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CHAPTR 1. -
INTRODUCTION

1, \ thorough, un=biased anu complete projoct appraisal roport is one of

the most essential documentc of any inlustrial development Lank, a8 it dotails
the criteria and facts, on which an in-estment dacision 7 mede. Tho report,
to be complete. imust he avle 1o provid. an aniwer to all :uestions, which

could arise in connection witl: the viability and profitability of the project

under consideration.

2. Logical presentation is lar_ely a mattor of ur_anisation nf the sext and

the tablos of the annex . nasically, tie project appraical report will

oover two principal acpects, i.e. the croditworthiness of tha borrover and

the foasivility of the projasts

3, The soopc of the jnve~ti ation to te condv “4ad Lefore wpiting the
report, will vary with the mora) and financial standing of the eponsors, the
type and sige of the project, and the amount of tae proposed financing.

A multitude of basic information is usually aveilable from the sponsors'
initial presentation (loan a;;plica.tion), qubmittad in response to the

questionnaire of the finance institution.

4. The oontonts and types of rucstionnaires, the 1ot w.:*able methods
to handle these during the prolininary scrutiny stao vad the required
verifioation of information, supplied by thc aronsors, will Le dealt with

in a separate paper on "Janizing tecanimuess

9. However, considerably ccre informative material and otatistical data
will be needed to oomplete the arrraisal, Personal oontacts with the
sponsorz, with reprosentatives o. the trade, equipment suppliers and
Government will help to clarify important issues and questions arising
frox further study of individual problens.

WMNIORX OF THE UNIDO ;XT3

6. The training oourse will be conducted by building up, credwlly, o
typiosl project appraissl report, emphasising at each ntep the ways and
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means to ancertain ag corractly ac pcariile 4. facte arnd fi-urec required
tor an objeot va appraisal and to #X] orc aventurl alte nativen of methods,

Te To asnist the UNIDO experts in thoir tagk, ti= proecent cide-lines

and a sample report lave bean rropared, ovever, toe '3y and neans Ly
which they should be ugod durin;; the trairin: courge i3 loft to the gkill
and experience of the WIinc expert, to achieve the maximum impact on the
participants,

Bs The acoompanyin; project apprainal repert scrver as a cample only;
a8 it will bo uged by several 2710 teans in mar- developin: countries,
wherc oconditions will vary conciderably, certain suljzct matter or evan
wholo sections wil) have to be deleted and A2 ones added in otherg,
Such chan;es in the report and ihe curriculwm will have to e propared
on the spot after tha toams’ arrival in the country and after a
comprehensive and thorourh discusejon with the head of loan operations
hag taken place,

9« To muke an effoctive appraisal or a project a combination of
engineering-, economicn- and finuncial analyein-ckills iag required,

Over the years tws basic mothods are uced Ly finance institutions.

By the firet, threo independent zect: . prepars three eparate reports
on the sanme project, ihioh «re then comoined i a fina. repeort by the
loan officer. Iy the second mothod, a toam of the three specialisis ig
Zormed within the loan depurtment, who will wopl togetiier on the final
report until completed, This second method, owing tc its mony advantages,
has proved to bo oonsiderably rore effective and is basically best sujted
for finmance institution: in developin; countries,

10. The team of WNIDO exports consicts however of an Ticcnomist and a
Finanoial Adviger only, leaving. the question of training the participants
in engineering practices open, This omission must be explained Ly the
faot that in a short, aix-weeks' ocourse it is not poosible to aquaint the
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participantc with the many corplexities af a lar—-o nunhor of product
procasses, gelection of adermunte merinery and their oute ‘ut balancing,
construction of suitabvle tuildings aa. o cmaltitude of c:l:or topical

subjects, all of which arc part and parcel af 'ensineoring'.

11. Dogarding the lectures to o ~iven ny the Uil X oxperts for two
hours daily, (preforally luring t' e lirst Swo worting hours), a rmodus
oporandi will have tc be artaslished betwoen theoiagolves, how to distrivute

the work to tie hest advanta ¢ of all concaorned,

12, 'for most countries it will Le nocassary to To—wor. tuc accounting

tables (innexes) in accordanco with ilue ccononic, f{iecal and ot.er:

conditions prevailin: in the country, to ivo ths participants valid

prototypes for their work, .ho ro-woritin, of tho ta-loc by tho financial
analyst is best carried out durin; tho first fow days of the training oourse, h
when the oconomiot ic locturin, 2 howrs daily on ~onoral and ooonomic

subjects, relating to thie opcuin,; soctions of the report.

13, The samplo appraisal roport hos been tyrpod and mimoo rapied for each
gsection separately. Jy thisa soction or a tahlc not applicable to the
prevailing oonditions, can bo exc.anzed by a substituto shoot, drafted on
tho spot.

14. The extensive uase of a larce blackboard is opeential to achiove an
audio—viswl eff ot on the participants, Copying from tho blackboard
should be oncourazed for botter memory rotention. ClLeforo the winding wp -
every partioipant ghall rocoive a mimeographed copy of tho sample appraissl
report, as suceessively developed during the six=ockly oourse, to sexrve
as a basio fuide for his appraisal worli

15, To test the attention and rotentivencss of tho partioipants it is
suggestod to arrange befor. the olose of the training course a written
n4aest of oomprehension”, rolating to a fow basio subjects of the lectures.
The marking of the papers oould bo dono by the team-mombers or by an
offioial of tho fimnce institution.




16, 1t mat amin g omphnsizad tiat tho GOttt fni~ 0 S"etivationg
on the individua] soctiong ~f the PrGjuct appra) Teport, an el on
the followin,, poc, ropro-~ ot only sty egyan Tinw oo oy, leatyrm,e
to bo Meld, morc nf A adde=nbicire ¢y R AR S S R
followad, Th, UIToo orpert, ased o L HEPVTL % L Dduetpg,
dovolopmont bnn!:in,;,, VLY et by iupart g heelf1s oy B sy a
particular Bubject or g o futhod by e, e R Y TSRS N Vil ge

to annme longth to explain a]) praaible ﬂt\;rm.tims, WO Lentisned Lere,

WAL 0 1T g

17, Tho prosant trainin,; cowne i leviszd for L S N T
oporations (loan) Jopartmont, to apeiet t .o with £ laton netionde
of projoct appraisal, ti. A3UOMLLY of tlo nont impsrtaat datn, tiiir
analyois ang utilisntion ang tic fing proparation of thcrou & ng
wi~biased appraisal report,

1%, Thin in-bank trainin | coursy ig maialy diroctsd i, th..
middle class cadre of opccialisty (_oco..omic-ts, Accountant-,
financial amlysts ng prtly alw te ¢nincors) and e
all othor officors of tio operations u'qp.".rt..l-x'.t, includin -
how omployoos and 1ogs oxpericicul astafr,

13, Althouy o spocialist i seacraLly eonceracd rith his own sphere

of work duﬁel, for a smocth ¢o—oporation witiin th appraisa) toan it
will be of advantare for him to lnow tho othods omployed by the otior
lpoohliltl, 08 well as how an interratod appraisal roport ip premared and
thus to be able to substituto for otiors in cauq of nood,

20, Henagement should thoreforc insist that the whole staff of tho
operations department attonds tho eix-wealkly oourso, necossitating only
two howrs each day, thus hardly interforing with the norml worl: of the
finance institution,




21 Manazonient will proav Iy et ol ogoct 0 offieors fron other demrtmonts
voluntour to marticinat- 1 too. cours, e ottt uouls  ive them a wsoful
undarstandin_ of the sartin, of twe o iie s department, waich porforme

in practie: tho most mwwnin Tul Muectien sio b tae oronanization.

22, wnever acellt, rplin and mined rap.in acrvices should e arran;ed

1

by canasoment, as well e o Tl put at v disposat of tin UIDC oxporta.

Tre> vy L7 0 « TR LT R
»ak 4 uw '(1. AR e . i
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?3e The functicas ~f an indar-trial develsapont (iaance institution are

manifold, ther extoni f{row

Ay promotionmal activitios
h} project investi ation
a¢) loan nc,riintion

d) projoct appraisn!

3) erodit iavesti atica
£) loan sanction

-} loan arr.uincit

-

i, foroi:n exchans @ dealinge

—

accounts

i) audit

%) lean~follos=up nnd iaspeciions
1) statistics

to m) administration/soecrutariat

4
'S

(.}

and in lar-er institutions:
n) puhlic rclationu
o) or;anization and matiods

P) trainin- and others.

24, Proper commmnication witiin tho ormnization iz essontial, s deparimental-

isation, or at least tho distribution of functions to individunl offiocers
takos place in evory ingtitution, it would, for nevoral s~asons, be ill-

advisod to distribute freely the finnl projoct appraisal report to all; it
should be given only to derartments or officors, roquiring it for thoir
further work, as for instanco to f), 7), and k),
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25, The Projoct abstract sheot, Cohpl @1 ¢t op Lo, Sanction, wig) mive
suffioiont inf‘ormtion 1 ths corciud trianictiong, t- 1 aer officers
of tho inatitutlon.

20, h, goluctio;: on Glv protot-g., Aprraiong feport, <o g, on tcachin.
samplo to th. staff ny e 1 vnee i;.'.:tjtutioz:f; 11 drrelongy Cowntry o

oan only boe tentativ., Tro tin Prige. bt eagy FALTe Ty o oorien,
relating to "difficult ' ndition: ap S apnpa gy FPNCL 66t o
larzor tin, umal muaher ~p diiete e HU TSI FL R Jigen factors jg
being doait witl,,

A) Tho Project silcctyy represent op g PWOBS 5 noliug gigs s

laitod conpe.ny,

largo sizq: projocts (multi-million delinr pocicet, ) romuire o
mwoh more tiorou h study, fneludin focio=ccononic anpects,
bonof:lt-coat .'zm.lyrxin, ctes, whien coul'l et hye undertalon durin,
3 thort inatruction courso,

"8m1l-sonlo industry ' 1605, recuire Investi mition, o 2 misor
®oale and 5 nlightly differant type of apprai sal report, for whioy
3 mwestionnnirc is givan 1y the g 10,

b) To obviato quoting any particular cwrrency unit of 4 dovoloping
oountry, the £yubol g, y,» "Curroncy Unjs hans becn useg tarou hout
the appraisal report,

) The golectod ocountry ig pro~dominantly asrioultural, ity industriog
boing Sucocessivoly built UPy producin; import oubstitutin. moods,
but trying also to axpor. manufactured merchandiso from indigonovy
raw mterials, Mor the Presont oxoroise the pProduction of an arro-
based Oommodity has beon chooson,

4) The dovelopment finnice institution obtaineq Savor 1 lines of crodit
from foroign Covernments apng internationg) agoncies, some "tiod",




others mo! tied’, tul all oT N reoavmant [ olod of 10 vearn,
vithout -tace perils 5 avoid cxelan o vigko, the inotitutinn
.pan £ all ioang to iadunir tor .o sdae 1 v ar period, vith
nwal. vearl: raparmea c, @ LhTer @ credi: a rodment: do not fore-
ceu a Ypre-parmert  olanr, W oren p a1 ae ancluded in the loan

a roement of tle indus riafist, 0 avril porrinle exchanme rinkn,

“he pponncri (in Lhia canc) Atapote o muflierme fu..is in domestis
currency ‘o ~avegt over G0 " i bhe ppoiact; they hnevear gcel:
from *he bank a loar in foreil n currency ior the impori ol machinery,
ag the preuium for bucin Jarei n enrrenar n the open market is
axcentive.

anent

(1) "overnment ‘rants to the compony A > -sear tar holidav, commencing;

from start of operation.
(i1 Covernment agrees to ar~ept deferrcl cnstom duty deienture: for

5C [ of thc duty, pavalle in % eual ingtaluents commencin; from
t+he gecond vear ol operation.

~“overnment isauer honus voucHore Jor 37, ol tac export value,
m™ege vousher: can ¢ told to fapart T it a premium.
rovernment allovus a conlinuously reducine depreciation allowance

of 10 % on machinery and 5 ¢ n hWuildir g per yrarj raciinery

can be depreciated a. 15 ' ou dounle eiilt and o), on triple

~hift worked.

283, fovernmsnt imposit}gpos
(i) Covernmen. imposes an income tax of 97 7 on net sariingte.
(11) Covernment inmposes a 29 “ tax on tle par valuc on the isrue of
bonus rhares,
(111) Covernment reserves {tself tie ri ut to approve or rcject any neu
industrial project. TIu viow of badly reruired foreism exchange
earninss Coverament encoura:es the esta:li~hment of those ontere

prises which ocould earn the maximuw:i of forei;m exchanse with the

.




minimum of producive Costny aceordi 1 14 ¢y formula " vagime.
f?riteria", included iy, the appreir.) report, ')rdi.*.ar)lv, a liny:
16 proscribed ;or the =raultin. coeffiriagn, ‘-Mrna.ti.vc]v, W
comparinons of g lar or number o PTOTC ol pro ecte aps, made, gt

only 4 few cen ‘0 approved, thoge i+ the laent conlificjent

viuld have priority,
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2% e 7 indications Twoled rummari.e tes rezentnls Al vn proiect, sute

mitted for financi: .

n a few santencas the rreliminarics sutline ton Intentions of tie
3pon3ars of settin. up a limitoed compaiy, the purpose of e forei -, exchan e
loan and the futwur: nct iviticr of the entorprice,

'Cr - ISTORY O LT opoT s
PRI :

.

31.  3rom the variour cate oring o1 individuals Or froups Sf Cpo.cors, the
majority of loan recuestc ori-irate wity Lucinc:nnen, ¥io own already a
buainess, a company or a preaductive ep arprice, Tt i+ underctandable that
he finance institution would li%e 4o lmow full details of present and pact
perforrance, Lroadly, thc Iollorin. headin e indiente tho oxtent of inquiry:

a) Ownership aad conirol of the aonturprige and its capital <iructure
L) Quality of th: manacoment and efficicncy of ormanisatiorn

¢) present manufacturin: facilitic.

d) past and present operational perforeanoc, earnings record and
finaicial position of t'.. ayplicantas,

32, The presont appraisal report reproduces e summrizel 'Tradin~ Profit

and Losa \ocount" and 2 summarized “'Salanco Cheet' for the precedin; threce

years, It would be advisablo for the UNIO expert to explain briefl’y,

expecially for those participants wlo have litile or no Mmowled/ e of]

&oocounting, how to oxtract the relevant fijures Irom financinl reports,

however to postpone interpretation of the retios, until at 2 later stace
ven tie actual tables of the report will be doalt with,




31, Desides the financial reculte and the fin.ncial position, the bank

ir also interested in the treputation? of the anongor/o and confidential

inquiries are rmde uith nis/t'cir bankers, .\aJoT oreditora, compotitors and

custoners, The infermation ~mthored from taese sources are of a confidential
nature and chould, for olvious Troanons, not appear in the prooct appraimal

roport.

34, The officer in char:;e of tleac inveati-ntions chall propare a confidential
report for the Loard o directors only to be annexod as part IT to the
appraisal report, vein; the proposal for the conditions and covenants of

the loan azreemcit,

o= DUsCRIPTION O TH VROTLCT

35, L eneral description of the project could be considered as a preliminary
of the following soction, ' ‘acilities for the inplementation of the project'.
The type and clarsification of finished ~ooils ig cpecified and their final
utilization stated, Turthermorc, the number of chifs worked each day is
given, ac well as the assumed basit of yearly capacities, on which the
appreisal rosults aro cal :ulated,

1 = FACTLITICS TPOR TITT OPLSIENTATION oF il PROSCT

(1) MANWACTURING PROCTSS

36, The manufacturing process {5 desoribod in detail, To produce somi-
vorsted woollen yarn from Zreasy sl.oeps! wool ic a comparatively simple
process, .\ more involved manufacturing procest would roquire a step-by-step
desoription during the production stajen, inoluding flow of materials,
inopection prooedures and vhether spocial teciniques are employed wder &

liceree aprreement.

37. Dwventual by-products should be specified, their quantity, Sheir alwe
21 their disposition (oale, self-use).
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38, 3poilagoe and waste agcune an important rol, in the cost caiculation
and should therefore ig thorou hly investisntod,

(ii) 14wp

3% In the Present canc the 3ponsors have arranged to aquire g free=..01d
property of 350,000 squar: foct of "leveioped! 1ang from the lndustrial ostate
adminiatmtion for C, U, 25.000,-, 19 this the cost of installin: on the
property Sewars, draina;e and water main- of Cells 3000 and of an internal
road at C,U, 2000 han to 1e added,

40, ‘g the s8ite of the inductria] catate ;g already bLeap sclected by tpe
Govornmenrt Planners for ita all-roung suitability, the report doeg not zive
furthopr information o important pointg, whicy 111 have to be dealt with
2 project iy g difforent location, nncly:

earnoss to labour quartcers

distance from noxt lar er town

nearness to ray material marlkots
transportation facilities (road, rail, harbLour)
hoarcst connection point to roquired utilitioes
(wator, power, sever, etc, )

41, Tho term 'devoloped! lang in the usual songe includes tho parceling
and @nding, as wel] ag sowa o, dreinage, witer, power and suitable roads
brought Wp to the bordors of the property, However, often for lack of
droinage and E0Wer mins substitute arrangements havo to ue madc on the
property itself, Alg water has to ho drawn fron tubewells whore no central
Supply system exists,

42. A mp of the &rea, showing the location of the factory and other buildings
should be cnnexed to the report,

43, A sorviingy of the drewings and desoription of the bullding/e by the
bank?e engineer will, amonget othep queries, inolude gn examination of the




a) e sizc and shape of the factory will primrily dopend on the
propured layout o) tio machiner: the ilov of mtorial. muat
conforr to tie ramuiroment: of tiie manufacturing pracoss.
"aterial handlin- anl 4.0 correct piacia, of access and main

aisles 17 A preroguicits of «ood plannin

mn jor poovess equipment ahould be 1acated that n: re-location

will te recuired durin; th: uselul 1ife of the factory

ademate work rpace must he provided tor each employce and his

safety anl comfcrt conrilered

li-ht and ventilation i o vory important factor for Lho

ef {icicency of opcrations
agh~roons and cloth storije for the omployccs rust be provided

the typc of construction aul the mterials used will to a certain
cxtont depend c.. the anticipatod uscful life of the factory, the
availability of building componcnts and on the congstraction budget.

TMoeod and cartiquake hazards arc alco to bhe corsidered

.lequate storare space for raw—matoricls, intarmediatc and final
products and spares mst bo planned, either within the factory

or in an adjacent huilding

the production flow chart should nhow hether ir- and out-doors
or loading docks could improvc thc moverent of -atorials and
products, to avoid oountor-flei: and hYottlenecks

not alwayc is sufficiont tBought rivon to future expansion of
the entorprise. Unleso ot'.or roasons provnil, a tontative

assumption of a 1 ) ¢ expancion of productive and storage spaoe
within a ~iven number of years oucht to 'e connidored, This will
refloot on the plamning of the sround space as woll as the actuml
desimm of tho factory, lmonsst tho possibilities is the positioning
of the extonsion oide by aside of the original building or in linear
ocontinuation oi ita main axis,




...]/...

1) office:. can be planned in “ron! cr ahove * ¢ factnm: or ag a
soparate huiidin, In agen “age the alvanta, o ang disadvantage-

have to he woighad,

k) oocasionally, wit a smell-cale inductriaj projcct, amad and
operated Ly the proprieter Lugell, .enc=slation fer the farily
is built above tie factory, if permi‘t hyoleral building
re;ulationg,

44. Tho peeject appreisal roport states full pirticuiars of the tuildin s,
their size, tle tipe of construction and the metorial “recilication of t e

main building components, as well as rate of cost per wiii and tot-] costs,
Architects! drawin c are an intc ral part of the report,

45. Detailed description and apecifications are an ¢asential rcruirement
for the inepections LUy tlie hanki's en~ineer durin  tic loan Ffollow=up ~ta e,

(iv) .ACHPIMY 3D QUIT;ITT

46, \s a rule the sponsors of the project zubmit with tneir lean application
to the bank three detailed and firh cuotationr from ®achinery ouppliers,
not necessarily from three different countries,

47. The quotations describe the technolo~ical production process, tic machinery
and equipment, the hourly :r daily capacity of oac- item and nrtazte thoir
individual prices, Prices amin have to be Bpecifici, whether they are for
mchinery umoreted ex factory warehouso, or crated 1,0, (free of char-es
loaded on reilway waccon), .0.U. (free of charges loaded abvoard ship),

Cet Fo (008t of crated mchinery and all freizht to customers! harbour) or
Cole®s (comt of orated machinery, full insurance and al] freisht to cuctomers!?
harbowr), C 4 I and 0,1,7. doec not include unloadin:, nor clearance of

goods,

45. The curremy of the quotation, eventual oxchange rates, payment conditions
Ad the time limit for &cceptance of the offer are clearly stated,




4% lany ouppliars, a-~cistin s their prospective clionis, cncloce drawings
of rmacihin.ry lay-outn, flov ~luste and aven ardihitocrtural drawin;: of a

sugroctes factory desisn,

50,  Cther items of 1.0 uetation refer to cliar, ¢~ of personnel for the
creaticn of mac-iiery or lor startin:. up production and trainin: of local

employees,

51. The uut- of thr en~incerin; depertnont towardc a project asubnitted to
the bank for financing is *the cherkin: of 21l agpectc of plant design,
gelection of maciinery and cuita.ility of thce production process under
the _iven conditions, but nover to accept the reaponsilility of undertaling

the overall desim and sclecting machinery or proceu.i,

fut the eo'reking of teelinological leatures ilone ia not enoughe

On: of the inportant critoria for plant deci m and production proceoc:

Is tho mininw: level of output roached for econoiical production?
Ur in otler words, can at the ctated capacity tlie factory produce (oode at
really compctitive prices plus a roasonable profit? hould the capaeity
be altercd or the production process be changed to reach the oal?
\lternative zolutions shonld ve taken into consideration and comparecd,

to find the optimum rosults witliin the fimancial means available,

54, s already ctated, the machinery supplicr must ntato in 1is 0“fer the
hourly or daily (G hour shift) ratod capacity of eaci machine. During the
ascrutiny the en;incer will make pure that tlic output of the individual umits
will be "halancad”, thus nreventing bottlenecks durings production,

55+ dith the inoreasing production in dovelopin: countries of engineering
componente and universal type of mmchinory, it is feasibla that ¢ tain
items of the plant equipment could be purchased from local manufactwrers.
Lack of forei;n cxchanze, common to niarly all developing countries, makes
it mandatory to substitute foreign by locally produced equipment of e
similar quality and sige,
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5. Of importance to the oponsors of tie project, and incidentally ulco

to the banl:;, 1s a positive cquipnent ‘warantes from to. fuppliers, an well
a3 the porformance of terts (specifiod in 1etail,, once the plant as heen
completed, Themse provi-iun: of tha muotation a:a' t.e mc..inery order should
be carefully checked by the Lank’s on-+ineer,

AMEEH (Tailne) 1, 1=, 11-) ang I
5T« The Ta':les I, Il=A, TI-0 and ITI of tio \nnexors are lirectly related
to the obsorvations of para_raph (ii) land, (1ii) Buildin, and (iv) iac'inery
and Gqaipment, doalt with in tic appraisal report an! in tuc precent uide—
linoo,

50, Tabdle I and the mchinory and ccuipment fablos IT-% and TI-P need hardly
Ay further explanation,

Colwan 6 of Tablc I "Masis for ictirmls' ghould ve read in conjunction with
the axplanation zivon at the end of tic talle., Thc ~tatw for ordoring,
whethor & pro—formn quotation or only an cotimmted prico for an iteil has
boen siven, is clocoly relatod to the percentase of ‘'continrenciae! to be
added, which question in vein  discusscd below,

55¢ Gometimes a project ic submittod to the Lank, whore the sponsers havo
slready bouzht items onumerated in Table ', In such cane the bank's engineer
will have to sussmrize the boucht itens in an addendwn to Thle I, as these
purchases could alter the financial plan of the pro joct,

60. Interest during comstruction: Thero is no hard and fact rule relating

to the apportioning of intereste durin, the construotion period, [lowover,
taking the cace that the oomstruotion costs of the plant are paid from equity
capital, interest during construotiea are not to be charied to the construction
budget, because it will 4a fact mot be paid to an outsile londer. On the

other hand swoh interost would have %0 be imcluded in the profitability
%aloulation,




ols  Intorests durin: conatruction rust be included in the cost of pro ject

foreca~t whenever a loan for tlic purpose hir baeck aniod,

(2, Tn the presont projoct appraisal iatercots for the machinory are

included, “ut not Ior tl.o buildin;, w.ich ic financed fronm amuity.

03, Continzenci.ci [t is r-asonable anl prelent to include in the fixed
corts of tae project an amount or a percenta: for unforeseon expenditure,
llorever precise an ostimato is atterptod, wore a3 a rmile than an exception,

costa of tic project have a tendeney to incroaso.

64, Txporiencc in developin,_ countrics have shown, that an approciable

~

nunber of proj:cts giow 1n 'over-rwy' of tha buljuted ‘cost of projecth,
Jdeveloprnent bankns consilder that it i: the responsibility of the sponsorc
to provide the funds for "over-runs' and thi: iz incorporat.d in the text
of the loan ajrcomont, 1In seme axirone cagec, the spensors vere unable to
meet the requiroients frow perconal or iastitutional resowrcer and the bank

had to pr- -, port of the funds to conpletce the proj:ct,

0% Only by checking and ro-checkin; of all oxponditures can the bank!::
engincoring dopartment reduce the number and the size of "over-runs",

The 108t comuon causes of "over-runs' would bo:
- price uscalation in Luildins oonstruction or oquipment
= incompl.tc cquipmont scloction
- changos in tie ori;inal project throu;h introduction of rofinements
or automation
ineroascd cost of sitoe~lovolling
increased cost of foundations
undercetimation of transport chargos
‘force majeur’ (accidents, floods, ocarthquakos)
undorostimtion of orection - and starting-up oxponsen
laz irn providing recuired utilitios (powor, wtor, reilway-sidings eto.)
fisoal changos (import duty, surchar;cs, etc)
foreign oxchange fluctuations
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66, Do ainimize gomo of tho " vererun- factors, uiich are faresecant .,
tic followin; 3tops can Lu taken:

= to have th: costrn of Projcct ro-cliecknd by indepondent expertc
or consultante

= to obtain full 4 unouivoscable aarantoes fron th gupplicrs for
complotenuss and perlormance of raciiincry

= to open the lettar of credit within the validity of the quotation

= to obtain written confirmtion fron pu.lic=goctor autuoriiica on
tinely availibility of utilition,

67, Considerinz tuc sizs ar the present project ander d1scussion, the
poesible causes for aventual up~scts and the ~encral talility of machin ry
and civil ontineoring pPrioos, thc contin cney of 57 in the appraisal report
undor scrutiny is ratior on the low sides It is su;zostod that a 16 ¢
contingonc; fur a fairly accuratoly preparcd conctruction "ot is not

an exmaggurated perccuta .2 10 be uscod ror pro.eotr in developir, countries,

Table IIT - Con_zlt.x;uction“zi.g\:___l_‘nhle

t8. Irom the various time limito, jiven by the mchinory suppliers for
delivery and eraction and tho construction Conpany for completion of
buildings a time tablc is ostablished, includin; one month for unforosecn
delays, which shows for tie prosent pro joct that normal production is
antioipated to start 18 onths aftor establishing tho lotter of credit for
the maoliinery,

= HAUOT 0D RCoNGIC JwTIvrCATION

69, In amlysing tho future 800po of an induntrial project, the first line
of investigtion will be directed towardo tho present and future markots
end prices of the prodwot/s to bo mnufaotured; the sacond into the
techmjocal fmlblli\y and the third into the financial «3 2rility,




i

T (1Y e process o) projoct Sarmulatios ntarts cith thie sclecticm of the
product,/s to be manurartured, 7To thir 21! 3 fev ~eoaniderations arc essential:
examination o impert statistirs ol the identification of those

soods whicl coull b2 prcdiced locally to substitute iwportis

¢} stwly of the natural resourcer of the country to ascertain
suitable rav-materinli, which are either rare or low-prioed

(forestry, ninerals, - »based, or otlier:)

xamination of eyport statistics and the axport trade, to

ascertain rietaer raw materials or semi-{inished (ood:i oxported

could he furtier procenged inte finished vodg
4, Jorecastin, t' o increase of [uiure lncal ccaswiption and aexports

2) investigation intec produciion Tisures, onestic conrumption and
exportrs of certzin producta of otier countriec with a more
developed ecconomy to ascertain consumer occeptance and growth

X of producticn.

A}

Tl. " Under tle assunption tihat the product ins baen identified, the above
liwt tcouches already on some of the criteria for imrket researclh. To be
adle tc investigate i'urtier, an attempt siould be imnde to ascertain the
important 12ct3 and fisures on a time-longth basis, Lest over a period of

10 year. in the followings form:

~uantititer TYears 1%, 19%. 1%, 10 1S.. 19 19.4 19.s 19, 19..

Instelled looal cuamnacitios
Local production
Imports
Prports
Local consumpti’ =n:
- Total
; = per capita
- National income:
-~ per oapita
1! Population growth ()

)
o8 .
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72, 1If noar onou, fiwren can i aseertuined, t e trep- eeHne:s zlear,
lowever, only in tho eas? of wous whiel, ra already wanulaet oy tocully
or imported, ‘op new “ind of woda to L~ introduced o L iartet ap tg
bYe newly anufacturad for SXpOrt, A uwarket an,Jeei il o Pequiisd, wrxlly

carricd out by an economic Feserrel inctitute op ., X ot rescarcl) or anization,

(‘omments of ¢ U axpert yili be appropriate

13. wsowaing thnt the 1Love tuble for 4 locall» anuf:. ‘tuared or import~d
product cen be eatisi‘actorily complrtoed, i . tpe,,: 17T al coupan hecone

clear, bt g linear continwation of . up~ Iim'..'.-".-n-.'in_; Uill nnt neccnsarily
rosult in a satisfactory forecast for futur: eap~, ‘concnits  navae developad
various conceptg of t‘nrecar:tin_ mariet novenot - on & oncientilie sapic, talin,
the increasc of the por—capita incone, population sroth, ths orica fluctuntion
and otlier factors into conideration, '

( Tocturo of the U0 exgert )

T4« rhe majority of industria} prcjects in developin . countries are woare

to import lubatitution, naaely to the producticn of “ooda, for ulich the
markot is well lnown, hormlly it iy th. innorter of ¢ o comwodity who beconcs
the sponsor of 3 now production wnit and bveir well emainted with tha market,
ite sise and prices, with Lig fo~operation t'~ tpend fi;ures arc casily
established, Comsiderin- in addition the ropulation groith, the increasc

in per-ocapita income, a cautious consumption forecant for small- or nediupe
sised project can ho prepared,

75, ‘The figures of the mrl:et analysis and tic production capacity of the
Planned project must be considered Jointly, llore, extreme caution must be
oxercised and over-optimian avolded, It is inconcoivabic that g new
mnufacturing Oompany will capture the vhole of an exicting narkot (cven a
onopoly position lasts only a certain timc), -iretly, sales are building
up slowly over the years, seoondly, not every potontial consuner can he
Teached, thirdly, copetition is not remaining static, ncither with rogard
to prodwotion output, prcZict quality ner price, and lastly the appearance
on the market of a substitute or fashion~influoncod changed product has to
be talen into acoount,




75, Only caution, lo_ic and cxpericnce can detornine theo clice of the
prerent and futwce mriet to Le capturcd and ihus drw conclusicas for the

planned production capacity.

77. Unfortunately, far too rmany planta in developin~— countriocs work at
~roatly reduccd capacity or lave t.eon clogsed down, lue to incompetont or

over=optinistic plannin_.

(11) RRICTS
78. To rocognize the trond of prices of a product, armin a 10 yoar table
is rccormended, similar to tlie onc sho:n above:

_Pljﬁgg ‘L:-lf}.!'-s.‘ 1(}l. 1.100 1(}00 1;.. 1").0 1900 190. 19.. 190. 19..
(of competition)

Domcotic product:

- wholusale
- retail
- for oxport

Importod product:

-~ wholesale
- retail
- OOBt G.I.:’l“.

- cost custonc clearcd

iain rav atorials
(delieverad to plant)
- raw aterial 1\

- rawv material D
- raw mterial C

which raw material is boing
exported and at what '.0.3. price?




Sugrostod sellin Pprices

(for the next % soars, own production) 15ee 19¢ 1..s 19.. 19.,
- wholosalo
- rotail

- for oxnort

79. The calculation, or ostimtion, at waich the wode produced have to bo
old ie the most difficult, but alno ono of tho moct inportant cue.sticno 0
project appraiocal, as the profitability of the enerpri:c dopends primarily
on tho a;zroate salus valuo reccivad,

30. Tho prioce system in developin ; oountrics in, as o rule, very dJigstorted,
Frico fluctuations aro much mor.. pronounced than in industrialized countries,

and it i3 not an es.y task to accortain a reasonaly valid and average price

for a product over a cortain time period.

81. ‘or imported goous the price fluctuations aroc probally ;Tocter than for
locally produced commodities., This ia duc to fluctw:ting forei;n exchango
ratos, import oontrols and import rvlaxation, clange in custom dutiec or
other fiscul moaguros, and ofton duc to an importor occupying a monopoly
position,

32, l'or goods to be oxported tho world rmrlket prices should be appliod,

taking wnder ccytain conditions the freight charpes into considoration, iorld

rmarket prices are also subjoct to fluctuaticns, due to mcarcity or abundanoe, ‘
or duc t¢ political or military ovouts.

f3. 'Those aro sorm of the diffioultios in pricin; forocasts the sponsor of

the projoct and the bank's officials are confrontcd with, There are no hard

and fast rules for correct pricing, only extremc caution and kmowledge of past ‘

and indication of futurc market trunds will prevent an over—optimistio approach ,
to pricing estimtes,

Inflaticeary pressuros:

34, S0 far in dealin; with prices, only the “roal" prioc of » produot has
been considered, omitting any referonco to inflationary pressurcs on the )
domestic econouy. ' ,




35, "Inflation is usually delined ac a condition in which the finanoial
resources of a country are  reater than the eurrent value of its real

resources, '

-~

36, If ovoernment meacurcs are taken to protcet siriniiin; foreign curreacy
(and they tend to be necessary in such a gituation) the pressure is diverted

inward, and tho result is likely to be increaged prices,

(Lecture of the UIIDO expert on inflation in ccneral and

ite implications)

87. Inflation, existiny or anticipated, requires added care in project
appraisal by the vank's officinla. llere are some pogsible quentions to be
asked:

- llave price and coot forecasts presuned any changes in cost
and prices, due to tne congsequences of inflation” If yos,
are they reasonable?

- Uould it be fcasible to soparate price increases into “roal’
coot and price increaces (Bigher world mmrtet prices for imported
raw material, increased maohinery and spares Lrices, higher looal
purchase prices duc to ncarcity, and many othiers) and into a
percentage factor for inflation? This would be worlnaving in an
acoelerating inflation,

- llould price incrsases hold the level of the rate of inflatiom,
be lower or nigher? It has been universally ohservxd that with
a low rate of inflation, pricoc increases are at or below, with

a severe and accolerating ‘aflation far above the level,

- Is manazjement of the project competent to adapt themoelves
quiockly to changing oonditions, causod by inflationary pressures?
A faw direct questions would reveal the abilities of management to
take advantage of rising prices and to act promptly and effectively
in the face of impendins economic changes, or even devaluation of

the currency.




fablo IV - fales ‘ctimtns (ox ‘actory)

36, Table I7 shows quantitios of finished ~o0da, produced over a /4 rear
period, hased on a capacity utilization of 9% " for tio firat, 77 ¢ for the
gecond and 85 ¥ for tio third and fourth rear of ~peration, rie to the
croat dezand for woollen yarn of 7'a count, no difficultien are anticipated
of selling the total fuantity, The males pricos are calrulated on the
assumption of an increase of 2,5 ~ per year,

IT. JKQIGITS JUSTL ICATION

8%« 'The statements of '"iat forei~n exchan:e sarningr ' and ‘'Value added'
seem to bo pelf explanatory, as .oll - the observations on Tonployment
opportunitiec”,

7+ Threo of the moot frequently cited objocties~ of a country s developuent
policy are:

- improvement of the Lalance of pay:ents

= redwtion of unemploymeat

= 1increase of natiomil incono

91 Lo throe statements of t.o precent appraisal report aro clysely related
to the firet and second development objective alovo, segarding the third
objective, the inorexsc of mational income results from productive inveotments,
vhich in tum increase future consumption by expanding the cxployment base.

"= COOT G PROTICT, MANS O ’INANG: + DTTT - UITY ATIO

1e cat of m.&t
J2, The fized ocost of the project has Leen suwsmrised from table I,

93: To this, the working oapital requiremcnt of .U, 560,000 hao been added,

ing an approximate fizure for cash to be provided at t!ic end of
he comstrwotion year.




)!’: -

"4, Probauly the most often oncouniered miatakec in financial planning
rofer to w~rkin- ce .ital requirementc, o arrive at the minimum figure for
the cash required, ‘'able VILI showc one of t .. waye to calculate thie workin

Gapital .

nh. Industrial lcvelopment ianir do not, ar a rule, provide loans for
worin capital and in nearly all casc: short term loans are secured from
cormiercial banks and fron t.e ouners. .cvelopmont banio o not like to
compote witi. comnercial banks in tlic ciort-torn loan ficld, eopccially
if thorc is alrcady a well cstatliched coramercial banking systom in tho

country.

76. The cormorcial bank accepts as sccurity for thc loan the Lypothecation
of the rovolving stocks of raw-materials and finigshod ;oods, The sizc of

the loan is normlly linited to 7¢ ¢ of the averac value ~f stocks,

7. OSince it appears that thc conccruences of undercetimating requirements
for worldn: capital arc much more likoly to have sorioue consequences for a
new industrial projcct than ovcrostimates, it ic rocomendol in oase of
doudbt, to allow for substantial rcsorves in cach or in unused short-—term

credit, ag it is only socldom that a “uwiness can operate oxactly to a pre-

arranged financial plan,

2, loans of inance

98, After asoertainin; the amount of investments (fixud cost plus working
capital) the sources of funda have to bo ansured, out of which the investments
are to be financed.

Threc difforont sources can be singlod outs
- _short-torm borrowings

- long-term debt

- oquity investmont,

Chort~tern borrowingo for the presont project refer only to the fimamcing
of part of the workin: capital roquirements, the balance to be provided frem
the equity contribution of the sponsors.
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99. long-torm doht includos tiic devolopmont bank!'s loan for tt. lmport of
machinery, tho doferrod part of customs Auty (ti.. last {npts)mont is due
after 5 yoars fronm import - thig do't would boettor i clasgifiod ag nedium
torm debt) and tho loan fron directors, ncording to t,... ‘han ~roement,
the loan fyom the directors ann only bo repnid aftor fy1 32%tlcment of the
bank's loan, which moans after 10 yunrs., [he paid-in capital (equity) will
COver partly thc figod costs, partly thc woriting; capital rcouireionts,

100, tith an alroady ostabliehed inductrial cnterprige, operatin
succusefully for mome tiuo, "internal fina .cing” could be (-ontrary to

tho above ocage of "oxternal financin;") a different sowrce fop invostmntu,
serving for oxpansion of producstion starting subsiliary or oven
partioipation in anoth.r onterpri~a,

101. "Intornal finanoing" ouwerntaesfundes for investnents fron

= rotained profit

= roacrves (rocerve accounts for wvarious purposa:i, not neodod nows)

= deprociation (but only tho swrplus, not nooded for ronewal
of fixed acsctn),

3+ Dobt-Nquity .atio

102, ™o dobt-oquity ratio isn meaouro of financial prudonce that bears

& relationship to the risk that a company ia undor;oin; in the normal ocoursoe
of its opesmtion, It sots forth a oortain rolationship betwoen ownod and
borrowod funds and is o Measuro, not only of tho fimncial risk, "ut also
of investor loverage.

103s Jquity owners like $o 8ec & high debt-oquity ratio, because it pivos
loverage to oquity oapital, Tiat isy with a high debt-equity ratio there
is louruttortmnmmtho same invostors stand to mako exeator
profite per wmit of oapital invested, Additionally, with a emll amownt.
of equit, a smll ¢."OUp can more easilyasquiro and mintain control,




BRAEREE s

The development Lank howover is lookin. far the socurity of its invootment.
Comparin; the lovt-cuity ratio of a dovilopuent sank {n bank also borrous
funds from the fovernment, [rom the pu:lic and from intcrnntional agencios)
with that of n productive enterpriee, it wmst be rencmhcrod that the risks
of a bank ise distributed throuchout its portfolic, :hereas the future of

an industrial onterprise may dopond on the sales of a cingle product,

10}, Taxing furthcr into congcidaration that tho larpger part, or tlic wholo
of the ccuity of an enterprisc in invosted in land, huildings and maclinory,
whicl in casc of failurv may bLe unaaleatlc or only at a ront loss, the
insistonce of the hank for a rcasonabl- sound dobt—equity relation is prudent
and businesc-like,

105, “onerally, industrial dovelopront Lanks do not ;rant loans for a projooct
in cxcess of the amounts, thc sponnore arc thomselves willing to put up.

Thus the sizc of the loan will bo limited to 50 ¢ of thc oapital roquirements
of the now cnterprisc. Ixceptions arc occasionally mnde mainly by public
(state—owned) devolopment bankn for econcnically important and infra-

structural projects.

106, Therefore, considerin; thc projoct under dincussion, an ovorall debée
oquity ratio of 32:63 is very satislactory.

' - PROPIVADILITY

107. ‘ihatever the economic, social, techmical or other merits of a pro jeot

may be, unless a reasnably satisfaoctory profitability can be showm, its

financing will not be attrective to an indusirial development institution,

As far as the sponsors of a project are concerned, they will be primarily

interested in the profitability in relation to the equity they have put

up and tend to minimise the impact of borrowed fumds on the profit setwp.
(The question of leverage has been referrod to in the preeeding
paragreph on "Debt-Bquity" ratio).




10, Jecides the profitabili*y measurcment "raturn on evuiLy ' and urther
variant: ('return on invastnent' anl 'return on oalns') development ‘sinkers
and overnment plannerc, eopecially for lar ¢ pro iectsy apply frequently
in addition yard-sticks by tle ‘'pay-back or recoupnent’ and " & nor:
cophisticated motiiod of "discounted carh flew,

(If appropriate and soeringly usoful the WIN0 e:port may enlar e

on these metliods)

109, liowever, for t"c purpoce of preparin; an appraisal repert on a nedium-—

sise project, the various ‘returns on ..... " ratioc giem to e quite
informtive anl allow a comparatively sound jul ement on profitalility,

110, It has been stated previously, t'at profita'ility of a project
should not be taken as the only yardcotick whether a project shiould be
financed or rejected. Often some other factors mey outwei } a less
favourable profitability calculation, as for instance the prenige of a
potontial povernment incentive, a very capable mna ement, a product of
‘elomentary importance to the economy and many otlers,

111, Teble XX shows in summarized forn a forecast of sarninge for four
years of operations and in conjunctions with the ratios siven under

chapter i & - Profitability, all relovant possibilities of "returne on ..,."
have been civen,

112, Now to the oalculation of some ratios:

(1) Dede-Zquity atio; This is a ratio hetwsen all lon; term loans
and the owners' equity at any .iven date, This 1atio provides
some insight into the relative size of t'. "cushion" of ownership
fusds, which the bank can rely on to absord possible losses fron
operetions, deorcase in asset values and poor estimates of future
fund flows, loens from directors are essentially long term loans,
But as long as loans from directors are not to be ropaid durin; the
oentinuance of the bank loan without prior approwl of the bank,
these are to be treated as part of ovmers! ecuity Jor the purpose

o SemRNting this petio only.




-
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(ii)

(iii)

(iv)

(v)

- -

ieturn on Owner's “quity: “Mile calculatin: tiic retio, owmer's
ecruity -lhould be troated to intlude rliare capital paid=-in, equity
reservas and the unappropriate .rofits, Tl.oanc from directorn ar -
not o uve treated as part of owncr's e~ruity for this purpose, Return
or emuity is calcalatoad be dApading the amount of profit before or
after tax {as the ca:c ma~ “e) hy t.n avera e amount of tie owner's
equity (i.c, aquity at the e innin_. »f the vaar plus that at the

end of t"» year, divided by two),

qturn on Capitalization: (-,italization represents funds mde

avail:ble from all ions toru sources and is obtained by adding the
owner's equitr anu: all lon_ term loans, imeludin; loans from directors,
PZeturn on capitalization ic calculated 'y lividin tle profit (befers
or after tax, as the case may “e) plus tho intcrests on lony; term
loans, Yy tlic avera » amount of capitalisation (i.0. capitalisation

at tho be'imiin- of tic yoar plus that at tle end of the year, divided

oy two),

.Aarniag® per ihare: .arnin c per share are calculatod by dividimg
the earningo lofore tax ard earninge after tax (as tie case may be)
Ly tho number of crdinary charcu outstandin_ at the end of the year,

(“nly ordinary shares iave been issued),

Breai-wp Value of ohare:s LIf .o sharc capital concints of ordinary
shares only, the breal:-up value is obtained Yy dividing the owner's
oquity, including reserves and wnappropriated profits, by the mumber
of shares outstandin;. Intan;ible and fictitious assets, if amy,

are o be deducted from owner't emuity. In case the share oapital
consiats of ordinary as well ac preference shares, the hreak-wp valws
of the ordinary shares is obtainod by first deducting from the owmer's
total oapital, the preference share capital and any unpaid dividends
on preference shares and then dividing the balance by the muber of

ordinary shares outstanding.
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113, Ae already ntatod, ratioe allow a conparatively aocund Jud.;enent of
the profitability of oporations, Tut to tert the Applicalility of ratios in
actual Appraisals, a leadin; industriai development finance inatitution waj
asked for more precige fi ures and axpressod ite views ir ticae terns,
"In generel, a project in cousidered viable and fit lor fimncing, if it meots
rouchly the followin, norus:

Gross profit to salen 20 - 25 per ce-t

Operatin; profit to sales 15 = 20 per cont

Ket income (after tax) to salon 5 - 7+5 per cent

't income (after tax and
intorests) tc ecuity 10 per rcont

Debt service covere, e 2 = 2,5 tines

114, As an aftorthou ht these words wero added:
"Like other aspects of Project appraisal, the ompharin here ig on
realism, moderation and caution, "

AL IOT - gnvic: sovimua:

115. Onoe the sarning: of tie enterprise “ave boen forecast for several
yoars, the next step consist in re-checkin; the financial plan to rake sure
that all long-terwm loans snd the relatod financial exponses can be repaid
in the agreed Yyearly instalwents, without depriving the enterprise of needed
funde,

116. A dedt-service caloulation in Leing prepared, as shiown in chapter

"1 - Dedt-Service Coverare", which indicaton the "cushion" of funds
available for redemption of long-tern loans and paymont of interests,

As obviewsly the mon-payment (default) of firm ana legally defined instal-
ments ceuld have severe repercussion: to the enterpriso, the coverage ratio
for dobt service must prove that the leverage is at loast twico, or better
res-timee of the actwmal requiresent,
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117. A\lthowh tha projoct of the present appraisal report cnjoyc & Joyoar
noliday, the calculationc wore extended for a tax—paying unit, showing that

even t.on tic deot—aervice covera . cAl e ccn-idered as satisfactory.

lic. It will be noticed tnat tae vearly interests rolating to the loan

of tue directors t» the ~ntcrprice have not bdeon included in the tabulation.
It ic a matter of opinion, whether Vhe directors 1n caso of a fund shortage
uould insigt on payment ol iuterents, a” geening ly their claim would lave

a low priority.

IS (L W PN IR
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119, The projuct appraical report ondoavor~ to -ive a realistic caloulation
of sales revenuc and rort of production at a iven capacity utilisation,
he devclopmeat vanker would alsc like to knou what the financial position

will ve, if the assumption of the appraisal can not ve realizod.

120, As Yans beon stated proviously, the market possibvilition, o in other
words, tho saler revehue ia tlo tnumver one'! fact to estimatc correctly.
On tho other hand, it ic casicr to ostiaato tha cost of production, As

noarly all couponcnts of thc calculation ar: nown within narrow limits.

121. ‘hould the cales revenuc decreanc, production vill tave to be roduced
(to avoid over-large stocks of finishod rvols, resultin in ticd-up funds),
the quostion arircs hou far can production be throttlod dovn until sales
rovonuc will cqual production costrn, that is to a sta-» when no profits

will be monerated, or when the broak-even point will bo reacied.

122. DEqually important {5 the Lroak-even point to thn mmer/u of the
enterprisc. To ascortain profits or lonoces, balance sheets and profit

and loss accounts will provide the required informtion, but they are
prepared only once, gometimes twice a year. ilitha diminiching sales
revenue, tho break—evon point (sctually a danzer simmal) oan be asoertaimed
fairly quiockly and at any timo during tio vear.
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123 The amount of nules revenue does not depend only on the ruantit;, of
unite sold, Lut aloo on the nalag price per wiit, X to market condilions
or other circumstances prices My havc to he iarked doun, Jn thi- case,
hefore a price reduction t'.e orcali-even point can ' cialeulated at various
price lavels and thus it uill lLacorie clear at at 2ifforont capacity

uwilisation a hreak—oven point will ;e reachod,

124, The Urea .-cven point can ‘v drawn ‘rapiically or calcuiated with the
help of the forrmula, oxplainod in 'a i <111,
(Tho UNIX: expert may demonatrato on the ulacls nard

both mothods, usin': various oxanplac),

125, -'hen working out oxamples vit: various assumptions, nne conclucion
stands out, namely: an inorease in fixodl cotr rosulte in an increase of
the broak-even point by the same percoentare and an incrcase in variable
costs doeos not causn an eruivalont porcenta;c clau~e of the break-oven
pint. In the case of docroases thc same observatior. ~smain:c valid, nanly
with inverse rosults.

AL~ CAQ FIOM AMD PROJXCTTD DUIAICT ifiD (TALLY X and 1)

126, To aestimate the financial requircment~ of a new (or cxpanding)
entorprise a "projocted balance shoot” and’or a "cagh-flow forccast” is
wed, Under certain ciroumstances eitior method can be usoeful, ocach
representing a distinotive approach to achiove the sane purposc. Industrial
development bankers employ bot.a types of forecastin:, as onc supplementg the
other and read together facilitate tic marchaling of projocted funds to be
oployed,

121, The "balance-sheet” method of determining future noeds for funds is

built arownd a forecast of key balanco sheot itoms ae ol a selected future
date, The imvestment roquired in all key items, as fixod assets, accounts
receivables, operating cash and all other acnets and liabilitios for omooth
perforamnce of the enterprise are dotermined and tabulated. Tho projected
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valance sheot forecast is in fact o complute financial picture, as will
appear ~n a cortair datee Mo late in an important factor, as it siiould
be at a tinme of aormal operation, Cautious forccastars vould prepare a
socond balance cieot of a future datce, whon for onc or th- othor roason
({iminighing sales, lelayed accounts receivablan, increasod coets of
production, and sticrs) t' . enterprise might te in financial diffioulties.
A comparigon of ilLc¢ two .alance ghocts sliould indicatc where to allow

for '"cushuionn' of funds,

12fi,  The morec comprehansive meti od of forecasting t.> anount of needed
~unds and * timc at whic’i they have to “e provided is hy tho rcaah=-flow"
mthod, which in uany waye in comparalle to a "hud eting’ mothod., The
ticorv of the 'cash-flow" forocast iz hased on the anticipated roceipt

of cash at 2 cortain time and the predicted outflou of ench at othor times.
As thc cash-flow £atoment deals only with. cash~transactions, non-ocash
ftoms will not appuar thereon, 18 Jdeproclation, ad dobts write—offs,

intagivlos and othora,

(Locture of the UNIDC expart on pr.paring balance nhcota

anl cash-flow ctatements).

Some obsorvatione:

129, = ‘ntropronours can normally financo a subastantial portion of the
necdod worzing capital throuch cotmoreial hant borrowings asinst
hypothecation of the revolving atock of raw matorials and finished goods.

If at any timo tho cash flow statomont suggosts availability of sufficient
1iquid funds, such comsercial bank borrowings should bo suvstantially redwoed
or entirely liquidated, without joopardising tho ovorall liquidity of the
onterprise.

The managemont of tho prosent projoct, r7vy lloollen !idlls Lid," wowld
ropay tho loan in full in the sooond year of operation, being well aware
that ' 7 intorest to be paid on tho loans is the hizhest of all debi-pesition
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130 =~ l'henover in any yoar tiic oquity resorve: (reprcoenting profits
retained for cpecific purpos._u) and »4 .or waprropria .. profita arc
likely to excecd thc paid-in rharc capitaly a portion of suclh rctained
profits should be oapitalized tlhrow,h issuance of Lonus s,ares, to ke
tho paid-up capital larpor thon the balance of 411 quity r-aorres and
unappropriated profits, Otharwise tio tax laws in By’ countrics foresco
& high rete of tax each yoar for nsuc) resorves.

131, = Devolopmont banliers 1iffor in their opinien, i wntior a copy of tio
bank's projectod balance nhewt and cashi flov siatunont sbould bo made
available to the entroproncur/s. Conorally, there should he no walid
objections for not loutting tho manasoment of an cntornrice make use of
the forecasts ac » ntandard, asuinst which performnce san ‘v moacur.d
and ovaluated. Timcly recormition of deviating resulte i:n performnco
will be of valu: to mana-oment of the or.orprise, as -.11 as t. the
development hani:,

TASL 3 XTIV - TNVSOTLL T cniv o [A
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132. Industrial devclonment vankers, determining tl.» viability of a project,
put commeroial profitability in the first line of conniderations, “ovornnent
economists, planning the industrial developmont of the country, viaw any

new project from the perspective of national ocononic profitatility, which
inter alia includes socio-oconomic aspects, increase i national income,
higher forocisn exchanme oarnin s, better smployment opportunities and others.
But both find common ~round in the aiin to export locally produced ~oods and
earn forei’n cwrrency.

133. In ewwv developing country the Jovernment ;laccs the treatest emphasic
on the need for incroase of foreimm oxchange sarninse, to improve the

balance of pay >3, It encourages exports in many ways, in particular for
manufactupred poods, and preferably those using mainly indi~enous raw materials.
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134, After laving reachod a saticfactory lavel of import substitution

for cssential joods, tue rovernmunt plannin authority, in formulating ito
export orionted industrial d-velopnont, will ive prefarcnco to those
projects which for the input of tho smallest amount of local currency oarn
the hichest amount of forei:n currency. < ould thare be a nunber of
projects to choosu fron, by applyin, the formula detailed in Table XIV -
"Investment Criteria’, the projoct with the lowoat ratio can be celected
for implemcntation. Conversely, novornment could also fix an upper ratio

limit beyond which approval for a now project may be civen only in

exceptional circumstancos.
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155, The samplo appraisal roporti of 'XYZ “oollen i"illp itd” has been
prepared by the loan operat iom departnent of a aadiun sitod industirial
devclopment bLani ant is used for the presnnt trainin, pro ramme &0 the basic
document for the instruction ~f the participants of the course, 1t must be
pointed out that the report, as prenented, is not 2 rperfoct! appraisal

roport; it has its woak but also itz ctrong gidos.

136, \lealnasces arc visille 1n the presentation of individual chapterq,

in needless repetitions, in not tying up the text with the annexcd tables,

in not rtating mar'ict prices fo. a longer period of yzars, and also in the
omission of a caapter on ‘llana~ement '} aanatement capatilities of production,
sales and finance have to be identifiod and an opinion thoreon siould be

included in the report,

137, It might be of advantace tc uso o not too perfoect report for the
training course, ast the attentiveness, intelligence and knowlodzo of the
participants can bo rmaued and they can e challenrod to improve on details

of the report.

130, '™ strong - Sides of tihn report, and onpecially suitable for the
purpose of the presont training proTral¥ie, arc a numbor of chapters, which,
if not emtirely new in their concept, do noi appear in so-called 'standard’
appraisal reporis. These additional chapters and tablas will give to the
participants of the course an inoight in methodz of extendcd investi/ntions

and calculations, wvhich undor oertain circumstances uny prove very helpful,

139, It is not an casy matter to preparc a ‘perfect’ appraisal report.
The executives or tho board of directors, who decide on the morits of &
loan for a projoct, put %o tho loan departmert two demands, numelys first,
that the projcoct appraisal roport should bo limited to a reasonable length

and secondly, that all major points are cuvered and thus give roadily an .
answer to any and all questi ' which could arise out »>f the complexity
of a prcjoct, ' '




140, The purpose of a Projcct apprais..l roport can .o definel uc follows:

"An appreisal roport should have a well oercanized aad lo: ical precentation,
onsuring that all -ajor pointr have hean rovorad, Urovity without omitting
any esaential { =t iy the charactoristic of a 7mod report, e ical
presentation is larmely a matter of Or AN1ZTI0L ALt written text and
the tablos or statomont:s onclored,

TLAC 1

141. ‘ithout an export ranazemont, an otherwise well planned and wel?
equipped enterpriszo doos not have sound chances for a lasting success, In
fact, managemont in the ey factor in all inductria! operations, DBut Yow
to evalunte its capability? Unlcns the individuals raling up the exceutive
tean have - ared succosafully an cntorpriae (profcrably in th: pame line
of production) it ic difficult to appraisc the knowlad .¢ and ability of

each mombar in pl..nning, orrmnizing, supervicin  and sontrolling, VLein: the
ha3ic functieme, couron to all NANAIera,

142. [Lasically a medium -ize industrial entorprise will divide the functional
Areas of managemont into: a) productici, bt) saler and ¢) finance and
sdninistretion, ach area ancludos a numbar of sub—ordinuted functions.
Usually, three managors forming o toam take carc of all enorations, but
sometimes tho oontrol of activiticc and direction of affairs ic ontrusted

to a higher rnnkinb; oxocutive, tho enerat ranaser,

143, As an industrial orpanisation {rows, the functional break-down of
managing aotivities crows in proportion, the number of oxecutivec increaser,
and the role of the mnaging director as co-ordinator inoreasos in importance.
hen a project is to bLe izplementod by an already existin: rmnazoment toam,
the capabilities of the team or of individual manugors can be measured by the
results achieved in the past, but it can also oftan Yo oboorvod that the

|mas quite suocessful teanm io rot capable of handling a lar:e oxpansion of

an existing industrial enterpriso, as nev and bigger probicms appear.
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144, '/hat ig tho usual procalure te ovaluato a candidate for a mnagerial
post? xecutive emplovment amencies are ugin; vorioun tootny partly practical,
partly psycholosical and prepare o report of thuir findingc. iowover,
industrial development banke do not hire manajers, but ofton it ic oesontial
in tho intercct of tho project to lmow moro about the technical and commercial
suitabivity of the tian. 70 form ar opinion of a manator'!s capabilitics

and charactor, first lis previous per{ormance in industry is analysed and
evaluatod, ollowing this, tie opinion of former omploycrs and colleaguos

iy soucht. llultiple interviuc witl the nanador hiizoelf should reveal -
picture ac comprehensive ot attainablej however, only the tost of time oan

tcll whether the formwl opinion hags provpn ~orract,

(The accompanyin report on "XYZ 'loollen 14115 1td." does not
cive awy informtion on the capability of managonent, ~nly the
financial results of a lonz cgtahlished trading companys The
qucstion ariges whather the forier moero.ants will bo succossful
as runufanturcrie ¢could there ba production prohlomg, supply
difficultie:s, or othro, with which mnanomont could not cope?
Althouh, the repert cloarly indicatec a ‘sollor's market',
could marketin:; protlons ariseY  Thece and other muostions

may he dizcussod by the WMIIN0 oxpert with the participantsc.)

TOANS 70 FoALL IDUNTREE

145. The prosent appraiscal report of "AYZ ‘loollen Mills 1td." rofers %o
a loan for a madium sizc industrial onterprices The question arises, what
io a nmall, s modium sizc or & large sizc induatrye No cloar or walid

angwer oan be giveny any interprctation of thoso teran do on the
industrial sise and wealth of tho coonomy of tio country conocornod. 'That
bankers consider im tho U.CeAs, Japan or “urope & cmall industry, would be
reted in a developing oountry as modium cized and oimilarly a rocognised
modiun sised industry in an industrialised country would be catogorised
as largo-sise in a dovelopiag country. Ho internationally socepted
clagsification exists on this subject mtter.
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146. Agreed upon, however, arec th. torms for the len7t: (duration) of a
loan, namely "ghort-topn for up to onc yoar, -'nediun ters' for on. .n
five yoars and "long=term" for c¢'or fivo yoars,

147, Jor lack of 1 bottor guido-line, it is ausumed thn, o smll industry
in a davoloping sountry omploys not norc than 2 workers and/or linits itc
power consumption to 30 !y,

148, Loans to sml] industrios, buin; of smaller asount than for larger
entu'prinl, aro loss remunarativo for the dovelopment banl: and have to

be handled moro oconomically. Tho projact appraisal roport can be lesns
comprehensive and will be nomewiat simplificd, but navertheless all the
basic financial, technical and market informtion mugy e provided,
“xporienced loan offie.rs will have tho advant~ in rceormizing at an
aarly stage the viability and profitability of the project and will Lo able
to restrict their invostimtions to tho mogt ~cacntial aspocts, thus
roducing the timo of appraiscal preparation.

149, Somo time ago, tho Intermational Lan- for Toconstruction and Developmont
(IBRD) pudlished a quostionnaire for loans to light industria) projocts ag

& guide for the applicant/s and for tho staff of thc loar dopartnent,
conducting tho relovant investintions,

"The following questions should ‘o anrworcd when they aro pertinent:
1. Dorrowor:

(a) Name and address.

(b) Matwre and loocation of onterprisc,

(o) Corporate organisation - vhother privatoly or publicly owned,
by whom sharos hold, briof dotails of affiliation to any othor

coONpANY oF group,

() mlity of mnagement, buoinoos and tochnical exporionco,
kmowledge of $his industry,

(o) Plams description, produotion capacity, condition of facilities,ota.
(f) Opermsiona) and finanoia] history:
(1) Becerd of production and #8120 for past four yoarss

(11)Piaancial statements: balance sheets and profit and loss
statemnts and distridution of earninys rocords for paot
fow years,
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“inancial position = analyesis of oot rocont bolanoce
sheet, including oorvienis on capital ntrecture, nature
of roscrves, valuation of invontoriee and fixod assete, otc.

Project:
(a) Deocription of catire pro oct, ineludin: that part, Af amy,

(v

(c!

(a)

(o)
(f)

(g)

financed fron otior tian 1.9 fuids, indicating oxpected
rosuits, incroasu in production capacity, inoreasc in
of ficionoy, roduction in production costn, ote.

Arc cunlifiod personnel awailable for the ongirnsering
and installation, mointconance and operation of the
oquipment? 1ill technical service be roquired’

Total cost of tie project, showing cout of fixed assaets

(in suitadlo broaladown) rmoparatcly fron voridng capital

roquiroments, Indicate foroi s cxchansc roquiroments

includod in total coat,

Lint of roodr to bo acquireds 7'ill conputitive bide
be obtained for this o uipment?

Congtruction and installntion achadulc.

Proposed gourcec of raw rmtorialr, labour, powor,
wator, tranaoportation, ctc.

Prosont cdatus of tho project:
(1) xpendituroc to dntej

(11) quipment on orderj

(411) Probloms, if any.

(h) larkets

(1) Informntion on c:istint mrlkets an. planc for swpplying
and expandinz theil. Imports in post years,

(11) Totimatod itomiszod production costs as oonpared with

selling prices of compotition, indéoating oustons
duty for raw matorials and finishod goods, transportation
costs, otc.

(111) Mothods of narketing tho product and adequacy of

tho presont or plannod distribution sot-up.
lxport ponsibilitiorn,

(iv) Information availablo on oxisting or oxpected compoting

plants, such as thoir capacitior and locatioms,
oalos torritorics ctc.

(1) Operating and finanoial projoctions (1f applicable)s

(1) Ustimtod unit production for ocach of the firet
throe yoars of operation.
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(11) Nstimted o loc Tevanues, contg and exnonpon
(uhowin.g intarest, doprociation and tuxes
ge;urately, uad net profits for cach of the
tiiat thieo | Lars o” opcratioi.  Profits should
by olivtod ¢ T fioaneta) en jory including
prebable dividend pagnont-i.

(iii) Casli flow crtirmat~ for acc!: congtruction yoar
throw i the first -uar of norml operation,

(1v) Pro form Lalance sheots ., at the conpletion
0.0 *L2 pruicel nd firgt year of norml oporations,

(3) Genoral ocononic Jusiification o the arojcct
{if applicalilo):

(1) Ovor-all bonsfits t7 the cowtry,

(11) Utilization o* w.ampleyed natural regsourcos,
(412) “upieyisent o7 lahour.
(iv) Moreim exc an~e snvrines,
(v) eononic divaoraification,
(vi) Denefitn to other industrios,

(%) Any other roleva.:t informtiion, &, .. on nocessary
govoramoat iiconsce, ccusonts, cffect of tariffs,
taxas, ctc,

3« Proposcd loan:
(a) Amount roquostod.

(v) Proposed torn of “oan. depuymont ~chodula,
specifyins propar~d waoo period,

(e Scowity available for loan,
(4) Credit standing: or proposed mu.rantors, if any,
(e) Any gspocial lomml, tax or corporatc concidoration,
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A LAME 815 DIDUSILY, oy,

150, Althowzh it has boon proviously statod that tho prosont -uidolinca
for project appraisnl refor minly to modiun siso projocts, it is folt
that more informntion should bo mdoe awilablo to tho paxrticipantc of the
training cowrse for certain loan appliocations, whore tho owmcr/s of an
existing mdiw-eise onterprico submit %o tho industrial dovelopment bank
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AR CXPANF 10N Prograrmec, 5y Wil the provect T o8 in ita clasgificavion

0

a8 a lar size aanufacturing opertion,

191s Tor lurx aual iplustrial plon vraneon, oxter o invaetmonts
are nceded and often a financing cucne Poreocos “astdes the itoan of
the industrial development vtk or Lo.oar oquaty participaticn, the publie

izsuc of sharec or bonds, participetion of othcer financing vencien and

gometimes cven Jovernment co=partiorclip. i eans thwt the documentation,

subgtantinting thc loarn reguirdxnts, 2101 have to o prparad with cpecial
caro and that inv.oti ntions anl oppraisal by tae loan Joprtmont ctaff
of the financial, vechnical and marict aspacts will ve extonsive and very

thorougit.

152, Generally, the prospect of 1 suw oxpanded project are bedn Jjudgod
by the performance wnd results of ¢4 existing cnterpring ~nd the
information to be ymthered will concontratc "1 the first line on the
aponsors of tlie projoct, thc owneribap dictritution, tic control, tho
financial and tho saluc reports. |\ questionnaire is cubnittod by the
bank to the sponsors, whici i usunlly divided into two partsg  the first
doals with all aspocts of the czistin cntorprine and thc second with the

now projoct of cxpanded opcritions.

153, A spocimen of th» {irst part of t... quostionmmire ic ~{ven bolow,
The seoond part is basically similar ~ that of s new nrojoct, ns dealt

with so far.

Specimen questionmaire, part onc:

154, Part one of tho quostionnaire refors to quostioms in oconmoctien
with the oxioting ontorprisc and sorvos primarily as o basis for the
cvalurtion of the new project for oxpansionj it ocovors the typo of
informntion required fron going ooncornd. The following quostions should
be answorod whon thoy arc portincat:
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1.01 Nanu of Applicant (cxact dording el farn) ul dir ges

Location of 1) iad ofri
I+) plant,

1,02 Drief listory ~f t'.. snterprioc sinec nesptinn, (v
changen in name or ~umingis, rervors, roosmapisatione Ste, )

1.03 Roputationg
lQeforance tog
a) Bankcrs

(1) orodit standin~

(11) dalancur ecarried, tyn: ~nt Lon 2% of Janne
(i1i) ruarantocs (i any)

(4v) eneral porfor nne.

b) liajor eruditors
(1) wying polict g, npocinl ¢ .
(1) paymont rceord
(1i1) pen.ral porformuco

o) Compotitore
(1) man wuont (woak, "tron~, conscrvative, prosresnive)
(11) plant and inchisory)
1) ouitablc (ncw utylo, improved, vxpanded)

2) uneuitabl. (obeolot | run-lovr, poorl' carcd for,
poorly locatad),

(i84) officioncy (high cont/low cont aroducur).

d) Customors

MNanding of coupany wnd its products in tic trado and its
adwontasu or disadwantacc over othor compnnics in sane
indumtry.

11 OPEREII> D ComroL,

2,01 OCerpasete St Up (1imited ocompany=-public or priwet: partnorship,
solc prepriotor)

a) Iate of incerporution

%) 1s the presemt zot-up suitable %o obtain now fimncing?
(42 not, what 40 requircd to mko it suitable),
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2.0¢ Control:

V) Bol. owner (active/innctive vhat is his relation
to t . mni ument)

Control csm.d by g ckent

]

23
— ~—

widely scattercl (sbtain naa~ of priancipal sharcholdepn
controllin . 1U * or wore of any clars of votin 81res, )

0) Affiliation to any othur coupany, ,roup or invidividunls
l1ist ouwbsidiarioc showis, p recata e of smorship in oach -
any substantinl holdiags by fiduciarier?

TIL._MEGLai 0T

e a— -

e b
at
e

3,01 Dircctors (Fartners) thuir aci Towil, munlification, activity,
their ~ffiliation wi.a otiacr CO.COTNG.
3,02 Loy mmn or .iuni
a) Rnowlod;. and cxpericenc.
b) Age and longth of tervice
¢) Outside intcrosts and activitios

d4) Torma of contract

3.03 Internal ormnization:

a) Divistone of deprrtments, their functionr - suitable
dictribution of recponnibilitices,

b) Maalitios of socond lin. cxecutiv . and tloir ability
ta fill vaecancion iu firat lino.

¢) Toc'inical consultanta, thei~ functionc, ternn of
omployasat, rclaticngs to innasenent,

i IV,_CAPITAL STRUCTUR:

4,01 Capital Stock

a) Distribution to sharcs

;*.,

No., Icocuod Total lominal Total Paid-up No.of vetos
‘;'; Anount Amownt _Ret_siare
Ordinary

Proforonoc

5 Doforred

Is any w-)ceucd stook hold for spocial purposes?
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b) Details concernin ::
(1) voting, pre-cuptive rirhts
(11) liability to furtor eallg

(111) any otock q: vidonde r sonus izowe in | 3t years
(bacii of distribution, nu . r ¢ aiaros issucd,
Amount capitalizod),

(iv) any sharcs issucd for properti i . Yo lact o, vears
and bazin of valuition,
c) \ro sccuwitios lict.d on stoc: xchan v

(i) annual prics ranf. for ach of tha st ,, years
toother wit cwrr:nt wrrct e q

(i1) ratin of curr.nt, security pric.ae ¢, carnino
(111) wvalue of the cempany in tormn of toto) market
valuon of jt- necuritiog,
4.02 Bonds and/or Hortmoos

Roview isruor outstanding ac of dats of latest “alanco shoot
(soe para 3,03 g) in rogard to:

a) Socourity pr-visione (soeurod/unsecurc )

b) %ype and priority of wort<m<cs or other liene
(1dontify propertics eutj.ct to liun)

c) ledomption provisions
4) Cmﬂfbility

o) -iny oovonanto requirins or liaiting payment of dividends,
minenance of worlkiy: capit.l, investmont in subsidiaries,

investment in fixad acge 8 atc. ’
f) Trestooship

&) Principal typc of holdars (banka, tnsurance #rparics,
gemeral public).

3,00 Pectery and Buildings
a) lLoocation
(neasness to mrkots, raw mterisls, powor transportation)

») A9 Bulldings and nite ownod or loased
(terwm of leaso)

©) Plant lay-out and conditions

§ and droawinge
(gt ;:: of oomstruetion (wood, brick, stcel reinforecd comerets)
(411) for rowr (preferadly more) years annual rcpairs and
deprecintion charges (consorvative, adequato, insufficiemt)
(1v) ostimted 1ife and roplacement ocost.
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d) Wlocwt: ntorare Gphce
2) Suitaiility and adequacr of s UaF oYPanuion

£) Ingurwc. (£irc, flood, vind=rtori, buriory, wte)e

3,02 lachinoery wnd Tquipnent

2} wnjor ooctions and ate ol 1artallition and remodelling
V) tvpe (atratiy senimauto et io/humd opuritod)
¢) Conditi-n {up=to=date/c sol. tsy in noed of iuprovomont)

1) Annual ropcfre and lecprecintion caariuts
(conaerwvtive/ wemwte/inufficient,

¢) Cnpacitys

(i) oatimtoed capaeity (v law) of mejor suctionn
in the poot o coars, cmoriing 10 e cmift/s por day

(ii) production s ' ol capneity in te ot .. 7O6rS

£) ‘ntimted life wnd roplecinent costs

5,03 Statc of Int. ration of Coapany
(horisontal, vort ical/cot-inntion of two)

V1. PROVKIIL

.......

6.01 Product/Productr
a) specifications of mjor products or clasncn of produsts
b) Diversification

¢) Licengod/orm »rnd

6,02 Oporating | stliods
1) Oporating prootices and production toohniques (mmterial
flou, mtaerial balanoe:, fucl and onwrgy halanves,
sparo pnrta, consumtion)
b) Inspoction (whore, tolorance)
o) Gpoilage and waste (how mueh = inoroasc/dcoroane)

d) Dy—products (how rmch - value = dinpocition)

6,03 llormal timo of manufagturing procoss Tron row mtorinl order
so dolivory of fiainhod pwoduct,
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‘o“ Contae

a) Determino coetu and spurating: profit f-r cicy im jor
poduct or product liuc in folinwins hpoen =~down

Not Jnlos ilevonu.:

Cont of Goods 3,1d;
Taw santorinle 1/
Diroct laber 2/
Other diroct production uxpeusc:
Indirvot labor and mnufacturin_ overl .ad- Yy

. c——— -

Jepruciation ; o
Total dost >f goo!: nold

Grosno profit

Wwlling, wnd admininteative 9% s INRLTO,

Operatin; profit oo .

b) ™Mxed and wariable coste v ¢ of oporatin:. conts,
©) iaintemance oxpondituros for onch of t.. past ., vears.,
d) Is cost syutom in oporation:

(1) ia inventory control of cctiv.®
(11) how 10 Lnrdon dotorminod?
(141) how in burdon chaprod?
{iv) Low are labour and matorial charped”
(v) {8 standrd cost gyston wsod?; -~
- how chockod with oporating fi~ures?
= how froquuntly c'onged?

6,05 Raw Naterials and Supplios

a) Volwm, wnit price amd totl ooct of cach mjor raw
mterial wed in production in nach of thu i.st +s yoars.

b) Sowoes of swpply:

(t; domuetio/foreign
(11) sufficiont and steady
(111) proowred from onc or moro suppliors

(iv) adoquato supplios in futur.
(v) possidlc substitutos.

o) Om rew matorials

(1) velwmo, mit price and total cost of rew material purchased
or extracted from own proportiocs in oach of past .. yoars,
(48) eetimted roserves (sapporting data)

T
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d) Purchaoe of raw initerial and nols

(1) who ia ia char o of procwrdicn®
(11) principal gourc s of ~upply
(i11) trond of pricca over part for .. yuare
(iv) metiod: of purchaci= e iy lens tera njor purchase
cemtracts? (luwntion, ~owuat, price ote,)
(v) torus of payrwnt far poods purehingol
(vi) scasonal wvarinliom b conpany praehaces
(vii) scazomal warinti me in row ntorial prico
(viii) is row intorial subject to rnlin
(Specificaticas=quality contrel)
(ix) is trode in raw ntorial contro1l 1 by “overnmont
action wmich aficety or could Ailcet raw mtorial supplies)?

2} Inventory: (Seo nleo pars .03 b)

(1) perieal volune, Look vilus and markct voluc of inventory
Ly mjor ituas as it daty nf 1:tont balance nhect
(ii) whore is seasonal pon. in rav nterial inventory?
(i11) what portion »i' prosunt invontorius (if any) is not
rondily saluable because of lach. of dormid, obsolesconse,
detorioration cte.?

6.“ Labor
a) liale/omnleo

(1) Mumbor:
okillod
soni=-ckillod
un-skilled

(11) ilorking hourss

(1i11) Muobor of chifts worked por dayt
b) ‘ompensation

(1) diroct waros (salaries) and frinjo bonulits in
comparison to other companios in induatry:
(ii) mothod of payment (pioce rates, day wagos, hourly sates)

(111) how frcruently adjusted?
(iv) incontivo mohern?
¢) Conditious in plant

(1) labour turnover (rato)
(34) accident and ocoupational 14eonde record
(111) s#riko roocord

d) Covornmont rosuletions

6,07 Produotion Progcrome
a) How much on 2rder
b) How muoch on atock
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6,00 Patontr, liconcoc, tuchnisal acsictanc . contracts,
held by compiny

6,07 Training Pro-rrmo

VAL SWIS 00 S48 ONCAILL T Lo
7.01 Galca

a) Voiuno and walue (n:t anlos proczcde of Corpany saloes)
vy rajor products in ach of the laat four (pruforably
more) ycars., .lotc iuportance oi roturas and cnesllations,

t) Total zul.s of Aoncetic industry and of luporters of cone
praoducts and the copnny ! o sheres in the domostic mrict
in cach >f the lart ,, yonrs,

¢) Txport sales (volwie, dertination il proce.in) in each
of the last .. years,
d) “acklos of wnafilled ordurs at t'.s wolof ach of the 1ast .. yoars,
¢) \ny mrked rinsonal variations in company ooos and ryceivables?
f) 'ihat percontao of grlos apc replaconent partc?
n) vora,,. doue-itie selling price A0 snen eior preduct ot ot
factory, and at wholonele or rotail in uaeh of the last .. years.
h) ihat toerns arc allowel regardive, to tiowe oi payaent (dizcounts
and comnissione?)
i) Awerage oxport price o .ach it jor product at factorv and
fe0ule D010 port or ceilfl. forcigr port in c~ch ~f last ss yoara,

3) S~los bronk G by ultimte ucoro fur 1aot o, iou'c.

7.02 Diotributions
a) Chaunols

(1) own calosien

(11) Sollinz cront or broker

(111) Hiddlo men

(iv) diroct to conswior
(v) what poreontase of salos are inde renpectively to cach

of thc above catoories?

Note any important changes in distribution mothnds mndo in recont
yoars or any ochan;cn contumplatod for the futuro,

®) Comtract Salos

(41) bow long
(111) prico abovo or bolow market
(1v) porcontace of total out-put

¢) Mote any franchieon undor which company oporatos,
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7.03 3ales Orsanization.
2) Who is tho “ales Imaager, whot ic Lic axporionco?
b) aaher of stlesiun and torritery coverad by them
c) Advertizing and promotiun forouent anld planned)
d) mudset of sales departnont {present and pl wned)
7.04 If a subcidiary or ascociated Coupany or individual poroon ia
the sole agent or interawdiary for t.o aalcn of the oompany's

products or for the procurcment of ~oolr, raw intorinle and
pupplice, wint arc the inter=conpany arrangenonts, in particular:

a) Mhnt salos prices are closced to the cubiridiary and how
Ao thesc comparc to current rartet prices”

b) Uhat prices are paid to it for goodn and aterialce procurod?
¢) ihat arc t..c subisidarv's comiscions, fosa, ohnre
in profit ete?
7.05 Competitore

a) Principnl coamputitore in t'. domestic market, *hoir
aotimtod annual anles and nhare of thu mrket,

VIII, FINANCTS

8,01 \ccounts and Statuments
a) Copios of lact four (or rere) published innunl koportn.

b) Copiesn of Dalancg Sheots and Incomw and Swplus Statononls
for the last four (prufcrably more) yoars and ae of a morc
rocont datu. (If consolidatod, obtain statouento of subcidiaries).

¢) Auditorc report and cortife antc covering all "inancial
statornonts furnished, Cor*ificatc chould show:

(1) naturo and scopc of his audit
(i1) statenont as to soundness and concistonoy of acecounting
principlo appliod.

8,02 Amnlysis of Statomonts

a) Preporc swrmwry of comparative Balancc Sheets and Insome
and Surplus Statoments for the last ,. yoorn and any more
rooent dato,

») \nalyse important ohanges during tho period under roview
in assets, linbilities, income or exponsc itocuo, Use
signifioant ratios to illustrto tho ponition,
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¢) "Mon ~ l'apont Coupany/ i nidiary ral tism existe, -~ thoroush
invostigntion aust he ol !’ tas in er=conpany rclationship,
Complote up~to-<dntc fintocing Ltatomente (get LG nbt-incd
of oach of t.. nuLaidiarics for ~x analysie of g company o
(vor all position, Thu drepeicl, financ: .1 400 manaerinl
tntorrolationuuip Lotweun tin poron CoMpLy andl itsg
subsidiaricn mput b propcrly ¢r lor 7,

8.03 Particulars of Balance Shente

wrlayso mjor entormricn of halance shoct - 4. ontifr rirnifiannt
itoms - noto any viriatisns in, recounting e thiods,

a) lecoivaltlog

(1) are receivahl s *cin fin-nesd by liscountin; or
othor moann and At want ot ey,

(11) amount of cl~iiae overdue ne of 4. of 1.5t balance shaot,
(111) amount f dubt writiun off in 1uat .. yoars,
®) Inventory:

(1) mothod of v-luntion (cost cf rr oty LIVC, rT70),

(11) doon 1t include any wraleable op o noloete sbank,
(300 para 5,05 o)

o) i'ixod isacts

(1) changos ir fixed ascot- ir onch of tha last ,, yeors
cpocificd 13 fallours

Book vnluo f fixcd angstg at bogianing of yiar
{desorive npir ot vluating)

Rlus ncquisitions duriag the yo iry at cost

ainus reidencnts or wloc durinz ¢ . yoar, at book valus
ainus el dejrociat,on

oxtraordinary deprocintion or writoe-offc (or plup

R any shortfal. 3157 norml deprocintion)
us revalurtian of fixed assots

Sook value of fixed asnote at ond of ycar,

(11) Doprociation rator used., I thore any provision for
acceleratod op axtraordinary Ca;rociation? If €0, how
hos 4t beon ocaloulatod, Dotermine amount includod in
doprecintion char;ee ia each of the lant ,, years as
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d) Investmonta

(i) Itemized 1iut of investnentic at book value, giving
for each name and nature of company, looation,
percentage of ownersh ) and, if marketat’e, the

current marlict valuc,

(1i) Copies of latent available accounis of any companies
in which the present concern Las a wn ior intercot.

e) Short-%arm Nelit

(i) Itemized list of chori-tern loans outntanding at date
of latest balance sheet, aliowin. for sach the date of
loan a;reement, orizinal amount, amount outstanding,
unutilized balance available, interest rate, maturity

and gecurity provisionsj

(11) "otal and unused balance of lines of credit, norml
reneval procedures, any special provisions ep under—
standin;s vitl. respect to renevals.

£) Notos payable (averaze life at end of each of pact years).

z) Long—~Term Del:t
Itemiged list of issuo outstanding at date of latcat balance
sheet, siouin; for oeaclj

%i) date of isouc
ii) orizinal amount and curreacy

(ii1) amount outstanding
(iv) interest rate
tv) mturity

Description for oach iasue outstanding of redemptiom, secwrity
povisions and any other onditoms aad cove ‘ants (see par.4.,02).

h) Deficiencies
(1) Debt interest and/or principel in arrears (amount and
pericd of time for each insue)

(11) Preferred dividends in arrcars (aumber of periods behind),

1) Capital
Position as of date of latest uslance sheet oa Capital Acocowmt:

(1) for Shareholders Companies

Share Capital - authorised
- issued
- subsoridbed
- paid-up
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(i1) for irivat: virma
Capitnl ~ocnrunt = "nlaa.o Lohenrr o ol --ear
P '3 not yrofit een vear, deposito
durins yoap
1anse logs for Jeery Witidrawal for
apitay, *°x paymen.o (cperify)

o wdtocen ain.e at

he o venr,

A} 3
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Avounte o “utan I SRE duw€ 0 P rtiare wiiecuope

k) Swrnlus
Poottion o of date o0 jn-e .t CAlMey St s aeplus Account ;
(i) Arace

(11) Mmmarnad - aupraciatiom of nhoets (remiuation, write up)
= Prosiw An Londrs op guneisn
= otaar (sjpecifty,

1) :n“b@]"');‘.

Puapers, g Princinies of Al 1ot ap a1 recarves and
adequwicy ot prasarvo-

(1) vad moiis

(11) Depieciotion
(114) Lawvantery [rea el )
(3v) fax

(v) hdcun

a) O her

Ceavim transite.: Aucoun., srerceu c.iric, .nd other ascets
&nd liahilitlon ~lageif*ed ‘n +the "A’anse gheet as “Other’,

n) Cantin; noies
(1) P43 ani receiwmblen diocownted
(11 JuaPulices, 0GocuiBLL A
{114 Continment 1iauilitiey in ra2oard to nulsidiaries

o) Dad Deds

(1) everage axnml avunt wittem off dwi; the past .. years

(11) tetal ammt of slnimc overdus ns of date of latost dalance

sheet and poeontnre of wominal wlue at which these claims
230 reooris’, :
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8,04 FParticulars of Incomc Statoments
Analyze me jor categories of income and expenses, note variation
(4f any) in accounting methods:
a) Break down of cost of -oods sold for the last four
(preferably more) yoars in the form used for costs (see pare 6,04)

b) Breal. down of "non operating income" and "expenses',
Identify major items as to thoir nature and recurrence (sales
proceeds of bonus voucherz, profits from write-up or sales of
asgets, premium on shares nold etc.)

¢) Swmmry of Surplus and leserves (appropriation ‘ocount), for
the past ,. years, in break down,
8.05 Tax Position

Tax legislation applicable to company and rates and methods of
calculation for:

a) production or turnover taxec
b) income tax

¢) property tax

d) other taxes

8.06 Ineurance
Insurance coverage of fixed agsotc, inventories etoc. (amounts
in force, types of rinks),-

8,07 1Is there any pending litigation eitiier Ly or aminst the
company (details).

155. Questionmaire, part twoi

The second part of the questionnaire deals with the new project, the
requirements for the expandes operations. The informtion to be supplied
will follow the pattern of the present appreissl report (XYZ Woollen Hills Ltd,).
arket studies and price policy will be on the basis of the combined capacity
of the old and the nev plant, The additiomal production facilities, mamely
buildings, mohinery and equipment to be speoified and consolidated tadles,
showing existing and new assets are {0 be prepared., The financial
ocaloulations and the tables relating to working capital, ocost of goods
maufactured, cash flow and balance sheet will of course refer only to

the inoreased production capacity and the increased mles volume,
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156, Tvery project brincn the dovelopment banker is contact Wwith balanee
cheets, cspecially the financial analyst, tho acecountant or the loan
follow-up officer., How much can they dopend or hLalance theets? oy trun
and corroct are tisy? I it nocenoary to analyze in 'loptia halance chont
aftor tie auditora save siven thoir opininn ‘it vein, a true ani fair

ntatement of the financial affairs of the cnterprisce '

157. Dalance sheots, Ly tieir nature and consitruction are not cxclurively
ntatementa of faots, but present an amal;am of ract and opinion. Lany

figures rest upon estimtion whicl my quite vary setween wide limitn,

An authority on accountin:, ntatod: "imancial analyris of a halance cheet will
not mive an aboolutec anewor to overy question of Adoubt, but it can and will
point to tle dircetion in which further inmuirics ashould be mde.

158, It ic not possiblo to o in tho pre.ent ', uide linecs! into all details
of "balance shoet probinss". loan officern, in particular financial analysts,
will be interonted to otudy "Dalanco Jhcets and tio londin, “aniier", written
by J.H.Clemenc and publichod by Juropa Putlications Itd., London eCe T,

18 Bedford Square.

159, Howevor, a few cboorvations which My prove useful to loan department
officers:

160, a) It is ecnential to widerstand the difforence betuaen a balanco sheot
of a sole propriotor, a partnership, or a corporation, the most common being
& limited company.

161, The balance sheet of a sole proprietor will sive a very incomplete
pioture as it shows only tie acsets omployed in the business, but not his
private enes (with whioh he guarantecs) and only thoce liabilities, which
arise directly out of it. The profit and loss statoment will be more useful,
as it will show the soalo of oporations and the years rccults,

162, The balance sheet of a partnership (a firm), if properly drawn up,
will show all the assets and liabilities of tho businoss, A oreditor of
the firm has rocowrse to the private moans of all the partnern.




163, The balance rheet of a limited company will show its complete position,

All assets and liabilitice are cloarly ana unequivocally stated,

164, To sunm ur, the halance ohcet of . limited company i: tho most exact,
that of a partnorsihip mocst consermtive and that of a sole propriotorship

the least complete cr reliable,

165, b) Current and liquil assets are often not sufficiently diffaorentiated.
Current ascet~ arc all tho ascrts compricin;: the floutin: capital employed,
liquid asects only thocoe current aanetsn wiich arc cash and thooe which oan

Lo instantly turned into cach,

165, ¢) The amount of workin; capital is tlic excosn of curroat a:sets
over current liavilities, ilowever, in tiic projoct appraisal report

1YY? joollen liills Ttd,.'" the expression "workins capital requircmentsa” io
used, moaning the minimum coiential for maintainingr op-rations which ocan

be more or lcas of the workins capital roveiled in the balance sheot.

157, 4) Of special interest in the balancc choot are the roscrves. There
arc truc roserves, backud by accumulatcd profits in the profit and lomo

acoount, Otherwise, when therc appearn in the balance sheet a reserve
or any item with a similar sonoral designation, thon feesen capital may

te suspected and a lacl: of roady cash.

168, 1lidden roserves: On the left-hand sidc of the balanoc sheet, hiddea
rosorves show oftcn up ac "sundry croditors and other orcdit balances” or
“Creditors, including provisions for contingencioc‘'s

169, Sooret rosecves: arc oreatod
~ by charging capital expenditurc on fixed acsets to revenue
(example: buildinz a factory cxtonsion with own labour)
- by makin; oxcossive prcvieion for wear and tear, ruducing walue of
fixed assots or for bad dobtin
- by wdervaluntion of octock or work in progress
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170. o) ™o ratc of turn-over shows up the mrkeiing capatilitios of
masgement, It ip computed by
cost o ac b during the y-ar
VOrLu Glock )
Other things being oqual, tr f ster the stock im tumod aver, tne bettor foyp
the fiiances of the company,

170 £) Comsolidated 80counts are propared by amlmantod rroup of companies,
Conselidated 80cowmts apPe desirmed primarily for the informtion of ghare-
holders, The development dankor can only draw mound oonclusionr from the
balance sheet if propared individually for sach company. I» fact, these
Cofpaaies remin separate leml ontities,

172, g) T™e wreak-wp valus from 2 balance shect ia to ascertain an ingurance
or salvage figure whiech should be realized if the sntorpricoe fails, ilowavor,
if o foroed sale takng Place, due to buainess failure duriny a worsened salen
olimte, the competition sufferiny *qwally, a prospective buyor will ne
discouraged 1o purchase the ontorprise, except at a bar-ain price, The volues
of assets frea the Wlance sheet, whilo the company ig a coing concern, will
have in mest casos no relation to thoir uroak=up valuo, if thy undortaking
fails. Mo rules exist for such cascy, only a cauticus somctimon pessimistic
analysis ean produce a Feasomble break up walue,

173, a) W-treding, a most common foaturo found in developing countries,
ls sinply & miter of trying to maintain ® scale of operations with insufficient

174. Resssns are attriduted tos
- Mhtunalulhgmm
= insressed stecks
~ hoavy tamation
-mu-«-onucmm
= WP xpansion
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175, The curc for over—tradin, is of course in findin_ sources for additional

cash, or by roducing operations, reducin; stocks, nnd othor mocns.

176, Signs of over—tradin - can bo found in the balance shoots, if

PR B IR N e

~ thore is a pro-reseive fall of tho dobtors/creditors ratio

- without an incroase in turnover the totcl loan amount increasos,
‘é~ the oreditor accounts increase or tho ctocks and work in progress
increaces

new bills or pronignory notun are iscued

at the right time,

E ? - bills reccivabloes lacroeas:
- thero ic a fall in the worling capiial ratio

s i.0 Workin~ Capital or - "Jorkin:~ C

3 *"*  Cost of Production Sales Value

g - abovo all there is a reduction of the liquid rosources and

failure to raiso frosh cach by borresing, as onc pledgoablo asset
! q after anothor is boing mortgagod.
%” 177. Tor tho ontropronour and the bankor alikoe, however, bottor than any
f‘ g ouwre is provention., The offoots of over—trading can be disastrous and even
! Joad to complote failure.
13
§}' 178, i) Financial intorior roports and balancc sheots are safocuards for
Ii tho entropronour as woll as for the devolopmont banker. The more frequontly
12 they are oxamined and analysed, the soonor troublos can be detected and
§ é a oure devised. Above all, LIQUIDITY is thc main requirement for any
1 1 business, cash must bo available or obtainable in the right quantity and
BN .
]
ol

Y
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"XYE Weollen Mills Ltd"

Agrosment on the enclosed
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opousers of the pas: .
OB sos00000e 19,
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"A SPONCNS N CONPOLATL O T-UE

170 'X™7 'oollen ..ills Ltd' (propored) will te A private limited company,

to be incorporated it seesessscese it aa autiorized capital of C.U. 2,000,000
and a paid-up capital of C.U, 1,000,000 divided into ordinary shares of

CeUs 100,— each,

150. The paid-up capital will Le aubacribed Ly the six proposcd directors.
Names and addresses of proposed directors alony with thair contridutions

towards paid-up capital and extont of shareholdinro are:

llame AMdrecs Amount Percantame
- D e et Pt pdheid-Rdns - Wl

A
140, 000
150. 006
150, 000

000000000000 lw.m

R A

Totul €. U, 1,000, 0G0

101, In addition, the directors will provide a long-term loan to the company
of C.U, 312,000, The loan will carry an interest of 6 ¢ (1 ;. above the

Bank Rate) per annum. Tho loan will not be repaid to the directors during
the suhsistance of the Devolopment 3lani's loan to the oompany.

D" _BARACIUINT
182. The ocompany will be controlled and managed by its Doard of Directors,
consioting of all six directorc, All the members of tlc board have long
commercial experience, Ir. A, being the larpesct shareholder, will assume
the llanaging Directorship. As a progressive and experienced businessmaa,
he is considered to be ablo to manage succesncfully the affairs of the company.




Production mnasement and technical nupervision vill le in tie wanls of
Ir.C, who has had previous experience i the manufacture »f won)en Jarn.
The other directors will leck after fing ice, mar :etin- and administration,

183, The proposed development bani: loan for foreim currenzy, eruivalent tn
approx. C.U, 60,000 will be secured by mort a e, hypothecation by way of

first oharge on tie fixed asnetg of the company, esatimatad at Cells 1,572,000
on completion, Murthermore, the loa:, wiil 2 cecured by porsonal ‘uarantaee

of all the directors and an interinm banl: warantee from: a reco’mizoc commercial
bank, to enwmure timely completion of the projs~t and the mort arin~ of the
assets to be created,

2" _nacoerymrn CAIDTITIONS 1702 T LOAY
184, After concidaration of all finencial, mrlet ard technica] aspects,
the project "AYT ‘foollen I'111s 1td" {5 fearible and suitable for the Jani's
firancing, The foreimm currency loan may be sanctionod on the Bank'g standard

terms (eredit o areement and A Teerent on hypothecation) ard the following,
oonditionn;

1. Amount of Loan: Poreisn currency loan, cquivalent to approx. C.U. 60%,000

2. Repayment; in 20 half-yearly inctalmentc, beinning from date
of establishment o. Letter of Credit to equipment cuppliers,
Forei m oxchange riak to be Horne by vorrowera,

3. Date of Interest .
sad othes ¢ arges: a) Interect at O yo per annum

b) Half of 1% per annum payable to the Covernment
half-yoarly to cover tho exchange rate rigk beyond
the loan period.

c) Commitment, ocommiesion and other charces as per
raten in force from time to timo and commnicated
to the borrowers.

d) Additonal interest by way of liquidated dam;e at
2 £ per annum sliall be payable by the Lorrowvers to
the Bank on the inetalments of the princiml of
the loan, interest, commission and any other cost,
charpec and expences not paid when due,




et

o

AT T g e gt N
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4. Security: a) Uefore opening of letter of crelit for t.e rupply of
machinery v the Tanly, an aileement to mortsynmm
hypotuecate by way »f tirst char~e on thie fixed aspets
of the project to be created, ertimated at C,U,1,572,000
as anders

lan! C.Us 6Q,000
uildings Cola 255,000
I'ach® nery Cele 1,251,000
Purniture + otlhers C.l, __ (,000
Total C. U.l,‘i??.(x)ﬂ

The valid mort aze to be created after inrtallation of
machinery,

“) An interim bank suarantee from a ncheduled bank,
acceptable to tiic lending development bank on the
prescribed proforma, for the entire amount of the loan,
plus interest and cxchange rate rick. The bani:
~marantee vwill Le released after:

(1)

(11)

(ii1)

completion of the projoct to the satisfaction
of the 3an and croation of fixed asrets of
Cals 1,572,000 anl the completed mort;m.e transaction,

the cponsars/directors have raived and paid=in

in full the ecuity capital of C.Us 1,000,000, as well
an the additional lon~term loan of C,U, 312.000,
carryin’ a o interest per annun,

the sponsors/directors have depogited with the
Bank 51 ¢ of fully puid-up shares, out of the total
insued capital of C.U, 1,000,000, alon; with blank
nigned tranafer deed by all sharcholders, as
collateral security, vhici sharec will not be sold/
transferred or anoined to any third party during
the dwration of the Jank's loan.

¢) Personal ruarantec of all the directors of the ocompany,

nEwlys

1‘ !1’. 41 [E NN NN NI
2. rIr. '.‘ L R B N
3. Ixr. c 900000
4’. lir. D [N N N N N J
50 Hr. i sesec e
6. ,lr. LZ‘ [ A A N NN ¥ J

5. Capital Struotures

a) Defore sizning the loan acreement, the spomsors/
directors shall




be fixed

6. Special Condition;

(11)

h) Before opening of lettor of credit,
diroectors shall

(1)

(i)

(i11)

(1) form a privnte limited company wit: an

authorized capital of C.U, 2,000,000, divided
into one claz- of ordinary snarer only, of
C.U. 100.~ oach, and submit tic certificato
of incorporation to the JAni,
iscue share capital of (.U, 1,008,000, of
which C.U. 309,000 chall be *id=-up and an
auditor's ceetificate produced to this effect

the eponsors/

raise *he ; id-up capital to C,.U, 500,000
and producé an aulitor's certificate to
thio effect,

submit an undertakin_ from the directors
of the company to advance a long term loan
of C,Us 312,000 ac well ac any other amount
arisins; from over-rug of expondituras on
fixed assets of the company, in order to
ceoplete the project, The loan from the
directors shall carry interest at § ¢ per annum,
and shall not he repaid without the prior

approval of thas Tank durin: tho subsistence
of the Dank'c loan,

oubmit an undertazin: to ruiso the paid=—up

capital from C.U, 500,000 to C,U, 1,000, 000
within 12 months followin, the opening of
the latter of

credit for ths supply of machinery

and to produce an auditor's cortificate to

thio effect.

shall oubmit o Jvarantee in writing %o export at

of their production or such other percentare as my
by Oovernment from time to time,

Sigmtwres;
Mamager, Loan puy&.s
Project Officers
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FTRULILY SO IITRI
(wadit Information on the JUrmonsor~ of XY™ slien Mille [td4"
and their ileputation,

Investi ating, Officer: e seeesee

135, tredit information cn the directors of tie abovse company (proposed)

collected from comnercial manks ani othier trade cources appoars to e oatis-

factory from the Tincncial an-ie.

b
H

r 136, The commercial lank \.G.7. states ia their credit laformation:

i @ 0 0 s s 2 0 0 0 0 2 0 0 s & s 2 0 0 0 s 0 0 0 s s s s 0 » 0 8 s s 2 0 0 9 ¢
In addition, ti2 manazer of the hazl declared verbzilly: .o o v o o o o o o 0 o o

137. Tho commercial hank J.iete ctates in their - "it infcramtacn? « o o o o
. * . . L] L] L] . L] . . . L] . L] L] [ . L] L] L] L] [ . . . - L] * . . L] L] L] [ * o o L] . L]
In addition, the moanage. ~f the ban!: declared verhally: o o o o o o o ¢ ¢ 0 o o o

188. The fOl].OWin{; tmdin'_ companies wero contacted: s0cseecenene) esecercevccccey

®00000se00secee, and their owners confirmed morc or less tie Opiniom of the

R rlrlen ‘geeapr iy

bank manacers,
; 189. As from the dotailc alove can be scon, the combined worth of all the
$3t
;‘E sponsors, in properties, participation in dasiness anl bank nocoounts rmy be
estimnted at C.U., 3,500,000,
i

*"0, Other indopendont enquiries reveal that tha sponnoru/ directors of the
proposed company arc considered sucoessful busincss mcn, who so far have built
up profitably any treding business they have undertaken. They have not deen
engaged in production, but being all-round men of len; exporience, it oan be
safely agsumed that the new onterprise will prospor.

191. Their reputation, especially !lir. A, and C,, has beon characterised as
"wery sharp" and "extremely clever", who would not mind taking advantage of

o - o R S o g P
PN 02 Tl ¢ o e S vy

; "1; 31 loopholes", it is recommended to apply all safcsuards to tho oonditions
é 4 of the loan acrcement.

R4

f Date: eessssnsseseee 1900
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on the .'inancial and leo-] Cordition. [rp raposed Loas

192, After having receivod instructions from t. . .r “xecutive of the oapk
to procoed with the investiations, th, project appriaisial toam coneisting of
the ecenomist, the encinoor, and the firanci | analy t, wili study and dicouss
the loan application of the sponsors for t's :ow projact. L fact~ and
figuros of tho application have to V. checked, moctin~n wit, the aponsors
arranced to clarify inconmistencier an. omiacin in ot docunciutationg,
visits mde to the site and thc tochnical, mroctin and finoneinl anpoectn
duly serutinised.

193. As soon as the feanilility and the vi wility of the preject appearr to
be auspioious, tho team will inform the ‘hief “xecutive of tiedr preliminary
ﬂldin‘l. Honnwhllo, tho crodit officer will hove ~ivon the “hief “xecutive
a briof report on the financial ~tanding and ropusatien of tho aponsorec,
Either the Bank applios a et of ataniard fisancial wnd 1coal conditions to
811 loans or tho Chiof Iixecutive indicates thors conditions te the toam,
whiok will servec as the nogotiation basic for the finwncial part of tho
lean a recaent.

194. The project appraisal toam, with oo without tho 1ssiitance of otier
exeoutives, will then inform the sponoors of thu financial and lognl conditions
of the loun Acreement, as well ac of t.: covenints 0 o ohsorved by them,

195. Omly after all dotails have been rully Ziscussod and thoe conditions
aoccpted ty the sponsors of the project, will the toam start to prepare thoe
Appraiml report, which will serve the board of directorn or any other
sanctioning authority as thc main document for the approval of the loan,
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151D SITANCIAL WD L 2SAL CCJDITIONS
196, The [inincial ond leml cendi.dons, quoted in the specimen acreoment,
aro sovere and rijide  Chev have boen put to other for an sxtreme case to

show tii. vari ty of possiblc “ulutiono.

197« In comprrin: finrr~ial and 1o al condt*iane far ths loan 1 reoment,

ac imposed by institutions in industri:lized anl in devolopin: countries, it
cax be found tut indu~trial devoloprmunt bhanls in dowvelopin: countrios impose
more sevore conditions than in th. TFS), Turope or Japan., Thin i3 ovon mere
roticeatble with )nks, which over ti~ years have cuffor+! losses on their
invertments or uaich have been involvw:d in froque * 1iti mtion wit'. thoir

clients, Bad oxpericnce hiave miule them evercautiou,
199, Tz roarens far such rifid conditienn arc aarifold:

199« “he capebility f mann oment to opoert: ti ontorprise profitably hae

not yot beon proven, thercforce mfe unrdn are nucepaar:,
' “

200, leo'ml proceduroc at court irn~ out sonwtimes for voarc, thue dopriviag
he vank of neoded fundse feamvhiic it ig more than probable that the
financial position of t.ic company is worsening, If onc @sisnod socurity

failn, another wi it acaieve the purpons of rocovurin~ the .mownts duue

201,  Otior borrowors ¢ atond tiat tac financin; insti’wiion®+ only functiom
is to provido tho worer for the project and that theroaftor the bank will b
repeid whenovor the horrower thins it convenionts Thor are almso Sryin: to
oxploit "loop~-clos" in tho arrecment for tlhoir oom _ain and adopt & negative
attitude of their commercial and financial oblirntions to the bank.

202, Tho obsorwationc in the followins paragraphs may nerve as an explamation
for tho covere conditions, some industrial developmont banks havo $o impose
on thoir cliontos

203, Toe to tho Govornmemt for exchange risk (para 3, o)

The fee of § / p.ae is enforced hy the Covornment %0 cover She exchange
rate risk boyond the loan period. Govormmont provides the feoreion
exchange for o development bnak loan from a lime of eredit, gramted




by a forcim Govarnuent o WAL LI 0 0 Pire g0 Lintitution,  Should
the repayment ~f ¢ forcim cr. it L.i-o St gt Cater et ther

that of *ne borrow.r!- Iy v o pamans ooy Panvolv 4 in an
oxchan ¢ rate riai,

204, Additiomal intapont pary 3, 1,

The rate of intor.nt e ol Ty ot an g All dovii-pin courtriun
lower than th. mins inter st r ¢ an 44 rkct, Trowor, yho have
to repay othor loans, to or..iter, ar arelnl sakoy aps tomptad to
delay the payment of ingto L. o4~ oty oy vilopaent -ank svor agg abov
the due dato amd une Lhus thh clcapor roalit Uar tYosir a4 orp financial
trnsactions, .- howewar tho Lvelopuent " vy 4, “au et the
timoly iaflow and outflow of eani, it Lut jraroey 1SS A mgnet

swoh peactices by chap Ang ndditiosnd r .t of “ntarest [ o
mon.ys not patd when KUY

In casc the 4olay in mepasment hat net beon eausad ot v fanit of the
borrewer, the bank uranlly waiver ti ~diftioy | interest,

205. Iaterim tank ruariatoc (pare 4, (i1))

206, Depesit of 51 . of mid=wp sharos (pura 4y (11), o)

A% tho time of oponin; she lett:r of cradit Yy the developiont hauk for
$he mohinary, the bank in:iate on obtainin . interim ban's uaranteo
frem a sehodulud and reoo.nizod bonk, s vt thet time no other tanzible
seourity 1o yot in forc~, Tho 4 terim brak cuarant . will w. reloagcd
aftor the eonditions a)y b}, and o) ar fulrilled,

This cemdition is meant ag a aafoswnrd amnint docoption. omc cases
are knewn where certain spensore formed a limited compuny and appliod :
0 the dovelopment bank for a lon; torm lonn. The bank rofus:d tho
1e2a mialy oo mm) rowds and for roasons of previous shady deals
of the diresters. 4 new company 19 now feemud with "strow—mcn’ ap

directiers, whese reputation 15 acceptablo to the Sank and $h¢ loan ig i
granted %o the new Sompaay. As soem as tho projoot ig completod, tho !
dhages of the comprny are sold to the Fowp which in the firet instance

W Wmeceptadle 1o tho bamk, The bank s no lagnl rocTess against i
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the compony, which ac o lc nl and imporsonil ontity can chane hands
tharough th. sal. of itc sharer,

Parconal marantce of tac dircetor (parn 4, (iii)!}

The condition, thot direcctorc have to sim a perconal ruarantec for

the loan amount i~ closely comncet.d vith wiaal hao Loon statod undor
"break=up wluc of an onterprisc (seo e anloeec Gheot"), A forcod
sale of the fixud asrets miy o. iy not cover tho outatandin: dobt of
the company to the dovelopment bank, anl the persontl ~u:rantec of tho

diroctors would 1suurs the recovoery of any differcena, ntill dua,

Pay-up of share capital (parn 5, (1) and (ii))

Tho dovolopmunt bank :murt cnoure thai the miare-copital is paid-up
at timeo, wien necled, to cnable the company to pay for conntruction
of buildings and iastallation of meclinary, Ltherwise, nponocors
short of fundr approach thc Lank for unscheduled advnnces and upset
a pro=arran~od ud etary plan uwdch i3 Yo 1o awvoided,

209, Assignmont of lifo-insurance of ti.. dircciorss

In cortain cager, whore th. security provided LUy th. sponsors is
elizhtly bolow the requirod level (but the project han its nority)
and no additional security can o arransed, tho life inrurancos of
the dirc: tors arc assigned to th. dovelopment “ank.
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CHAPTTR V,
MRS AND RIS

210, The financial and loml conditions of the nreenent i-elyde already
the oblimtory !  foc for the oxchaa o rat:. rirk Leyon! the loan period,
payable to tho Govornnent,

2ll. There are how vor othor fo.r arAd commisnions, which arc usually mayable
by tho sponsor/n o the industriil 1 opront banit. . Thuy heve to be doposited
with tho bank at the tine of hcrotintipg th. 1san =nd aro not cpecifically
mentionod in tiau agrc  ont, A1l the foes ond “ommis:ions, 29 outlined Lalovw,
will bo rofundod to tho 8ponsor/c, wit' the oxcoption of the technienl
cxaminntion foc, in cnsc th- loan =pplic! for is not ~yywoved v the bank,

212, Techniocal oxaminntion foo:

This foc is char,vd at the rato of veo ¢ (uswally  to . percent) on
the loan amount appliod for to conponsate +ho Loail for oxtensive
invostisntion and examination of tii. project to 2 fimneod,

213, Documentntion foe;

This feo i+ charrod at the rate of .os © (urwally - to :r pereont) of
tho amount of loan sinctioned to covor the lesnl cxpens.s of the bank

¥

for the preparation of tho lonn urcemont and relat d ¢ >umonta,

(The drawing W of the loan agreomcnt and other 1l documents is
not handled uniforaly 4n all developin,; eountrioc; the lave and
puaotices differ widoly, iurthormore, tho lon. ostablishod and
larger devolopment banks mve thoir om le'nl departmont and preparo
the doowmcntation thomsolvos, 'hin practin, is followod miinly by
pudlis (wtato-owmed) development Lants., Privntly ownoed and "mixed"
dovelopment finance institutions, as woll an nowly ostablishod and
smller banks, ontrust mormolly & law firm with tho preparatior

of all legnl deowments. Tho sponsor/s pay the lo/ml expenses to

She bank, whioch in twrn re-imburses the law fimm,)




214.

215.
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Commitment char jo:

A commitment charqe at the rate of ... ! (uwsually 7 to 1 porcent)

por ycar is payable to the bank ¢ the amount of locn oanctioned, hut
not utilized Ly the sponsor/a. ‘ihon a loan is canotioned, the bank
has to sot apart nocessary funds for dicbursomont, Suoh idle funds

do not carn any intoroct, In ordor to compenoato the bank fer such
loss of intorest and to oncournsme the oponsor/c to utilizo their loans
quiokly, the commitmont charse is imposod,

Lottor of oredit char:-os:

Lottor of cradit char;us arc paid to tho bank at the rate of ... %
(usually onc percont) of tho loan amount for forcim currency loans,
These charges aro then adjustod agninst lettor of crodit commicsion,
which i3 gonernlly payable at tho rate of .ee 7 (usually from 1/8 o
1/4 percent) por quartor, with offoct from the date tho lottor of
credit is ostablished and until the lottor of orodit expirese.
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CRAPTIR VI,

TAMIRIC PROY G2 MOTORYYIS 10 s 00 1 covmto
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RECOIBLINILD s0URCTS N0 STATINTICY

T At it . v g

210, Statistico aro an ossential tool for the apriisal team, copecially

for tha cconomint, Domoatic statintics on 1mpor€U, -<pciio and commoditicg
rovoal valuablo date and vhould be uscd to th Lost advanta ., Jowever,

not all dovelopin: couatri.c have wuil ornniz.d and wsll equiryod statistical

offioccs and ofton important dat- apc .ot awilavle from lomcstic courcaon,

217. Tho moat complote raije of veruntile Vel orldwide ptoti~ticg for
tho uso of induntrial development vanz are pu.-lishod wonthly and yenrls by
the

United Intiona Or ninization in oy York ~nd the
Or-anisatic . for cononie Creaerntion and Dow. lopoacnt
(0XD) in Tarin,

218, ‘ppratmal toame of industrial dovilopunt banks will be particularly
interostod in:
Unitod Matione llonthly Null -tip of Zt.ticties, ipdep 1045,/ 5TAT/Sor, Q
Unitod Yations vomuodity Trol, Statiaties/Sericn o
219, Tor cp “**ins tho nddress is:
Witod ations, Saluw Juetion, Mou York 10017, ' Y. U.G.A,

220, To molect tho roquired ~tatiamtic~ fro, AN, n "Cot Yopuo of Publications:
(Aving o comploty 11t of all montily ~nl yearly putlications) hac been
isswed and ®y bo roquostud from;

ONCD Publications Office, 2 ruw André Pageal, 7%, Paris 160, rance,

EROIOTIYES & ApPaatsyL

221, Of partioular intorest to all mombors of tho appraisal toan are the
“prefilos of mawfacturing industriog" (compictod appraisala) and the
“fensidility studies” (pro~investmont swrvays), which dosoribe in dotagl
She ecemomie, technical and fimanoial aspoots of soveral hundrods wvaricus
industrial eaterprises, Muesh knowledgo and oxportise oan bo ;ninod from
their study,




Small-scalo (light) industrinl precjoctsns

- ?1: -

222, Herce aroe sonmc of the recomnendod publicotion .

ledium and larsze=sc:l: projecta:

UNIDO, Profilus of wmnufacturin. :etablisiamonts

Vol.I, Jales Yoo 67. 11, e 17
Vol.II,Salcs Mo, 58. 11, 3, 13
UrID0, Txtracts of feasidility studics
(to be publighed shortly)
The address: Industrial Docwacntation Unit
Unite! Nations Industria) Mevilopmert Or;anization

P.04Dox 70T
4~1011 Vicnnn, ‘ustria

U.Se Agency for Intermational devel ~ment has published “Tact Sheets®
for over 300 simll-scale proj.cts, deseribing the machinery, procons,

investmont and finance (on 5 pooes).

Por the "Indox to the catnlogne of Invostmant Informaition and
Opportunitics' uritc to:

Acency for Imtcrnntionnl Jevelopment, DPP
“aghington, D.C. 20523

UeGa e

TXCILNGT OF DIFORIAYION ON FROVX:2S

223, 8chemo for cxchany : of informition on industrial projocts in

dovoloping countries amons, Jevelopokn® “Inancing Ingtitutionss

224, UNIDO hac cstablishod a mochanisci to promote, on a permanont basis,

tho oxchange of informtion on industrial projocts among industrial dovolopment
finonecing institutionc, thus assisting banks in developing e-untrics to obtain
technionl or financinl informtion for the appraisal of now projocts,

225, If, for instanco, an J ‘dustrial dovolopuent bank roquires a partinent
informtion on a portioular industry for the feasibility study or appraisal,
tho type of industry, tho yearly capacity, and tho anticipated cost of
invostment is commmnicated to UNIDO, UNIDO will thon indicate the names and
addrossos of thosc institutions which have finanood & projooct of similay sise,
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226, In ordur to mfouard tho confidentiality of inuividunl proiocect
h\fomuon, tho oxchanze of inforurt:on will ». o4 - strietly  ilatapal
basis} that is, dotailed informition ou the proulemg iavolved in planning,

comotruction any operation, anl the 1.5 0 oo 0 +ope: *omy will be

passed on directly from ono developnent floancin inctitution to another
without goin: throwh any intermodiary, In ot WYy the finnneins
institution having the informtior will siv. ts ~nother only whit it considers
to be appropriate and on the Uosi, »f .. ctrictly privat. ~:lationship,

227. The addross to writo to:

Industrial naancin: and Investm. nt
Promotion wunting, T
United dations Industrial Development Or-nnization
PQOQBOX 701
A=1011 Vicana, lustria









