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A F¥7 TYTRONICTCNY RTAARYS

Pirst of all T should like to point out that it was
hish time, in my opinion, for somebody to publish a boo such

as the l'anual for the Preparation of Pre.-TInvestment Stulies

as the nced for such a manual has becn felt for nany years.

The draftin~ of pre-investm~nt studies is an intricate
and nost dclicate affair requiring sound theoretical knowled-e
and consideradble practicsal experience., It involves the study
of several scientific disciplines on each of which there is
a wealth of published material., Jowever, a symthesiz of all
thoce materisls in the form of a manual in which thery would
be systematically reviewed was indispensable if e want the
developing countries too to have hish-quality pre-invostnoent
studies. In view of this, the publication of the :"znual can
but dbe applauded.

In addition to other advantazes, this ’anual will
also ensure unifornity of method applied by experte of the
United Wations and particularly of NIDC. These evnerts come
from various countries and rezions with differins econonic
and social systems and they continue to work in the way they
have grown accustomed to working in their own ccuntriss relzrin-
exclusively cn their own experience. This frequentlyr Drover-s
a great deal of confusion due either to mutual conflicts or

to the arrival of new experts or their replacements,
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This Tlorking Draft of the lanual has been most ably
made and, in my opinion, it suits its purpose. The Draft can
be used ns it is and my comments are intended merely as sug-
gestions for certain minor improvements of the text. I was
mainly guided in my approach by the experience I have sained
as a ININO project manager.

}y sucgestions could be divided into two groups:

1/ Sugmestions of a general nature, and 2/ Specific suggestions
referrinc to individual chapters. 'y suggesticns regarding the
Causes of !'iscalculations are listed in Section 3 dbut they
could appcar somevhere else, e.g. as a separate paragraph in
Section I /particularly if my sugcestions on minor changes

in the order of items in the Table of Zontents are adopted/

or elsewhere.

1. SUGG:ISTICYS C® A 6™ RAL NATURS

I believe that several matters of principle need to
be rentioncd here:

1/ The majority of examples given in the !’anual are
taken from the experience of India aid Saudi Arabia /and a
few of its neichbours/ frequently entering unnecessarily
into great cetzil.

7ith full respect for the efforts these countries are
investin~ in their owvmn development, I do not cohsider them to

be appropriate for our purpose, particularly not if they are

the exclusive subjects of considerstion., India is a very large




country and Saudi Arabia a very rich one while the majority
of developins countries are comparstively small and badly in
need of capital.

If it is difficult, at this stage, to find other
examples, those given should be generalized as has more or

less been done in Chapters 12-15.

2/ One gets the impression that most of the examples
refer to larce projects. In my opinion, most of the developing
countries arec interested in medium and small projects. Besidss,
it should be borne in mind that the majority of rre-investments
studies for large vrojects in most developiny countrics will
continue %o be prepared abroad for some tine yet. Therefore
in its present form, the anual would not be as helpful as it

should be in the preparation of the forzer.

3/ “ome chapters enter into the subject in far greater
detail than others. If the reason for this is that it is felt
that certain things are known, so they need not be dealt with
at length, it might even be said that the entire contents of
the anual are knovm and have been 3nalyzed somewhare.

As I have already pointed out sgbove, the !"anual should
provide complete information in condensed form so that no otzer
publications need to be consulted, with regard to techniques,
when preparins u pre-investment study. T™is remark aprlies

primarily tc Chapter 9.

4/ Chapter 6 is unnecessary as the same subject matter
is dealt with in greater detail in Part III. Farts of this
Chapter could be fitted into Part III.
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5/ It would be useful to say somethingz on the drafting
of studies for small projects when no great details are required.

A specific question in this respect is small scale industry.

6/ The headings and numericals nced to be coordinated.

7/ Part I should be preceded by a Freface explaining

the significance and purpose of the Manual.

8/ Chapter 4 should be divided into two: Opportunity
Studies 2nd Pre-Teasibility Studies in view of the sisnificance

of each of *hese studies.

9/ ith a view to improviaz the presentation of the
content s, ¢artzin minor changes in the order of Chapters in
the Table »f Jontents would be advisable. I sugsest the
followine:

Prefaca

Part I: Tv-eos of Tre-Invrastnant “tulies

l. Thases of industrial project developrment
2. Classification and types of pre-investment studies
3+ Basic cautions and constraints

4. A-encies resporisible for conmissioning and conducting studies

Part TI: Preliminary and Partial Pre-Investmont Studies

5. Opportunity studies
6. Pre-feasibility studies

7. Support 2nd functional pre-investment studies

Part IIT:

Remains unchanged with the exception of the order as

I feel it would be logical for the Chapter on Total Investment

P




to come after the Chapters - Material Inputs and Ianpower.
In my suggestions on individual chapters of the I’anual,
I have retained the numbers of the chapters as civen in the

Draft.

2. SPZCITIZ SUGGESTICNS

Chapter 1
The text of the subchapters: The Scope and The Design

should be included in the Preface 80 that Chapter 1 should desl

exclusively with phases of industrial project developmant,

Chapter 2

Certain miscalculations on the essential elenents of a
project provoxe much disappointment and considerable financial
difficulties when the plant in question becins operations,

I believe that an overview of possible short-falls should be
included in the anual as a whole recardless of the fact that
attention is drawn to possible short-falls of individual
elements dealt with in individual chapters., a comprchensive
review of possible miscalculations would underline thre
significance of the problem.

I therefore suggest that Chapter 3 should be supplement-
od with a subchapter entitled Zauses of !"iscalculations. The
proposed text of this subchapter is provided in Annex 1.

Chapter 6

As I have said above, T propose that this Chapter de
left out wkile the subchapters Contents, Project Tistory and
EBconomic Perspectives could be dovetailed with the text of

Part IIY and included in it.




T seec no reason why the same subject matter should be

dealt with twice in the same book, first briefly and then at
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Chapter 7

I have several minor observations regarding the text
of this Chapter. MNamely; I believe that:

- the cost of studies should not te included in a
publication of this kind. If the !anual is being published by
the 1™MITC Secretariat it is questionnable whether it can
officially support the given percentages. Furthernore, the
cost of studies varies very much depending upon a number of
diffzrent, fracuently divergent circunstances.

If it is felt that those costs should be included
after 3ll, it would be better to do 30 in the form of an Annex
to the "anual.

- the experience of two countries should be left out

as meny other couniries have had similar experiences. These

comments should be ceneralized and ma2de more flexidble so that

they can apply to everybody.

-~ development banks should not be engased in this kind
of studies for the interested parties. How can the banks’
experts be objective in approving loans and evaluating projects

if the feasibility studies are done by them?

7e all %Xnow that many development banks would like
to develop their ovm consultancy services Aepartments.
In ny opinion, banks may engaze in general studies

for their own needs but not in feasibility studies for specific

projects.




- prefeasibility and feasibility studies cannot be
sucgessfully performed by one person alone. Any one expert may
produce highly specialized studies in his particular field.
Also, in a publication of this kind, I feel it is not advisable
to engage in any polemics on the kind of expert who would be
most suitable, as an individual, for a particular study.

Should my observations be accepted, the entire Chapter
would have to be re-written. I have attempted to do so in
Annex 2. Thouzh the text I am proposinz may not be entirely
acceptable, it may be of assistance in finding a middle

solution,

Chapter 8

1/ "ith regard to the observations on the market and
demand analysis, I believe that a distinction should be made
between the domestic market and the export market. This could
be done in several ways but the simplest would be:

- to insert on page 2 before the subchapter inimum
Eoonomic Size:

"When analyzing the market and demand, research should
be carried out separately for the domestic and for the foreizn
market.

/a/. Domestic l'arket"

- to insert on page 13 after the second parasraph:

Ys0/. Export M'arket

The analysis in this case is far more complex as

knowledge of the world market is required, both as a vhole




ar.d its individual parts /e.g. the region of Africa, the liddle )
Fast, etc./. It is on the basis of that knowledge that a ‘
decision has to be made as to whether a certain product or pro-
ducts can be exported and where they should be exported to. As
estimates of oxport possibilities are complicated, on the one
hand, and of relstive value on the other, it is dangerous to be
too optimistic in that respect particularly if one intends to
take advantace of the availability of rew materizals and
inexpensive la2bour and export the bull of one’s output.”

2/ The subchapter Minimum “conomic 3ize should be deleted
from this Chapter and fitted into the text on capacity.

3/ I an not guite sure that the exanple mentionad on
pa~e 6 is an acceptable one. There are many countries in which
bricks arc transported far beyond a radius of 4C kilometers yet

production is prefitable.

Chapter 9
1/ In view of the fact that demand projection is the

most important part of market analysis, I propose that this

chapter be enlarsed to some extent. There are quite a number

of experts whosc knowvledse of forecasting technigues is inacde-
quate so that ull the mentioned techtniques should be explained
in detail and illustrated with numerical examples. I{would for
instance be useful to use the same example to illustrate cach
trond method /extrapolation/ and to explain in 'thich cases the
jndividual methods are used and why the results obtained differ.

As different torms are sometimes used for the same method,

this should perhaps be pointed out. I know that this entails




a great deal of work but I believe that it would be rery
helpful for the Manual's users, In addition, it would be
desirable to include several graphs and to round off the whole
chapter with a final assessment of market size.

2/ Reference to Mijri year and Gregorian calender year

could be left out as they are highly specific phenomena.,

Chapter 10

1. The subchapter Determination of Capacity should be
del@ted and incorporated into the text on capacity.

2. T am not sure that the best place for the parssraph
on Product Costing and the examples 11lustrating it is in thig
Chapter.

Chapter 11

l. 'y impression is that capacity and the method of
ascertaining it have not been explained clearly enoush thouzh
this is one of the escential elements of pre-investment studies.
Perhaps this is due to the fact that the whole subject hzs been
dealt with in fragmentary form in several Chapters /2,10,13 and
11/,

In my opinion 2ll observations referring to this
question should be collected in c..» place, in this Chapter or
in another, separate Chépter.

2. Contrary to the statement made in this Thaptor, T
think that data on technology and particularly on thc'prices cf
equipment are not nearly as easy to come by. This is evidenced
by practice. Large overruns in investments are due, to a high

degree, to the absence of data for fre-invostment studices.

|
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I also find the first paragraph on page 8 to be rather too
optimistic. |

3. In my opinion, the example for capacity selection
given on pages 15-17 cannot be recommended under any circumst-
ances. The siven capacity is very low and in view of the prin-
ciplc of economies of scale it cannot be profitable except in
the case of a very hi~k degree of cusbom protection. There is

a typosronhic-l error on pase 16.

Chapter 12
1. The tables would be [ear more effective if fipures

were included in them.

2. In sudbchapter 3. 3uilding and Civil “ngineering
Torks, I :rcpose the addition of the following text:

"The buildincs should be such as to suit their purpose
and to provide normal workinz conditions for the workers with-
out beins luxurious. Practice tells us $hat the »Huildinzs
desizn2d are frequently more suited for concert hz1ls than for
factory halls. In such cases, the required capital investment
rises unnecessarily, which in turn causes an increase of
operativs costs which again nas a negative effect on the
profitability of the project."

3. In subchapter 4, Machinery end Plant, I propose *he
addition of the following text:

"Particuvlar attention should be devoted %o provisions
on the manufacture of spare parts for the main products of a
particular factory. E.g. spare parts for tractors, automobiles,
machine tools etc. to be produced by the factorics of those

products."
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4, At the end of the text on page 31 under 3/ add:
"Costs are reduced for the value of sold goods produced

in trial run period."

Chapter 13

Subchapter "A /Raw Materials" could be supplemcnted with
the following text:

"A great dezl of caution is required when ensacing in
an export-oriented project based on large quantities of available
raw material. Such an undertaking must be proceded by a com-
pr.ehensive analysis of the market, the price of products and
the world's leadin<s producers in the field /particularly if they
have formed an association/.

Caution is also required in the case of imported raw
materials, It is wvery dangerous to build a factory that is
entirely or predominantly based on imported raw materials
unless possibilities of importing supplies have been carefully
studied or supplies ensured for a protracted period of time.
Other:;ise, such a factory could come to a standstill or have to
operate at a8 reduced capacity.

Difficulties of this kind may arise:

- becsuse of shortages of required raw material on the
world market due to increased demand. Por this reason, estimates
of total production and supplies of correspondin~ raw matéz-ial
are of priority importance in such snslyses. The devclopnmont
of domestic industry for the processing of a given raw material
in the producing country results in reduced supply, i.e. causes

difficulties in supplying estadblished consumers,
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- because of shortage of foreipn currency in the
purchasing country particularly in relation to certain countries-
suppliers. The situation may arise when a consumer is unable to
purchase a raw material which ic in ample supply on the world
market due to a lack of forelsn currency.

Tre dcvelopment of export-oriented industry based pre-
dominantly on imported raw}materials can be recommended only
if inexpensivc and skilled labour is in ample supply /which is
not frequent in the case of develovins countries/ or if there
js a marked trend towarls integration and cooperation between
rav-naterisl preofucing and consunin< countries.

waturslly, the most dancerous situation is when the
prircipal raw material is imported and the profucts are

primarily meant for export.”

~hapter 14
At the enl of page S the following could be added:

"One of the ways of trainin: manpower is %o have it
participate in the assembly of equipment so as to get acquainted
from ths vefy berinning wvith the machinery it will work with later
The nccessary meens shoull be plenned for this purpose in the

pre-investment studies.”

Chaster 15 '
The text on pages 13-15 has not been printed in the
ri~-ht order and a part has been left out. | .
Again the tables would be more effective if the figures

were included.
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Chapter 16
1. The statement in the last paragraph on page 5 1s

highly optimistic. The practice of the majority of countries
points in the opposite direction. '

2. This Chapter could be supplemented with th: following:

"In the majority ‘of coﬁntries certain consumzr durable
products /such as cars, refrigerators, television sets, etc./
and capital gocds cannot be sold for cash but on aire purchace.
The means required for these loans do not come under the heading
of investments nor are these arranzsments the affair of the
manufacturers of these products. “Towever, the means have to be
found if production is not %o be cut i.e, if th installed
capacity is to continue to be fully utilized. This prodblen has
been settled in various ways in individual countries, thc most
widespread being:

- commercial bYanks grant loans to consumers directly,

- banks grant loans to the manufacturers of these
products and manufacturers to the customsers. Such an arrangement
is most frequent in export deals,

-~ the manufacturers themselves éive loans to thelr
customers,

- various combinations of the above-listcd mothods.

Regardless of the method applied, this matter nust de
analyzed and the means provided in the financial planninec of

pre-investment studies.”

X
X p 4

I shall make some additional bdut less important and

minor suggestions during the discussion at the "xpert Group
Yeeting.
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ARNTY 1

The following subchapter should be added to Chapter 3

on pase 4:

Causcs of 'iscalculations

preparation of pre-investment studies mucst be based on
realisr., "nfortunately, pré—investment studies are frequently
over optinistic. Zonsequently it is almost the rule for such
optimistic studies to be the cause of creat disappointment
later. "hen one wants to build a factory a certein amount of
optinisn is nccessary but tco much optinism is both dangerous
end unnccessary.

Tor this roason, the authors of pre-investment studies
must be conscious of the possidble shortfalls and must try to
eliminatz them as much as possibdble.

The devzloping countries which are anyway short of
capital cannot afford the luxury of their factories coming to
a stand-3till or producinz losses or results below those antici-
pated by the pre-investment studies which they were auided by
in their decision-making.

A sunrary review of short-falls is listed below and

thoy will also be referred to in corresponding chapters later on.
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Short-falls in affects-common phenomenon

The short-falls in actual effect in comparison with
planned results are the problems, which, as a rule, follow evcry
industrislization.

Such short-falls asre a consequence of erroneous calcu-
lations and in such cases the expected results arec not achieved.
The short-f211 may become épparent immediately after the start
of the operation of the new works, or it may emerce at a later
time.

All the cases where the result achiecved falls below
expectaticns may be classified according to the various sub-
Jective causes that lie at the root of miscalculations.
Generally speaking, miscalculations are mainly du2 to unreal-
istic evaluation of: capital expenciture, raw material costs

and other costs, and selling prices of procduced roods.

kis-calculations of capital expenditure

The limits of the estimated cost of projccts are
exceeded and the difference betiveen the planned and actual
costs arise mainly for the following reasons:

- Poor quality of investment documentation /feasidbility
studies sand others/. The documentation has been prepared in a
perfunctory way so that the divergences appear in the course of
construction. In such a case eithar the bill of quantities data
or the prices, taken as a basis for the calculations, were

unrealistic. Ain error in bdoth these counts is also not excluded.




- 16 -

- Increase in the volume of works.

- UInforeseen works.

- Frice rises, This means the rise in the level of prices
of construction werts /services/ and of equipment, ciused by
incrcase in the priczes of bdbuilding materials and reproduction
materials and by rises in wage rates, it is a gencrally observed
phenomenen in all countries thaet prices are continually eoing up,
more cr l-ss rapicly, in accordance with the fluctuations of
denand and zupply znd due to the impact of inflationary
tendcncies. ™wus, it may happen that, inspite of a well prepared
docum2ntation based on prices that could be expected as reslistic
at ths tine when the documen“ation was beins prepared, the
actuzl coct will still differ from the estimated cost. This is
quite 2n unusual occurrence when construction, but its very

nature, regjuires a rcther long period of time for complation.

"iscalcul-tions in the coszt of rav materials and o*her expenses

It is not easy to estimate in advance the level of
production costs of a project, 7et a miscalculation in these
costs may completely distort the pattarn of profitability of
the further »roduection.

The occurrence of higher production costs than those
estimated in the project documentation is usually caused by the
followin~ conditions:

- 7Trrors in the application of the norm for raw
materials and labour, resulting either from using unrealistiec

norms, or althourh the norms are corrcct, the specific local

conditions Wavc not been taken into account /for instance, the
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influence of local atmospheric conditions on the workings cap-
ability of labour was overlooked/.

' -~ Unrealistic prices of the basic and auxiliary raw
materials. Tt is no easy matter to determine vhat “he realistic
prices would be in the future period when the proj:ct will have
been put into opecration.

- Increase in production costs due to other zircumstances.
It may happen, namely, that the prices have been er’ inated
accurately, but an error occurred in some other aspcets of the
evalustion, for example, it is proved impossible tc obiain raw
materials from the planned sources, so that it zs necessary to
provide them from another place, us a rasult of which the trans-
portation costs roce, the quality of the raw maoterial was not
up to the standard, etc.

Liscalculations in cost of raw materisls 2nd aimilar
expenses produced particulsrly disastrous consequenc:s in export

oriented indusiries.

tiiscaloulations in the sellinz price of produced ~oods

It is 4ifficult to estimate whether ths sellin~ price is
realistic, i.e. whether 1t will be posasidle to 3211 a ~iven
product at the price, at the time of putting t»e now industry
into operation, and for a certain period of time after that.

It is especially true in the case of export oriantz¢ new
industries.

The miscalculations in sellinz price always are the

result of the ignorance of the domestic and forei n marktet."
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ANRTTY 2 *

Chapter 7 Agencics responsible for commissionin-

and conductin~ pre-investment studies

1. Institutional ®ramevork and Public Policy

The text stands on page 1 and the first 5 lines of pege 2

2. Responsidilit-r for Commiseionin- Pre-Investment Studi s

The toxt on pare 2 stands with the exception of the

example nmenticne? in the first para~raph.,

;3. Recpensitilit - for Tenduetin~ Tre-Tnvestmont “tudie

Pifficuliicss ~nd TraRlawg

Mearly in <very developin: country, in the earlier stage
of dev:lorzant, the consultancy services are proviled dy foreign
consultant firas,

The establishinz of {ts ovn consultancy services involves ¢
nany prodlens. The rain ones sre:

= Lack of skilled ladbour force.

- Lack of experience. As it is known, the consultaney
is a very complex mattor.

- Praininz of cadre lasts fairly long. ’

- By their nature, the consultancy serviccs sre very ;
heterocencous and they claim a large number of d4ifferent experts.
Development of a country as a rule covers e wide rance, Mo

satiofy all that is not an easy matter.

Howevor, in spite of all thase difficulties, each

developing country solves these problems and slovly step by
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step, castablishes its own consultancy services to a certain

degree.

Steps in the course of developmont of services for conductin~

re-investment studies

Thouzh each developing country in the developnent of
consultancy went its own way, some general characteristics,
common for all, may be drawn out. In this regard, it is worth
to point out the following:

~ In the very bdeginning, efforts have boen nade to
mnaster only some types of consultancy. Principle of centralisa-
tion comes into the picture, for the reason of scarcity of skill
and experience.

- Later on, when industries start to mean something in
the scope of national econony, the consultancy berins to enlarge
its fields, comprising a large number of different ccnsultancy
services. The principle of centralisation still is valid and
predoninant,

- Yuch lster om, when the development of the country
reaches a certain sdvanced level, centralised consultancy
organisationa become too clumsy. Then the appearance of spe-
cialised organisations is a regular phenomenon. As the develop-
ment of a country, ss s vhole, goes shead, more and more con-
sultancy orcanisations appear, with s tendency of specialisation
by industrial branches; but st the same time with a desire to
enlarge the numder and volume of individual servicoa. These
organiastions are slways independent.
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Azencies to Zonduct Pre-Investment Studies

The preporation of pre-investment stulies mcy be
entrustod to various domestic atencies, depending upon the
social order of a ziven country, such as:

- governmont-sponsored agencies with different names
and status,

- public or~anizations /specializing in this fielda/
enjoying the status of legal person,

- private specialized orranizetions,

- industrial enterprises, private or public, in the
relevant field of activity,

- engineeriny firms,

- equipment manufacturers.

Foreirn ar~ncies may draft the pre-investment stulies
when the laws of the country permit it and wher the necossary
foreisn currconcy is available.

In the case of large projects, pre-investnent studies
may be drafted, unon request, by international or-anizations such
as IMIDC, the 7orld Rank and the like, of course if they agree to
do so.

In view of the nature of their activities, 1t would
not be acceptable for development danks to snzase in pre.-
investment studics, They may draft certain kinds of opportunity
studies but not studies for specific projects.

The domestic sjencies must de completely ind~--wdent 4n
their work and their studies must be the product of their
knowledge, expericnce and objectivity. They srould have such

& status as to be able to resist various pressures rezardless
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of their source. Pre-investment studies should be a basis for
the construction of profitable and not for "political" factorles.

UNIDO may be of great assistance in setting up domestic
agencies.

These agencies as a rule operate on a team basis. Cnly
exceptionally, when partial and highly spacialized studies are
involved, may they be entrusted to one person: Pre-feasibility
and feasibility studies however, may not, under any circuamstances,
be done by a sincle expert.

The size of the team depends on the kind of pre-invest-
ment study involved but as a rule the team comprises:

= Oneé or more technologists /engineers specializing
in the candidate industry/,

~ an industrial economist,

-~ & market expert and

- poasibly a civil engineer and a financisl analyst.

Specialization is indispensable. Tconomists and

technologists with a genersl training will not be of great

assistence. Therefore, if the agency does not have the particular
specislist required for o particular study on its pay-roll it
must hire him on a short-term basis."

I suggest thet the rest of Chapter 7 be del:ted.









