Question 1
What is the corporate strategy of Nelson Paper Products?  The purpose of the capital expenditures program? What do the projections show?

Business Strategy/Goals

· Further acquisitions of primary lumber sources as insurance against possible wood shortages and extreme wood-pulp volatility

· Achieve 12% annual gain in sales and after-tax earnings

· Planned major expenditures for paper mill and wood pulp-making capacity, as well as a program for cost cutting and environmental protection

· “Mini-mill” concept – small-sized paper mills, near timberland, flexible, more environmentally friendly: reduce transportation, construction, and environmental control costs

· *Supply Chain management* through acquisitions of timber acreage and lumber/milling companies – diversify into the allied wood products business

· Maintain or improve credit rating


Capital Spending Budget

· Ensure Nelson Paper’s growth and profitability in the coming decade

· Increase paper mill and wood pulp-making capacity

· Cut Production costs

· Expand control of critical timber acreage

· Enable the company to respond to anticipated new environmental protection demands

Business Risks

· Cyclical in economic downturn

· Fluctuations in price of raw material supplies; wood-pulp/chip products effected by stagnant construction market 

· Decreasing demand for paper products as seen from Androscoggin Paper Mill
· Inadequate, unstable supply of wood chips and residuals (continuous flow process!)– networks and long-term contracts?

· Capital Intensive expenditures for upgrading capacity

· Seasonality – less work in winter/rainy season, logging operations are seasonal (Androscoggin)

· Environmental/governmental regulatory risk

· Non-market risks: Andy Choy-type tree-hugging activists

Projections

· Consolidation of small mills

· Outlook for 1993 is encouraging

· Clinton administration will soon come up with a compromise on logging on federal lands– would stabilize wood-product margins at high levels just as the economic recovery in the US stimulates construction activity and paper demand

Pro Forma Sources and Uses

	Nelson 1993-1995 Pro Forma Sources & Uses (from Exhibits 4 & 5)*

	Sources
	
	Uses

	Net Income
	 $     352 
	
	Dividends
	 $       96 

	Depreciation
	 $     106 
	
	Cash
	 $         2 

	Accts Payable
	 $       37 
	
	Accts Rec.
	 $       35 

	Short-term bank debt
	 $         5 
	
	Inventories
	 $       51 

	Def. Income Tax
	 $       21 
	
	Prepaid Expenses
	 $         7 

	Funding Needs
	 $     226 
	
	Other Assets
	 $         2 

	 
	
	 $   747 
	
	L-T Debt
	 $         9 

	 
	
	
	
	Cap Exp
	 $     545 

	 *Ignores any acquisitions
	 
	 
	 
	 
	 
	 $     747 


	Nelson 1988-1992 Sources and Uses of Funds 

	Sources
	
	Uses

	Net Income
	 $     318 
	
	Dividends
	 $       67 

	Depreciation
	 
	
	Cash 
	 $       -19 

	Acct Payable & Accru. Exp.
	 $       27 
	
	Accounts Receivable
	 $       27 

	Short-Term Bank Debt
	 $       32 
	
	Inventories
	 $       34 

	Deferred Income Taxes
	 $       12 
	
	Prepaid Expenses
	 $         2 

	Funding Needs
	 $     107 
	
	Capital Expenditure
	 

	 
	 
	
	Other Assets
	 $       11 

	 
	 
	
	Long-Term Debt
	 $       31 

	Total
	 
	 
	Total
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