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INDUSTRIAL FINANCING OF PUBLIC
MANUFACTURING T"™ITRFRISTS IN
TANZANTLA

PART 4

FINANCING OF PUBLIC SAWITACTIRING TNTRRPRISTS

1. INTRODUCTION: “overnment Investment Policy for

sanufacturing interprises in the

Public Sector.

Tanzanian public sector investment policy is laid down
in the Arusha Neclaration. The 1967 document stresses that
"to achieve cconcemic Justice, the state must have effective
control over the principsl means of production', consequently

the state partizipates aetively in the cconomie 1ife of" the

nation "se as to cnsure the well-berng of all citizens and so
a8 to prevent the exploitation of one person by another or one
group by another and s> as to prevent the accumvlation of
wealth to an extont which is inconsistent with the existonce

of a classless society".

fore specifically this means that national control is
required in 2 number of the processing industries of the major

raw materials and foodstuffs., Public gector partnership is

required in other manufacturing areas while some areas are

kept cpen for ,rivate ai’ir pailie participation (Sce Annex A).

The vehl-ie assigned the task of controlling these industries
is the parastatal vraanization., Parastatals also enter into

separete or joint ventures in the areas where private enterprise

operatee.




The Tanzanian Government created the parastatal
organizations t¢ sgume responsibilitics and ac: weording
to overall fir-.neial profitability eritoris that would he
difficult for the ectot,. 1. CXUPCISe 8lnce the gtAate mainly

uscs other pertoriarce cpitep o Fr 1ty wotivities,

The Lirpoct ¢omost -] g thoe tional Devolepment
Corporation., The Apr sk eclaration resalte! in 'me
assuming responsibilitice for nterprises in a wide range

of sectors froy wrictulture to touriam,

For greator administrative eneo il in order to place
each parastatal wdor th, “are of one ministry, the government
instituted » rationrlization schewe in “argh iy NDO ooaes
under the "inistry of Coumercc nd Industrics and 1s entruste |
with theo manuleturing ond H1Nlng sectors. Twe other parastntals
Oper te within tho i clturings apon - Phe Ttional dlling
Corporation md the 7y 4 Sian] Corporation; the Tanzania
Petroleun Cevelopmoent Corporeiion ia in the mining seetor.
These, however, . sterc1nliced corporations without ths

conglomerit. charactop ar th e,

Starting wvith the Above 1nstitutional framework for
public ranuttcturinge CHLCTPrises we can add the financing policy
which in » basie sonse 1. Talte sinplos "The crpltnl we shall
obtain largcl; froe aur owr . tforts - frem ro-inves ment income
which we carn from our CXLSTINg Industrics - -nd this me-ns from

the preducts or our wricaltiaret,

1/ Arusha Declaration, p. 23
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Investment capital is thoerefor. expected to flow

from the apriciltural t- the manufacturing soctor vin

surplus:s renerated by th. vxpert of cericultural products

and raw materiala, Rpom 1679 70 g, TG U s oxpected

to invest beut Sheo. W ACC, 000 (ost A 11 1n manufact iring),

RIS T RIS T T ORI AR rroportlion of earnings - material

well beine trom rdastry, Aana sincee we want to do 1t s

short a tim g possitle, wo onust sxpond our growth at the

~ ot

ambitious but fooibl. pat, SRR MR this wnusl rate

Ay oy
.

represents the five @0 plannei investmoat shown nbove.,

Ministerinl ~nnual rrowtin collings range from 3—10,’3 over

the sanac perie!,

This papor will cxamine the finwicing of public

manufacturing in - Lunber or ways. First, thc sources of

finance arc described showlng the various domestic and

external channelr. "ith the nources in nind, the cost of

capital, how thot cost is arpived 1t, and the advantages and

disadvartiyrns of usine tho FLVEN SOUPGaS Are discussod
=

tog: ther with the future financiol requirements of the current

five year plon. Some swreostions are given for poliecy changes

to lower the costs of finrne. o narmonise Wl use of the

numerous socurcoes,

The scconl part of the prper concentrates on illustrating

the financial planning and operations of 4 public manufacturing

enterprisc using N\ 4s the cage study. MM('s organisational

structurc ani 1ts relationship with the government are glven

to place the fiwanein] d1scassion in o prepor coen b xt. The NDC
} p

method of detornning the finnncial roguirements of new projects

is demonstratced fellew i vy some points on the anclvyais of

commeral il cnid nationo] protitatility and enst rioing, and
£ y P ’

profit pelieircy:. ‘h. planning wmd operetions part 15 concluded

by 2 short liscuseion oporationt] officicne, and 1ncontives,

2/

.

from - specch by the ifon. Al Babu, 'inister or ommeice
and Industrice =t th.. NDC Genernl "anager's Conference
August 22, 1969,




SOURCTS NF FINANCT

2.1

Domestic Sourens

Since 134 tr. icoroascs in foreign
th

exports, on the werli markct have

cxchange receipts

resulting Crom ocr wsoa in @it oricus of agricultural

nore thon offset the total

amount of ftor. 1gm il poccivod hy Tnnzania, Domestic sources

providing forcigm sciimge npo conseaquently much smnller than

they could cthorwis: hove devidoped,

2.1.1 Government Mannela

gt

Fach yoor the votional bwlget nppropriates a certain amount
196770 thi to

the tetal budpot.,

for developmont cxpenditure, T

Shs 676,390,200 /= ap peut 307 o

“3

8 amountsa

Pevelopment

expenditur. s “ro tuos roquiring conite] vutleys oroauvelving

the training of AP “aint.ntnee of cxdlsting facilitios
eimes urvir the 7O of the Luler t owhiep congiste of rocurrent

expenditure s,

Since poragtote] fevolopment kg been very rapid nd will

continuv

o evon cere cesloratod piec MDC will hav. much
of its funds '1c4 up in Sty of pogtating projects. overnment
"ill th r for contin. - Dlnance S Lo % W of Yg apnga] *
exponditurcs cvir *hisonopiod
Cver the last five jonrg invostiont in the natisnal ceconomy

rosc from niout 157 of +h. 1P
target 1s 05

v
i C

ohlove thig nim the Gevernment hag

(5 d

¢ 3% in 17, The second plan

administeaty Csteraty crogram s w1l ap 4 galea tax orn many
interm. @ .+, gornils wity e o F 1 e TeF Al . ™. funde
830 onor te s w1l licw b TS Tttt the cLpp ek plan
Yo fariwe ieur 0l g owroag Vostont sadeet altio gm v will
mOr. than de.ble ~ver the cuprort fove ver ple wrind,



2.1.1.2 Governacnt Lending Institutions

; In addition to budgetary alloecations, the National Bank
of Commerce (- stote owmed lunding mstitution), makes funds
available te the public manatocturin: sector.  The National
Bank of Commcre 1 +7 onlv eormereirl bane in the country
which At present 1s giving aodiws term loana.  Other commereial
banks are: the Tcoplets Bonk of Zenzibar, and the Mational
Coopecrative snl " velopmont HBank,  Ar preasent the UBC hes no
lack of investront funds, the anjor bottlenocks being nroperly
prepared roewibility studies nd madoormnt’ s stotf to proc. ss
the aprlicntione. Th. scrvico consiaste noinly of leans and
over-draft {aeilities.  PBank loans nd ovopdratts are rendily
available for cstablished 7' comprnics,  TNow companice without
a profit rccord, or the cccasional compony in difficulties my

require wm MDC guarwmtec for funds reccived from NBG,

Racently NBC hos ~nnouncod o long=torm lonn scheme with
an initinl guideline ceilang of Shs.150m.  Puroly long-term

oan finance will be aviilable for the first time from a

commercinl wank on v omngor scale for nonximum period of 10 years

plus " tnres yoar meratorium.  Interest ratoes arc between 7 and

9 percuent.

NBC prefera to lend to the public secter and is interestod in
aiding industri-l d.contralizotion ag 1:1d down in the Second
Plan.

2.1.1.3 Public unds for Smnll Industrics

Cott o= industrice r  not atote ~wnod, but are aaded

by public furde throwh . " trono ] 36911 Induetrics Corporation,

(NSIC) n e.teidy vy f Y7, "SI0 cwms o rambor o of amtll

workshors “rd (povodis working pite] for *h. werk_rs running

them but 108 not 1.14. on tie pricing wnd production policies.
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2.1.1.4 Coordination of Policies

Necently steps have boen taken to work towards an integratoed
public sector fin-ncinl policy. ‘o this cnd Treasury representativi
the major public financinl orgrnizntions and NDC mect from time

to time to coordin~te their financial policics -ind ~ctivitics.

2.1.2 Private Sccior Channcels

The Arusha Declaection otatos "NO TANUY or Covernment
leader should holi shorcs 1a “ne comprny (and) no TANU or

wovernment lewicor zhould reccive two or nore salarics.,

The definition o~ lodor ineludes a stlary level from
slightly cver She 1,000 ~ month, "onsecucntly therc are very
few people bl to invost Mirectly in public manufacturing

enterpriscs.  Indeed 14 is intended thet the mnjerity of private

savines be indircetly chosnellod through:

a) the Councreinl vk and the dovernacnt Trustoo's ligt of

approved investoents, which consists aninly of government

socuritics;

b) the Permar.nt ousing Tinonce Co, of Tanzania Ltd.
¢) the Post Offic. Lwvings Banks nd
d) Credit !nions;

From this 1is° of institutions mobilizing private savings

only NBC will invest in public manufacturing.

This still loaves sonc roen for mobilizing private savings
for public nanutcturing without dircetly competing with government
issues. Thoe instrument crontod for this purpose by NOO is tho
Twzanin Finne. Comprny (TAFCO) . JARCO i A subsidinry of INC
with Industrinl Promrtion Sorvices the Tmtionsl Insurance Corporation
the lintional Provident Fund ~nd the Hntionnl Bank of Commerce ag

the other major shnre holders.




ves,

TAFCO is intcnded ns 2 gource of funds from the private

sector to purchase cquity from th. nublic nenufacturing sector,

thus frocing dovelspment finance me nore new projcets., Dver
the last two yonrs TAPC) s beon cxpanded, stabilicel, 'nd a
divided record cutnblished, [ is now rondy tor vablic

articipation oncoe governmontal approval is obtained . s
pp

Since the prop nsity to shwe in less developed countrics
is quite low, dircet investment from che privote soctor will
continuc te bo Timitol. 4 mojer reliance for saving: in the
economy 1s thurctfore pliced on the Lax aystou,  Papastatalg
which 4o no. hove to pry dividends bt aan plough boek thoir
carnings into duevieiopment are ono hor vy of veducing consumption
expenditurcs.,  Twven o F tlo proronstty o to sove wers “igh, thoere
would Lo no guorantoo thet investment would O AnLo priority
projects nnd scetors.  Thaxes ond poarastotsolg vathies than -
reliance on the »rivote oocter ronain s instruments £or the

mobilivation of dovelopmen® tfundn.

It is vxpeeted that oo pablic wnaufecturing scetor will
provide 30 purcent of ite own development finance over the
currcnt five yoar periol starting 17,/6).  In offeet there are
a large nuuber of new antorprises whoere new funde arc necded
and a small number of rolatively lare caterprises (netably
diamonds, bocr, s-1!', wobases ond ment rrocassing) that can
expand from rvtainca crrnings and etill pay dividenus for

group develooment,

2.1.3 Interntl Channcls

Over th: lost live years the manufacturing scctor has
doubled in s1:0 to where it now cccounts for 7 percent of the
gross domegtic product. Gtarting froxm a oiall basc requiring
a high growth rote -nd diversific-tion, Lns preventoed potained

earnings to be the major source of public wmraufacturing rinance,



2.2 Txternal Sourccs

2.7.1 Lesns =nd other forng of "innncing facilitics

Tanzani~ bs bogern 1o e dividends roanvosted by forcign
partners 1a sther 70 prodects. I+ is hopud that the stability
and grovth potontini off pod by assocluting with the NDC group
will mnlic dividend reinvegtn ot n regular fCaturc in the UDC

community.

An importmt source of loans comes from bil-teral
arrangements.  Denmark =nd Sweden arc prominent in this respect.
Simil~r terme have boor obi~ined from foreign banks notably in
France and Topen.  lost of those losns finonee 1 portion of
local costs mad come we not #holly t1¢3 te purchasce in th.
donor country. Ternme rangre from "soft" in the case of vilateral

loans to the lower commoreind ronge for farcign banks,

Additionsl finonec comes in the fop., of medium ~nd long-tern
supplicr wd buvirs crodiis.  The nominal interest cost is
usually low boeing ot G5, Benl costs hovo rot boon ngsossed
in detmil but it dis . stinntod dhed they cxeood those of multilater
commercinl loras . Sinel acgat nnutacturine projocts have o
gestation perind 8t some v rs, nd the shortor o erodits
carry 2 heovy bturdor of (bt S.rvicing In the carly verrs of a
project, VDO wishis t. roly lugs in th. futurc on this type of

financing frerlity .

2.2.2. Intern~tionnl Tin~ncial nstitutions

PDC receives 1itile finonee from intornationnal financial
institutions. Oonly th. Tast Afriecan Dovilopment Bank has loaned
NDC some substrntial funds ot wointerest rote of 8 pcreent
to finwne. two prejocte.  The ventures consist of s tyro f~ctory,
and a bicynrl. fretorv, for which the tot~l ™ANH lorns amount to
Shs.11.75 5. A lonn for - coconut processing plant is under

considerntion.,  Rocause NDO ie o soverament orgonizotion it is

not able to obtain funds from the Internntional Finance Corporatior




iral

|

which limits its assistancc ‘o tho orivat. soctor. NDO proverue
producing projects howcvor lic within th. topmas of roforence
of the Intorantiencl Dovolepaont JLroney:  IDA L1-ne ars intercost

frec, have long wotirits o omd oromc porioda,

WhA

Begidien the wbove rortiared Siopld Toode aFriiyot s *iltilatop-]

loans arc ~v2ilebl on Yott r thnm coen 1Nl ot pee Fpom eF

L.

Internaticonal Bk for (osonstrootion o, T veiypn nt opta. i,

Ta -k

Another multilateral scures could be the African ovelopmont Rk,

2.2.3 Joint Venturcs

By far the grentost soures of oxternd tinsne - in *he publin
manufacturine sootor comes threuagh icint vontur 3 with priv.t
firms. OFf th. devclopmint finis which ar cxternnlly financed,

the majority reprasonte ovint vorniar e,

Forcign firme wonting 1o xpont into Tanzanin ususlly find
a certein mount of sdditional aoeurite and atarility in
asgociating with the D0 wroup ot comuanies,  FPoreign investaont

is initi~llv protecte: to the Peroim Investront (Frototion) Act.

Jolnt vontures e furthor aecaragcd by th Tongany 1ka
Development Fincnce Compony “T7FT) 1 agsci ot 8 MO whach
gives loans wd ety finwoeing 4 privete voatar o . at Llisghing
in Tanzowni~, T0FT nan o s oshor. coprtel o f Shedd million
which is b .11 10 cqu'dl proportions Dy the 770t W onwo alth
Development, Corportiion, th 7™ tache ol acllscrnott {oop
wirtschnftlich “uswmicnartest - the Vcthorlinds Overzeese

Financicrings-1n~tschapps .
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3.3 Cost of iwtained STarnings

Norma2lly the cost is calculated at 155 since this is
the minimum rate that could be obtained in many areas of the

NDC group.

Comprnics considered to be in difficuitics are nevertheless
given assistance if their long torm ‘prospccts are good or if they
fall into the ginall oatogory whore gsocial accounting principles

are of primary icportiance,

4. COMPARA 170 ADVANTANGTS AYID DISADVAIITAGRES OF THE
VARICG 5008 o PLIANCIEG PURLIC (LUTIRACTURING

LA
THTDTPRISTS

4.1 Government Pelivy on Sources of Mnanco,

As strted earlior, th moin noliev on aources of finance
is a lowering of the sights for oxtcrnil finance to = realizable

level. There are o nmper of roogons Unsr this move,

The first plon had envisngred o Aigh proportion of externel
finance for development which {14 not a=tepinlic.. Domestic
efforts were however cocsiderstly more offsctive tharn expected.
As 2 result th onrrent ;lun cnlls ror only 3910 per cent

external financc on the papegtagpnl development progrom.

The government alse fools that the aims and policics
of somc cxternal sources of financ. may be imec patible with
the ~ims of Tinznin ad itg proj.cto.  Po accept finance under

such circunstrnces may often be undosirable for a country that

does not wish to compromisc its devcelopment policies.
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In additicn Tanzania wishes to hav. firm control over the
key industrics as outlined in the Arusha Declaration., “xternal
participation in these arces is thor fora limited to a maximun
of 505. In th: other manutracturing sreas joint v ntures are

encouraged .

Domzstic snvings, or rather investnent wbilivation, is
of the greatost inportance wnd it 1s fold thet “ Jdopendence on
foreign finance can reduce the domestic sevings offort. This
is meant in no way to tar cxtornal fin=neo on favourable terms

for Tanznnia's nitblice manufacturinge soector,
I

Indecr extornnl capitel 1nflows apo congidired a useful
source of forcign excharge for th maciiinery imports and tochnical
agsistance reyuirod irn manudneturing, St the same tim A closge
watch is kopt on the torms offor o so s nnt to 1mpair the
sector's debt sorvicing ~bility., Tunrzanio e, for uxample,
presently concorned about the r cont and ropld ineroasos in
bank rates in Turope and olsewhere . Intorest rotos for now
commercinl lonns hove olimbed in mony 1nstances to )%:. 1f
the cost of fornaiem o chongo goes wbove the 917 Tinsanin may

find external commercinl lo-us prohibitive due to thelr xpense.

4.2 Advantages and Mgrdvantogss of Supplicr tredits

dationnl policy s roflocted in th suoond five year plan
deemphasizes auppli o coc ity e thuse e seon as essentially
of a short-tern notur., [itg supplior losr arcedite are, however,
aore of an intermedinte ters Longrth or »lent 6 40 13 yonpg . T4
1s reasonable in this crme to centinu isinge these crodita as
long as competitive intorcst rates and the intormoaiate term
naturc ~rc available; “thourh At the some time taking cvory

advantage available 1o replace these with multilateral soft loans.
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4.4 Advantages and Diswdvantages =f Nomestic Sources

The second magor categnry of advant wees and disdvantages
in the sourcis lios 1n the ficld of jomestic fin ncing. The
dasic problem Appesrn to be the degroe and level Lf control that

1

the parcatata] ghe | hove an the finmncing of public manufacturing.

™e quostion Inevitohbly invelves profit -nd tax policies
for parastst le 1z w.l] = the type and terme of finwncing by
gevernmert chanr.ls. Th. problom la dealt with presantly on

& o hoo basie froe b Yoo time ag oxigencies irige,

Profit pelicy te o lan frgcunged fupthep below but a¢ thin
#iage we o oo v by o 1 profita ap, Figh riven - nroportional
PAR atructure, e Boromt ot ol wiil be cble 4o finanre mora aut
28 Peta)med BAPR e, e tp ey b profites e get lowep
by lowering 0 T 1 L Wy Wil othe tix syatem

{M @ btk 48 [E34 0 4 ;? TSSO ST | 31 e ¥ 8 T A} ‘i tt»‘\ .13 i * Y‘F’an

the ey oWkt it W retoe o firan ing wogld then hay.
Y& come rimerily Frow Foverniert chanrels, v tpe Btrge: the
8 per et ot Lpn I L L R O Y proiite bt
TRt iore oy ol rat Foretirm fove taorn Tade . Th

ot ima poo | BRI T R S T FF o twesm Lotained
SUWRIRES v g P ent g A I T AR Y trgired investment
levei i t. ...y Frrr e et e s ther plan ingtrunent

Varistieos, ng »t ro,, 22 BN

T wAe gem et s rhat m Light of the fact that
b I A TR N T T FE MAage 0t pegn made, 2 reasonable
PRlicy et e e . oy Flestur: 3¢ 187 ., slightly l.es.

Mis w ot Bt s b amg, . 4 oirterna] gouro g Fa#nain 3%

wheat Y YAl reguiped fismes o yep the mn.ogt faw years .
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*

NDC is consequently in a position where lese than one
third of headquarters! investments shovld be in equity form,
This contrasts 114y the goveraneni volicy charging #NC to
invest nunly 1n ooquite, T siturtion g compounded by the
fact that goverp nont Flarar ey N enly with lonn finance.
In the end S0Me 0. tho 1ot 1av o beon uscl for uaiity but this

is an extrencly unda sip ] State A0 Affaips,

Since 1964 norg CARIL Yo loan ratin hag dramatically
fallen from i~:1 14 whore 34 4w ayepent], SN Tneement
is of th. PLNLon the b gpl s oy w obtaln s p 871ty tfunds,
its opportunitice +. IPIse tInsaee on ho s Urket upo

serinugly, Circunserlin i, Loavinge 1y «¢ roly mainly on mop,

governrient lowan, o tla oo iy ovarament g Ttatod

[T 8]

!

that 1t wishos to 500 | POING where W would tapend much
less on governient coursos -t g haowovay 1o difricult te

forsee 2t the SRR tine Tr the - baye fentloncd ronsons,

As NDC Hengggnpy et loan mecount hag mmeresged while
its capital veriunt b oa FOL 1N Cieet ot ARG game pat. g 1te

loan capitil, 5o lae 4a dobt cervicing potie poas f-1len to -

int wher  yroome TEOATW Touwrt ] s oanls o quont tatee debt goarvicin

A 2
charges.  Tnt v o) SO R L e penvae vilty crnnot be
increng . g, ovdy eanx o Vary hagh orat. oo return ind so

MOFC equity must | ML IrOr poviorement op “xternt] aources.,

Althowsn *n prav g sectar (TARCO) seuld partly fill this
&% once tr. rublie morticipates, 1t 1s not expected that it
coule become lap. cnough to £11) mors then a portion of tho

Fequirements,




- 20 -

PART B.

FINANCIAL PLAI™TNG ANTD OPTRATIONS OF

PUBLIC I'ANUFACTURING T [T RPPISTS

1. INTRODUCTINT:

Organisation~1 Structurc of Public Jdwafacturing
nterprises and their operationsnl relationship with
controlline authoriti g (Government ),

For riescons liseussod previocusly, publie manufacturing
is entrust d ) gt entircly to the parestntal organizatiors.
The Nationul Development Corper +ion ~nd the fintionnl Milling
Corperation were both Svt up by w et ar parlinment,  NNC
¥s uscd for tho cag. stuay for two roasons, Mirst, the lack
of a typicnl reprosount-tive nterprise, plus the small size
of many firms would anke +i. Sty ot on o ontirprise ninantoresting,
Sccond, sincc e TOMPrises moet of 45 putlic nunutrcturing
scctor wnd therofore o chonn.) for the sources of f nds, nn
analysis of the 1o Aroup 10 2t once both specific; for it
denls onle with v eeneral for it gpenks virtually tor

the whole of the rublic menutfrcturing coetop,

The nims of D0 ng £iven in the legislation which
establiched 11 ap: +n fre1litote and promote seonomic development
and the participrtion of nthep persons anid bodies in the economic
devilopment of the country. iloreover, tho corporation ''shall
use its best endenveurs to scoure th~t its business 18 2 whole

18 carricd on at - n-t profit, t2king onc yonr with nother”,

‘hen n decision wag reach 4 to rations1lize parastatslsg
by scctor, tu. menns used was thie Prosidentind Order. The

Act and th opdor constitute IDC's terms of reference, rights

and responsibilitios .
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NDC consists of subsidiary and associate companies.
Policies arc formed rnd conirelled through ™Mo represent~tion
on the board of dir.ctors of Cach coupany . Tiract intervention
in the day running ot the wnturprises is kopt te o minimum and
then usunlly only -t +i. CopeeG e agrivte ol Fram the Sroup

T

company . Thore is howsvor - systom ~f monthly ani quinrtorly
management inicrancacn ropors: imstitatod rop the Sroup md

processcd by "TC's onerstions departoont . T4 reparts loal

With the vhysicial situation s well rs the tinaneind, and

measuies performance relative to onch comp ry's plan,

NDC Tlendquarters is dividod mte the Jeneral Tnnngortg
Office plus six depnrtments: Planning il M, Operations,
Development, “xecutiv. “ovelopment, Leeounting, Administration.
The Operations beprrtmont 1onls with tha running nnd reporting on

the recurrcnt operations of the cxisting group companies.,

Before rationnlivation the 1o bonrd corsisted of
government ministoers snd Leadors; and members from privatce
enterprise and the scnior wendenic community choired by the
Minister for "conomic Affairg nd Developinent Planning. Government

Ministers werc in the nraority.,

This ~rrongement ongurod thnt govirnment policics were
translatcd int: proctioo, =~ -11 projects and investments have

to bc approved by the NDO Poard,

The rrtionslizrtion (xercia. served to bring NDC under
the Ministry of “omm.rcc saq Industrics, the board to be chaired
by the Ministcr responsivle. development plang ap usunlly based
on o sectorl fromework and *he chnnge ~1so fecilitated 1 much
more dectailed ~ccount of wht 1nC would be cxpected to do over

the currcat plan period.




Successes and shortfalls con now be mensured more e

asily against
the expected performance

of the manufreturing sector and the

ministry rcsponsibl. fap th~t scetor.,

Govirnmont budgetary nllcs tiong for financo to pr

are then boscd cn MMorg plon, consisting of tha

list of projects
to be undertakon avey the

next tve yo-rs, the budget, and cash
flow forecast,

2. PLANNING (WﬁPTTASTIHG) PITRICIAL RUAUIRIMENTS

FOR NEU 1imUSTrIAL IHTTRPRISTS

2.1 Constructin, th. "intneinl Scetion of

the Persibilits Study

New Fnturpriscs start ns projucts and financial requirements
are part of the overall funsibility study conduct:d by the
Development Duprtment ., The basic financinl datn ape collected

and estimntes arc mnde of:

Revenue
Operating Costs

Japitnl Cocts

Working cpitnl requirements

and all assumptions and trends ore clearly stated on detailed
standard worksheots. (osts

~ad rovenuce aro broken down into

their component prris nceordiie to osteblished procedures. Foreign
exchange d~tn 1g Seerogntoed from 1ecnl currency dotn, Next
profitability is caleulatod using both th . Miscountuod Cash Flow

and Pny Back “othods,

2.1.1., Profit-bility

The cnleul~ted return on the project investment is then

comprred with the minimum acceptable rate of return for the

relevant type of projects,  This comprrison provides the primary
basis fer Judgeing whether the proicet shouli be promotad by
NDC. The minimum teceptable redc ds dorepmined by the weighted
AVEeraisc cest af copital

funds awrilebl . te MO ~nd
(plus cf minus) to rofl.

~n ~llowance
¢t pricritics “ttachod to proj-cts in

particul r sub-scctors, The Pry 3ack peried ig enternd as o

secondury mongure in the

svnluntiog,
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Financiol requir_.ments -nd profitability aro then secssed

for uncertrinty ty first cnliulating whot would be the offect
on the cstimnrod poturen g COVLItaNT T ohinge 1 th vl
of the indivit."]l 1. crte WAL Un the nct cash flog. This

is donc¢ in *hr.. stines

Firgt th. el Fredeps dhet v1ill infl . nce fiture cngte
ud rovenucs (L. unit silos, costs, Lnvest-ont are
identified,

Secondly, the probaol. reng. ol variotion in the
estimates for these ko vofetors 1 netod frang “Xporicncs

and trends in the prrticul roinduetee,

Thirdly, the offoct £ th. MO wourable cnid infovagpable
outcom:s in voch rogpoet (1., Rl r ocontm, Lowr galog

volum:), is culeulrtod o i toto} teturn of investmont,

The oxtent of pessibl - varittions on o tura of investment
and the resultant finnnein] roqulrements 1s onloul - ted cxplicity
and presented to top mningemont aa that thiy can oty how likely
the worst outcome is ~nd how willing they re te wccept the risk
of it,

2.1.2 The finaneinl Torecrsts

A mhjor part of plon=ing finsneial remitrements involves

cstablishing ~ firnri-] mEroctore and idontifying and menaging

sources of lir‘mice through to the completion cf +he nroject,

The Development Cffimor will 1ist the projoetts cost ond investment
items 1n the Minaneiod forcoasta Tovering the arplesentotion and
initi~l cpuriting phas o Thoso {op coete show the wount
(identifylmj toerl i foreigm curp mey ) owed tirine of oy ry
projcect cost on n marterly Loasis. T rrogect cost |, which

were ostimnton in 4+ rrotfitability calouwltions, e rosscssed

on the brsis of the 1ot glodq ¢ cchmienl firsibility work. The

forecasts includ. "1st finrriciol costs.
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2.2 The Maisins of Pundis

The fund raizing stage 18 next. The cash flow forecast
clearly de.ionstrates when and 20w much money the project needs,
This detailed dccument is asedy, not only to control the financial
performance of the i1mplementation but 2150 to raise and co-ordinate

funde from the sources of finiwnce,

Prime responsitility rer planning and conducting negotiations
to obtain finunce regts with the Mrector of Planning and Finance.

He contacts financial mmstitutions and solicits theirp support for

the projet. {e presents the financial plan and supporting agreements

for approval by the "IDC Roard.

3. ANALYSIS O: OMURRCILL AND GATIONAL TCONOMIC PROFITABILITY

Little work L s been dnne on analysing national e~onomic
profitabilit,. [n .oreral tie sovernment applied a rale of thumb
minim ™ 10 rer cant o TCLAL return on most of it projects once
they v 11 the »oqr,e concern phase. Te time allowed o reach

this stasce wa wproximtely five yoaps,

Yore recently tlio Second Plan was given provisional criteria
a8 outlined sbove 1n Papt A 3.17. The proposed Rules Committee
would throyd, reaearch establish i~proved ariterin anit levels,
Overall tre ann s STOWEL rete o Tanzaniaty GNP 1364-) was about

"jj‘; the expe-ted rite 19, =14 1o £ in real terms,

NDC ol il ey commerninl profitatility for its projects
and thern aprliag the seneral and gpecific National plan guidelines

dealing with autegectoral priorities, regional development, and

®ocial development.
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The major analysis of commercial profitability is inade
by using the Discounted Cash Mow method to dotermine the
expected return on investmort. The N0 analysis takes into
account:

a) the totzl ragl, flow srenepratod Ly o project

over its lite;

b) the timing of the cash flow., Thag it reflects
the frct tivit fornde immediztels arilabie fer
reinvestiient are worth moro b funds available
in the dista*r tautupe. o different ipproach is

of cours: ised on mateally ex-ludive projects,

The completion o th,s walysis consigta of three gteps,
extracting the ciagh flowe from the anrket dota, ope ating
costs Aand capital recuirenentes caloglatyage th, income tax effeacta;
and computing the profit abhilicy rate thu 1 the final step the
rate of interest is calonlated whicto will recover the pet capltal
outlay (which eXoladens “inance goaral g Yot apecifie return
on investment. hio cqte ariretumm 1o deterained by ospplyving

compound linterast tibles to the cash rlows in v Profitability
Calculation Schedi]s,

As outlinet firther above, the rate ~f roturn in then
compared with the minimum wreptadle rave and the project

rrofitability 1. firtie e as woe! fop ancertairnties,

4. COST, PIL [™i A7 Phewls onl]e TS PO
PUBLIC LI lAcm Wl »ropprloss

4.1 Goverviment Ty tel e o "Llicies

The Covernme *'e i felinos von suklie manufacturing are
fairly simple ! wre wge ¢ 10 i nsence of apecifie poliries
on these issu-r, Pibiic v fobipys,- LEoexpentel 1o ke enough
profit to be inlerentont ¢pq. SOVerTL et 30 1ea, In the rnge
of import substitition *+h. 1. -] Vel sl shoulld not generally
be priced higner th o +s. OO rt WhLol 12 telng aubetitutad rlue the

existing revenue duty on th-* .mod.
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