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BHUTAN BOARD PRODUCTS LTD

(A Royal Government of Bhutan Undertaking & BSB Certified Company)
Marketing &Admn. Office : Post Box No. 91, Phuentsholing, Bhutan
Factory Office : Tala, Bhutan

DIRECTORS’ REPORT

To the Esteemed Shareholders,
I, on behalf of the Board of Directors and the management, would like to present the directors'
report for the financial year 2020.

Operational& Performance Highlights

The company has been facing numerous challenges, both internal and external, in achieving its
desired business objectives. For the fourth consecutive year, the company encountered financial
difficulties mainly due to productivity and efficiency issues as a result of old plant and machinery.
Externally, the competition have intensified with competitors offering better alternative options at
lower prices resulting in margins being eroded that directly affects the profitability of the company.
The COVID pandemic that affected the countries around the world has also deeply affected the
petrformance of the company due to supply chain disruptions and subdued demand from the
market.

For the first time in the history of the company, the Tala Board Factory operated at a dismal 21.89%
capacity utilization due to lockdowns in the domestic and export markets, resulting in higher per
unit cost of production that accentuated the losses for the company. In order to save costs for the
company, the management resorted to various austerity measures including engagement of company
employees for loading of consignments to various markets. Despite all the challenges faced, the
company did well during the year and we are confident that the performance would rebound in the
years ahead.

Key Financial Performance

The revenue from operation for the year 2020 was Nu.195.38 million compared to the budget of
Nu.267.23 million. The revenue from sale of particleboard was Nu.160.11 million against the budget
of Nu.226.24 million, which is 41% less than the budget. The revenue from furniture sale was
Nu.21.85 million against the budget of Nu.39.09 million. The loss from continuing operation was
Nu.58.74 million compared to the budgeted profit of Nu.2.78 million.

The asset size of the company currently stands at Nu.760 million that is financed by Nu.663.84
million equity and Nu.96.97 million debt. The net worth of the company eroded by Nu.58.74 million
and currently stands at Nu.663.84 million.

This unsatisfactory financial performance of the company can be attributed to subdued demand
from the market combined with supply chain disruptions negatively affecting the inbound and
outbound logistics.
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technicians in India who are generally engaged for such repairs could not travel to Bhutan
due to quarantine and other restrictions.

Sales and Collection Performance

Since its inception, BBPL has placed great importance on the marketing and sales of particleboards
and furniture to ensure healthy revenue and profitability of the company. While the particleboards
are generally sold in India, in the recent years, the company also managed to sell to customers in the
domestic markets who use the product for interiot designs and furniture. Customatily, the company
sold Ready To Assemble Furniture (RTAF) in the domestic market, without much success in the
export due to issues related to designs and other factors. The company carns 85% of the revenue
from the sale of particleboard and 15% from the RTAF. Market segment wise, the revenue
contribution from the export market is 80% and the remaining 20% from the domestic market.

In order to ensure proper cash flow in the company and avoid bad debts, the company generally
engages in commercial transaction on cash and carry basis, with some flexibility in some cases based
on the credit history of channel partners. The sales and collection data are as follows:

Particulars Description 2020 2019 ]
Board 160,839,190.60 215,460,936.00
(A)Sales Furniture 21,843,764.10 36,919,616.00
Total 182,682,954.70 252,380,552.00
Board 153,228,658.52 201,510,526.00
(B)Collection | Furniture 18,053,755.49 35,761,231.00
[ Total | 171,282,414.01 237,271,757.00

As can be seen from the above table, the overall sales have drastically reduced in 2020 mainly due to
subdued demand from the export market as 2 result of supply chain disruptions due to COVID. The
sealing of national borders from March 23, 2020 meant the delays in clearing goods at the custom
checkpoints in Bhutan and India. The enforcement of national lockdowns in Bhutan and India at
vatious points during the year also meant that the sales could not be realized as desired.

The lower sales forced the company to curtail the production resulting in higher unit cost of
production as the fixed cost had to be applied on fewer units. Such situations eventually translated
to greater financial losses for the company.

In terms of collection efficiency, the company managed to collect 94% of the sales made in the
financial year 2020. The company is on track to recover remaining balance of 6% both from the
export and domestic market.

Forestry Operations

To ensure uninterrupted flow of raw materials for the production of particleboards, the company
has full-fledged team of forestry professional who carries out the plantation and manages the forest
in the leased lands. In addition to the harvest made from our own plantation areas, the
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important studies pertaining to revamping of the factories, there is now a change of guard. Mr.
Sherab Namgay who was earlier working for Druk Holding and Investments has now taken the
charge as new Managing Director of the company with effect from March 16, 2021. The board
expects that the new Managing Director, considering his deep experiences of troubleshooting the
sick companies, would provide the much-needed boost to company’s performances.

Challenges

The Board factory at Tala has been in operation for over 33 years now. Today, the factory is
operating at low capacity with its aging machines breaking down frequently. The increasing raw
material cost, extended delivery time of spares from third countries, high transportation charges for
the outbound consignments, severe competition in the external particleboard market and
competition from imported furniture remains some of the challenges of the company. The non-
availability of the critical spares at short notice from the suppliers of the machineries has greatly
affected production, sale and income of the company.

The major problems encountered by the company during the year are highlighted below:

(1) Both the factories in Tala and Pasakha have outlived its life and now beginning to
breakdown more frequently for want of replacement of critical parts. Even the Original
Equipment ManufacturersSiempelkamp of Germany for Tala and Coimal of Italy for
Pasakha, have moved on with the technology making it very difficult to source necessary
spare parts. The design and fabrication of spares from India is also proving to be expensive
and difficult.

(2) Dispatches of finished goods to the external market continues to be a problem since the
company’s transporters in most of the cases, fail to place trucks within 24 hours of
registration with the regulatory agencies due to transit delay. As a result, loading of
consignment and exiting gate on same day is a problem. Similarly, ferrying of goods from
factory to warehouse and transportation of raw materials from Head office to the factory
warehouse has affected business due to driver switching modalities at Sorchen since the
company trucks are not able to deliver the required materials on time. Even as we are having
this meeting, the rising case of COVID in India greatly concerns the commercial prospects
of the company in 2021.

(3) The recent entry of competitors with modern technology in various parts of India has
intensified the competition and significantly affected the business. The new entrants offered
better alternatives in terms of shades, sizes, price and density depending on the tastes and
preference of the customers, for example the introduction of Medium Density Fiberboard
(MDEF). On the other hand, BBPL has remained with the same products although with the
reputation of providing superior quality of boards.

(4) The entry of MDF manufacturing units and customer’s preference of MDF over
particleboards due to smooth finishes and easy-to-work with features has affected the
particleboard business in the south. Similarly, availability of different width boards,
introduction of 17mm thick boards at cheaper prices and discounts, longer credit period,
shorter delivery time, meeting customer’s demand for piecemeal quantity are some of the
attractions offered by the company’s competitors in the market.
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(5) In the furniture segment, BBPL has stayed on with archaic designs when the tastes and
preferences of the customers have shifted to more contemporary designs based on Do-It-
Yourself concept. The RTAF factory in Pasakha that has been in operation for more than 30
years also needs immediate revamping to stay relevant in the market.

Way forward

As much as we are challenged by the circumstances surrounding us, there are immense opportunities
for the company to adept and grow. Considering the market prospects and potential of employees
and infrastructure, we go into the future with the optimistic view that things would turnaround and
we return to the former glory again with intelligence, fortitude and hard work. In realizing the
desired business objectives, following are some strategic moves that the company would be making
in 2021.

a. In order for the company to continue its business operations and remain as the profitable
commercial entity, we have no option than to revamp the factories located in Tala and
Pasakha. Both the factories have been in operation for more than 30 years without much
upgrade and time has come for the factories to undergo major repair, maintenance and
replacement of machinery. The idea of revamping is realistic and practical considering the
lower amount of funds required to restore the productive capacity as compared to setting up
a new plant to exploit the growing opportunities in the market. In the current and years
ahead, the board and the management would devote substantial energy and time to
revamping the particleboard factory in Tala and furniture factory in Pasakha.

b. Having realized the need to keep up with the changing customer tastes and preferences, the
company will be venturing into manufacturing contemporary furniture largely using the
existing furniture factory in Pasakha. Except for few machinery additions, rest of the
requirements can be met using existing machinery that would reduce the expenditure
substantially. The company intends to take forward this idea by collaborating with leading
furniture brands in India to ensure seamless sourcing of components and designs.

c. While the COVID pandemic has stalled the infrastructure development for the time being,
the company foresees growing demand in the area of interior designs and furnishings from
the corporate offices, hotel industry and townships such as Phuntsholing Township
Development Project. To exploit this opportunity for now and in the future, the company
would be expanding the existing Research and Development Unit to include full-fledged
design facility to carryout necessary ground works for the future projects. Here again, the
company would be collaborating with leading firms in India in the space of interior design
and furnishing.

d. Recognising the potential of nursery unit under the forestry department of the company, we
intend to expand the operations to raise and engage in commercial operation of various
categories of plants including ornamental, fruit bearing and flowers. The company will also
start exploring opportunities to come up with organic manure based on wood muck that has
been stored near the vicinity of the Tala plant since 1990s. This is expected to expand the
revenue base of the company and substantally contribute to the top and bottom line of the
company.
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