G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

1p/wo.289/3
?4 Novomber 1978

United Nations Industrial Development Organization ENGLISH

kxpert Oroup Mocting on Evaluation and
Follow-up of PFoapibility Studies in
Sclocted Loast Doveloped Counmtrien

Vienna, 4-8 Devembor 1978

COUNTRY PAPER
SONALI DEMOCRATIC RERUBLIC Y4

by

O« Horsi® apd M. Shoikh Hasoan*®

Tho views and opiniono exprossed im this papor are those of tho suthors and
do not nocesmearily rofloot the views of the secrctariat of UNIDO. This dooumemt has
boen reproduccd without formal wvditing.

* Head of Indunstrial Planning Department, Ninistry of Industry.

** Hoad of Tochnical Dopartment, Statc Flanming Cammission,
Somali Democratic Republic.

1d.'18-8%3




Somalia is still i{n ite j-itiad stage of iadustrial
development and lacks institutional infrastructure required for
undertaking and evaluating feasidility studies/ There is however
& Department of Industrial Plamning in the Ministry of Industry vhich
organises all work in this field and emsuree the appropriate follew
up in the manner described bdelow.

t at

Industrial Projects for detailed feasidility studies are
ddentified on the basis of |

a) Indwstrial Survey of Gomslia carried eut by WIIDO
in 1973.

») Industrisl Reviews prepared periedicslly with the
Sssiatance of UNIDO Bxperts in the Miatstry.

'} Pre=feasidility and prospect studies carried out
frea time to time by UNIDO experts.

q) Proposale received from foreign iavesters, sulti=-
sational companies, suppliere of plant and sachinery
abread, and consulting firms.

o) Btudiee undertaken by different aid giving countries
and agenciee related to the field of industrial
developaent

£) Studies undertakea directly by the Department of
Industrial Planaing inthe Nisistry of Industry with
assistance of UNIDO Bxperts.

An abstract of feasibility and induatrial prospest studies
whdertaken i{n Semalia vas prodwsed in 1975, and 4a on the couatry file
of UNIDO. A 1iat of such studiee sarried out stmce 1975 is annemed.
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Project Selection,

Projects arc selected by the Department nf‘ Industrial
Planning in the Ministry of Industry .onthe basiu of the criteria
alrcady entadbliclied. Projocts idontificd are rated as Clas: A,
Bond C in the manner described t low &

A Projects rated as 'A' include those which fulfill
the follovwing requirementss

1) Reusource bnoed, export oriented Projeets.

i1) Resource based projects for producing building
matorial nnd

1i1)  Projects for the bdmncing and mod ‘rnisation of
cxisting industries.

B. Projectn rated as 'B' are selocted in the following
manrer:
1) Othor resource based projocts.

18) Projocta which support primary suvctors of economy
1ike Pesticide Production and formulation, fertilisors,
boat building etc, ‘

141)  Building meturial industrics hased on importod
matorinlr 1like rolling mill for iron baru and other
profilen,

iv) Ascembly industrico,

C. Projectc clanned ac 'C'  include.

1) Import subotitutions industries bascd whelly or
partly on imported matcrials.

i1) 8mell industrics projects.

111)  Handicrafts dovelopment projectn.

8ubsequent to project ratin , final selection is made
kocping in view the likely availability of capital rosources and
the capacity of government/ private cnterprise to fimnce, and
sanago the projocts. This leads to the development of a programme

for underteking prefeanibility studics. /
[N B J
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Prefeasibility etudies.

Prefoasibility astudies are undcrtaken by Someli expertise with
or without the assistance of foreign experts, UNIDO Project
DP/BOM/72/007 is also uced for undertaking such studies.

Prefeasibility studies are evaluated in the Department of
Industria. Planning Ministry of Industry with or «ithout UNIDO
Experis. On the bas!s of this evaluation, Projects are chosen
for detailed fomsibility/ Project .dosign. The Ministry has now
adopted a procedure by which tender documents are issued inviting
foreign conculting firms to make their bids. S{imultaneously or

separatoly for @

a) Feasidility study and

») Tender Specifications.

| A standard form has boen devised for inviting foreiga
consulting firms to bid for thias purpose. This foru fnclwdes the

general conditions of tender, scope of work, background iafermation
and data echedule to de completed by tenderers. : :

Rralution sof Foasividy Study

Each feasidility study is appropriately evaluated with the
help of UNIDO Projoct DP/8OM/72/007 posted in the Ministry of
Industry. Evaluation covers verification of market data as well as
investmon! and operating costs The technelog chesen is also
evaluated keoping in view the conditions prevalont in Somslia.

Tho comsulting firme, as is evident from the standard form of temdor
documents, are aleo required to provide / propose financing
arrangements,cash flow tables for fipancial planning and project
evaluation data indicating breakeeven point, debt repayment of the
project, value added, balance of payseat effect and interaal rate of
return. 7This data is also evsluated and checked prior te final
approval of the projeot for implementation.
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Constraints

The scope of work included in the tonder documents for
conosultants reproduced in para 5 above has been introducod only
reocntly. DPrior to this Lhe consultanto wsed to proparc their
own plan of work. Resultantly the Feasibility titudies were found,
on cvaluation licking in .. many re: pecets, Thus the bamkability
of the I’rojrxt was hardly crtabliched.

Gecondly feanibility ntudi~s are carricd out prior to
finalising financing arrangements. Of courue the Concultants do
propose a notiomal financing arransements. Thioc could be at the
moot taken as n model. It i evident that the recources of developing
counirice are hardly adequate to mecot the necdo of ¢ yreat budgetory
expencet and the cutirce dovelopment budpct ic financed from cxtermal
sourcess  The flow of aid [rom external sourcoc 18 nover uniform.
Again development projects of all the Sectors of cconomy compete wilh
each other for linuncing from the nid. Periodical national Plan
provide n guide linc for the wno of cxtersAl cource of funds which
is alwayc ocarce and inadequate, Thus the first difficulty ioc lack of
adeoquate funds for financing dovelopment programme. Sccond difficulty
{o inadequato allocation of availablo funds for the industrial aecctor.
Third difficulty 1o cauccd by Projoct appraical by the financing
agcney. In thio appraisnl profitability is the main criterio:,

Othor conciderationn of national importance like utilizationn of
indipenous materiales eradication of unemployment, dovelopment of
leact developed areas in a country otc. do not weigh much. Thus
projecte tio viability of which {5 catablishod aloo remain
unimplewonted due to the refucanl of nid giving countrico/ agoncloes to
finance induntrinl projectc concoived to achiove national objectivc:.

PART - 11
CABE _ STUDY

However this mecting 1o mainly concorned with the quality
of foaoibility otudivs carried out in doveloping countries. A
propor acvscooment of the cituation requircc a came study. For this
purpoose a ntudy carried out by a German Consulting Wirm on the
fesas
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establishment of Lime 2lnnt in Somalia bay been sclectod,

Tho ovaluation of this study reveals thet the consultantn have
proposed o plant for nroducinr 85 tonc of calcinced lime per day,
8ince the existing and projncted demand deon not justify such a
large capacity, the concultant has propoged the utilisation of
surplus capacity by catavlishing anotner plaut. requiring additional
invostmont for producing Gos Conerete blocka for uue ng walling
mtorial. Even this does not ..cnable the proposed plant to run on
full capacity. As a conuuguence it ds propoced to oxport the surpluc
to Yemen without undertaking an appropriate export msarket otudy.
Both the plants proposed are capital intonsive bauvcd on advanscd
technology. Materinl handling i« completely muchanimod. In making
such a proposal conditions prevalent in Comalia have not been fully
kopt in view. The study does net curry out o comparison of the
technologier available nor provides comparative costs of large

a8 well as small si:ed plant,

The Feasibility aforesaid also doe: not observe the
pattern norsally followed for such a purpotc. If the report is
read with the atandard pattern in view, the following observationa
exorge!

a) Project backgrou hietor

The purpose for which the Somali Government sclected
'Lime Plant' for a fonedbility study ie not provided
in  delinite Lerme,

It is important to state thut before asuigning the
feasibility study o the Gurman Coniulting firm, a
rrelisinury anueussment of the project idea:: was not
made in n  prefeasibility ~otudy to detormine - Y¢e
investment opportunity ar well as its critical napoctiie
To quote from the otudy, the quality and quantity of
lime produced alrecag at prosent is adequate for the
building industry. However the quality is not adequatce
for the production of lime sand bricku, gas formud
conoroty and ohomical industry. The first 2 items

are not produced in Somalin and the requirements of
chemical 1industry are negligible. Thio obliged tho

loes
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concultant to abtain  from the Ministry e Charter
to producc a feasibility cstudy on Gus formed concrate
materinl.

Markct and Plant crpecity

As olrcady expiained :o uynchrenise markot and plant
capacity aaoiher sime conuumicg prejuct requiring heavy
investucent ic propoced. Thus fousibility established
and the capacity proposcd ic made conditional and
decicdon for its approval/tinoncing difficulty.

Details of market and viant capacity have boen elaboraty
in the study., It was agsumed in the study, however,
that existing domcstic lime production amounting to
8500 tons per annum will stop completely in the your
1990. No juctificd reasons are giver to substantiatc
production stoppage at that year. It is not likely
that existing lime production fecilities ( shaft

and opcn kilns), as claimed in the study, will bo
terminatnd in future becauue of the illegal felling

of treee for uec as fuel in thece facilities.

Fuol- oil obtained from the nuw potroleum refineory

will bc burnt in the .xisting mnd future kilns 4n place
of wood. A¢ local demand for lime incroases more

open Kilni burninpg fucl oil will be installed to
Justify domestic demand. This bedus wo on account of
low capitnl recuircments nnc lew rendictior costs

of open kilno ac compared Lo ihione of the mechanisoed
shaft kila propocid in the utudy.

Az Jow pgrade lime obtaincd from open kilne can bo utilisc.
in almost 211 purposec with thy cxception of sugar
industry and sand bricks insluding gas concrete block:,
it would be advisabley :shorefere, to 1imit the new
production of limc, proposcd in the study under
consideraticrn, to the two above mentioncd purposos
namely gas concrete blosks und sugar industry. On
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c)

d)

this bauis the proposed lime plant may be installoed
ne u captive unit to the gaa concreteu with a capachty
not excovding 10 Lo 15 thousand tons of 1lime per
annum,

Mpterinle uud inputs

The colection and dec ription of mote: .ala and inputo
roquircd for production of 1ime is givan in details in the
the study. Moterials and inpute necded include

limeotone, fucl oil, electric power , process

wnter and comprocrsed nir. Deseription of materials
andi-dnputs is given with particular emphasis on

thedr phyesical ond chemical properties, quantity, source:s of
of supply and their unit cocts delivered to the lime

plant.

Location and Bite.

Two arvas namcly Mogadiscio North and Morca south

were investigated as possible location of lime

plant. Both arcanc have adequate limuvatone dopooits

for the operation of a lime kiln. Thesc two arcac

wore selectcd nn the banic of general criteria

which includes availability of quality limestono,

exiatonce of limoutonc quarrico,and unapocified |

economic and sales roasons, The final location

of the plant, ae stated in the study, is to he

decided by the queast; m of the additic 1 of the gns

concrete blocks plant, since in this case only Merca

ie suitable aoc a location where quality eand can be

obtained.

Thie conclusion 48 not, however, nupported by adequato

cconomic datn on the two sites proposed. The

primary reason for the plant location otudy is to

find a vite at which the plant can produce the

highout return on investod capital. For chomical

planto including 1lime kilno, the quection of location
/o oo
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is not rendily rcducidle to a few major controllinc'
factors. In these case:r all pocsible aspects of
¢ost muist be studicd. The check list given in the

¥ Manual for the preparation of industrial teasibility study

e)

may prove helnful,
iroject cnpinc.ring P

The study under discussion provides a comprehensive

approach to the engineering  of the project including
project layout, civil works, nachincry and cquipment,
cust cetimatea, selocted pProcess and technical dorcri te
ior, 1
Two main commerts may be stated dn relation to the

tuchnoloyy selected and estimcted coste. First

capital intensive tochinology was sclocted in prefor-

ence to labour intensive technologys o rcasons

were given for such profecrence. Secondly capital

investment of the propoced 1ime rlant( 35 tons per

day ) amounts to 14,93 million DsM. This hiph

investment would eventurlly lead to high capitol

charges ( depreciation and intcrest on capital)

amounting to So.Sh., 194 per ton of calcined limce The

current celling price of lime rroducud locally is

about 30.8h, 200 per ton, as compared to So.8h. 400

por ton prouccted in the propused plant. In other

wurdo the lime Project .ould increass th. selling

pricc of 1ime by almoest 100 per cent and would have

an adverse cffcct on the futurc development of the

building industry.

In fact the project wncor consideration would inercase

the sclling price of 1ime by more than 100 per cent ir

¢agoe current priccs of diocsel and fuel loils as wull

a8 current wages of skilled and semi-skilled workers

&re to be adopted in estimating lime production cost.

Price of fuel 0il( Yo.8h, 0.63 per Kg.) and dicsel 04}

feo.
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t)

e)

h)

. -

(S0.8h. 1.1 pur Ke) mentioncd in the ctudy 48 lowor
than the current price amounting to So.8h. 1455 por
Kg. Further, weges of ckilled workern ( 8o.8h. 5760
per annum) ard semieskillod workrres ( SodBhe 3900

por year) used {1 ntudy arc on the low oldee

Iime o bu produced in the proposcd project althourh

of high grade yot it may not he able to compete uith
exioting lime production as locnl concumers are moutly
pricc minded.

An alternative cosi eptimate for a smallor lime

rlant with n capacity of 3050 tons per day should

have been included in the study in case the compciont
outhoritics decide againnt the atoppage of the exiuting
domestic Yimr production in 1990,

Plant organisation and overhoad couts.

No obaorvations,

Manpover:

Thin part ir adequately covered giving the organisation

of the firmy personncl breakdown 4nto functional
nrensy puraonnel qualilications including lime
npecialints, responsible heads of departments,
okilled ond scmi~ckilled workors. Training requirce
mente for variows lavels of plant personnel are
emphasised,

532;&Eg££9tiuu uuhvdultng.

No implementation plan is included in the ntudy under
digoussion. An implcmentation programme. chould be cluhboratady
compriocing projeciion: for further tcchnical collaboration
uervice, project management, recruitment and troining of

nersenncl, infrastructural requirements, legivlative actionn

nonded,

Time Schedule propoced for mejor implemontation

activitics covering contracting and other preeconstruction

activit

1csy consiruction nchedules, ctart up and extonsion

Joeo




rhase in 1o he given.

k) Financial and ccononic cvaluation.

C-ol Jlow caleulations were baced on two varientu
nanely frec of tay and tax veid. Intoenal rote of
roturn wae caleulated and 2 rate of 13=13 £ could b
uttained.

Other commorcisl profitatility criterda were not
computua in the study. These include § net present
voluc, pay=back neriod, dmplce rate of return, breake
even ~nalytie and sensitivit; aalysis,

Hationai cconomic cviluation was not carried ocut, in
particular, dirent valus addud and employment cf “cetco,
balance of payment cffect, cocial marginal productivity
of capital, btachkward o .3 lorward cffccts and benefit
cost analysic,

PART « 311
REGOMMENDATIOHS

In the light of thc foregoing it is rcioomended that

a) Somalin chould gradually develep its dnstitutional
structure, staffed Ly 1it: own exportise, to undertake
pre=investment ctudies. The lnductrinl Planning

Department of the Ministry of Industry should be

gtronglitencd to :

1)  prepare in cosordination with thc State Planninag
Coemmission a stratcyy of industrial develonme:
in linc with the Lima Doclaration and Plan of
Action.

i11) Collect industrinl .tudies alrcady madc to aveid
rick of repetitions
i11) Publicisc and co-ordinate current sludies,
harmoniving them with the country's induatriul
atraiegy 2nnd development vlang

/oon




b)

¢)

d)
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iv) ddentify now or potentiaml projects which would be
dosirable within that ptrategy and plang
v) rromotc new rtudics, publicize them, and stimulate
thede uoe in the aceeptunce, finnncing, and
aatablishgunt of new indusiry.
UNIDO mny provid. vesistance for developing
thic institutional structurce and till such time
thie ic rrdeed and gets gning, UNIDO mmy continue
to offer expertiusc for undertaking pre-inventment
studics.,
PDeciusion to ro alicad with a full feasibility study should
be madn only alter the pre=feanibility study hac demonse
trated the preliminary projcect viahility,
UNIDO should inteneify and rxpand it: present activitio.
towsrdo the preparation of a unified tonder document for
fcapibility studies, contract formet for their contracte
ing av well as rosters compiling compc tent consulting
firms for carrying out wsuch studies for all induutry
groupe and sub~groups,
UNIDO muy also coneider the allocation of nnnua) funds
to finance fernibility studics o priori{ty projoctn in
the Least Developwd Countrics,
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