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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.
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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.
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Meeting of Top-Level Industrialists
on Factory Establishment Projects
in Developing Countries

Vienna, Austria, 18 - 20 November 1976

INPLEMENTATION OF A NEW MANUFACTURING PLANT WITH
SPECIAL EMPHASIS ON FINANCIAL ASPECTS

by

Glindtiz Pamuk

Different phases in the task of "A new manufacturing plant going into production®
will be studied by adopting the chart uced in our group.

I chall try to makc shorli commenis for every phase giving special attention to
financial matters. I shall not rcpeat methodc and things alrcady known, but will

try to give some account of our own expericnce and results.

* Executive Vice President-Planning, KOC Holding A.S8., Ingstanbul.

y The views and opiniono expresced in this paper are those of the author and
do not necessarily reflect the vicws of the Sccretariat of UNIDO. This paper hau
been reproduced without formal ecditing.
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In (Proposdtion Phase ) a dotiailed Gescripbisn of project in a
forual way before going into the work of prepaming a detailed
feaslblilly revort is »f ulmcut imortance,The decision makers
and technlodans iust have an 1dea of the scope of the projoct
(sales, tobal investments, techrelogy, 0id....) before deciding
on a cogvly feasdbility sucvey. ¥For big projects Feasibility
Study budget and "time sran " muwst ho deelded upon,

This precedw:o raves o 1ot of moncy, time aud milscadocebandng,

Feagiudlity Suudy muct contadin oll nocesnary indormation for
wogglble altemative decilislong. Environmcnﬁ', weonomy of the
counixy, Demand Projectlon;:,fBales, Competiltion; Techndl gy
Invesgtments, Nachinery, Ccots, Proforma Lalance Sheets', Financing,
Organization and Poruonel . Training, Follow wp, ctce., must
figure dn tY final pee-wmiction.

vinaaes by adtforard groups and there albos can be more frwdtful
4if the reader ard nsmber of noecting find answers to their quoes-
tiong in the Feasibility Study keport,

Firancing of irojucts have bocone the rajor exritleal point be-
cause of th: high Interes’ rates epecinlly dusing the last 2~3
years., In my country rates of tax free Governnent bonds being

% 11 this Lecds to % 18 for private company bond rates and up

to % 20 for bank zatcs wibsh speoilal taxes and other taxes levied
upon loais,

Profitabilily of o proyect is seriously tirsatened a@peclally
during the initial years of ‘the production where loans too are
to be repaid in installments.




In ordar tc operate effisiontly at the sinct up thy firus hws to
ovluate thelr necde for workdr, canital accurnioly and phould
be prepared to financoe shis noed,

tgually in the Initial stagos of ~ project, lic win goal 1g to
invest in lond , bulldings and machiney. Uhe wericing capltal
that d4s required dwring the first years of oporatlon is apsuned
to be readdily available threugh bank “cong, Fhore fuc also tho
offort of the project director %o leemeen the canlicl require nonty
so0 nake the venture rnre attractive bo decioilon wakers . In nany
cages, thins worke aghl i hlu,

“he calouwlation of the working caplial changus w!th respect to
tke production and sales pattorn of the Lubigsryy Cor oxasple, in
agricultural induwostries production may oe geagonal; purchasing
nmay have to bs done at very large scealen or ray devend on traditi-~
ermal cugtone of trnde § salus faancing roy nave to bo donc by
7irn or by othor independent custorier fixrnas. ALL thosc effeots
the entries of o talunco sheet witl virydng sdenlficance, Wo
will-not analyne the nethods and calculation of such offecty

in ddfferent industrial seoturs, Bul wo shall advooate 4ho invoge
“dgatlion of firne in mindlsr industries (hordzantal swurveys) emd
uledr talanoé ckeetn in tine(Vertical surveyn) and try to adopt

2 sindlar pattorn ae nodel.

If “he projJect is a new pluri, preporation ¢f +he nwdel »f g
ceritioal and sensonel balance 1s nbgolutoly eugontdnl , It 1a
also poasible to nweune that tho expeotod baloneo siteet will
have the conpositicn of the previou: talonos stheets, if {the
degroe of dntegration is not chungod 1 tha firn oo 1L, the
project oovers the bulldin: of a seecon' peant or un expansion
of the production capacity, Of couruc 11 iy nocousary to nake
relovant changes of the Wlunce shec entrios Inplicd by new
autonotion, different salss oondltion, otc., But for nost cagos
these have seoondary coffacts.



In this faghlon , taklup into congldoration 1the balance sheot
entrics , a projcected balanoco shoot should Yo developed. Usunlly,
in real 1ib, this approach is ignorod and the plant and naoh‘.lnery
becories the ocontral problon, For this reason fron tho vexry ptart,
such a naew production facility suffors fron the uhortage of
working oapital, Unfortunatoly, in Turkey the attidude of the
finanoial institutions and the ppvermnent encowrage projeqta to
estinate the woridng capital at unrealistioaly low levelsy this
@p 1s then tried to s closed by cash advances fron ows touers,
(I the product 1s o good ona )

In all govomnent investinents total capital oexpenditures nean the
sun of land building nachinery and erection costs.. Working ocapi-
tal 18 not wontloned ot all anddcs not enter in total sun,

4. The exponditures survey is followed by dcoisions for buying and
exagcutlon together with spocall types of training prograrmes for
all levels of tcochniclans, worl.ra and enginoors should be studied

espeocianlly in now technology using plants.

5. Genoral report for sliple follow-up should be given regularly
by the project director to all concerned . Now Techniques ocan dbe
wsod if neocssary. The sirple (GAND ) type, tine and work diagran,
is the nost used and ensy to understand . However; during last
years OPM is also favorod boocause of nany ndvantages, suoh as
secing tho critical path and points, having a visual idea of
the situation , and casy transfornation of tho nodel and the
problen in nind etc...

The cooperation and follow up of high lovel memagcnent for this
"Follow up " repurts is of groat inportanco’




6. With prodootion (Production Cost Control ) olso bogins, Here (
we agein oone bnok to the importance of a ocorrect caloulation ‘
of working oapital. Cost analysis and oconperison with initinl

figures should bo domoe at moon as possibtle oven in sucoesful
ruming plant, This can “give additional useful infornation for
futuwre project making and the industry itaelf.
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