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UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
WORKSHOP ON FINANCIAL PIANNING OF INDUSTRIAL PROJECTS

Case Study: Southeastern Plant

Bacl_(_ground

The Packaging Department produces industrial plastic packeging products.
Product lines include plastic films and bags for use in dry cleaning,
construction, food and agricultural enterprises as well as home consumption.

The Packaging Department has been growing rapidly. In 1965 sales were 16%
higher than in 1964, All available estimates of the market indicate the
opportunity for further rapid and profitable growth. However, manufecturing
capacity is limited. All major facilities operated at full capacity in the
latter part of 19€5. Some additional capacity can be provided at the exist-
ing three plant sites but the additional demand foreseen in the future made
it advisable to study the addition of a new Plant. This study was made
Jjointly by various operating and staff groups within the Packaging Department
and an independent consultant. It concluded that a new plant shoulé be con-
stucted to serve the Southeast. This pPlant could economically service aApprox-
imately 20% of the present market in the United States. The financial evalus-
tion indicated a 14% Discounted Cash Flow return on the investment.

The main alternatives considered were expansion of the existing Northeast
plant and construction of new Southeast plant.

At the end of 1965, the Northeast Plant capacity was 26.6 million pounds,
which is 3.3 million pounds less than the Eastern Region's planned 1966 sales
of 29.9 million pounds. It is 7.8 million pounds less than projected 1967
sales of 34.4 million pounds.

The major factors influencing the decision in favor of a new Southeast Plant
were the availability of ample land, a more favorable labor market as well as
lower freight costs.

Based on 1965 sales distribution, spproximately 35% of Eastern Region sales
were in a territory consisting of nine states: Alabama, Florida, Georgia,
Kentucky, North Carolina, South Carolina s Tennessee, Virginia, and West
Virrinia. 1In 1966, sales for this territory are expected to be approximately
10 million pounds. Increased sales growth and market penetration irto this
area should be strengthened by improving slipping time (1 - 5 deys zaved over
slipping from N.E. Plant) and the intangible benefit of being a compeny with
& producing facility in this area rather than Just warehousing facilities.




Project evaluation

The rew npiani iz expected to be;;in production in the Fall of 1266 with four
marufacturine lines.

Aesuming a fourth quarter start-up the Southeast Plant is expected to provide
rroduction for sales of 1.8 million pounds in 196€ and 5.5 million pounds in
1367, This wili provide the majority of the additional capacity required (3.3
million pounds in 1966 end 7.8 million pounds in 1967) to meet the Fastern
Kegion projected sales for 1966 and 1967,

£Tter 1967, it is assumed that this plant will support a 5% annual sales
growth, Sales are expected reach 7 million pounds by 1970. An additional
production line will be required in 1969 to support this anticipated growth,

Space is available in the proposed plunt for four additional production lines
in the event that sale- increase more rapidly than anticipated,

Some of the basie assumptions governing investment, sales costs and expenses
are spelled out in Exhibit A.

Worksheets showing detailed estimates governing the investment in land, build-
ings, and equirment are also attached in Exhibit B.

Exhibit C ic n worksheet which shows the year by year cash flows relating to
the BSortheast Plant. It is important to note that sales are on an incremer.”al
basis, i.e. the sales attributed to this plant are assumed to be unobtainable
b expardin~ the I'artteazt Plant. "he straight line depreciation caluculations
can be ignored in the eccnomic evaluation » since taxes are based on sum of the
years dizits (SYD) depreciation.

Exhibit D contains the actual calculations of the economic evaluation. The
method of evaluation used is net present value (NPV) a+ 14%. 1In other words,
the net project cash flow is discounted at the marginal rate of 9%. If the
result is a positive total the project yield exceeds the marginal rate and is,
therefore acceptable on financial grounds,

Line 5 shows the amount of cash invested each year--line 21 cach income arter
taxes. Line 23 shows ret cash flow each year, which is converted to present
value in line 25,

Exhibit E presents a summary cf the results of the economic evaluation.




PROJECT EVALUATION: ASSUMPTIONS -l o

COMPANY Unt T, PROJECT: EXNIBIT

Sradiele Diviecdion Construct Southeastern Tlant A
FREBARED BY; o DATE: CASE:

Ce . Jottherr Decision
S s T

T Irverhrens

se Biliir~ ang Facilities are built ang completed with four
Troinction lines by the end of 1966,

3. Projected sales require an additional Production line in
1969 and 1973,

C. Workin-~ Capitsl Requirements are estimated at 257 of sales.

D, 1In 1975, the recovery value of the fixed assets is estimated to
be the net book value, while all Working Capital ig recovered,

II. Sales
A. Prices exclude freight,
B. By 1968, sales equal the capacity of four Production lines,
C. Starting in 1969, sales increase 5% per year.

D. Prices per pound are assumed to decrease spproximately 0,5¢
per pound per year,

ITII. Costs ang Expenses

A. Total material costs are expected to decline on a per pound
basis from 1968 on due to reduced reclaim generation and

packaging costs improvements,

B, labor rateg per hour increases are anticipated to de a&pproximately
offset by improved efficiency and have little or no effect on a
labor cost per pound over the Projected period,

C. Salaries and wages of indirect labor are assumed to increage
slightly from year to ycar,

D. Depreciation is computed on a S.Y.D. basis.

Projected life,
F. Variable overhead is estimated at 2.0¢ per pound,
IV.  Start-Up Expenses dre estimated to ve 315 »000 per line
V. Opcretin~ Expenses are estimated to be 54 of net sales.
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DETAIL OF ECTT ‘ATEC

2T Learer at -'5»1,000/acre
B, Title Incurance ang Deeqd

C. Offeites
Finieh nrade 8 acres 26,000

Ro2d and parking 7,600
Sailroacd siding
700' * 32,00 5,600
Sewer 2,000
Fire Protection serv,
and Hydrants 5,500
Landscaping 2,500
latural Gas Service 600
Bnilein~
A, Uerehous
2.7 0% et $6,70
B, Produetion, Reproceuing
feint,, Washrooms s Cafe,
33.64 £t2 at $7.15
C. Plart Offices
5.36 £t2 at $15.00
Equipment
A, ‘hse, Racks
25M £t2 at $1.20
3., Utilities
1. Air
150 HP Compressor 16,000
Distribution L4 ,000
?. DIover
200 171 /LAY v
3-phese 20,000
Distribution 4,000
2, T.’ater-Recirc. System with Tower

Tovrer 13,000
Nictribution 9,000

L, =scrireration
13% *ors at 4398

$25,000
2,000

2ko,000

80,000

20,000

24,000

22,000
hl!‘ng

30,000

7,750

$76,500

5k45 ,000




3

squipment (continued)
0. Office 3Zquipment
1.

]
L)

F.

G.

Je

I.

15 desks at 3200
2. 5 tables at 3130
. 30 chairs at $50
. 5 Add. Mach. at $140
. 3 Calculators at 3500
« L lypewriters at $200
. lisc.

~ o\ Ew

Shop Jiquipment

Drill press, grinder, band
saw, hack saw, welding equip.,
benches, etc.

Lift Trucks
l. Gas-Counter Bal.
One (1) at $8,000

2. Elect-Hdi Lift
Two (2) at $8,000

3. Hand Jack Truck
Two (2) at $400

Dock Boards
Four (4) at 31,150

Pallets
21 at $3.50

¢+Ce Equipment

Production and Inspection
Testing Equipment

Resin Handling
1. S5ilo System

Four (4) silos w/dist.
3 321.25M

2. Resin Tanlks
Twenty (20) 3 3200

3. Reclaim Tanks
Twenty (20) 2 3130

3,000

1,500
700
1,500
800

3,000

16,000

800

85,000

1+,000

EXHIBIT B (cont,)

913,000

25,000

2li,800
L,600

7,000

9,000
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J.

3 Equipment (~ontinued)

Resin Handling

L. Reprocessing System
Extruder, pelletizer,
Granulator and etc.

Print Services

4 Hi Speed Garment Roll Line
K. Exfru&r, arIve, resin feed

B.
c.
D.

E.

Dies, Carts, adapter, internal cooler
Air rings, refrigerated air system
Nip frame

1/C press, dryer, treater,
drives

Post print gusseter
Winder
Misc. Steel work and utilities

Contingency

32,500
k4,500
15,000

5,500

12,100
5,500
13,000
6,200

6,500

5 Bulk Roll Line and Two Side Seal Machines
K. E?r'tm&r, Hﬂve, resin Teed 32,500

B.

c.

D.

F.

G.

Dies (2), rotator, adapter

Air rings: Lower with inserts (2)

Upper (3)
Inserts (12)
Refrigeration System
Nip Frame
Treater

3/C press with drive

Dryer system

7,000

EXHIBIT B (cont.)

171,000

20,000 402,850

100,800
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BIT ont,
‘ Biulk Rcll Line and Two Side Seal Bar achines (continued)

1. Post (risseter w/trim ascembly A,000
J. "iader with spreader assembly 15,000
", “ower I'ins (2) 2,570
T. Catwalks, web handlin~, utilities 6,200

Contirn~cne: 5% 6,300 133,189
s Two (2) cide seal bag machines 51,600
M. (2) Foldinr Boards 1,200
0. (2) Spare Seal Bars 1,000
P. (1) Windbag punch assembly 5,000
7. TPacka-ing Equipment L,000

Contingency 5% 3,100

65,000
177,759

Can Liner Line
A. Extruder, drive resin feed 35,000
B, Die, cart, adapter, internal cooler 7,000
C. Air rings 15,000
. !Mp frames and Treater 12,000
E. 1/C press, drive, slit seal l-up 12,000
F. Pdst print gusseter and winder 25,100
G. Bag Mach,, stacker 22,000
H, Iliec. Cteel work and utilities 10,000

Continr~ency 12,000

150,




7 One L . D: Line

Ho

I.

»
i

Lo

(1) ixtruder, drive, resin feed
(1) pie, cart, adapter, internal cooler

(1) .ir ring system

(1) iip frame

(1) 1/C press, dryer, treater, drive

(1) Post print gusseter

(1) .’inder

Iisc. 3teel work and utilities

Contingency

3 ng ~inaerigg

Flant

<quipment

1.
2
3.

U

L > DC Line
suiner lLine
Bulk Roll Line
Bag liachinec

9 Cont.i;genc Z

7,500
8,500
g,750

32,500
4,500
15,07
5,50
12,100
5,500
13,000
6,200

6,500

30,000

2{2.250

120,399

53,55
53,795

1!63155?u
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EXHIBIT ©
197
Recoveg'
27
38l
100

14} (e ~

SLEIER EERET

8 = AA R Movomssneim goaagy T
8 = 3 A g cermaann g gRange §
g $ W g oomeanniige guacge ©
8 = Fo® 1 mossomig goang v
§ = B R L omeseniioie Roaiag g

W0  BP
£ 3
124
13
1
5
3
185
m
3
7
g
=8
57

Life SYD Depreciation
Yemrs 1966 1967 1948
33 2 38 37
1 8s ash 3
11
1
3 5
- 3
v W
20 2
93 23
2
m™ nf
80 66

Add44d444 Adddd

}1 N3 JRREVZE % B 888333”*'& 3‘3“_35%&

1 Line 1969

1 Line 1973

Buildings )
114;1:1.965965

Plant Equipment
2 Garment Roll Lines
Liner Line
Roll Line
Engineering
&E
1969 - Add one Average Line

1973 - Add one Avermge Line

Equipment Improvements
Total
S/L vs. SYD Profit Impact
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PROJECT EVALUATION: HGHLIGHTS
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M S e S T R : C ]
5 + )
by e Caumilative
e Cach Tlonr
W
KN 'o N
o I
120 -
]
"9 I \+ Recover of Assets
I
- 1 ——eme ]
, -
() & :
. — -4
(‘0)F
(1270) :
(1500) = ]
(2000) £ Yeximm Cash Exposure ]
I S 1 | e U e VN T W YO S S
P B
YEAR o LCAR Sl '70 "’1 '72 "?3 '71‘ '75 '75
B. STATISTICAL MIGHLIGHTS
AMOUNT ($ THOUSAND)
ITEM DECISION
CASE
| DCF RATE OF RETURN ¢ *)
2 NET PRESENT VALUE « 1L~
Em—
3 PAYOUT PERIODIYEARS)
4 FINANCIAL PROJECT LIFE (YEARS) o
5 INDICATORS MAXIMUM CASH EXPOSURE
6 - R e
7
8 NEW PROPERTY, PLANT, AND EQUIPMENT __y...227
_ 9 | INVESTMENT | TRANSFRR PROPERTY. PLANT, AND EQUIPMENT I _ =
10 (Project total, LEASED ASSETS (PRESENT VALUE & %) ——— =]
n gross basis.) WORKING CAPITAL o . :_LQ —_—
12 TOTAL 21
13 vV OLUME (UNITS; ) ‘..:_04‘- ———
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