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I.    PROJECT KJfflíUUTIQIÍ 

1*     (Natami Background 

fte country of Perori« it initiating it« industrial dtvtlopment. 

R •*• * ••17 strong traditional seotor producine agricultural products 
oorering «eat of the doaasrtic deaaad in foodstuff« and is at the »M« . 

**•• • significsnt raw octton exporter.   Fro« it« primary seotor of 

tha «conosyj th« oountry produces remarkable surpluses in mineral 
Of*' 

. 3he aooial and eoonneiio ohanges*«nd developaent of the country 
h«ve brought about changin«? patterns of consumption,   me oountry is 
laporting all of its capital equipaent needs and Stoat of the finished 
foods sold on the doaestio market.   Planners and other government 

specialists have analysed «uoh a developaent path and have ooae to the 

oonolusion that the country could soon run into hálenos of payment« 
problems.    Besides, the existing pattern does not provide space for 

substantial increases in employment, » problem Persia faoed from the 

••ry befinninf of its development as an independent oountry. 

Perori«, therefore, has a strong desire to exploit to the utaost 
th* resouroes it does possess.    Oh« govemaent ASM deoided to enoourege 
th« establishment of industries which depend on doaestio resouroes of 
raw »ateríais.   Among th« possibilities at hand th« Government has 

decided as well to begin with those industrial projeots which do not 
need highly advanced skill« and technology.    The objective is to 

establish within the industrial sector plants producing exportable« 

or iaport substituting good«.   One cf the sain branches whioh the 
gov«maant has deoidad to encourage i« the textil« industry. 

Cotton is on« of th« sMdn agricultural products, constituting 
about 80 par oent of total exporte.   Preotioally «Ol marketable sur« 
plu««« of cotton are exported, but the export price has show signifi- 
cant fluctuation in reoent yeare.   At the same tia», the country 

iaporte froa abroad nearly «11 of its needs in textlltOrern, fabrics 
«Ad finished olothiag.   &•*• exists a traditional handloea industry 
whioh depends on iaported yam as wall,   this industry at the same 

tlae dees not repioaaU a e*ga*fto«jtt peroenteg« of «ha doaestio 

•tiafeî. ,.i-..^k:iii..k:ii..h1:. .   * : ••-Atmi'tli '"mill?  ñÍfiiiÍí»Ai  \' - ••^^jf^'^^MMc, - *¿ 
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A proposta new national industry has the objective of creating 

new employment aa a means of absorbing the labour surplus oraated by 
tha very faot of structural changes within the economy and population 

growth as well.    Ihere is, in addition, the objective of decreasing 

tha imports of cotton yam   fabrics and finished clothing. 

2.     Market Study 

The market analysis has been undertaken by a team of specialists 

in market research and industrial development from the government 
market research agency "Marko".    Briefly, their analysis and results 

wars fooussed on the demand and supply side of the project proposed. 

A.    The demand forecast has traced the present level of consump- 

tion of ootton, mixed textile yam and fabrics as well as the ohanges 

in this consumption over the past eight years, i.e. over the past 
pariods for which they could find or estimate more or less reliable 

data.   The analysis has shown that the inorease in consumption is 
steady and elastic with respect to the increase in the country's per 

ospita income. 

Domestic demand is oovered heavily by imports and there is just 
a Minor fraction of demand whioh is covered by domestio production. 

Annual imports of ootton and mixed textile yam and fabrics are 
•bout 12,000 tons, or the equivalent of 70 million m2 of textile fabrios. 

She present domestio production cf ootton and mixed textile fábrios 

la about 900 tons, whioh represents only about five per cent of tha 

domestic consumption. 

Analysing the pattern of consumption from the past as well as for 

countries at a similar level of development and for countries that 
ara soaewhat ahead in their economic development and for whioh exparts 

from the "Marko" agency could gather the data needed, the demand 

projections have shown that demand will inorease in future year« mostly 

am a result of tha growth of par ospita income and population growth* 

# 

I 
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i.     * 

B. The supply foreoast haa been oriented to the main input! 

required by the proposed project i 

- Dii'ect materials used in t.*e production are ¿. mixture of 

cotton and synthetic fibres and oheraioals.    *%e ootton 

needed is a domestic input thet is entirely exported. 

.   The plant would need 1,860 tons per year cf medium staple 

(grade/good).    The supplies of this input will be covered 

upon contract with the "National Cotton Trading Agency". 

Synthetic f ibi e 3 are estimated at 1,705 tons per year and 

are imported.    The importer would be the "National Textiles 

and Foodstuffs Trading Corporation" because of its experi- 

ence and reliability.     The price is estimated as the average 

price of this input for the region.   Chemicals needed include 

dyeing materials for finishing and starching materials for 

weaving.   Most of them have to be imported which would be 

taken oare of by the above mentioned Corporation, while a 

minor part would be supplied by the existing domestic 

produoers. 

- Other inputs oonsiat of indirect materials mostly of 

domestio origin, maintenance parts that are imported from 

the supplier of equipment and services produced domestically. 

The analysis has concluded that all the inputs needed are available 

and of standard quality and that their suppliers are reliable.   Host 

of the inpv.t prioes are stable with the exception of synthetic fibres 

whlnh ara faoing an inoreasing world demand on the one hand, and are 

directly tied to the changes in oil prioes on the other. 

C. The selling price was estimated at 0.75 dinars/»2 or 

0.60 dinars per linear meter of 80 oa width. 

3.     Looation 

The textile mill is in general looattonally independent.   There- 

fore, the analysis of possible locations of the mill -look into 

oonsideration the sain objectivas of the project.    The government 

decided on a looation in the ospitai of the province of Oasis   as 

«ha main cotton-producing region with labour employment problems 

end no si^BUfioent industrial plant in til now. 

Mi •P*P •jmmmms «•*• WJPP "•» 
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4*      Tsohnical Aapeots 

lliis part of project forami at ion has bean undertaken by the 

Ifational Industrial Development Institute" in oo-op-ration with two 

UNIDO experta attached to the Institute. 

The task was to choose among the exisiiing technical possibilities 

and equipment those that would be the most adequate for the resources 

available and the level of development attained by the country. 

She objeotive is the production of finished poplin fabrics of 

medium oount yam.    The oapacity of the project is 3100 tons of 

mixed textile fabrics, i.e. about 28,000,000 meters annually when 

producing at full capacity. 

The spinning mill includes 30,000 spindles.    The different 

departaents of the mill are balanced to produce yam of average oount 

Io. 30" at a capacity of 3,100 tons per year. 

The weaving mill Inoludes 1,000 ant ornati o looms in addition to 

ths preparation sections of a total oapacity of 28,000,000 maters 
par year. 

The finishing plant inoludes departments for bleaching, dyeing 

«id finishing. 

It was estimated that the project will be implemented in three 

years, beginning in 1976 and ending 1978. A test run period of six 

month« will be in the year 1979. This is also the starting year of 

operation of the plant, which will operate until the and of 1988. 

5»     Labour analysis 

The estimation of the manpower needed was done by the loonomlo 

Institute and National Planning Agency.    It is expected that the 

textile mill will employ 2,357 men.    It is pointed out that foreign 

personnel will be engaged in the year 1979-1983.    Tabla 1 illustrate«' 

ta« estimation of manpower by type, skills and rate« of pay. 

6.     Pinanoial Aspeóte 

Hie financial aspects of the project were formulated by the 

engineering and project planning bureau •»Plan».    All relevant 

financial and eoonomio data are summarised in Tables 2-7. 

0 

mama £ mm m» 
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Tibi« 1.   Manpower Requiraaenta 

- '*%*§**!"•t-Umapcmr"'. """**•   —::~"~ 
ïvnber of para« onel 

Total 

Avtraga 
annual 

umgiê in 
diñara 

Amount 
"£n 000 

-                                                                      1 Thskilled Skillad 

200          A-Ann 

diñara 

1,600 t,440  

630 1.1 Operators of Bpinninf department 50 650 700 900 
1.2 Operators of wtuvt^ départaient 100 500 600 .   900 540- 
1.3 Operators of finishln* departaent 50 250 300 900 270 

2. Indirect operating personnel 180 405 585 526- 
2.1 Servio« operators 100 200 300 900 270 
2*2 Maint «nono« operator« 80 200 280 900 252 
2.3 Driven - 5 5 800 4. 

3. Sasïvlpoxy. •»* olerioal oareonnel - 86 

3 

86 

3 2,650 

107 
3.1 Plant superintendant 8 
3.2 Infineera 

3*3-«Mtelotf-'MltltMII—-~— 

- 6 6 2,000 12 

- •'"15' 15 i,250 19 
3.4 Citrici - 62 62 1,100 68 

4« adtaUHstratit > pereonnel 10 76 86 • 106 
4*1 President - 1 1 8,000 8 
4.2 financial end sales ur«|«r - 1 1 6,000 6 
4*3 Aooountant and olera» - 64 64 1,200 77 
4*4 Sorvioetten 10 10 20 750 15 

5. Grand total 390 1,967 2,357 . 2,179 
5*1 ^Vjaaatio pereonnel let uniform 
5.2 foreign pereomtlV lot Uttifo», 

M   ÎÏSÏ^J!*1? MU of ******* p«»a»sl la dinar» 200,000 orar tat jeera 
1979-1961 (150.000 to ba repatriated) but deoraaaea to 150,000 diñara la 
19JJ and 1963 (100,000 to be rapatriât ad).   tartar oa, no forai«« paraconal 
«tU ba used,   H» raat of tha annual wage bill is paid out to de—ilo 

mm  ii-inHiriifafafrÉ^fa^, 
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fati» 2.   Plant Invatatit and Sohadul« of ConatructioiJ/ 

(in 000 dinars) 

IBS 

1. Jixad Min 

I t a a a -«», Tiara 

 -...5?. *f.M*.aI.     1)2^     P*      Tbtal    iff      F^       fotti 
2,430-     2,430 13,020 5,010 18,030 3,000 12,040 13,040 

1.1 X^î%iu}ïôn      "    "       "       1,00° 4,00°   5»°°° 3'°°° 12»°°° 15'°°° 
ooeta 

1.2 Boildlnff. 2,000 -     2,000 12,000 1,000 13,000     - 
1,3 Uftd 400 -        400 
M Otter 30- 30 20       10        30     - 40        40 

2§ ÍSiJüJ^17**"*'*^ TOO -        100 20       30        50     - 50 50 trainine of paraonnal, ^ ^        *> 
wgraltiaa, ato.) 

3. Working capital 
1,500    1,000   2,500 

4. fatal initial 
imraataant (H2+3)        2,530 -    2,530 13,040 5,040 18,080 4t500 13,090 17,590 

¡S?S %S^ ! ÌT- *•" °°»vwrtad into local ourranoj at tna official 
tTi f¿¡EF^J^S* " ** 1- Prt0~ of **•**•* oc^ponant. includa 
taawanoT Î* ^° ""' *"*«"** oh^^a attoh aa tranaport, iawranoa, ato. 

|/   DoaaaUo 
V   Forai«« 
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6.1.    Invaataant 

Tabi« 2 repraaante plant invaataant and the aohadul« of 

oonstruotion.   it illustratsa an analysis of invaataant corta 
by yeara of iaplamantation and typa of curranoy.    fte total 
invaataant ooata are eatiaated at 36,200,000 diñara, of uhi oh 
20,070,000 in domaatic curranoy and 18,130,000 diñara in 
foreign ourrenoy. 

6.2«    Oparationa 

Bùi operating life of tha project ig tan yaara beginning 

in tha year 1979 and andine in 1988.   Tabi« 3 illuatratea tha 
annual dapraoiation of each typa of aaaata and ita residual 
valua.at the end of the projeot»a life. 

6.3.    Income 

The bulk of the poplin producta will be aold on tha 
hoaa aarket and 2.5 million meterá will be exported.    It ia 
•at lasted that the projeot will operata at 80 per cent 

oapaoity in 1979 and 1980.   Full capaoity ahould be reached in 
1981 and in eaoh of tha following yaara. 

lhe inooae from aalaa ia arrived at by multiplying the 
quantity produoad by tha unit price.    Tabi« 4 illuatrataa tha 

annual inooaa of tha projeot consisting of aalaa, subsidy and tha 
reeiduel value.    The aubsidy ia a governaent policy maaaura that 
has been approved by the ooaing five yaar plan ao as to make 

tha domestic product« compétitive as compared to importad fábrica 

during tha first and most critical yaara of operation of tha 
tastila mill.   It amounts to 0.06 dinars par matar and is given 
in 1979 and 1980. 

JL 
6.4*   Oparatins Costs 

Oparating oosta contest of manufacturing oaah expansas, 
marketing oash expense»t administrative oash «xpenaee and 

depreciation,    labia 5 gives tha annual operating costs «ft 

60 par oent capacity and at 100 par cent capacity,   flit material 
oosta and wagas have been split into doaaatio and foreign 

I 

Mémaêrnàm 
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6.5.    Capital Stmoture 

This part of project formulation has the purpose of giving 
a summary statement on total investment arid its financing. 
Table 6 illustrates investment by years and financing.    Pro« 

preliminary contracte and other agreements, it ia expeoted that 

the financing will have the following sources!    equity and loans, 
both domestic and foreign: 

a. Domestic equity capital of 5t570,000 dinars and foreign 

equity capital of 1,040,000 dinars.    Dividends are to be 
paid at ten per cent of the projeot'o net profit after 
taxes and interest. 

b. Domestic loan amounting to 14,500,000 dinars is borrowed 
at 6.5 per cent interest and will be repaid over eight 
years starting from 1979. 

o.    Foreign loan of 17,090,000 dinars is borrowed at eight per 
cent rate of interest and will be repaid over seven yean 
starting from 1979. 

6.6, Financial Obligations 

The financing of the project oreates certain financial 
obligations represented in interest, repayment and dividends. 

Table 7 gives those items annually throughout the period of 
operation.    It is estimated through the conditions formulated 
earlier that interest and repayment have to be oovered froa 

1979 until 1966 wnll« the dividends have to be paid through the 
entire period of operation, i.e. from 1979 to 1988 in equal 
•ftotnts each year. 

6.7. Integrated Financial analysis 

Data presented until now in the prooess of projeot 
fomulation serve as well for constructing the aodel of 

integrated financial analysis represented in Table 8.   It ia the 
starting point of analysing the project in terns of commercial 

profitability whioh is done in the prooess of project evaluation. 
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Imble 5. innumi Operating Costs 

(in 000 dinars) 

Item 1979 
Yea 
- 1980 

r   s -   Annually 
1981 - 1988 

Variable Fixed foial • 
cost Vafeóle Fixed Mai 

oost 

1. Manufacturing cash expenses 4,830 2,136 6,966 6,150 2,136 8,286 

1.1 Materials 4,830 - 4,830 6,150 - 6,150 

1.1.1 Imported-/ 
1.1.2 Domestic 

2,380 
2,450 _ 

2,380 
2,450 

3,080 
3,070 - 

3,080 
3,070 

1.2 Wages - 1,966 1,966 - 1,966 1,966 

1.2.1 Foreign» 
1.2.2 Domestic _ 

190 
1J76 

190 
1,776 - 

140 
1,826 

140 
1,826 

1.3 Other - 170 170 - ••• 170 170 

2. Marketing oash expenses - 191 191 -   ' 191 191 

2.1 Materials 

2.1.1 Imported^ 
2.1.2 Domestic 

- 40 40 - 40 40 

- 
40 40 

— 
40 40 

2.2 Wages 

2.2.1 Foreign» 
2.2.2 Domestio 

- 50 50 - 50 50 

- 10 
40 

10 
40 - 

10 
40 

10 
40 

2.3 Other - 101 101 - 101 101 

3. Administrative oash expenses - 253 
50 

253 

50 

253 

50 

253 

3.1 Materials (domestio) 50 

3.2 Wages (domestic) - 163 163 - 163 163 

3.3 Other - 40 40 - 40 40 

4. Operating oash expenses 
(1+2+3) 

4,830 2,580 7,410 6,150 2,580 C,73o 

5. Depreciation - 2,490 2,490 - 2,490 2,490 

^ Total operating oost - - 9.900 - - 11.220 

Î. Oapaolty utilisation^ 
(in physical terns) 

80¿ 100* 

8. Oost per unit of production - - 0.45 - - O.40 

il 
Imported ooaponent of the materials has been valued at the official exchange 
rate. i.e. 1 dinar 1 UBS. 
annuel vage bill of foreign personnel over the years 1979-1981 is 
200,000 dinars end deoreases to 150,000 in 1982 end 1983.    Later on, no 
foreign personnel will be used. 

y   Utilisation of capacity at IOO7Í oan hardly be achieved In praotioe.    Tnia 
assumption la aade for the sake of siapliolty only. 

t 
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Tillóle 6.   Capital Structure 

(in 000 dinars) 

Ï       e 

2,530 

a 

18,080 

r       s 

1978 

17.1.590 

Total 

1. Investment 38,200 

2. Financing 2,530 18,080 17,590 38,200 

2.1 Iquity 2,530 4,030 - 6,610 

2.1.1 Domestic 

2.1.2 Foreign-' 

2,530 3,040 - 5,570 

- 1,040 - 1,040 

2.2 Loans - 14,000 17,590 31,590 

2.2.1 Demeatio 

2.2.2 Foreign^ 

.- 10,000 4,500 14,500 

0 

4,000 

0 

13,090 

0 

17,090 

3« Additional finanoing needed 0 

]¡   I-ortiga flnanoing is valu«d at the official exohsnge rate of 
1 dinar   -   U8$ 1.    The imported equipment is financed through 
supplier's credit, the rest of the foreign ooaponent, by 
forbici equity. 

irjdl'í 
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II.      PROJECT EVADATI OH 
(Ccaaercial Profitability) 

Project «valuation vw done by th« H.E.L.I.H.A. R«««aroh 
Institut« in olos« oo-operation with th« National Planning A«enoy. 

1. Invetaent Profitability Analysis 
1»1    Slapls Rate of Return 

The siaple rate of return is defined M the ratio   of net profit 
in a noraal year to the initial investment.    !Oie rate it ooaputed on 
total capital and on equity capital inverted »o as to aa«««s the pro- 

fitability of total inveetaent inoludinf equity and loans and 
profitability of only equity oapital inverted. 

UM its** needed for oaloulatinf the eiaple rate of return an 
presented in Table 9.   Nineteen-eichty-two was chosen as the noraal 
yaar of the projeet sinoe it is the year in whioh the project ha« 
reached its attainable oapaolty and the loan repayment is still foin* 
on. 

Table 9.   8inpl« Rate of Return (R+R ) 

t.   Initial inveetaent (low 1, t.8) 

a.   Iqaity capital (Row 6.1, t,8) 

3.   fat profit after taxes and interest 
(low 4.2, t.8) 

4«   »rt profit before interact - after 
taxée (Row 4.3, t.8o) 

The rate is presented either asi 

(D 38,200 
(Q) 6,610 

(*) '.    3,782 

(WD 5fl60 

F + 5.160 
58V235 x 100 13.5* 

»•Xl^x100   »   57.2* 

R   •   eiaple rate of return on total inveetaent. 
R9 -   simple rate of ratura as equity ospitai. 

•Ino« the rate« R and R§ are hi«fa«r than th« rat« of Interact prevalila« 

In th« oapital aarket, whioh is 6.5* at local and 8* at forai««, on th« 
hast« of tai« criterion th« project is ooaaeroially acceptable. 

* if À 

m 
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1.2 Pay-back Period 

With the help of this method,  the time needed for the projeot to 

reo over ite total investment was evaluated 

Table 10 presents the way of calculating by subtracting from the 

initial investment the annual net cash earnings. 

The investment will be recovered between year 7 and year 8 or in 

somewhat more than eight years, and on the basis    f "net profit (Table 6, 

Row 4«2), in 11 years.    On the basis of this indicator, the projeot is 

acceptable since the past experience in this sector has shown that 

other projeots take longer to recover the investments. 

1.3 Net Present Value 

The net presetn value is the difference between the present value 

of the project* s future cash inflows and the present value of its 

future oash outflows.   It measures the magnitude of the net cash flows. 

Table 11 presents the calculation of the net present value of the 

projeot.   With this method the whole life of the projeot has been taken 

into account.    The second interesting point to be made is that at this 

stage of project evaluation we are concerned with assessing its investment 

profitability,  so only real resouroe flows have been taken into considera- 

tion.   Therefore, any flows connected with financial transactions, auoh 

as loans on the oash inflow side and financial obligations on the oash 

outflow side are omitted from the analysis.   In addition to this, the 

oash outflows do not comprise depreciation in order not to aooount twioe 

for the investment as oash outflows, i.e., to avoid double counting of 

the investment outlays. 

The discount rate used is 7.5 per oent sino« it is the rate of interest 

prevailing in the ospitai market. 

The net present value is calculated as followai 

I 

(CI " WU - 15,413,000 
(1 • 0* 
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Tmbl« 10.   Pay-Back Period 

(in 000 dinars) 

I*    Initial investnent £ ) 
(*w 1, t.8) 
Taer 0 
ï%a* 1 
Tear 2 

II.   annual net oath •amine» (l) 
(*w 4, t.8) 

!•» 0 
Taar 1 
Te*r 2 

Taw 3 
Taar 4 

Taèr 5 
6 

7 
8 

nominal 
amount 

38,roo 

2|,c30 

18,380 

17,590 

Uncovered   capital 
at the and of th« year 

— 2,530 
- 20,610 
- 38,200 

7,110 3^,090 

7,110 23,980 
7,680 16,300 
7,650 8,650 

7,619 1,031 
7,587 -6,556 

I 
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Sino« ih« net present value is positiv«, the project is aooeptable. 

Relatin* the net preaent value to the present value of total 
lnveetatnt, we haves 

NPVR *FV 15.413.000 
      *    3Ìt'j$9;«ò 0.45 

Hi« ratio «now* that a di«oounted unit of total inveataent in toa 

tastila allí oraataa O.45 unit« of nat praaant valua.    On the baaia of 

thie oriterion, tha project ia also aooeptable linoa tha present valua 
ratio la relatively hi«±. 

M   Internal Rata of Return 

Ay definition, tha internai rata of return ie the rata of dia- 
oount which reduoes the net preaent value of a project \o aero,    in 

other words, it is the rate at which the capital invested will be 
ooapounded over the lifetime of the project.    labia 12 illustrata« 

the ooaputation of the internal rate of return.   fee net preaent values 
at different discount ratea are as follows! 

Disoount Rate 

7-5 
9 

14 

15 

Net Present Value 
of the Project 

(diñara) 

15,413,000 

11,141,000 

768,000 

- 1,385,000 

that tha internal rata of return la between I4* and ijja, 
Qiiaf tha foraule for interpolation for oloaa enoufh interval«, wa 
arrive at tha internal rate of return aa follows 1 

Ala 

*1   + 
PV +1? 

14   *   /»¡ffeff? \]Í¿Í%   -   H* 0.36   .   14.36 

» 

I.JlÉ*lili     «HÉIlfìmnlliMÌM JLJlï-c •*¡t#m 
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where lr   -   lnttmal rate of return of the projeot. 

PV   •   positive value of NPV at the lower discount rate. 
HV   m   negative value of NPV at the higher discount rate 

in absolute terms, i.e. the minus sign neglected. 
i1    -   the lower discount rate at which NPV is still 

positive but close to zero. 

i2   -   the higher rate of discount at which NPV is already 
negative, hut close to zero. 

Sinos the internal rate of return is 14.36 per oent, which is the 
expected return of capital invested, and is considerably higher than 
the rate of interest on loans for this projeot, it should be aooepted 
:?r«m the commercial standpoint if no better project is at hand. 

2.     Financial Analysis 

2.1    Liquidity Analysis 

In this part of the t-.alysis, the objeotive is to trace the 

projeot«s cash balance in each year,    Bierefore, in the finanoial 

analysis all outlays and all receipts which affect the project's 
oash balance are included, which means that additional cash items 

oonoemelwith finanoial transactions have been inoluded in the liquidity 
analysis of the textile mill, such as finanoial obligations (interest 
charges, repayment installments, dividends) and financial sources 
(equity, loans). 

A liquidity analysis is done with the help of the net cash 
balance model presented in Table 13.    Liquidity is evaluated on 

year-to-year basis and therefore the annual cash positions are ti 
into consideration in their nominal values. 

talan 

Äe net oash balance over the years 1976-1978, i.e. during the 
implementation period, is sero.   This indioates that the timing of 

fiaaneial sources is well matched to that of the investment outlays 

and there will be no finanoial problem to carry on the implementation 
of the projeot. 

In the years after 1979 until 1988, or during its running in and 
operating period, the projeot shows positive net cash balano«.    Hiere 

it is liquid and is able to meet all the oash outflows leaving the 
•uiplus whioh amounts to 316,000 dinars in 1979 and increases over 
the later years. 

I 
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Howovsr, it has to be pointed out that the subsidies of 0.06 dinars 
par mater   ware given by the government in 1979 and 198O.    In the 

absence of subsidies, the net oash balance in these two years would 

turn out to "be negative and the projeot would not be liquid, showing 
a considerable surplus of financial assets as one gets oloser to the 

end of the project«s life.    Hence, the financial management has a 

good opportunity to invest this surplus of financial assets outside 
the project but under the condition that the repayment period does 
not sxoeed 1986 since in 1989 the second cycle of the project will 
probably start. 

Therefore, the project is liquid over its entire life and able to 

»••t all its obligations, but the investor should pay special attention 

to the years 1979 and 1980 not to lower its production or to inorasse 
the operating oosts of the projeot. 

2.2.   Capital structure analysis 

In order to analysa the projeot«e ospitai structure, the debt 
equity ratio is determined aa follows 1 

S de 
I 31.590.000 
Q   "     6,610,000 -   4.78 

where R 

L 

a 

d. - debt-equity ratio. 

- the aaount of loans taken by the project (row 6.2 T.B). 
- the aaount of the equity oapital engaged by the 

projeot (row 6.1, T.8). 

The projeot«s debt-equity ratio shows that the oapital obtained through 

the loans it «ore than four tinas largar than that received froa the 
shareholders.    In apits of thia, tha oapital struotura is oonsidered 
to be adequate, as neither interest charges nor repayment installaents 
provoke short-tei« borrowing in any years of tha project's Ufa. 

I 
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III.    PROJECT EVALUATION 
(National Profitability) 

Having assessed the acceptability of the project from the private 
investor's point of view, the expert group from H.E.L.E.N.A. Research 

Institute has proceeded   to judge whether it was nationally profitable. 

The contribution of the project to the objectives of the social and 
economic development of the country has to be appraised.    Since the 

Pive Year Development Plan of Perovia considers building up the 

development and growth potential as the main national objective, 

special attention has to be paid to the project's contribution to 

the formation of value added in Perovia, and more precisely to the 

national value added due to the capital and foreign exchange scarcities. 
But other development objectives, suoh as increasing employment, 

improving the balance of payments situation, mobilizing idle capacities, 

improving the material position of wage earners, improving the inter- 
national competitiveness of poplin exports,  should not be neglected 
either as they appear to be obstacles for faster social and eoonomio 
development of the oointry.   Hence, the assessment of the ootton 

» 
textile mill's national profitability will encounter its contribution 
to the net national value added, but also to other goals of social 
and eoonomio development. 

1.   • Project *s contribution to the national value added 

There are more project e competing for the ospitai allooated to 
investments in textile industry, and the choioe of the most acoeptable 

among them bas to be made.    Therefore, we shall test first the absolute 

efficiency of the cotton textile mill to see whether it is aooeptable, 
if It were the only project competing for disposable resources.    Then 

we have to go on and measure its relative efficiency or acceptability 
in comparison with all other projeots in competition.   In accordance 

with this, our evaluation procedure will be divided into three stepst 
determining the project's net national value, testing its absolute 

efficiency and finally measuring the relative effioisnoy or the projeot 
ranking. f 

< 
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1.1.    P^tenilnation^ofthe project*s not national value added 

Bafora teating the absolute and relative efficienoy of the cotton 

textile «ill, it ig necessary first to determine the netmtional 

value added generated over its lifetime.   Ihe value added generated 

will be found out ai the difference between the value of ite output 

and the value of the material inputs used, the latter including 

oapital input« and ourrent material inputs.    (then the amount of the 

rapatriât ad payments has to be deducted in order to arrive at the 
national value added. 

»a computation of the net national value added generated by the 

textile «ill is made first at actual market prices and official rate 

of forai»» exchange (Table I4).    lhi« provides an opportunity to 
oomparei 

a.    the net benefits fro« the oommeroial point of view 

(Table 11) with the net benefits from the national 

point of view OjTable 14) under the same prices and 

exchange rata«.    Ihe difference is due to the 

difference between "commercial benefit" and 

'•national benefit«.    The net cash flow (row III, 

Table 11) comprises net profit after taxes and 
1     interest, plus depreciation, plus residual value 

(if any).    The net national value added comprises 

wage« and social surplus.    Social surplus include« 

interest, taxa«, dividend«, undistributed profit 

in possession of the firm, which remain« within 

the boundaries of the oountry. 

».    the net benefits from the national point of view 

oomputed with actual price« and official rate of 

«xohange (Tabla H) and the «ama net benefits 

computed under adjusted prioea for input« and 

output« and adjusted rat« of foreign exchange 
(Table 17). 

Project formulation has offered the proper breakdown of the 

ovtput and input« into domestic and foreign components «id the valu« 

of foreign components is easily oorraeted by applying the adjusted 
rat« of foraign exchange. ' 

I 
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It needs to be pointed out that at an earlier stage the investor 
anticipated to sell all the produotion on the domestic market since 

domestic demand for poplin exceeds by   far   the quantities available 

on the market.    But the experts from ILE.L.E.N.A. Researoh Institute, 
being wall informed about the shortage of foreign exchange in Perovia, 
suggested that a portion of produotion be exported which was readily 

acoepted by the National Planning Agency.    Furthermore, the National 
Planning Agency proposes to the investor to sign a long-term oontract 
for exporting 2,50OtOOO meters of poplin at the P.O.B. prioe of 

UBS 0.60 over the period 1979-1966.    Therefore, the sales of the 
ootton textile mill will be as stated in Table 15« 

Table 15.   Annual Sales 

I    t 
1979 - 1980 1961 - 1988 

Quantity   oZ Sales    Quantity   _. SalU I 
to 000**°*,    in 000   in 000     *£°V  in fr>0 1 
meters   dinar,/m dinars   meters   ***** dlnpxs f 

1. toports^/ 2,500      0.6 
2. Dornest ioally marketed     19,500       0.6 

1,500     2,500       0.6 

11,700   25,500       0.6 

Total    (1 + 2) 22,000 - 13|200    28,000 - 16, 

j/   The value of exports has been converted into dornest io ourrsnoy at the] 
official rate of exchange of 1 dinar   -   USI 1. ¡ 

After the separation of the quantities to be exported from those   < 
to be mold on the lo»eetio market, all information for applying prioing 

rulas appropriately is available.   But in doing the evaluation, the 

oonfronted with the problem of finding the adjusted rata of 
as all foreign oomponents have to be oonvexted into dinars not 

at Htm official but at an adjusted rate of exchange.   Hie tea« found 
that the National Planning Agency of Perovia did not set up the adjusted 

rate of exchange a« a national parameter.    Therefore, first it must be 
dsoidad whether to urna the adjusted rate of exohange or not at all. 

In the publication "Boononio Survey of Perovia", issued annually by 
the factional Plannln*? Agency among other information of an eoonomio 
natura, the balano« of payments situation over the last ten years, 
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together with the projected one for 1976 was shown.    übe aggregated 

information concerning the exports and Imports are reproduced in Table 16. 

It is obvious from Table 16 that there is a ohrcnic balance of 

payments deficit in Perovia in the period 1972-1976, and it is esti- 
mated that the situation will not change substantially in the years 
to ooae.    For this reason the demand for foreign exchange exceeds its 
supply and the official rate of exchange is less than the true value 

of the foreign exchange from the national point of view.    The balance 
of payments defioit will continue in the foreseeablo future, and 

therefore the adjusted rate of foreign exchange should be used in the 

national profitability evaluation of the cotton textile mill. 

On the basi« of      -available      information, the adjusted rate of 
exchange premium will be estimated as 

where   r - the adjusted rate of foreign exchange 

R - official rate of foreign exchange 

II « th« value of importa in the current accounts 

B • the value of exports in the current accounts. 

In doing so, we shall confine ourselves to the last five /ears} 
for 1972 the •AJ»tadrate of exchange is 

«ban the imports,  exports and defioit are converted into dinars at 
the offioial rate of exchange and expressed in millions of dinars. 

fable 16 shows that the adjusted rate of foreign exchange varies 

fro« year to year and this is a reason to find an average one for the 

whole period 1972-1976.    If it is estimated on the basis of a five-year 
period, It amounts to 1.202.    This means that the adjuated rate of 

foreign exchange is 20.2 per cent higher than the offioial rate«. 

Tor further analysis we shall adopt the rata 1.2 dinars   -   UB| 1. 

I 
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Having determined the adjusted rate of exchange, we can proceed 

to the proper evaluation cf outputs and inputs, which ia prosented in 

Table 17.    ftie value of outputs oonsiste of export s at F.O.B. price 

converted into dinars at the adjutlad rate of exchange, 1.2 dinars   » 

US$ 1.     The poplin sold on domestic market is actually import substi- 

tuting and is priced at the price which includes the C.I.P. price of 

poplin,  its import duties, transportation and insurance cost.   Of 

course,  its C.I.P. price was converted into dinars at the adjusted rate 

ot foreign exchange.    Subsidies are introduced at their nominal value«. 

Residual value includes only the value of buildings  and land at the 

end of 1988, which will probably be used for a new cycle of production 

as from 1989.    During disoussiros with the investor,  it was found that 

a relatively short life of the project is taksu,  which is equal to the 

duration of equipment.     This was done on purpose to follow comparatively 

rapid technological progress in the textile industry.    Hence, the 

investor will not undertake any major replacement,  but will start the 

second cycle with the existing buildings and new equipment at the 

present location.    Ihe fact that the time horizon of the investor's 

development policy is longer than the life span of the project shows 

that the projeot will be operated by reliable and competent people, so 

this fact was brought to the attention of the Perovian government. 

Data nonceming the material inputs were readily introduced in 

Able 17»   all imported componente valued at the prices including their 

C*I.F. price, import duties as well as transport and insuranoe cost, 

and oenverted into domestic currency at the adjusted rate of foreign 

exchange,   imong the investments the adjusted rate of exchange was 

applied only to the imported component of fixed capital. 

Repatriated payments were given as it was formulated by the 

investor and converted in dinars at the adjusted rate of exchange. 

1st national value added stated in Table 17,  row V, is broken 

dmm into wages and social surplus for further analysis. 

I 

m 
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tae notioes the difference bütween the annual magnitudes of the 

value added computed using the official rate of exchange (Table I4) on 

one hand and the value added computed with the adjusted rate of 

exohange (Table 17) on the other.    !3iis ia BO because the adjustad rate 

of exohange wis applied to all imported materials and investment, 

exports of output, import substitution as well as repatriated payments. 

through export« and import substitution the adjusted rate of exohange 

inoreaaes the value added while through imported materials,  investment 

and repatriated payments the application of the adjusted rate of ex- 

ohange brings down the net value added.   In this way we obtain a »ore 

pealistio picture of the true social value of the nat national value 
added generated by the textile mill projeot. 

Having determined the nominal values of net national value added 

throughout the project's life, we prooeed to the absolute efficiency 
test. 

1,2   A*>»olute efficiency test of the project 

Tasting the absolute efficiency of the textile mill projeot 

ooaprises the comparison of the project's net benefits with the resources 

«sad by the project.    More precisely, the projeot's net national value added 

has to oover wages and provide some social surplus in order to continue 

with the evaluation.    This comparison will be done t>s the noraal year 

and for the whole economic life of «ho textile mill. 

If the absolute effioiency test is based on a normal year data, 

tha projeot ha« to satisfy the following condition! 

iB  -   0 - (ki + D) 

where 10 

0 

Ml 

D 

V 

I 

absolute efficiency test for a single normal y«ew| 

value of output in a normal year| 

value of current material inputs in a normal y«mr| 

amount of depreciation in a normal yearf 

total wages paid in a normal year to loom! and 
expatriate labour. 

4 
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Sinea 1982 haa tan Ohmen mm the nomai yaar of tha textile 
cotto* «ill, ih« above condition turns out to bat«* 

'".'•,   -   "20,160,000 - (7,026,000 + 2,490,OOO) ^> 2,179,000 

or 10,644,000 >•*, 179,000. 

laar«fore, th« project paaaaa th« absolute efficiency teat alno« iti 
not national valua added oovers fully th« wages in thia year and 

generates 8,465,000 diñara of social surplus in te rae of internet, 
dividends, taxes, rants and undiatributod profit.   But in order to 
be quite poeitive, the expart group haa carried out tha absolute 

effioienoy taat on the baaia of tha whole eeonoaio Ufa of tha textile 
Bill*       .-...--. 

If thé absolut« effioienoy tewst ia performed on tha baaia of thè 
whola.lifè of the projeot, the oondition a project haa to aeat ia given 
by th« expression 

t.   - 
P n 

y (vi)t s -^% 
TTo" TT 

«aar« 1 ,%   -»   absoluta effioienoy taat indicatori 

(TA)t    -  net national valu« added axpeotad to be generated 
in the year t of tha project's lifej 

*t   -    axpeotad wage« in jmmr t (doaMatio and thoaa of 
forsignars which ara not repatriated).   Repatriated 
wafts are exoludad. 

fA|   •    discounting factor in the y«ar t derived fren tha 
social rate of discount. 

Äerefor«, if the projeot ia to paaa tha absoluta effioienoy tasit, ita 
set national value added generata* over ita whole life haa to b« at 
leaat equal to the wages paid out over th« seae period of tine, or 
poaaibly larajer. 

J/  AU figura« ara stated in dinar«. 



•T" » 

35 

Ott* neoeesary for -the above computation are given in labi« 17 

oontaininé: the nominal annual values of the was«« «d the net national 
valu« added.   For the abaolute efficiency test the »bove nominal annual 
valúas have to be diioounted to their present values, applying a «octal 
vat« of diaoount.    Such a discount rate was not readily available to the) 
teem of project «valuators. 

Unfortunately, neither the National Planning Jgenoy of Perovia 

nor the Perovian Eoonomio Institute did any reaaaroh related dir«otly 

to «atabliahing the social rate of disoount as a national parsswter. 

However, some research was done concerning the internal and 
•Starnai political and ooonomio present and future situation.    On th* 

Wsla of this information tlie evaluatora made the following oonAluaionai 

- ft« annual rate of inflation in Perovia has been running 

ov«r the last five yearn between 15 per cent and 20 per oent. 
At the sane time,  the prioes have been incmaeinf on th« 
world market at a rate of 10 per cent to 15 per oent. 

•   9M long-tern Ioana formerly taken by Perovian investor« 
abroad were given uuually at the rate of interest of 

12 per oent, which appear* to be the most frequent 

interest rate charged on these loans in the capital 
aarket with which Perovia deal«.    Furthermore, there i« 

no ai«* that this rate wilJ ohanc« subatantislly In th« 
foreseeable future¿ 

- fbm observed rate« of return on the lonf-teni investaenta 
in Perovia have been about 10 p«r cent and are expected 
to stay «ore or leaa the seme) 

- fa« Vive-Tear Development Plan of Perovia, which was 
•ooopted by the lederai Parlisnant six nonths ago, has 

pot auch emphasis on social end «oonomio development 
••pocielly point« out the need to improve the oountry»« 

growth potential but aleo asks for an effort to reeoh 

•oonomio independence as sraoh aa possible, i.e. to «tart '    ~ 
or to develop further th« import «ubstituting industrie«. 

Also, it ha« been decided to discontinu« the exports of 
Perovian raw materials and intermediate foods and usiaff 

la monestlo industries to promote th« export of final produot«| 
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-   The future politioal situation in this part of the 
world »«teas to be relatively risky since some of the 

developed countries are interested very muoh in 

P erovi an and neighbouring countries' natural resources. 

In addition to this, the Perovian Government intends to 
nationalise some large firms belonging to the foreignere 
and this may bring some troubles, too. 

Starting with this general information, the «valuators have 
oonoluded that the appropriate premium for a domestic project should 

be rather high.    The team oame to this conclusion taking into aooount 
the pronounced prospective domestic and foreign inflation, the 

relative political instability and the strong desire for development 

•f import substituting industries.    In such a way the social discount 
rate would be lower and more projects would be feasible.    The premium 

for domestic projects in accordance with this was set up at 0.25. 

The social rate of disoount was then determined using the rat« 
of interest in the relevant world capital market and the premium for 
dosMMtio projeots as follows i 

SRD r   - p .r w     'du 

8RD social rate of disoount 
rw   >   rate of interest in the relevant world 

ospitai market 

P4   •   premium for domestic projeots 

storing introduced the appropriât s valu« in the above expression, tarn 
social rate of disoount was determined asi 

SRD   -   12 - 0.25 x 12   «   9*. 

Therefore, the sooial rate of disoount to be applied is nine por 

ornnt and all nominal values of national value added, wages and invemt- 
amnt ara discounted at nine per cent and presented in Table 18. 

The summation of the disoounted values stated in the last 
oolumn of Table 16 show« that s 
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I 

12 

V" <VAVt 32,421,000 

12 

Vt 11,333,000 

Having introduced the «bor« amounts in th« absolut« efficiency 
formila, in obtain 

E   -   32,421,000 '^11,333,00*. 

Qiua, th« absolut« «Xfioi«ncy t«st of the co-tton textil« pill »how« 

that th« net national value added generated over its lifetia« «xo««ds 

th« wafM during this p«ripd by 21,088,000 dinar», whioh i« th« social 
surplus.    It ia to «ay that th« «am« conclusion,   but nor« founded, 
haa b««n reeehed a« befor« when testing th« absolut« «ffici«noy on 

th« noneal y«ar basis.    Sine« this project has'passed th« absolut« 

«ffioienoy test, the analysis is continued, carrying nut th« r«lativ« 

efficiency teat in order to ooapar« it to other ooap«ting proJ«ot« 
in th« t«xtil« industry. 

1.3   Relative »ffioisnoy test of th« projeot 

Ä« objective of the relativ« «ffioienoy t«st is to find «n 
indioator for Judging whioh project g«n«rat«s aaxisna net national 
value add«d relative to th« investasiate used, whioh ars th« aost 

soaro« factor« in Psrovia.   On this basis, all proj«ot« oosjpetinf 
for th« liait«* capital resouroes aay he ranked and a deeieion 

taken with regard to their aooeptsnee for iaplea«ntation or rejection. 
Ä« relativ« «ffioienoy test indioator aay b« arrived at by dividing 
th« discounted n«t national   valu« added generated by th« textile aill 

project by th« disootated invaatasnts in fix«d ospitai, indicated a* 
follows1 
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S [«N 

**•*• I0   -   relative affieianoy taat indloatorf 
(?l)t   -   net national valu« added cenerate* in 

tha yaar t of tha projeot»! lifai 
Zt   •   inveataanta in fixed oapital in tha year t 

of the project •• lifaf 
a-   •   diaoountinf factor in tha year t derivad fron 

tha m HQJII «Muña »-*"— 

întroduoinf tha data froa Wble 18 into tha above expreenlon flvas 
tha following reeulti 

therefore, a wit of iaveataanta in fizad oapital, «han discounted 
t« tha preeeat value, (anerates 0.93 »ita of discounted nat national 
ralo» addad.   Aie ratio in itaalf ia relatively hifh.   It ia alao 
hlfhar than tha ratio« of im other alternative tastila projects 
bainf examined by tha Paravi» «utherttiee,   tnorofero, tho"textllo 
oetton «ill paaaea tha relative effioienoy teat. 

In apite of tha fact that tha project oontributaa considerably to 
tha national inoone in tan» of nat national value fanerated, tha 
evaluation teaa fait that iti iapaot on other national aoononio end 
aooial objectives should alio be exanlned.   mia «as readily supported 
and aooapted by tha «inietry of Induatry and tha lational Plaminf 

of 

aw. 
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2.     IralMâtioo of the Projet in the UAt o^ftbT Develop»«it 

2.1 Introduction 

Up to now the «valuation bas been oriented toward appraising the 

*3roJí?t,.ÍL00ntrilsutiaa t0 *«• national value added of Perovia.    However, 
it remains to be seen whether this project ie justified when tut other 
development objective« are considered. 

*"• The present etat« of social and economic development of Pfrpvia  
•uggeets, and this was clearly stated by the Five Year Development 
Plan of Perovia,  that the project's impact on employment, distribution 

•nonff soeial «roups, balance of payments position, better usage of 
idle capacity in the country and international competitiveness of 
poplin exports mhould be viewed as very importent, too.    Consequently, 
tlM.„ej^uAXiQn_was oriented toward the estimation of the projeot'e 

employment effeot, distribution effect, net foreign exchange effect, " 
idle capacity effect and international competitiveness as well.       

2.2 amployont If feet of the Project 

Measuring the employment effeot of the cotton textile mill will, 

in addition to the project iself, involve the sector« direotly linked 
either at the input or at the output side.    In suoh a way, the total 

marter of worker» additionally employed will be assessed.    These new 

jobe will be created only if the oorrempondinf investment out leys take 
place.   Keeping this in mind, the employment effeot will be estimated ami 

Z. 

Z#   -   employment effect of the projectj 

V -   total number of unskilled worker* additionally 
employed} 

V -   total number of skilled workers additionally 
employed! 

TI   -   total investment outlays needed to open these new 
job opportunitiee. 

a^aJUitta, 
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Partly fro« tha formulation of tha cotton taxtila »ill projaot 
and partly after «akin* a apaoial inquiry, tho «valuator gathtrad tha 

aaoasaaxy inforaation for aonputinf th« «aplojnant affact, which la 

praaented :'n T&bl« 19* 

tabla 19.    H«a«nt« for th« Irolowant Iffaot Satinati on 

,—«*- yaaflyaBJts ^rsr 
workers     worker« 

390 1,967 2,357 38,200 

34 - 34 55 

11 
23 „ 

11 
23 

50 
5 

97 15 112 202 

521 1,982 2,503 30,457 

1.   Cotton yam «ill 

2*   Production of input« 
- Cavalcala 
- Sarvioaa 

3. Uothinff industry 

4. Volai (1 + 2 + 3) 

9M ootton tastila «ill will, tbarafor«, dirootly and indinoti/ oraata 

2,503 naw job opportunitiaa, but for this 38,457,000 dinamitad to bo 
iavaatad«    *y introducing thi« inforna* ion in tha aapraaaion for tha 

aaplojaant affaot wa gatt 

>1 + 1.9Q2 ». - ^mM - o-«*4 

aaowinf that a Million of invaataanta will op« 66 ¿ob opportunitiaa. 

1ft« oonparieon with tha anployaant affaot froa othar altamativa 
projaot«, thia ona waa found to ba aooaptabl« linoa it oraata« aera 

Jab opportunitiaa par unit of oapital invaatad. 

2.3   ttatrlbation Iffaot of tha Proiaot 

m avaltttttinff tha diatribution offaot of tha ootton tastila ai 11, 
«a ata intaraatad in tha distribution of tha valua addad batwaan tha 

aareara, tha profit aarnara and tha fovomaant.    Hila anana that tha 
diatribtttion affaot will ba ooaputad aooordinf to ina following! 

I 
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B§" VA 
vT 

.-¿-¿JE 

DB«   . VA* 
TT 

where OB     -   distribution index of the wage earnersf 

Mr   -   distribution index of the profit earners} 
TOT   m   distribution index of the government! 
VA' 

VA"   - 

VA«   - 

net national value added distributed to the 
wage earners in the normal year, i.e.  1982} 

net national value added distributed to the 
profit earners in the normal year,  i.e.  1982| 

net national value added distributed to the 
government in the normal year, i.e.  19.82. 

It may be pointed out that the share distributed to the 
earners encounter« only vafee, the profit earners get dividends, 
interest and rent while the government gets taxes and the total 

interest on domestic loans sinoe these are loans «ranted by the 
Perovisn National Bank.    Therefore, the first step in assessing the 
distribution «ffeot is to determine the net national value added 

generated by the project in the normal year (which is 1982), as well as 

the share going to the wage earners, profit earners and government. 
«Us is done using market prices and is presented in Wble 20. 

Ifring the data from Tuble 20 in the above expressions, we obtains 

iîSfc» «'«»"- »* 
- H»î 355 x loo 

DB*   - 000 

-     4.36* 

x 100   -   14.55*. 

S 

X« em be sten that the main beneficiaries from the distribution of net 
national value added are the wage earners and the government, mho get 
29.S7* end 14.55*; r«ejpectlvely.   However, it should be pointed out that 

tfc* government has direct control of the undistributed share of the net 
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Table 20 

I Distribution of the Met National Valu« Added in 1962 
(in 000 dinaro) 

I.   VALUE OF OUTPUT 
1.   Sales revenue 

II.   VALUE OP IMPUTO 
1. Investment (deopeciation) 

2. Currant matorial inputs 

2.1 Domestic 

2.2 Importe*!/ 
2.3 Infraitruotural servioes 

III.    DOMESTIC HIT VALUE ADDED (i-Il) 

IV. REPATRIATED PABOEJTB 

1. Wage« 

2. Dividendo 

3. Interest 

IV. RATIONAL VET VALUE ADDED 

1. Wagoo 

2. Dividondo (private) 

3. Government rovonu« 
(profit, taxée and interest 
on doaeatic leans) 
Undistributed profits» 

16,800 
16,800 

8,900 

2,490 
6,410 

3,160 

3,080 

170 

7,900 

963 
100 

74 

789 

I 
6,937 

2,079 
304 

1,009 

3,545 

1/   Value of imported current aaterial inputs is converted 
int> dinars at the official rate of exchange 1 dinar « UBI 1. 

y   To be used for finanoing future expansion of the fin 
reserve funés, sooial welfare funds, eto. 

•^•ÉMÉriMC«M«hlSJIM ..?ng..T. fc.v^   # * > 



•^ »*^em* •r • 

- 45 - 

national valu« added amounting to 3,545,000 dinar«, whioh will b. used 
for expansion of the fi«, reserve funda, social welfare fund«,  etc. 

The wage earners will get « considerable amount of fringe benefits 

(kindergarten, hospital, theatre,  ¿«ecreational facilities, low priced 
food in the cafeteria, etc.) financed from the project•• social 
welfare fund to which part of the undistributed value added will be 

allooated.   It is estimated on the basis of past experience and com- 
parison with other competing projects that the cotton textile mill 

provides considerable direct and indirect benefits to the wage earners 
as well as secure funds for further development of the firm. 

2«4   Het foreign Exchange Effect of the Project 

The implementation and operation of the cotton textile mill will 
require foreign exohange, but on the other hand, thia project will 
ssws Perovia some foreign exchange,  sino« it earns foreign exohange 
through exports and saves it through import substitution. 

Ift order to assess the impact of the project on the balance of 
pajarante, the net foreign exohange effeot will be estimated.    This 
affect is expressed asi 

KHftS, 
n 

(n - n\ ^ 

PO. . 

nsalwji.Af.Ahe -«-«e-.t^cign exohange effeot | 
foreign exohange inflow» in the tth yeari 
foreign exohange outflows in the tth yearj 

•j   -   discount factors at selected social rata of 
disoounti 

n    •  nuaber of yean in the project *s economic life. 

ft« information naaded for estimatine the net foreign 
affect of the ootton textile mill is given in fable 21.    She items 

la this table wars expressed in dinars applying the official rats of 

The analysis of the net foreign exohange oould be carried out 

into consideration the whole life of the project, but also on 

basis.    Tahls 21 indicates that the ootton tastile mill 

I 
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will have over ita implementation period positive net foreign exchange 

flows, whioh meane that the foreign loan given by the machinery supplier 
and the foreign equity capital are sufficient to finance the foreign 
componenti of investments.    However, starting in 1979 and later, the 

projsot will have negative annual net foreign exchange flows due to 

repaying foreign loan (principal and interest), importing current 

material inputs and repatiration of wages and dividends.    Situation 
ohanges radioally when the foreign exchange saved due to import substi- 
tution is taken into consideration.    In this oase the net foreign 

exchange effect is positive throughout the project's lifetime.    3y 

discounting the annual net foreign exchange effects at the social rate 

of discount, we arrive at the present value of the net foreign exchange 
•ffeot amounting to 55(019,000 dinars.   Hence, the amount of foreign 

exchange earned and saved for Perovia by implementation of this projeot 
would be suoh that in spite of repaying the foreign loan,using imported 
material, foreign equity capital and personnel, there is still a 

surplus whioh in teras of present value amounts to 55,019,000 dinars. 

I»5   Idle Capacity Effect 

It has been noted that there is an idle capacity in the factory 

producing chemical», whioh are not competitive and therefore not exported 

abroad, as well as in the domestic production of the indlreot production 
materials due to the lack of demand for their produots.   The'imple- 

mentation, of the textile mill will increase this demand and use. up ths 

axisting idle capacities generating an additional valus added in these 
Motors without any additional investments.    Therefore, the team of 
«valuators decided to acoount for this part of the value added by 

ooaputing the idle oapacity effect of the cotton textile mill in the 
capital soaroity situation as follows! 

a n 

>    <VA>t N * V" <*Vt S 
i.   - tu FTP 

. n 

m 
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where Z,    m   idle capacity effect f 

(VA),    m   net national value added generated by the 
project being evaluated in the tth year} 

(?*. )t -   net national value added generated in the 
linked up sectors presently having idle 
capacity? 

I.    •   inveitfflent outlays of the project being 
evaluated in the t*b yearj 

•u.   -   disoount factors at the seleoted social rate 
of disoount; 

n     -   number of years in the project's life. 

Part of the information necessary to estimate the idle oapaoity 

effeot was already prepared.    Present value of the net national value 

added generated by the ootton textile mill and the present value of 

investment were computed in Table 18 and amounted to 32,421,000 dinar* 

and 34,776,000 dinars respectively.    However, the information regarding 

the value added generated in the linked-up sector is still missing. 

After analysing the production    capacities of the inputs, it 

found that there is an idle oapaoity in the production of chemicals and 

indirect production materials which is due to the lack of demand for 

these products.    Ine cotton textile mill will oréate an additional demand 

for them, and as a result of the   usage of the idle oapaoity, the 

value added in these sectors will be higher for the amounts as stated 

in fiable 22. 

Pable 22.    Hot lational Value Added in the Linked-up 8ectort 

(in 000 dinars) 

 TO—TO—wi—T585—m TO/BS 
 3        4 ? i—L Ú- 

60 20 

60 20 

1. Production of                 95 
ohemioals 

60 25 

2. Production of               180 
indireot produc- 
tion materials 

155 110 

3. lominal net national   275 
value added (1 + 2) 

215 135 

4. Disoount faotors at 0.772 
social rate of 
disoount % 

0.708 0.649 

5* Discounted net              212 
national value 
»4««d 0 « 5) 

152 88 
I 

11       «99 
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As shown, the valu« added on the basis of better usage of the 

idi« oepaoity in the production of chemicals will appear only in 1979, 
i960 and 1981, and the one in the produotion of the indirect produc- 

tion Materials in the period 1979-1983.    Or, in the ether years of th« 
ootton textil« project's life there will be no idi« capacities in 

these sectors.    This is due to the growing demand for chenioals and 
indirect production materiale in Perovia. 

Having introduced the relevant figure» in th« expression for the 
idle capacity effect, we obtains 

i£lá»7# »222 .  o.» 

Au», th« implementation of the cotton textile «ill will gen «rat« 

over the whole of its life 0.95 units of value added per unit of 

inveetaent after inoluding the value added in th* seotors presently 
with idle capacities. 

. It is of some interest to ooapare this figure to the outooae of 

the relative efficiency test in the ospitai ooaroity situation.    Hiere 
it was estimated that one unit of the investment outlays would generate 
0.93 unit« of valu« added when th« whol« lif« of the project is 

considered.-/    This oo-efficient is somewhe>t higher now as the nominator 
is larger due to thè inclusion of the value added to be generated by 
present idle capacities. 

2.6   International cnawetitiveness 

Isa group of experts evaluating this project decided to estimate 
the international competitiveness of the cotton textile «ill sinos a 
part of its production will be exported.    In order to do this, the 

international eoapetitivenass indi oat or   was worked out acoording to 
the expression!      . 

I 

J/   Sat Section 1.3 of national Profitability «Valuation. 
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(n-Fo)t ^ 

ul 
*t S 

IC   -   international ooapetitiveneee indicatori 
PI.   -   foreicn exohance inflow of the projeot in the 

year t of its lif«j 

fOt   -   foreign «xohanc« outflow of th« projeot in the year 
t of it« lif«f 

QL|   -   doa««tic r««ouro« oo«t« (dornestio oonponant of 
inveataenta, current material inputa and wagee) 
of th« projeot«a output in th« year t of ita lif«| 

a^     -   discounting factor at th« ««l«ot«d aooial rat« of 
diaoount in th« year t. 

Foreign «xohanff« inflow« and outflows aa wall aa th« doaeatlo 

• raaouroa ooat hav« already b««n ooaputed in Tabi« 21, hut th«r« they 

were atat«d for th« total annual production.   How, «ino« th« international 
oonpetitivaneea ia analyaed only for exports, we have to aooount t>r 
the foreifn ezohance inflows and outflow« and domeatic raaouroa ooat 
related only to the quantity of exported poplin. 

Irports of pqlin anount to 8.93# of th« total annual production, 
which l«ada ua to tak« into consideration only 8.93JI of eaoh forai«« 

eookanc* oonponant and doaastic ooaponent (inveetnante, ourrant 
arterial input« and wacaa) whan ooaputing the «leaents for ostinati« 
of th« international ooapetitiveneee.-2/   lhi« ia to say that we 
aooount only for the effeot which reflects th« production of poplin for 
«avori aacuntinf to 2,500,000 »etera. 

J/   In order to be quite areolae, it should he not«« that this 
peroentace ia eoaewhat higher in 1979 end 19Ö0, out it woo 
aooepted that the exporta sake 8.93* of the annual production 
la ovary year of the project'« life. 

mm± _.vv. 
•*•—"si wáia 

vf il*. 
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Foreign exchange inflow« and outflow valid for the export #of 
2,500,000 iitiN of poplin «re oonputed in Table 23.    ttey art con- 

verted in dinars at the adjueted rata of exchange, and than discounted 
at the eociel rate of diaoount.   The present value of the net forai«* 
exchange earnings turns out to be 6,783,000 diñara. 

Jnnual donestio resource oost also baaed on the quantity of 
2,500,000 meters of exported poplin is worked out in Table 24.   It« 
present value amounts to 4,055,000 dinars. 

Therefore, after introducing the above figures in the expreeaion 
for the international competitiveness, we geti 

10 - mm - '•« 
Slnoe the international ooapetitivaneaa indicator ia larger than 

one, it ia evident that the exporta are Juetified irraapaotive of 

prioee axpraaaad in monetary tenus baaed on controlled exchange rata. 

One wit of doaeatio reaouroe oost ooouring in the textile ootton »ill 

will generate 1.67 unita of net foreign exchange eaminga in tensa of 
their preeent value,    Therefore, in addition to the recovery of doaeatio 

reeouroe« used in the project, there will be a considerable aurplua of 
foreign exchange over and above the doaeatio reaouroe oost. 

é 
i 

• > .» 
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IV.        Evaluation Summary 

Criteria Valuation Results 

I. Ce—roial Profitability 
1. Simple rate of return on 

total invettaent 

2. Staple rate of return on 
equity oapital 

3« Psjr-baok period 

4. *•* présent ••lue (ïPV) 

5* latio of XP? to the 
présent value of total 
investment (KPVR) 

6. Internal rate of return 

?. »et (ICB) 

The simple rate of return of 
the project is expected to be 
13.5#-    Since the prevailing 
market interest rate ie 6.5J& 
for domestic loans and B/¡> for 
foreign loans, the project ie 
commercially satisfactory. 
Ine simple rate of return on 
equity capital is 57.2$. 
This is a very high rate. 
Ine project is acceptable 
unless there exist better 
possibilities for the private 
sector to invest. 

Ine pay-baok period is eight 
years.    The project is satis» 
factory in view of the past 
experience of the investor. 
Aere is no competing project 
with shorter pay-baok period. 

The HPV is 15,413,000 dinars. 
Since the HPV ie positive, 
the project is acceptable. 

ÏPVB   .   0.45.    A discounted 
unit of total investment 
creates O.45 units of net 
present value.    The project 
is acceptable since the pre- 
sent value ratio is relatively 
higâ»  and there is no better projeot. 

Ine internal rate of return is 
14*36.    One internal rate of 
return is considerably higher 
than the rate of interest on 
loans for this projeot - 6.5JI 
for domestic loans snd 8£ on 
foreign loans.    Therefore, the 
projeot is acceptable. 
Snows deficite in years 1979 
snd 1980 but covered by govern- 
ment subsidy.    Has considerable 
surpluses from 1961 onwards. 
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Criteria Evaluation Results 

Qmral Conclusions on 
dommercial Profitability! 

II. Ifctional Profitability inalbai• 
1. national net valu« addad 

oriterion 

1.1 Ibaoluta efficiency 
taat 

1.2 Relative affioianoy 
taat in oapital 
aoarcity situation 

2* Contribution to othar 
objectives 

2.1 Beplogneent effect 

2.2 Distribution affa«« 

Ih« project ia acceptable on 
commercial profitability 
(rounds.    It needs government 
subsidy only during tha 
initial operation ita«**» 
1979-1960. 

A« project ia expected to 
generate 32,4*11000 diñara 
net national value addad o< 
prising 11,333,000 diñara 
Iherefore, it generatea oonsi- 
derable aooial lurplua and ia 
aooeptable.    The project paaaaa 
the abeolute efficiency taat. 

One dinar of investment in 
fixed oapital generates 0.93 
dinars of net national value 
added.    This ratio in itaalf 
ia relatively high.    It is 
also higher than the ratios of 
other alternative pro J act a. 
Therefore, the project pausas 
the relative efficiency test. 

One sillion of investment s will 
open 66 job opportunities. 
Isis project is aooeptable 
sinoe it oreates more job 
opportunitiea per unit of 
oapital inveated than other 
alternative projeota. 

lite main benefloiariea of 
this project will be wage 
esmera and the government, 
who get directly 30)t and 
14.5* of the distribution of 
the value added.   In addition, 
the government has direct con- 
trol of the undistributed share) 
of the value added, which will 

\ 

iitai «••••MeriH J 
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2.3 Iti foreign exchange 
effeot 

2.4 Idi« oepacity effeot 

2.3 International OOmpstitive- 

Evaluation Result* 

be used for farther expansion 
rmmwv9 funds and soci»! wel- 
fare funds for \he benefit of 
waff« earners.    * 

The project has negativ«« 
annual net foreign exofcaog* 
flows.    The situation changss 
radically however when tfl« 
foreign exchange saved du« to 
import substitut ion is taken 
into considérât*«*.    In thift 
case the net foreign exohang* 
effeot is positive throughout 
tha project's lifetime.    The 
preeent value of the net 
foreign exchange effect is 
55,019,00) dinars.    Hann* 
tha project is acceptable. 

Ona dinar of investment in the 
«ill generates 0.95 dinars of 
national value added within 
this project and direotly 
linked sectors.    The imple- 
mentation of the project will 
help to utilise idle oapaoities 
in the production of chemicals 
•a wall as of indirect produc- 
tion materials. 

One unit of dornest i o resource 
cost ocourring in the textile 
•ill will generate 1.67 units 
of net foreign exchange 
earnings.    Therefore, in addi- 
tion to the recovery of domestic 
resources used in the project, 
-there will be a considerable 
surplus of foreign exchange. 
Hie export of poplin is justified. 

Panerai Conclusions on 
laUW ProfUacilUy 

The project is acceptable on 
national profitability grounds 
am well.   It paeaee the value 
added test as well as shows 
very positive results in con- 
tributing to ether development 
objectives of Perovia. 

I 

tilt 
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