
the prOQram 1s provided yearly. Details of progress are jdentified in the
monitoring report on company expenditures to date (eligible/ineligible) by
program element (modernization, pollution abatement and energy
conservation).

Quarterly reports are submitted by companies with schedule B of
the contract specifying that information must be provided on
eligible/ineligible expenditures, mill employment totals and estimates_of
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construction man hours. However, evidence suggests that quarterly reports
submitted by the companies are not always meeting the requirements as per
schedule B of the contract with sporadic reporting on Canadian content.

In conclusion monitoring of the program is fairly comprehensive
however, there are some instances where information is not being provided
under Schedule B of the contract.

Recommendation

Follow up action on information required from the companies
should be undertaken in order to bring monitoring reports up to date,
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INVESTMENT LEVERAGE
Inyestment.Levels Achieved

The companies were split on their opinion as to the program
influence on investment. Two companies viewed the program as having a
positive effect on investment with respect to scope, fiming and planning
efforts; the other half viewed the program as having no effects on their
investment plans. Two companies did not see either timing or scope of
investment plans as being positively influenced by the program. One of
these companies cited adeduate return on investments (without the grant
factored in) as being an important factor of whether the projects went
ahead or not. For the other company the decision to invest had been taken
a year before the program was implemented.

Federal and Provincial officials felt that the most significant
effect of the program was on the timing of investments in that investments
were made sooner rather than on the scope of projects.

Actual eligible investment as of March 31, 1983 is $186.9
millions in 1978 dollars (68% of planned eligible investments).

A1l companies indicated that non-eligible projects were going
forward but to varying dedrees. Provincial officials felt that
non-eligible projects were being undertaken on normal replacement items
however, specific information on ineligible projects is not available for
some of @he companies. '

Ndn-e]igib1e projects are not being monitored to any great
extent with respect to whether they are going ahead or not.

7 WE a4 I sy =w
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6.2 Efforts to Increase Levels of Investment

6.3

Government officials perceived no concerted effort on their
parts through the negotiation process to increase the levels of investment
initially proposed by the companies. '

Evidence from file reviews indicates the companies did increase
total investment by $124.8 million. The increases in investment from the
initial plan submission to finally agreed upon plans was most likely
attributable to improved engineering estimates and financial data than
negotiations per se.

Government officials perceived more leverage under the
modernization program than in other programs. Provincial officials
indicated that there was no planned target 1eveﬁage ratio with respect to
pre implementation of the program. Companies have received between 13.5%
to 14.2% grant incentive based on eligible costs. Federal officials
indicated that they were aware of the leverage ratio used in Ontario
(approximately 7:1) and that this was kept in mind when assessing company
proposals.

Recommendation

Future programs should consider the use of target investment
leverage ratios as guidelines.

Incrementality

The program has had a positive influence on investment by pulp
and paper companies in the province. The timing of the investment
(bhinging investment ahead sooner than otherwise) was seen to be the major
influence of the program.
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7.0 CANADIAN CONTENT

7.1 Canadian Content Requirements in the Program

The majority of the companies saw the Canadian content
réquirement as being clearly defined and were able to negotiate Canadian
content based upon the requirements. They also felt the Canadian content
clause was reasonable and- allowed some flexibility regarding changes. The
companies identified the need to keep the "equal values aspect" of
delivery, price, quality and service in mind when comparing Canadian
equipment with foreign equipment.

Government officials felt that it was important to have a
requirement for Canadian content in order that companies do not have a
completely free hand to purchase foreign equipment and that such a
requirement draws the companies' attention to the Canadian content aspect
of their projects.

"The delineation of specific Canadian content requirements in the
contracts signed with the companies made them aware of this aspect of the
modernization program.

The imposition of a_high level of Canadian content as a
condition of receiving assistance was seen as not being realistic by the
companies since all the required machinery/equipment is not available in
Canada. Also some companies felt that the level of Canadian content with
respect to machinery/equipment items depended upon the type of project.

Government officials felt that the Canadian content requirement
of 85% was feasible to enforce provided that machinery/equipment jtems
were available in Canada.

In summary both company and government officials felt the
Canadian content requirements were reasonable.
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Recommendation

Canadian content requirements should be outlined clearly in the
design and implementation stages of future programs,

Monitoring of Canadian Content

At present the Federal monitoring system for Canadian content is
not operational but the provincial government receives a list of company
purchases identifying the source of suppliers.

The majority of companies have indicated that monitoring/follow
up on the part of the governments is virtually non-existent. Evidence
suggests that monitoring on Canadian content is minimal with two cases
where companies are not supplying information on Canadian content.

Schedule C of each contract stipulates that a statement on the
final level of Canadian content is to be provided at the end of the
program. Without proper monitoring it would be difficult to ascertain
validity of the statement. As well, a "30 day" notice requirement is part
of the contract in which companies are to provide notification to the
Management Committee 30 days in advance of a foreign purchase (equipment
machinery) in excess of $250,000.

There is an indication that some companies are not meeting
requirements with respect to disclosure of Canadian machinery and
equipment purchases.

In summary, some provincial monitoring is in place with respect
to Canadian content however, on the federal level no operational
monitoring system is in place as yet. Apart from Schedule C of the
contract, monitoring is sporadic with minimal reporting of Canadian
content taking place.
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Without a monitoring system in place and. operating, difficulty
will be encountered in determining the validity of the statement on final
level of Canadian content and in determining actual progress towards the
85% requirement level. = As such adjustments to be made may not be
identified early enough in the program.

Recommendation

Reqular monitoring of Canadian content on projects should be
initiated through the establishment of a formal operational mechanism as
soon as possible.

Efforts to Increase Canadian Content

The majority of companies saw no attempt being made by the
government to increase the Canadian content reduirement through the
negotiation process and companies indicated thét to do so would not be
reasonable. The companies felt that a high Canadian content beyond the
85% level is not always possible due to the non-availability in Canada of
state of the art equipment on some items.

A company (pulp and paper)/suppliers session was held in Moncton
approximately 2% years ago which provided some exposure to local
contractors/fabricators resulting in some new business for them.

Government officials did not see any major efforts taking place
to promote Canadian content other than advising pulp and paper companies
of the capabilities of Canadian firms., Some effort has been made to
ensure that Canadian firms were given an opportunity to bid on projects.

Recommendation
If Canadian content is to be an item of importance in future

programs, means of identifying and promoting the Canadian content aspect
should be established. '
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APPENDIX A PART 1

PULP AND PAPER MODERNIZATION STUDY

Criteria for selection of Companies

To facilitate company selection for consultations and departmental
vile searches the criteria, are proposed as follows:

1. Interprovincial Representation

Companies will be a candidate if they have been assisted in two or more of
the three provinces selected for the study.

2. Maturity of Investment Plans

The degree of maturity of the investment plan implementation/completion
will be considered in identifying companies.

3. End Products

Companies may be selected on the basis of their end products e.g. Kraft,
newsprint.

4. Exceptional Cases

Where exceptional cases have arisen these may also be given priority.

5. Geographic Location

Geographic location of mills will be taken into consideration.

It is anticipated that approximately one half of éxisting Program
clients in each of the three Provinces (Ont., Que., N.B.) will be covered in
the study. (e.g. Ont. - 5, Que. 11-12, N.B. 2-3) _



. COnr LDENTIEL (une fois rempli)
’ APPENDIX A — PART 2

N - PULP AND PAPER MODERNIZATION STUDY

ANALYST: DATE:
REVIEWER: DATE:

BASIC INPORMATION

Company name

H1{1l name

Location

Project i{dentification:

o Company: Department:

Time from application submission to approval
- Date of application submission
- Date of coutract spproval by committee
- Time elspsed
- Amendments: date of application
date of amendoment approval by comzittee
elapsed time

- Evidence of negotiations:

Type of product and process being supported

’

TE/CT = REG. 120052-1
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1. Five—year Investment Plan (Constant $)

Initial Revised (*actual)

Total xmount:

Amount by year:

1. (1579):
2. (1980):
3. (1981):
“4e (1982):
5. (1983):
6. (1984):
7. (1985):
8. (1986):

9. (1987):

T5/CT - REC. 120052-1
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2. Projecta by Eligible Ineligible Total
N Classification Investment Investment Project

(*actual)

(Source: DManagement Committee Minures/file)
Pollution
- ipitial

~ revised

¥odernization

~ infcdal

- revised

Energz

- infrial

- revised

Other

~ fnftial

- revised

- infcial

~ revised

Recor=ended Incentive

- {inictial - Prov.
- Fed.

- Total T of eligidble {avests=ent:

-~ rvevised - Prov.

- Toral Y of eligidle ipvestxment:

TB/CT - REG. E20052-1



3. A' Ipcentive
{over 5 vears)

Year 1:

Yexr 2:

Year 3:

Year 4:

Year 5:

Yesr 6:

Year 7%

Year B8:

Terr 9:

TE/CT -~ REC.

(1979):
inicial:

revised:

(1580):
initial:

revised:

(1981):
initial:

revised:

(1982):

inicial:

revised:

(1983):
inicial:

revised:

(1884):
initcisl:

revised:

(1985):
inicial:

revised:

(1986):
indirial:

revised:

(1587):
fafcirl:

revised:

5200521

Incentive
for year
(Coustant §)
planned (*actual)

Z of Total
Investment Plan

1
' -n.-

\
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4. Project obijectives:

TE/CT - FEC. .520052-1



HODERNIZATION PROGRAM

L. 2. 3. 4, 5. 6. 1. 8. 9.

5, TROJEGT CATENDITURES (CONSTANT §)
{Prolected/*aciual)

3.1 froduction Lquip-cnt

Inleisl = © 0 L

Revlred

3.1 voliution Snulpment

Infti~l

Revized

5.3 Ensrgy Equiproac

Inftiai

Revi~zd

5.4 Cihor Expondituren

inltial

Reviagd

TB/CT - REG. B20052-1

:
- eow op T W BN B S AN By By NS Y SN B A N ap e



be TLOJECT GAALS
{fza]ectzd forzcsst of 5 yeara)

6.1 i-yloymeats {z) 1Ll

([t} Yoodlanda

(c}) dnvmills

6.2 "—ploymeul (manhours per tLannc)

6.3 Froductlon Cap-city

{r) Hewaprint, &nd groundwood
apecinltiza production tonnea

(b} Harkot pulp prodection tonnes

{¢) Flac paper

TR/CT — REG. B20032-]

-1~

1. PLANHED
FRE~MODERNIZATLON PROGHAH (YEAH G) (wpen completion of dodernizaiion program)
Revised

1.

Inttinl




6.4 Production co-t (§ conatant per tonne
of production)

t.3 Cnorpy Lent {3 conatent per toanne

of productloa)

£.3% Aonual ¥cad Con-u-ptlon

Cuble roifzr contumed
or

S Conslant por tonne of product

6.7 fercent Merhetg

Laport Sales

Domeestic Ssica

M -

b

1.

PRE-HODERHIZATION PROGRAH (YEAR Q)

- § -

1,
{upon coupletlon of

PLANNED
modernlzation prograw}

Inltlal

Revined



7. COWADLAM COHTEHT

Tet-ls

a} X of total lnvestment

b} 1 ¢f <ligible investwent

G
(r

licatl=-r Az2cs-=ont
t Cancdian content)

. TB/CT = REG. B2005Z-1

1.

_.9._

PRE-HODERNTZATION PROGRAN (TEAR 0O)

1.
(upon completion of

FLARNED
rodernizatlon program)

Initial

Revised
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B. Technical Feasibility Assesanent

9. Cozsercial Visbility Assessment

10. Socioceconormic Benefits Assessment

ll. Environmental Assessment

IB/CT - REC. 120052-1
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12.

{a) Polluticn Abatement

PRE POST REGS
MOD'N MHOD'N REQHT.

11.1 BODS
(negagracs par toapne of production)

11.1 Suspended solids
(megagrams per tomne of production)

11.3 Toxieity
(pass/fail)

11.4 Adr

Assistance From Other Programs

(froz cormencerment of modernization program)
Government:
Program:

Amount:
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APPENDIX A - PART 3

IT.

STUDY OF THE PULP AND PAPER MODERNIZATION PROGRAM

Polnts for Discussion -

tmental O0fficials (BQ and Regions) and Provincilal Gevernment

_;epc.r‘
Cfficials

A, Program Altermatives

1. What do you percelve to be the objectives of the program?

2. Were other types of assistance cousidered for the pulp and paper
industry? (Tax credits, accelerated depreciation, loan guarantees
or others)

3. Will the companles receive other forms of assistance or credits for
their investments? If so, what is the source and what are the
amounts?

4., Has the subsidiary agreement complemented or conflicted with other
govercment programs?

5. Are subsidiary sgreements a good umbrella under which to make such
funds available to companies and to negotiate with (a) the other
government? (b) the companies?

6. 1Is the level and type of assistance provided adequate? why/why
not?

7. Have adequate provisions been made for dealing with project
postponements or cancellations? Please describe them.

8. What would be the implications of amending the program either in
terms of time, funding levels, or eligibility criteria?

YL/CT HEG 1282521
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Governments—~Company Negotiation Process

Who was responsible for the negotiations with the companies? Did
this influence the negotiations?

What steps were followed in negotiating with the companies?
At what level (corporate, plant, project) were the negotiations
conducted? On what basis (corporate, plant, project) was

asgistence granted?

Were the negotiations conducted at a reasonébie pace? 1If not, why
not? How could they have been improved?

Was there a concerted effort to increase the levels of investment
initially proposed by the company?

(Dept.-regions and Prov. Govt. only; not Dépt. HQ) Did the

positions of the company and the govermnment change significantly
from the initial submission of the five-year plan to final project
approval?

Are/were the project selection/eligibility criterla appropriate?

What were the different approaches to the disbursement of public
incentive funds (e.g. lump sumf/up front or progress payments)? Is
azay one zpproach better tham the others? Why/Why not?

Was different treatment given to the same coumpany in different
provinces? If so, Iln what manner? Why/why not?

| s o A BN S BN B B O E BN B T E A O . as
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Degree of Public Fund Leverage of Private Investment

Did the agreement influence the level of private investment in the
industry (in terms of timing, amounts, and planning efforts)?

To what extent have investments taken place (or are they likely to
take place) in accordance with the investment plan submitted and
with respect to timing, location and scope of the projects?

Was there a plamned or target leverage ratio? Did the actual
leverage ratio meet ewxpectations? Is this a meaningful indicator
to use? )

Is the level of incentives appropriate? To what extent were
variations among firms and provinces rationalized?

(Dept.-region and Prov. Govt. —~ mot Dept. HQ) To what extent have

investment projects not eligible under the program gone forward (or
are they likely to go forward)?

Is there more or less leverage under this program than other
programs?




Canadian Content

Is it feasible to define Canadilan content in such agreements? Were
such requirements clearly defined in this.agreement?

Is it feasible to enforce any Canadian content requirements agreed

- to - do these agreements do so?

Vere specific goals or levels identified zs targets to be achieved
vith respect to Cznedlan countent?

(Dept.-region and Prov. Govt. — not Dept. Hd)'Is there a Canadian
content monitoring system or wechanism in place7 1f so, is it
operational?

What was the percentazge of Canadian content? What is it 1likely to
be on completion of the projects? Could it be/have been higher?

Is it reasonable to expect firms to acquire state of the art
machinery and equipment from Canadian sources? Was it reasonable
for the Department to press the companies to insist that Canadian
suppliers meet their demands for machinery and equipment made in
Canada?

To what extent and in what manner have Canadian manufacturers of
pulp and paper machinery znd equipmwent been affected by the
agreement?

‘Have any problems arisen with respect to the Canadian content

requirements of the subsidiary agreement?

Was there an attempt, through the negotiation process, to increase
Canadian content?

Were any specific actions taken (other than the requirements in the
agreement) to promote Canadian content?




ILT. Pulp znd Paper Compeny Offjcia

STUDY OF THE PULP AND PAPER MODERNIZATION PROGRAM

Podints for Discussion

S

Program Altermatives

What do you perceive to be the objectives of the program?

Has the progrem complemented or conflicted with other govermment ,
programs?

Are you taking advantage of other government pregrams and, if so,
in what areas? What amounts are you receiving? From whom?

Ts the level and type of zssistance under this program edequate?
Why/why not? What changes (if any) would be beneficial to your

company?

Are/were there other types of zssistance, besides the program,
that, in your view, would be/have besn useful?

What do you think of the mechanism chosen by the governments to
make funds available to compznies and to negotiate with them?

Was it reasonable to ask for a five-year plan from the cowmpanies?
Were the deadlines set for the companies reasonable? If not, why
aot?
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Government Company Negotiation Process

Were there negotiations with the government to determine the terms
of the contract? (If so, ask questions 2. to 9. If not, skip
questiong 2. to 7.). )

What steps were followed in the negotiation process with the
government? .

4t what level (corporate, plant, project) were the negotiations
ccnducted? On what besis (corporate, plant, project) was

zgsistance granted?

Were the negotiations conducted at a reasowmable pace? 1If not, why
not? How could they have been improved?

Should any parts of the negotiation process be changed if a similar
program and approach were to be used again?

Did the positions of the company and the governments change
significantly from the initial submission of the five-year plan to
£inal project approval?

Were/are the project selection/eligibility. criteria appropriate?

What 1is the best means of dispensing government funds - in a lump
sum up fromnt, as & project progresses, or in other ways?

(Where applicable) Did your company receive the same treatment in

different provinces? If not, how did it differ?

V;X-B/CT BTG P20052-~1
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Degree of Public Fund Leverage of Private Investment

Did the subsidiary agreement encourage you to invest more or sooner
in the iadustry than you would have otherwise?

Has the program influenced the level of‘privatg investment in your
company (in terms of timing, amounts, and planning efforts)?

If more or less lnvestment took place than called for im your
investment plan, was it with respect to location, scope or timing
of projects?

Do you feel that you were treated equitably under the program?
Please explain your znswer.

To what extent have iInvestment projects not eligible under the
program gone forward (or are they likely to go forward)?

TR/CT REG *20052-1
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11.

12.

Capadian Cbntent

Were the Canadian content requirements in the program/comtract
clearly defined?
How would you have reacted if the governments had imposed, as a
condition for receiving assistance, a high level (say %0-%93%) of
Canadian content? 3 .

ere specific goals or levels identified as targets to be achieved
with respect to Canadizn content? If so, were they reasonable?

Are there any provisions in your company for monitoring Canadian
content levels in your inmvestment projects?. Do the govermments, to
your knowledge, follow-up on these Canadian content levels?

What was the percentage of Canadian content in your projects? What
is 1t likely to be on completion of the projects? Could it have
been/be higher?

Is it reasonable to expect state of the art machinery and equipment
from Canadian sources? :

To what extent did you press your suppliers to provide Canadian
machinery and equipment?

To what extent wes Canadizn content a factor in the selection of
machinery and equirwent in the context of your investment
projects? ‘

Was there an attempt, on the part of the governments, to Iincrease
the Jlevel of Canadian content in yvour projects?

Te what extent and in what manner have Canadian manufacturers of
pulp and paper machinery and equipment been affected by the
program? L
Have any problems arisen with respect to the program requirements
for Canadian content? ;

Were any, specific actions taken (other than the program
requirements) to promote Canadian content?
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STUDY OF THE PULP AND PAPER MODERNIZATION PROGRAM

Points for Discussion:

Suppliers/Meuu fecturers of Pulp and Teaper Machinery and Eguipment

Capnadian Content

Are you aware of the program's Canadian content requirements?

Is it reascnable to expect firms to acquire state of the art
machincry and equipment from Canadian sources?

Have pulp and paper coumpanies pressed you to meet their needs for
Canadian wmachinery and equipment?

Did you make any effort to promote €anadian—mede machinery and

'PqLipment with pulp and paper companies?

Has the Goveranment made any effort to assist you in meeting the
pulp and peper compinies' decand for Can adlan wachinery and

equipment?

To what extent and in what manner has your company been affected by
the program?

Have any problems arisen with respect to the Canadian content
requirements of the program?

Here any specific actions taken (other than the requirements in the
program) to promote Canadian content?



STUDY OF THE PULP AND PAPER MODERNIZATION PROGRAM

Points for Discussion

'K Labour Representatives.
A. Program Alternatives
1. What do you perceive to be the cbjectives of the program?

2. How are/were adjustments to employment dealt with under the program?

3. Khat is your opinion of the level and type of assistance provided?
4. Has the program complemented or conflicted with other government
programs.

5. ‘Are/were there other instruments, besides the program, that, in your

view, would be/have been useful?

TB/CT REG B20052-1






