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Chapter 1

SALIENT FEATURTS OF THE YUROSLAV 1CONO:.IC SYSTRM

An attempt will be made to present briefly the more essential features
of the Yugoslav economic system, primarily those having significance and ine
fluence on project appraisal.

The fundarental features of the Yugoclav economic system consist ofs |
society-otmed production facilities, disiributionc” national incoue according
’ ‘ to work accorplished and self-menagement by the manufacturer as to the social
: reproduction process,

* The system of administrative econoric control has been abandoned in

) Yugoslavia in favour of the syscem of vorkers seli--management, In conformity
with the neneral orientation toward Jecentralization, both politically and
economically, the allocation ol investmant funds has been and is being carried

» out' in sucha war that the major part of those funds is left to the enterprises
i.e, direct producers, The role of banks is becoming more important, as they
adninister the common fund of social reproduction on behalf of the socinl col=
mnity, The banks are not only the distributors of funds, deposited with them
by the social-political communities, or executors of their orders, but are also
becoming institutions doing business on the basis of ecnnomic prineiples, All
these measures are aimed to shot more respect for market irpulses in production,

elimination of bureaucratic state relations to encourage more interest in pro=-
1 fit-making, increase of nroductivity as well as to create conditions remired
to conform tothe international division of ladour, .

I Exingicles for Project Design

Provision fo Jt,he design of investment projects has been enacted in a
special federal law.~' On the basis of that law, the socialist republics (there

are six of them) enacted their laws and other regulations, further elaborating

the basic principles of the federal law, and, thereby, indicating the partiou= ‘
larities of each republic,

ﬁ Basic Law on Construction of
Investment Project (Official Gasette |
FPRY No, 45/61 of Nov. 15, 1961), g
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1, Investment Decision Making

The law mentioned ahove stipul~ted that the investment deeision (i.e,
decision conceraing construction) is mede by the workers' council of an erter-
prise (the hishest managerient body of an cnternrise). “‘hen m enterprise does
not yet exist, the decision concerains the investmert is rade b t'e zociale
political commnity (republic, region, province, district op conmure, )

By that act the vorkirr collectives “ave beren riven rreat rizhts and
great resyonsibilities szt the sare time, It mears Practicaily that it is un
to tlem to decide what wil] be zonstricted and vFen, as well as toat their de-
cision is not subject to any annroval, The ccnsequences of such decisiors -re
far-reaching as far as the enterprise is concerned., The very fact thsat the ’ ‘5.
decision is not subject to any aPnroval, erpasizes the dutr of the orieing ,
collective to study the problem in cetaj] hefcre makin~ the invesinent deci-
8ion, The morking collective can meke $uch decision onlr on the 078is of a
well-prepared econoic and technicnl docurientation, According to carlier regu-
lations, suc' documentat ion h7d to be swumitted to g special control commi-sion
for approval (as an orgen of the social-political comrmnity), The documenta-~
tion, submitted by the eaterprise, had to be androved b tht comicsion end,
after the receipt, of anproval, construction could be undertaken, ‘ftep tre
abolition of such anvroval, the vorkin:; collective becomes the only facter in
decision-mn.king, Tor it is vresumed that if a rorlzin~ collective knows how to
manage an enternrise, it 1il] be fully comizant of the need to expand, recon-
struct end moderni.e its Plant as well as ho', 1hen and to ‘hat extent it
should be done,

The results achieved after the abolition of administrative corntrol by

state organs, shov that the enterprises are opcrating more Successfully and
with greater re sponsibility,

The orleine collective ¢ n Limeditely immlement its investment deciw
8ion if there ape finds availible, If there are no Su fTieient funds, they
8pplyto the hank for eredit, In that case the investmant decision crn be
realized only if the credit is approved by the bank, T¢ siould be emphasized
that the bank does not make tre investment decision, byt only arproves or dis~
&pproves the decision already made ~s the bank is only Particinatine in the
financing of » Project as determinec by the investor, 1If the bank denies its
approval, the enternrise can ianlement its decision after Provicin~ the missing
funds, either from their own or from Wothrer bank's funds,

2, Other Basic Princinles Concerning Investment

-

Among the more important Princirles, the folloving ahoﬁld be emphasised:
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a/ the difference should be madc betueen twc types of documents per-
taining to investment, i.e,: investment prograime and investment teehnical
documentation., The legal definitions of those elaboiate “ocuienis read as
follows:

= The investment orosramme i3 » document detominin~ the investment
project to be constructed, providing rnalysis ¢f eonditions for the construc-
tion of the investment project =nd showing justification fur the construction
of th.t project,

= The investnent teclinical docum.nt2tior is 1 doewient contalring a
detailed study of the tcchnolopical-procistive i.,c. exploitation cor.cention for
the investment project, »nd furnisi:iing technic.) solutions for its construction,

' Henceforth these torms vill hHe used in the sense of the ahove
definitions,

The investment ceeision is Leinr mnde on the basis of tl:e investe-
ment nro~ramme, The investrment prcir: me is attached to the unmliec-tion for
eredit, submiitted to the bank., The very iLmlenentation of the investient
project is made on the bssis of the investment tcechnienl documentations

b/ The investment proiects are beinz constructed either to fulfill an
carder siven by an investor or directlr for market;

¢/ The construction of an investment project c~n be undertaken only
*f the financial resources have been completely provided, either by me~ns of
own funds or through a credit, The reason for such a measure is to prevent
the beginning of construction vithout sufficient {unds for its comnletion}

d/ The construction works and procurements are usually carried out by
the producers (contrncting firms, construction enterprises and plants), but,
exceptionally, i.e, in special cases, by the same enterprise. The construction
can be undertaken after receiving the approval for construction, issued by the
competent orgcn.

Il Social Plans, Credit Policy and the Role of Banice

The roals, tasks and lines o” nrocedure concernin~ the improvement of
the economic s -stem, economic davelopment ind mrterial basis for other socl
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: A8 mav be seren from above, the banks ~re very immortrnt in the implew
‘ mentation of the investrment policy ns they esn indenendent - make decisions
within the rener:} ‘uidelines, without A1y influence erercised by st-te organs,
| The relations betieen the bank and the economy k-ve bec.me rvpe firm, for, on

one “i2nd, t'e entervrises Are ~drinisterin: t'e bhapk ‘nd, on the othep tond,
"ith resord to the fact tint the clients "re freely choosin- theip brn'cs, the
bank is eideavoring to Attroct them by business]ike operations,

IIX () )
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The specific socinl constitution of Yuroslavias reflects also on income
distribution, 2 better rnderstands

<7 of cost, incone determin tion and distri-
bution can be Achieved from the folloin: condensed scheme;

I Total revenue

II Distrimtion of total revenye

1
V Material ang overicnd exnenses

a/ Materinl, pay m;

terials, externa1 services
b/ Investrent rint

and so on} 4
en~nce}
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¢/ Interest on credits ‘or tomnorary working assets
(working capital);
4/ Interest on investment creiits for:
- f{ixed assets
-~ working assects (perminent)
2/ Derreciation of fi.ed assets
3/ Interest on busincss fund
L/ Other contrilntions
TOTAL OF . TION LAPL'MIT'.ES
5/ Turnover tax

GRAND T0TAL

IITI 1Incoms
1/ Contribution out of income
NET REVENUE
Distribrtion of net revenues
1/ Personal incom~s

2/ For funds of the cntoerprise

S In connection with some elements of the nbove scheme the following is
erphasized, i.e,:

« intererst on the busincss fund is a kind of tax paid by the enter-
prise at the rate ranging from 1 to 6 per cont according to the type of entore
priso, Thc rate is being applied to the amount of the business fund of the
enterprise;

= the business fund raeprvsents the onternrise'!s own resources)

- ocontribution out of income (under itom 1II/1) is also a kind of tax,
paid b” onterprises to thu community. The contribution out of incom~ has boen
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abolished for the major part of enturpriscs, but therc is a tondency to abol-
ish 1t for all enterprises, with the purposc to strengthan the matcrial breis

of sclf-managoment;

= the income is obta.n~d after deduetion of the turnmovspe tax and
operation exoonditrres from the total rcverue, The ineom- daductnd “op T Pe
sonal incomes reproscnts g categeory apnroximately corresnoniting to the nrefit
cat2gory;

= not revenue s beine distrituted into personal incomes and funds of
the enterorise, Tha working collective i3 ird2pendently nakine decision as to
how much will be taken for porsonal incomes ard whieh amount will be fo~ the
oenternrise's funds;

-~ distribution to som. orkers is made aceording to the resyits ¢l
works

- the enterprise has tic following funds: busincss find, reserve fund
and collcetive cansumption furd (serving for investment s in social scrviccs
and staff educstion),

Honce, th: basis of the socie-economic rulations in Yugoslavia is:
sooicty ownership, self-managemint ang distribut ion according to ror'c,

IV Investment Financing

1. Resources “opr Investment Financing

Investmant financing comes from the investor's own rcsources, bank
funds, rosources of housing construction and othar funds as well a8 budgrt ree
sources, Each type of thesa reeourc-s is S'prately showm due to th.ip

charactcristics;
»/ Investor's own Iesoureos

The invostor!s om resowrecs for invistmont finaneing inecludo:

= monctary rasourccs fop investment Purposcs, accuired bv the economie
orgmnisation during the distribvtion of incomc, Thege funds can be usod for
finaneing n.w :I.nveutmmts, ¢Xpansions, reeonstructions and ndaptations,

———

J
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Thoso resourc. s arc new eonaic crbly highcr than formerly as a result
of changes in the monoy-makine swatom, 4s was >ntioned b.farc, th. social cone
tributions, paid Ly the ntererisc, arc ner eonsidorably lover, nnd the major
part of rcsources from aceumlation 're loft Lo the cnberpriscs

-~ depreciation Cunds, Aftir th. rceonst ction of fixced esscts and the
increaas of dipreciztion rates, ¢s will ~3 the intr-Cuction of furction-l dcpre=-
cia.tion—/for A grecier muioar of fixed aes b8, tlosc furds becnun aore signi-
ficant, too;

= funds for fin-necing of socinl scrvicas, A4s was already said, these
funds arc also acruircd ducirg the distribution of r.alized incoue,

All in all, thc inv. stor's o'n res-urces qre baceming more nnd rore an
importsnt factor in the fin neing of the enlarged productiv. forccs,

b/ _Bank=fupd

Fvery businoss bank has 1 credit fund for gronting credits, but other
funds can be eollrcted for that nurmose, The investm nt financing from bank-
funds can bo mude only in the form of crcdits, and not in the form of grants,

The cradit fund is badng formed from the following resources:

~ those invested by working and other orgnizations in the form of
thoir sharc as bank founders,

= thosc deposited by socinl-politicnl communitics in the form of thoiy
share as bank founders, and

- bank rcvenuc,

Tho crudit funds of the banks, prrticul-rly thosc of the federsl banks,
are importmt finwncinl resources with reanrd to the faet thit the resourccs of
the nbolishzd soeinl investment funds, formerly the main sourecs of investment
financing, were transfcrred to the credit funds, Payment of doposit to the

&/ In Yugoslavi:i thire “re fixcd denrceinstion ratcs
as well as minimumemaimun rates with a tundoney
of further axpansion of functional depreciation,

.



bank orcdit fund is a new Mmoasure, cst~blishcd by the new Low on banks and
ercdit oporations which will Ro int » groater oflcet next year,

Other funds collceted by th- bk thich gronts er.dits ~n “he h-sie of
these funds, can be:

= time deposzits i,¢, funds mrid into » brnk nd left th po for a
dofinits poriod of time 3

= sight deposits, .., puid to - banik rithout = dcfinidt: timo=limit;

- funds ne~uircd by mcans of eredits fror the Nationel bank or other
banks;

funds obtaincd through forecign crudit;
= Tresources aeruired by issuc of bonds s Tr o asury bills;
= mnutarv resources of otiv.r bapk finds, excluding th. r:scrvc fund,

Whilc granting crodits from the bove montion..d Ssure.s, tho benk
must take into account the liquidity prineiplc, i.c, that th. t.rus cf its
liabilitics ~r- in o nf rmity with the t ms of its claims (ep-di*s cr-nt.d by
the bank), It means that short=tcrm funds connot b.. invested in longe cr
mediun~torm onoprations,

According to cstrblished regulations, invoestn “t ercdits ¢op be, thorc- '
fore, eranted onlyr from thosc dinosits whore the notiec topm is nore than a
year and from »csoure s accuired by b nd issuc only when the ronsym nt term is
longar than » year,

Th> griuo of othey ressurces for investn nt fin~necing includes housing
er.dits ns wcll as funds for finncinp investmints rop Spceinl purnoscs, for
oxmple, the fund fir finsncing eciuntific activitics, ]

Until reesntly, the groun of funds 11so c.vepog th. soeirl invistm.nt
funds. Thoy wore the funds o the 8ncio=politien] communitics nnd roprescntod
the most importnt resaurces for invostment fin.neing, The General Investe
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ment Pund, as a2 fader-l fund, was b.lished in 1963, The renublicrn investment
funrds ¥ rc avolished wnc - ftir the sther b the soci-list romblics, Conditions
hav. been crented Jor the abelition of 1ren) investm nt funds,

The resources of the nbolished investm.nt £:nds have bu.on tronsf:rred
to the errdit funds of t' barks, i.c,: the Genor-l Investmont Fund to the
.eredit funds of the Yuposlav Investmant Bank, tho Yugesl v igricultur-l Bank ~nd
th: Yugosirv Bank for Foreign Trade, vhile the rombliemn inv.stmont funds h~ve
becu tr-nsf-orred to the ceonemic bunks of the ronublies,

To th 't group of funds belongs 1so the Federrl fund Jor gronting cree
dits for tk~ ceonomie developm nt of undirdeveleped rooublics -nd regions, The
spocific character nd importrnec of thrt fund vill be deseribed in the net
chapter,

Thce Budget cnn scrve als- a8 2 8 urce for investmant fin-neing.

Non—ceonomic investmnts arc finaneed ut of budg-ts (fcdurs), rcpubli-
can and loeal), i.c. both now inv.stn n:s and oxp-nsion, reconstruction, adap=
tations, rcplreemont and investoant m-inten-nce,

Non=cenoncrie investmnts <f rntorpris: s -~re finnced by their ovm funds
~nd not Irom th: budgcet, '

d/_Additionsl rescurces
The Federal Governm nt will for 2 longor poeried of tinc provi-e the
banks with additional resources for the biggest Investmonts such ~s: infrae-
structure prcjects, ngrienlturdl projeets ~nd underdcvolopoed rogions, ~s the
bnks will not hrve sufficiunt resurc:s frr ti- sc nurncses, Thesc ~dditional
-rosourccs nre ~lso givon through brks, wvhich grant them t- direct bon~»ficiarics
in the form of credits,

2, Finneing o the Undcrdeveloped Reglions

As in othur c-untrics, the rogions in Yugosl-vin are n~t ~t the swme
economic luwnl; scme arc more »nd s'm. -re loss developed, This is ~ result of
difforent political, socinl ~nd ~ther e¢.nsidcrntions, :

The rapid developmcnt of the under=developed rogions in e nformity with

thc Constitution, rcquired the nasange of ~ spuci~l law, The bnsic promiscs of
this 1law ~rc¢ discusscd below,

+ b g 4 s s
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The economic development of under-developed regj;ons foresecen under
long-range social plans and ac:i:rdin- to tne mss%'oil?t.xes of tre ?ugoslav
economy as a whole, The federation is narticioating in the finm"mmg of this
development with resources from its special fund (Fund for grgrtm‘g credits
for economic development of under-developed renublics anc regions), Th- fund
rasouvrces rre surplemcnted by resources for social repro-uction, :crned nnd
used in these recions or invisted there “rithin the nnified eredit covstem,

The "ederation Fund is & legal e~ntity administer~d b the llanag-ment
board., The rederation guarantees t!e oblisations of the fund and the statute
of the fund is confirmed by the Federal Assembly.

The rescurces o the fund ~re formed from:

= resourcas allicated by the [2.eration as nerminent revenue;
- interesis on crudits grantod oul of the fund;

= intercsts on free resources deposited with the banks;
- various grants and other allocations.

In additson to this, thz Pund can sceurc resources throuth loans raiscd
in the country or abroad.

The foreign exchangs reqrired to purchasc forcign ccuipment for the
investment boing financed throush the Fund is obtain'd and sccured byt Tund
in the same mannor as by tho banks.

The financing rom thc fund resourecs is s riormed only in lorn of
credits,

The basic conception or the use of fund resources is as follows:

Distribution of resourc:s to individual under~dcovelop.d recions 1s made
under plans for the usc of rcsourccs. The ‘und grants er:-dits to tho busin ss
bank (or to any other orgrnization) dealing vith th. granting of dev. lopmont

eredits in the respective rogions., Crcdits arce then erant.d to individual ine
vestors by the bLank, |

The plans rclating to the vso of resources arc us

2l1ly long=t. rm plans
covoring tha sam: » riod of tim: as the ’ P ’

long-t.rm social plann of Yugoslavia,

The nlan for the use of rrscures is “reeiscly determincd for oach
under-developed republic and repeion:

El
H
:
¢
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a’ thc erodit amounc, dete-aind in conformity wit': ti: achievad
lev:l of levalopment i the - gion., . hilc determining the ucgree of develop=
meny, cach of the follruing cicments in that rogion rmst b taken into account:

- amount ol v r capita incomc,
- aaowt and seructire of javested r-sources of social roprodustion,

- dogree and coffieicncy of the nse of roscurecs of social ronro-
duction,

~ other ecircuwstances simifiecant ior t'w v ~1lization of no-la, tasks
and lincs of proceodurc “or t': developm nt, drt.mir 4 undrr tocial plans; and

b/ time -table.

The conditions for t'e usc of th: cfedit must be eonsistont with the
genaral conditions dctumia by the Fediral issembly for that purnose, The
rato of intcrost, rcpaym nt terms, maturity o” Tirst instalmnt and torms can
be differcnt for various purposes,

All these conditions should be rorc favourasble: than the goncral condie
tions undcr which crcdits arc granted by busin~ss banks to working organisations
in the cntirc territory of Yugoslavia or under whieh the busincss banks grant
oerudits to cach other,

Resourecs recudrad for technical assistanc: or for oth.r op rations in
oconneetion with faster economic development arc also det :rmincd,

For thc purposc of achicving as ~ffieciunt rrsults as sossible r.garding
the developmant of the under-developed regons, the plins concoarning the uss of
the fund resourc:.s must be prepnred with close att.ntion paid to all factors
which are important for the faster dovelopmont of the rospeetiwu territory .
(repudlics and/or regions, banks miking investmonts undor othor schemes in the
respactive territory, other organizations dc~ling with transactions significant
for the respective tcrritory),

Finally, it should be m'ntioncd that a specinl federal law has stipue
Inted which teorritorics are considercd as cconomically under=daveloped ones,
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3. Orpanization of the cankine Systcm, Espceinlly
the Role of the Yugosl: v Invcstm nt Bank

On the basis of the new law on banks nd credit oporations a reorgani-
gation of the Yuzosl-v bankin~ systcm is nov under way. The dircct producers
are havint » great influcnee on th:: banks 1s th.. cconomie and oth ¢ orpgnizae
tions ar. *-kiny P rt in bank minogument, Horotofop:: the memdbers of tc
menagement Lonrd of braks kv heen nppointcd by the socinl~political cormmuni-
tie'o

a/ Prineiples of oper:tion ~nd tyrs of banks '

The credit and . aar |, nking, v . ...ons ar¢ earricd out by the buain.gs
banks and the Yugoslrv Naticne1 Banle,

b incivlcs of opcpation. Under the above mentioncd Law on
banks nd credit op:rations, the banks ~rc perating teourding ¢ the follow ?
ing principlos: !

=~ on bcha1f of the scein] commnity they ~dminist.p thc mitu~1 funds
of soeinl reproduction, ntmist.d to them, but in conformit:r witl th. g.n ral
socinl intorest,

= in confrrmity 1ith genernl social intopest » the banks carpry oyt '
eredit and othcr bankine opcrot:ions inordor to mot ti rouirem nts and ine
torcsts of vorking and othep orgrnizations 1o wol] ~s those of socislennliticn}
comminitics, following, thereby, the scein Plns of Yueoslavin ~a well ~s the '
sceinl plans of othep socinlepolitic~1 commniti.s;

= they perform theip activitics indepindint 1y necording to the crcdit {
policy ~nd th orineinle of bankin~ operat ion;

= they detormin: theip busin ss poliey fer A 3peeis) period of time
in ~dvrnec ang mkc it public in oruer to Leournt thesc e necrn.d te in~ke

long term dcnosits and ¢Stablish mor: stabl.. business rol-tions with the bank;
= they mast "lways follow the licuidity Princivlc in theip opcrations;
- the banks m ot their obligat icns fpor, P.sources under the ip centrel;
= the right -~nq duty of any bank is t point out t- its cliints if,

in its opinion, the invostments they re making from their own funds, -r. not
suffieiont or in conformity with the Yugoslnv snein] Pl or the ercdit poliey;
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~ the banks coomerate it! erc¢ other primarily by poolirg their re-
sources [n* the pu=.0%e -: inv~stments as wall ¢s in es.-blisting er~dit rela-
tions with olher countriic;

- the bzks esn nsscci-te with one another to promote their activities,
and their ritrial cocperation,

- the hais cocverate with orgarizations, or establish organiz-ations,
dealin; vith invesiment resenrch, desitning, arran ement of investment finan-
cing, investiration of foreign credit market,.etc,

s of banks. In acncrdance with the t me of thelr onerations, “he
banks can be classified ns follows: inves‘rent barks, comwreial banks and
saving banks,

The investment banks arc those banks dealing with the granting of invest.
ment credits i.e. credits to be invested in fixed sssets and permenent working
assets. The investment banvs ~an also dea) with granting stort-term cr-dits ns
well ac with other hanking operatior.s.

The investment banks in which trnc federation and/or the rcpublic may
participate nrc established by faderal or republic low, whilc the establishmont
of other investment banks is svbi-ect to apnroval of th- assembly of the rerublic
on the territory in which the bank is loeatcd,

Commcreial bauks grant short=term ercdits. They eon graont investnent
eredits for housing cornstruction and communal activitics, but in othwr activi-
tics ther can provide credits for prrmanent working asscts, i thrrv rc corrcs=
pondint funds avnil-blc,

Commercinl banks can miv: investm nt ercdits for fixed ~sscts, if they
fulfill the spceinl conditions deseribed bilow. If not, thry cn arr~nge to
grant crodits for fixed assets through ot her banks fulfilling these conditions,

5avings banks dcnl with the collecting of savings dcposite, granting of
eredits and with other banking opcrations for citizens,

for est: shing bapks. An investment bank ¢ 'n be cstablished
if a minimum sum amountins to 15 billion dinars his bean provided for invest-
ment in its credit fund,

A minimum amount of 5 billion dinrrs is required for thc cst-blishment
of a comncreinl bank granting investment credits,
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According to existine regulotions there should be at laast 25 founders
(promoters} for the est:blishrent of a bk,

kenc wacagement. The manarament organs consist of: the assemhle, the
executive hnard ind the director of the bank. There is also a credit comnittee,

Tae bool gssembly eonsists of retresentatives of ent ernrises and of
other craoni. iU .ous, socialenolitiea’ e-mrwvnities ao vell #8 of roopesentatives
of the barz. Tao assembly passes orineipal decisionz :nd instructior in con~
nection witin “he operai.ion of the bank, Every individu-»l enterprise, organica-
tion or scciul-politiea? comuunity havini its rerresent-tive in the aszemtly
can have no more than ten per cent o the to*al votes, The s:me - plies to
the bank coilective,

The executive ho-rd is elected by the assembly from its menbore, The
duty of the executive board is to mauke aecl:ions concerning more detalled pir-
poses and ccnditions for cred:t cranting, to decide in respect of borrowings of
the bank and to execute the deeission made b the ussembly, The ex:eutive CoM=
mittee makes deeisions rclating to credit applications only in cas.'s where this
is imposed by the statute,

. The director of the bank manapcs indenendently th: iank!'s opcrations,
The credit committec, consistine of the bank empleyres ajvoint.d by t h. assombly,
makes decisions in conn:etion with er2dit apnlications, The dir.etor ¢f the
bank acts as chairmn of the ereiit committee,

In addition to the manaz~nemt organs, thers arc organs of sclf-msnaec-
mant in the banks, too, Those organs are: the Couneil of the workine com-
minity snd the Managing board, having speoeial richts and dutics outside the
domain of credit aranting,

Under present conditons, thors are thpe. fedarnl (sp:cinlized) banks
belonging to that group, i.e, the Yuroslav Inw. stm:nt, Bank, the Yugoslnav Agri-
oultural Bank and the Yugoslav Sank for foreisgn Trade,

As foxr All other "anks, .stablishcd bufore the new Lav on baiks and
ercdit operations came into foree, t cse banks i1l adjust th organization of
their manasement and ope.ations to th- regrlations of that Law,

The activity of the Yugoslav Agrieculturnl Bank covers the £iold of
agriculture, whilc the Yugoslav Forcign Tradc Bank denls with the financing of
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export-inport oneratirns. The activity of t“e Yngoslav Investment Bank relates
to sll other brenches of the e:onomy inciuding industrr, Liuce tre subject of
thic ceper s the annraizal o industrial projeccs, the next chanter will deal
with the activicy of the Yugosiav Investrant donk,

i

e,

b/ Foie_of the Tugeslov Invastieny 3an

Th Tugoslav Investiment Bank holds the most imnortant place in the field
of investrent financing.

Speaking in princiole, the artivitm ol the Yugoslav Investmert. Eank
covers —ainlr the following operations:

- granting of investment crecits for all econoric branches excluding
agriculture;

~ servicing fin-ncing invest ents for all branches of the economy ex-
cluding agricnlture;

- securine of foraign exchance reauired for the ourchase o” foreiem
equipment;

- control of the nse of res.ources granted for investrents (in the form
of credits or as crants),

The Yvzoslav Investient Bank can also carry out onerations foreseen by
federal regulations.

’ith regard to the narrowing of the federation rols in the invest-ent
financine and to the strengtheniny of the role of decentralized funds, the
activity of the Yugoslav Invest: ent Bank, as fr as the investvent finaneing
- from the credit fund is concerned, is lirdted to the financing of vower indus-
try, besic industry, investrents in all cconomic branches (excluding agricul-
ture) dirccted to exoorts,as well as to important projects in the ficld of
transport, The Bank activity in that dor a.n inciudes the participation in
construction covering the following Iiclds:

- industry and mining: electric nower projects, coal mines, oll pro-
duction and refincrr rrojcets, iron and steol and non—-furrous metallurgy, basic
chen.'cal industry, industry of cellulose, pulp and napor;

- transport: railway lines, highways of gencral importance, sea and
river ships and airplanes, as wcll as other important projccts in this economio
branch;
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= all econemie branehns, excluding agricviture, invastmonts aimed at
export incroass,

From the remaining local banking funds and fercign exchanga, the bank
handles investuent financing in all ceonom ¢ ficlds exeluding agriculture,
The priority is, of course, given to investments which have a favourable im-

pact on th: balance of maymcnts,

4. Pooling of F:sourccs by Entorprises

As can be scen from above, the funds for investment financing are
mainly in the hands of banks and unternriscs, By droositing the funds of cn-
torpriscs with banks, n flow of resources is brought about by =cans of credit ’
from those having surplus fuids to thosc bcing short of them,

However, the funds for investmant finanecin-~ can be orovided n1so by
pooling of resources,

When the investors are without suffieiont funds, thcy can realize their

investment decisions by pooling of rcsources, In such a way funds rccuvired
for rore important undertakines can be ercated.  The pooling con be carric d
out in two directions: horizontally and verti cally,

Horisontal poolng is thc pooling of partncrs vith the samc activitv,
for the purpose of r-alizat ion of the alrcady made investacnt deeisions of
each partncr Separately, but according to a cert:in ord'r., First, th. invoste
m:nt deeision of one pirtn-r is rioalized ith com on funds, thon that of the
second one, the third one and so on,

Vertieal pooling is the poolin~ of funds for r: alizntion of 2 corron
goal, i.c. o the Jointly made investment dceision, For cxample, noolinc of
soveral shoc factorics in order to construct or cxpand a loathor factory, or
pooling of scviral ironworks in order to open or cxrand an iron ora nin¢, The
eomd-on aim for both cascs is the oroduction of raw mat.rinls to m ot their own
needs,

Th: nooling of resoureccs may be combincd als  with bonk er.dit or with
8omo other srrangemint made wit], the bank, The banks will surcly ar-for to
enter into business with a cliont, wherc th: partnir is A group of poolid cne

terpriscs, The possibility for pooling rcsoure:s has not been much used by the
cnterprises so far,
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Chapter 1II

PRELIMINARY STEPS IN TYE DESIGN OF
INDUSTRIAL PRCJIECTS

The oparstion in this domain rol-tcs to two ficlds of netivite, Ona,
work is thc action undert~ken by the entcrpr sc desiring to earr- out oxpnnsion,
modernization or reconstruction, and the cth.r one is t=-t of n~nks in conn:g-
tion with the intintion of erudit eranting., Thus- proli dnary steops ~re solce
what narrower in cntorpriscs nnl consider=bly lrgir in banks,

1 Design by Enterorises
1, Prcliriniry Ex-mination

The undertakin: of rceonstruetion, wxpansion ~nd construction of n-w
plants in an cnterprise rocuircs a well claborated development plan of the cn=
terprise, rcsultin' from lone -ni detailea studics, The studics rl-te to
various circarstanc's snd clements, but spceinl attintion must be piid to the
examination of the raw m~torisl basis ani of the rmrketing of nroducts, The
possibilitics of achicving an optimum capncity of the cnturprisc must also be
borne in rund,

Spreinl ~ttrmtion nust be paid to th: following f-ctorss

- exnninrtion of the existing rong> of possibilitics with ~ viow to
ite nrrrowinm or widening dr >cnding on m rkct demond, on one h-nd, "nd an the
technical conditions of production,on th: othor hand, Calevl-tions will show
that in some cascs it is more ration~l to n-rrow this rong: nd to inerwase the
production, whersas in othoer casecs, due to ..rket demand, the range should be
probably l-rgor;

~ the possible ~bandonmnt of production in order to undert~ke greator
mnss production of other goods to rcduce production costs ~nd to elinin~te un—
profitable production. The cnterpriscs arc usunlly rcluetwant to tnke sueh
radical mensures and to nbandon production nlready started. But, 17 the cnlou=
lations show that n ccrtain production is not profitable, it should be dropped
without hesitntion -nd 1 now officicnt oper-tion should be made;
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= improvcment of the tcchnolozical proeccss. There arc mony onpos in

which the cxisting technological process cn be improved by ~nplying nov tcchno-

ennbll A f nreduction costs gue to
logical technicucs, This would cnabll raduction of

boﬁcr usc of raw mrterials ~nd an inercase of output or improvcmont of the
qunlity of goods.

In the ense of 2 new entcrprise, those proliminnry mnalyscs myst be
Prepared in still mor: det-il (the cxtent of the n1lysis deponde -1so, of
course, upon th. size ~nd capacity),

It is only ~ftcr » deeicion has bein t'ken in principle concerning the
futuro construction of thc Projict ~s a result of the prelirin-~ry an-lyscs,
that the investmont prograrmc can be elaborated,

[

2, Elnboration of tho Invcstn nt Programuac

Th: investment prograrmse ¢-~n be Pripred by the investop hims-1f, ...,
by the investor's ¢xperts, or it e~n be, 1s in most cnscs, .ntrusted to n do-
signing orgwnization, spceinlized in th roapcetive twpo of projcet,

Under the Federal Law on invistnnt cmstruction, th: invistm nt pro=-
grniue ussurlly includess

- doscription of thc investmint Projeet, including d-t~ on its murposec,
opacity, progr-mme of production and/or cxploitation, the intogration of the
investmont projcet in the soei-) ceonomic plan ~nd the long-torm programme of
production of thc respective cconomic br-nch;

= nrlysis of conditions for emstruction and oxploitation of th. ine
vostmont Projeet;

= Burvey of the basig teehnology involved;

= ferturcs and valuc of tho eivil cngincepdin ojact uipment
Plawnts and ~ssombly; ne & Project, oquipmnt,

sote = Vvoluc of the provious investments ang nmount of the requircd working
A 3

= source of finmee;

= Aannlysis of bagic coonomic Mdicntor'-ofrectn

pe—
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- duration of e~nstruetion p-riod ~nd brginnin~ of cxploitation,

" In oth.r words, the investmnt progr-mric should includi the -n-lysls of
the raw mrt risl bnsis, n-rkat, cstimat-s of concmic effucta, cte., in order
to gct A clear pictur: »f tho projct =8 ~ whele -nd to ~pnreise i ther or not
its r nstruction is justificd.

b/ Progcdurc of ~paroval of the investm nt progromme by
the mw-eument_org-ns «f thic entcrprisc

The practicc is t¢ submit the invcsiment progremm. to 2 ¢ .mmission, c m~
poscd of the investor or his .xpurts -s verl 8 oxp. rts from outside th. ontor=
prisc. Thc commission (x~mincs th fi nsib1lity of th. prejeet ~nd suomits its
report to the mmnaement orgen of the sntcrprise = workers! council. On the
basis of that rroort, th. workors! council mrkes its accision to ~ppr~vc or dis-
spprovc the investnmt programmc, As wns ~1r.ndy cxpliinced, thc investment pro-
granme, ~pproved by thc werkers'! cuneil, is not subjcct t» any othor "npreval
or control by gov rament ¢rgans.

3, Ex-min-tion of Finnncing Possibiliti:s

Simult=ncrusly with the acceptonce < f the inv.st.nt nrogr-mac by the
workcrs! c-.uncil, thc nsssibility »f scOuring the rcerired finnci-~l ros~urces
is examincd, If the cnt-rpris~ hns no funds avail~bl: or it c-nnot enllcet
them during the c-nstruction p riod, the workers! council mrkes A dceisicn on
applic~tion for crcdit., On the breis f th~t dueisirn the cnterprisc ~»nlies to
A bk for crodit,

11 Dopien by Bonks

Thc rcsponsibility of bonks in th. »rep-r-tin of dreunnts f r the
appraisrl of the projocts is smill T -r 1~rgcr depending »n the volue and sise
of oporati ms c~rricd rut by individunl b-nks, Thcse proparitions are ~fton
vory oxpcnsive and -r¢ worth doing cnly if the bonk rkes ~ big business, Ve
sh:11 bricfly show the oricnt~t cn »f the Yugoslav Invcstment B~nk in prcparing
general studics relating to individu~l industri-l branchos, miking spoei-l analye
sce for decision mrking in rog~rd t- the gronting ~f eredits »8 well ~s in prow
paring sp.ci~l studics rclnting to parnmcters for individunl ceconomic branches,

The cntire work procodes the deeision on finaneing of concrote projects.




L

-

- 20 -

Tho' £innl phase of th: prenarat ey wrk is th: bonk's decision on crodit gront-

1. Proparation of Gen~ral Studies on
Individunl Industri-sl Branches

Thesc studies ~rr prepared in order t- ex~minc the possihilitics fer the
developmmnt of individu~l zecnomic bronchas with req-rd to the «xdstine r-w
mrterial basis nnd other conditons reouired fror the developmint ~f th-t irdustry,
The studies include -nly rencr»l examin~tins of the possibilitics for the devel-
opmrnt of such industry ~s well as of its rdv-nt-oges in the light f drpostic
and foreign ¢onditicns, As o rule, the propar~tinn of the studies bcgins bef re @
the iden of finwneing such industry has been conecived,

- The Yugcslav Investment Bank b-s A sp.cinl institute de~ding with inv ste
ncnt rescarch. At the Bonk's rcauest the Institute preparcs studics o spceinl
problems from that ficld,

The Institutc is an ~utonom-us institution with its <wm mansgnant ~re
gans, in which the Bank h-s its represcntitives,  Although the Institutc is pri-
mrily werking to moct the neods of tho Bank, it r180 us.s its Saciliti.s t: pre-
parc similar studies for othep clients,

In rddition te the sarviecs ~f the Institutc, th: Bank uscs the scrviecs

of nthor speeinliged Yugoslav or forcign institutcs f-r preparation of s-mo
'tudie‘o

These studics usunlly include: . ;

7 o Jotrilod survey of the rwe mtorinl basis of the oountry (roscrves
acenrding to the degrce of investigat ion, Qurlity ~f the raw mrterinl, ete,).

= ovaluntion of the loeal markct damnnd ns woll g cxport possibilitiocs;
- loeal production nd developmnt of that industry nbrond;

tons = ®&urvey of prices on loeal ~nd wrld market and thoip prajacted varine
ons;

= oonsideration ~f optimum and pati nrl e a
to tcchnologionl progrcss; & preitics with speecinl rogerd

= rough statomnt of investmmt rmounts for the cxamined e~preitics,




The Bank uses studics of this t-pe for orientation of its activity; they
c;n plso Le used to have » better ins' ht for tl.a preparation of “raft socisl
plans,

The Yugoslav Investment Bank has a are-t number of suc 3trdies at its
disposnl, sone of ti.em ~re nara.lel stvdies »s, for e:rample, studies on aluminium
lead, zinec, non-metals, vover, ‘ron and steel, s-me nroducts of t.e chemical in-
dustry, etc., These stucdies h: ve Leen pren-red by two or rore Yvrgosl-v or foreigr
institutes upon the bank's order,

Similr stvdies are wreparcd 1so by othar institutions to meet their
needs, such as, for example, the Fedara! and Tepuolican Institutes for Economie
Planning.

2, Preparation of 3tudies for Granting Credits

These stulies serve to sho' the possibility of develoawrent of individual
brenches nnd enalle mana~ement orga ns of the Bank to take decisions on finrncing.
But, at t!is stage, ncither t-e studies nor thie bank's decision m-ans the grant-
ing of credit for individral nrojects; it means only ti»t a decision h-s been
taken in principle,

The studics of this type contadn all elencnts mentioned in the nrece-
ding chapter, but in a ccnsidersblv more concret- form, In addition, tlev in-
clude elerents, such as: cunsider-tion of cnprcities to be constricted, deterw
minztion in respect of size (minimum), estirmrte of funds recuired, 'ethod of
financinz, -rith local finds or toreth~r vith foreien credits, 2s vel)l as the ap=-
praisal of nossibilities for obtainin foreign creidits,

The decision mnade on the basis of such an analysis is used as a base to
grant credits for concrete nrojects,

]

3, Studies on Parimeters

The definition of paraueter, norm or stancard is interoreted here as a
model, criterion, exnressed by nunbers; thereby, taking into consideration the
fact that there are various tynes of narameters, for examnle, technical, econo=-
mic, ete,

The nrenaration of prrameter is a complex job, recuvirine the thorough
Inowledge of enterprises, for ‘hich the paramsters are made, The knorledne must
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be both technologicnl and economic, nartisulrrly, the lataest scientifie achieve-
ments, already tested, must be well-knowm,

Talinc into consicerstion the i~-ortance of nrr-meters o ;'vnvestr.;ent,
the Yuroslev Investment Bank uncertook th2 prepgration of Jmrarrters for some
economic sectors and sroups of enternrises respectivelr, It »8s been done in
cooperation 'ith other economic organs,

‘Iith regard to the roblen of complexity, the 3ank has formed a contral
comaission consistinr of extern- 1 coll-horaters, speeia’ists -pd hrok emnlo.ees
to prancrre the retiiodoloTr for tie parareters, to instrmict and coordirate Tork
on preparation sud :fter resension to arprove the wresired rate ricl, The rre-
par:tion of the ouremeter hus been eatrusted to :rouns of Speci-lists, l.e, to
secial grouns for each Lronch and zieoup of enterorises,

o/ Astivities oroviced :rith _rrriseters

Paraneters for e:.ch ne’: vitr rre siven in a specia’ pub’ication, They
have been prepared for the folicuing 2ctivities:

1. Chemistry ~. for the followin~ groups of products: calcined scda,
sulphuric acid, nitrogen fertilizers, chlorine and caustic soda, viscose pro- ¢
ducts, PVC, Polyvinyl acetotes, Acrilonitriles, Polyacrilonitrile fibres (P,A.N,)
Caprolsctam, Polyardde filaments (fibree), Olefins ~nd polysster fibres;

2, Iron rnd Steel;
3. Foundries;
L. Manufacture of machine tools;

5'. lanufacture of pover—rener-tine equipment;
6'. Production of textile machines;

7. Production o" arcricultura; nsehines;

8, Tools manufactyre;

9, Hanufacture of scra commodities;

10, Dairies;

11, lisat-processing;

12, Processing of fruit and vegetables,

H
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b/ Coversge of norameters for ench nctivity

Each activity consists o~ several parts, In addition tec the review of
verious modern techiolorical processes, eac: zbrdr slec cont:ins the lollo dng
chanters:

1. “urver of orsent situsticn in the nuisting local entesnrires, both
the ronetary sitr-tion =nd the sitnntior s fter th2 commletinn of irvestments now
under vy, If in an ~ctivit; wider corsiderstion, tiere is a ~reat numher of
enternrises, the twvpisca) ores ~re s~lecte” for the purpoce of ~n-lysis, The
folloving data have brer riven ler eac’ ernterorise ermsicered, i,7.: nssoriment
(to:et-er 1ith tesimclnazical, canstrunt enal, techuiical, ecoro.nic and e:ploita-
tion characteristics) ecuiprent and anpr~isal ~1 the technoic~ienl »rocacs, con=
formity of ecuiprment 1ithth: t:chaolo~izal process, skill strectrre, roinction,
orgarizationnl leval, etc,

‘

2, Anslysis o the present esscrinent as 11gll n3 the anelyssis of nre=
gent and future reeds, Here is given a review of the totcl ~roduction ith
assortucnt for the ent re group (and rot only for the typie-l or2s), as 1ell as
the cnrlysis shoring hov the needs were Let by that production and arsortment,
Future rieecs have heen smeci-1ly studied, The rost up to date methors have
been used to calculate future needs (for example, the metnocs of corprelation
and of balrnce ave baen apnlied t~ the study on the Larameters for iron ~nd
steel).

3, The most irmortant part of the study is that of relating to the
parameters for the corresiondaing forzirn enterprises, The parrmeters are sho'm
on the basis of datn collected from foreimn rrocucers, miblic~tions -3 vell as
from variovs other sources. They refer o contemnorary tecinnlozical wrocesses
and extend over various capacit’es, In cas=s 'here a uni e parameter could
not be provided, the data from these foreisn producers are adopted,

Parameters are ~iven both for enterprises 2s a w-0le and Tor some of its
major nlants, If there are several technological processes, parnmeters sre fur-
nished for each of them,

Tecinical parameters are 7iven in detail, for ex~mple, consurption of rew .
materi-ls, heat, pover, ‘raste pover, Auration of technolo~ical process, effi-
ciency o “rorkins means, etc,

The prodvctivitv of labour is stated for various countries and is priven
in relation to capacity.

The economic indicntors are civen in absolute f{irmres - per vnit of pro-
duct, per employees -, as structures (for example, value of production,’ invest-
uwnts, as well as relations (to total invested funds, basic funds, etc.).
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L+ Data eoncernin~ -vorld nroduction of tne respactive commodities anqd
production according to inaividual eountries are nlen civen,

¢/ Use of paramsters

Paraicters can be analisd, Mrst ol 2’1, for nlanrine supioses, By
using pers cters, nlaniine organs can male ore reslistic plsns, since ‘nfeima-
tion is available, not cnly un Lhe size urd strictrre of investmert, but »'s0
on all metters roqu'red for mrtepial orlarces, income nlanning, c-rsicerat.on of
optimum capacities, ete,

Parameters ~re o" valuahle help “or banks in arantine credit, Cp tle
basie of nirameters, tle Lanlis Lan reb A regl Jielvre for the apprzisal of the
submitted invest:rat stvdies, araraters ape is. useful tec other organs,
institutions, chw mbers sna inc*‘tuvtes urin~ the nren-ration o wvaricus studies,
Finally, thew <re of considersyle irmortance to enternrises vhen ther vont to
see their rosition in *he 1i~ht. of contemnorar: tecihnic-l ~“vances to take a
position ccacernin~ their fusther developmert or reconsiruetion op to unaertake
prenaratory -orks “or uwrking their investront pro raame.,

It should be emplhazized that di’ficulties occuring curin- the nren.rie
tion of Prauneters, -re uore stressed br the [nct thot mw rueters can 2asily
become obsolete. 1'ev shovld be kept up to date and that recuires ~dditional
exnenses, The coefficlents of correction sa1re :iven “or » certain number of
paraneters, hut this could not bLe consistent)y ajolied all over,

te
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Chanter III

APPTAISIL TOCIWI UL5 CF I IAL 2TGJIICTS

A distinction shmld ba made Letrezn the criurricn or £ onroisal of
projects ~n1 tho+ Cor tiic sclection of ost favearible nroiecte, The former is
a2 ci*iterion to Jeterr'ne thether it is eronnni~~12r justified to undert:lre
construction of » nroject, The latter civ~rirn cerves »s nur ns Jor s-leeting
the moat favourable prc jects ~mont sever:l .ro’ecls,

Enterprises wont'ng to exdyind, recmstrm ct or nocd-rrize, ~pnly primerily

the criterion for zmmiuisal. [i~w enierprises ~nd especislly b.nvs, cp ly oth
eriteriea,

I Selection throuzh Competitive Biddin: for Srelit
Competitive bidding to rrant credit can be defined in two wayst

~ it means the nuhlication of a bank decision to ~rent s-ecia? rurmose
crodits ~ecordine to the recuests received;

-~ it mern= also t' ~ prrctice under :*ic™ each adplice-t for credit sub-
mits a uritten recuest to the benk v:ic’. has invited the competitive bidding,
The vritter application inclvdes the roolicant's offsr =~ the most import:nt
elements conecernins the investment for ':iel credit is recuvired,

Competitive bidding is, therefore, a means to examine immedi-tely all
potential annlic-tions ar to reet the cemind for specirl products by selecting
the best projects in a 7iven veriod of time,

Cormetitive biddir+ rmst be mide putlie, Aecordins to nresent practioces,
the commetitive bHidding announcement usually containss

~ from which funds the credits will be ~ranted;
- for which purpose;
= who can take part ns bidder;
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= con’itions to e £:17i1led by the anplicant for crcdit;
= oriteric for selcction of th- best rro jects;

- 8ize of bank prrticir-tion in financing e:mressnq in ner cest terms
of the value of the Pro ject cost estirate;

= drte set fnor sundtting the rnlizatiens for crecit;
= Adocunentation to he ~tisched +o the ap~lication for credit; (usually,

it is the investr-nt prosrawe ¢ 14 excentior.ally, for smaller pProjects, it
consists of abridged docuzmtation), 6

In record to the invitat ion ,f cotpet _tive Siddinz, the Tollorin+ ghevuld
also be ivrntioned; -

=~ the 0"%ers submitteq by eredit n nlicarts ape kep s=cret by the
bank;

= the *ank st prescribe the game biddina ceaditions for the same
categories of creqit apniicrnts;

= the tine ~or submitt i~ apnlications Top crecit -8 not “ear, nr'eg-
cribed, but, According to the Pr2sent practice, tie date must be at least 15
days ccunting from the date of announcenent o~ the competitive bidding,

The a>lications for credit rust pe submitted to the Yuzoslav Invest-
ment Bank on » srecinl “ank form, hamely a» sat of forms, These forn:s furnish
all dita essentiag] for a clear Picture, both of the investment fop vhich eredit
1s required ang of the credit standing of the applicant, The filled-in forms
are filled out from the investment Procramme, vith unifcrn data, ensbling the
bank to compire easily one credit applicant ""ith ~nother,

A concrete elample made on the get of forms of the Yuzoslaov Investment
Bank is subnitteq sedorately under Document CID/T '3/D.12.Annex,

nmﬂﬂl-m.&emgw )

The criteris for snpraisal Are in fact the conditons which must be ful- ‘(

filled by each Project in order to Justify its constriction, These criteria are
used by investors and, Partimlirly, by bwks




“hen making a decision to "r. .t erelit, t'ie bhrnk -regerihes -1s. the
conditions "hich must Le ivlilled bty every investor,

The credit applicant rust 71f1i11 the "ollorins c¢onditionss

~ to sitnit his apniicition to the bril¢, to-etlier it the invectiment
programme or other wocummtation recuired h, the venx;

« to be solvant. The haik graats credils oniy to solvent applicants,

If the tink wants to check 2ithelr tie nolicunt'!s solvency or the sube
mitted documrniriion, the boik is ert.ilec to ezamine the records (onok:) znd
operation of the credit apnrlicant;

=~ thst the investmert, for ricl cred’t {s ~ranted, is » prolitable
ons;

- that the credit applicant has ff11lillzd the other conditiens pres-
cribed by competitive hidding,

Disrecardin- ' lether the auprazisal is nocde by the irvestor or the bank,
he folloriar ecriterin lor ampreisal ar: usurlly eppided, i,est profit-bility,
capital coeflicient, influence on ti-e country's balance of psyments,nrocuctivity
of labour, etc,

1, Profitability

In princinle a vroject con he said to e wrofitable if the revenue
cerived can, in eddition to coverin- other ohlisations, repay the credit ‘or
fixed and vorkins assets as vell as nny the intarcst on this credit,

The profitability ccn be detcrmined depending on the stansoint from
which the success of the enterprise is Yeing consicdered. Here vill e pre=-
sented the nrofitabilitv from the entervrise's point of view, nccepted by the
banks as a criterion because the enterprise is subject to their investigntion,

In mrxinz their investip-tion, “rnks look ~t these nrojects in the lizlt of
social pl-ns, as wcil as {rom broad consic~rations,

Profitability c~n be seen ns the relition bet'een the 1onet~rr success
of tha enternrise, =nd the value of totnl funds invested in an enterprise (fixed
:nd working assets),
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The accepted metod for the ¢ Jeul-tim ol rofitability is -~s follows:
~ br findin~ the value of production before ind after the tuvestrm nt,

= bv determining the incoue nf the enernrise or tle incom~ of the
enterprisg less wages,

Accordingly, the ‘ommlae fom the celenlation of prefitability -ould bes

rite of Ca o dntome 0 te

profitability {1:ed anG werk.ng assets -
and/or

rigte of « (Qcome—persona drcore) x 100

prcfitability rixed and 15r%ine acsets

A-clear picture concernint the effect of th~ new investmert 111 he obw
taired only rfter comparine the profitabi lity of the new investmrnts -4 th the
former profit=hility of the enterprise, with the Profit-bility of perl-ted enter-

Prises or with parameters of enterprises deterrined in ~dv: nce, ,

. e .
t
’

2, Influence on the Country's 3alance of Payment

Banks often grant investrent eredits op scll foreirm exclionge on condi~
tion that a certain {oreisn exchrnize effect is to bm achiaved by the investment,
The obli-ation in this respect is “greel betveen the bank rd the inrvastor,

&/ Eorsian exchnze obtained o ‘or_import_scuipmept .
should be repaid vith foreiar cichanec earned Py exvorts

In line with the general orientation to increase,exporta, banks 1ive
8pecial nriority to investments t!..t ape destined to increase exrorts,

In Principle, there ~pe tv voys in videh the bznks npovide the inves-
tors irith foreign exchenge: either by aiving foreinn exch nze resources at
their disposal (own resources or resources acquired from the Netional Bank or by

means of foreign financial loans) or by Suaranteeing foreign commercial credits
granted to the investors,

Under present regulations the foreien exch'nge riven by the bonk eon be
pPaid either imnedistely i.e. upon receipt of enuinmnt (prormt sale or foreign

exchange) or as the renv-yments of foreinn credit ore due, " 'hether the first or

he second methoq is annlieq deperds on the imortance of the investment from
the balance of Payments! stondpoint,

o S oy
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The contract rel-~ting to the nrovision of foreign ezchanpe contains a
clause bindin~ the investor to exrort his ~roiucts over 5 cert~in neriod of
time to secure the renayment of fore.iem exch nge, There are 2lso clouses in the
contract concerning the wrovision of foreign excinze resonrces in cnse the in-
vestor, for eny reason,does not rerlize tie nlonned exnertas:

- the banl e~ ~sk to e reimiyvirsed rom te inveutor's foreien ex-
c¢rnze without the invesior's ordar nd =mreval;

- if the benk connot Le reimburced fr~m the irvestor's own funds,
penrlties in dinrrs must be £aid in 2 certiln percentace of tie value of Lthe
agreed e.poi'ts,

It czn be seer from sbove thot the invector is ex.osad to preat risxs
rerarding this tyme of husiness, Silice the agreerout between the >-ng and the
investor is stipul:ted in teras of the total export value, the investor must
export muich more to »rotect himself in c:se of a vrice ceclire, »hich crn re-
flect negetively on his operacicn in two ways, First, in case of a discropor-
tion between local =anc verld nrices, the exmorts become less profitable,
Secondly, he car find hiwuself in a heivpless nosition because the entire output
has been contracted in acvance for exports,

b/ Cploul-tion of the foreisn exch-nre eifect

The foreien exch~nse effect of » 7roject represents t'e net smount of
improvement or 'orsenins of the foreisn exchange balince of nwayments resulting
from ths nroduction of thnt project.

The methodolory for determinin~ the net foreinn exchrnre effect is pre-
scribed by federnl reem'lations in conformityr 'ith the ren~ral policy and mea=
sures being undertaken for the improvement of the country'!s b l:nce of pry=
ments. Unler nresent measures, the foreimm e:ichonge effect is det -rmined as
follows:

The assets of the foreign exchanze bal-nce of ~ nroject renresent the
inflov of foreign exc-wnge resources earned by sellin. abroad the outhut reali-
zed by thrt investment, In other words, the assets of the foreign exchrnge
balsnce are created by increase of exportis,

Under earlier rezvlntions, it was considerad that the assets of the
foreign exchange balance are 1180 rerresentec by the decrense of forei-n ex-
change outflow, as » result of import substitution. The import decrease is not
considered as an .sset under the new regculations, however,
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The 1i+bilities of the foreisn exchenge balnace 0" =n investm~nt ape:

= velue of foreisn nurchases o roy r:tepisls >n1 other rote ;ia,l re-
cuired for the expected productior, i,e, hoth the p :rt of production 1:1cre: sine
exports (namely com ocities crentine assets in tie Toreim exchirce balsnce)
and the p rt earm~rkad for the locrl morket ;

= 50 per cent of the volue of loerl rav moteri:1 :nd other r-terirl
used Jor thit produetion (tot:1 rodrction);

= Dpert' of the “orkers! vazes sliich 11 be used for tuying imported
consumers t0o0ds, ' Under preseat regulations, thot part amounts to 20 ner cent
of workers' vages,

= denrecirtion of imorted equipmnt;

= bpayment for fcreimn license, re.uired Tor the planned preduction, if
the licence is not repajred by exports, and

= value of spare psrts purchased abroad for the imnorted equipment,

The calculation of the foreign exch-nge effect is m-de in dinsrs, but
on the basis of world (not local) Prices exclusively, calcul~ted -t the valid
exchange rate,

The sare method is apolied for c~leulation cf the foreign ~xchon-e effect
vhen the result of investment is not the prodction of 200ds, but services,in
vhich case other expensas in foreign currency are considered as 1isbil ities,
Exception to this nethod of calculation is siven to ¢ tering enterprises render-
ing services to foreign tourists,

¢

3. Gepital Coefficiant

""hen the efficiency of invest.ents 1s considered, the cenital coeffi~
cient mey he taken as 2n indicator. The coefficient is » rntio of total fixed
8nd working assets to the income re~1izeq by the enternrise, A net ca-itel
coefficient is derived when income is used as comp red to gross c-nital coeffi-
cient ' "en the valye of production is used,

Therefore:

(Tl




: fded -ad_working apsets
net cepital coefflclent - income o the entmiprise

gross canital coefficient - fixed -nd vorking apsets
production value

The canita) coefficientc shors how rany dinars should be invested to get
1 dinar of income, Th> smnller ths canitnl coafficlent the better the effect,

There is recinrocitr vctween the orofitanilityv and the canital coeffi-

cient, but they h-ve the srme me nir3 cince the sane matter is exnressed in two
dif ferent ways,

*

be Productivity

The productivity of 1 bour ¢~ be used as a criterion for nroject
apprzaisal, In order to eliminate the negative effects due to price fluctuations,
the nroductivity of labour is calcul-ted btoth on the basis of physical <nd of
economic categories,

The followinz forrulese are used:

pmductivityl . number of workers

- Yalue on
productivityz nunber of workers

—RCRe
pmduotivit,v3 ® Thumber of workers

The number of workers is c-nsidered either as the total number of people
employed ('orkers and administrative personnel) or only ns the number of workers
directly perticipating in production, Economic categories are taken cither as
the value of production or as the income of the enterprise,
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III Selection of Proiects
1, Examin-tion of Project Feasibility

Examin-tion of the nroject cost estimrte, estirated rrices of raw
mrterials ond finel products, raw arteri 2 brsis, m rketin~, notms o raw
meteriel and labour eensumptinn, the tecnoloeinnl process, ete,, are all
factors enterint intc the cot-rmin~tion. of mrodiect fe.sibility,

8/ kcthods of examination

The analysis is made throuh the coudr rative method, Tlie urn~r-r. e

duta are comp red ' ith st tisticrl ¢atn, ~wrometers, data “ror other singlop O

enterprires in the countrv anc tro: d, ~verize ef%ccts roalized b.- hranehes to
thich the nroject bLelonrs, etc, These eoupler el=uenig wre divided Into thaeir
constituent oorte, rnd then he commv rison is ‘wde, 1f it ie ectablished ti-t
the prograrme duta are underest imited or overestimrted, correction of t“e busic
elerents is made. .fter thnt correction, toe e’fects of the nroject itself are
examined,

Under present oractices, the »rices contsined in the proframme are
prices taken #t the tiue of Pro;raare nreparation or ~t tle time vhen the nro-
grarme is submitted to the bank. 's an exception in the case of hydropower
plants, 15 per cent incrence of the estimcted volue i3 tolerated dve to the
lonz n riod of construction involved,

b/ Banking crocedure

The bank examines a1l recuests together with the enclosed inves ment .

programres, and -~~-roves or c¢is: 'proves - 11 of th.em at the same time, under the
system of competitive bidding, The bank ~niroves or disspproves these recuests
sradually, i =nolicetions for credits are mrde 11ithout competitive bidding,

. Bank examin~tion prior to the erantirg of credit consists of tino stanest
1) determinat:on of credit=-rorthiness (solvoncy) of the ap~lic-nt and
2) detailed examin-tion of the investient programme,

In the first phese aftop - bank h-s received nn an ‘lication “or credit,
1t determines, on the boais o" its records nd inform tion accuired in normel
business operations, the cre-it-vorthiness (solveney) of the aphlie~nt for
cr;dité' The bank 1ill refuse the eeantine of ecreddt i tha apliernt is ine
solvent,

The investment rozrenme is ermined in a prelimin rm+ vay to det-rmine
vhether it contains .11 the elenents recuired, If the progrr~re 38 not com=

A
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plete or it is deficicnt, the crecit connot be cronted, ' hen the »nnlications
an? projr.mmes suhnditted for credits ts e sranted Ithout cormetitive bidding
are not correct, the bank invites the investcrs tn meke the necesc-ry correc-
tions, The same can apnly to "mplications sudbritted on the bisis of ¢ompeti-
tive bidding.

The second »hise ¢ nsitts o7 dreteriled evaninrt ion of the contarts of
the investment progr-rane, ke evsrin~tion is p-rforned frcm the econnzic,
technolo ic..1 :ne technical standoint, “he examin~tion is mide by the hank's
experts, whu are iarde up of mrny economisis, tee"nolo-ists snd enpgineers
specinlized in indivocusl economie orenche~, The ban't vscs also the services
of experts "rom outside the b-ork, prrticul rly in more courler crsee, L~eh
exnrert mst suhnit 2 wpitten »e ort fYer ccnplotion of the exaiination of tle
investment procranme. The buuk ks isgrel syecinl inctruntions ineluiln- 21l
phases or.d elenents rervirin~ to he =nseced hy the e:terts,

The written re-orts of all exrerts +ho h-ve exrmin-d the inv-stment
programue .re suomitted to the investor for eventu-l reconciliation,

The rerorts nrenored bv emerts as well ‘s “ossible objrctions, mede by
the investor, sre nre-mted to a s»ecinl b~k commirsion crnsisting of bank
experts -nd other exmerts r'rom outsice the bk -elonin~ to the 5 .me econoinic
branch s the ~pnlic-nis of credit, The hrnk's “rmlession~! comriusion examines
the upnlications -t » mretinz, attenced brr the -p-lic nt ~s 'ell "3 thr ex-
nerts 'hio took port in the exarinntion of the investm:nt prosrsrme. During
thet mcetine the vnriois nositiona cre cebated wtil 2 final decision is taken
on the contents, cunlity and all other elerents ol the investment pro;racme,

The written revsort (minutes) of the commission is used or further work
in the benk as well »s for "a:in~ bank decisions on credit applications,

2, Criteri- for Jelaction of the liost Favourable Projects

5ince the nced “or funds is aluars gr--ter thian the sunply available,
banks must resort to economic instruments for selection among the apnliconts of
credit, Credits are gronted only to those »~>llicants whose investients rre
considere! the most favourable ones from the st-ndpoint of certain definite
criteria,

As was mentioned before, the bank's use of competitive biddings repre-
sents an important set of criteria for the selection of the most favourable
projects, These criteria are not always the saie for all competitive biddingss
they depend on concrete investment policies as well as on what the bank actually

wants to achieve,




diners, respectively, it follows tha® the credit will be -ranted to t e anpli-
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Profitability is another condition required for obtaining credit, Cre.
dit will be granted to those apiplicenis whose investments are ot only profita-
ble, but also show the highest profitabilitv, Crecit ap)li:anis .re listed ;
sccording to the profitabilit- rate of their investments, from the hirhest rate ;
to the lowest,and credits are granted within the available resovrces ts the
most favourable applicants beginning fre:a the top of tha list

The influence or the balance of ceyreate represerts an adiitional eri-
terion fo» investrant selection, Credits are 7ronted to th.se ap.licanis ueving
the highest foreiga exchange effect. ant nidr in ahsolute a7ounts Lut alse in t
relation .0 tota) irvertsent. g in the camo of *the ireceling critzris, the :
applicarts of crecit i1 this instance are 4lso classifiad in accor.ance to an ‘
order of priority, Credits -pe granted wituin the aseilanle reso.urces ‘o “he m ‘
most. favourahle a"nlizants, Letirnir~ fror -'s top,

The amount of rconztmietion co3t oer unit »of sapad ty is still aucther
criterion. Credits are sranted to these ayslicants 'hosze investacrits show the
lowsst costs per unit of capeciiv, For exqiuple, if the.'e -re threa ap:licrnts
of cradit for the conatructior of & factory ‘or nitroganous fertilizers, a.d
their construction costs per ton amourt to: 110,000, 1C0,000 and 105,000

cant with the lowest construction ccsts, i.e, 103,000 dinars, This criterion
can further be broken cown to determire the loves* prod..ction cost jer unit of
production,

In perallel to the above criteria, cradit ray he granted to those appli-
cants of ferin: the hiighest share of their OWn rescurces to totsgl investment or
requiring the lowest participation of the bank, The siare is exrressed in per- ;
centages and calculeted on the basis of the project value estimate, Credit may .
aleo be granted to applicants offering tle shortest term of repaymeunt,

Appli :ants offering the shortest period for construction of the prcject ;
may slso “e frvoured, |

Other criteria c-n be apolied azcording to the specific ,urpose for
which credits are groented, Te nost fre. uent criterion in this res.ect is the
raw meterial basis; such as agriculture, mirers] resources, etc., 'hen mineral ,
resources are in -uestion, the exploitation period ; the raw n terisl bosis !
depends on the arount of the de.ermir.ed reserves, Priority is #iven to those

credit applicants hiwving possibility for a longer period of i
mate fal at full use of the capacity. nger pe of exploitation of raw
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Chapter IV

FOLLOW-UP OF INDUSTRIAL PROJECTS

I iecthods of Follow-uo

The consiruction and coipletisn of the investment project into a run-
ning operation al the Jetormire’ date is primrily tae investor's responsidili-
tye The iuvestor's main concer. is th:t the projact .rovices =11 those re-
sults which motivrted .he undertakirg of invcstment,

The banx participeting in the financing of the projec: is also interssted
in the comnletion of the proje:i accordiiw to schacule. The bark is interested
in this bot as a participant in finsacing ar es a promoter of a business of
general social interest, The follow-up of the project on the jart of the bank
is in two directions, during and after construction,

1. Follow-up during Construction

After the granting of credit an during the comstruction of the project,
the bank's operations extend over several areas,

The bank checks the purjosive use of tiie crecit ~uring the c-nstruction
period, i.e, whether or not the -roject is constructer = cording to the docu=-
mentation an! tining., Tais control and checking are performed bv means of pay=
ment docunenis and on the spot. If there are any irregularities, the bank pro-
poses measures for elinination of the obstocles,

Equipment and mrteri:1l or investment construttion may be inported only
on the basis of offers previously submitted or cn the basis of conpetitive bide
ding. Exceptionally, this is not neces =ry in the following cases:

- 1f the totrl value of equimment and investment naterizl for a defi-
nite investment project is not more than 30 million dinirs rt tie of’icial rate,
snnually, or

- 41f it i3 not otherwise deternined by a specisl inter-gover ment agree-
ment or any other .greement nade arroad, ajproved by the competent government
organ,
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The investor must irclu.e in the contract of purchase of ec~uipment on
commercial credit, the ciause thai tlie contract 'ill come intn ;‘nrge wien the
bank approves it. The investor is informed by the bank whicn co:di“ioas rust

be achieved ~n.' t1st informetion is riven when the nermit lor pw.-chace of izport

equipment is i:sued,

In order tu siimulate cheaper corsiruction, the btark can agree with the
beneficiary of the crecit tiat it wiil ernit rim to use the £avines achinved
in the iavestaent costs from the urused nort of credit for other purposes not
covercd Ly ihe programms. In this connection it sioul- be emihasizad:

= [Tresources can be vsed only after saviaprs h: se veen mas'e rnd rot in
advance;

-~ use of savin-s is con'itinred Oy the achieverent of capacit " 1. work
quality foreseen Ly coniract,

To stimulnte coicker sonstructicn the bark can agree itk the
clary of credit to Pay sreniums from crecit ressurces,
agreec to oeotween the i.vestor and co

henefi-
These preniums h-ve %een
rtractor and/or marufactur~r of equipment
in case the investment project is completec and put into oneraticn befors the
date stipulated in the contract, For this purpose, the bank can make a contract
with the beneficiary of cre’it for a special crecit. .rrangcments ca be mzde
for tho bark to make rayments in the form of acvances for better stiiulzation
of workers, if such an agreement has ceen reached in advance betwsen the benefi-
clery of credit ard the contractor, In justified cases wien the shorteaing of

date reperds on the purchase of equipment, the vank can also grant cracit to the
contractor lor this purchase,

2, Follow-up alter Construction

.".fjt,er completion of the Project the bank checks on the effects which
serve as the baris for Project appraisal, ns weil as tiose effects the realiza-
tion of which has been inclu'ed in the credii contract, Thig musy be .one for
two reasons, First, lower reslized effectc in relation to the plirned ones
enable the baink to see the

ulrtakes made uring the project appraisal and to
avold them in the future, Sccondly, the failure of the project hus 1 negotive
influence on meeting the country's

v's needs ~nd may aiversely effect the balaice of
peyments and the obligations undcrtaker by the bank in connection wiih the repey-
:wn;.tof foreign cradits, either those Crecits concluded by ihe bank or ;varanteed
y 1t, i

R e N
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The bank provides for the pajyn:it of :en lties for non-fulfil.ent of
obligations., It should be ennhanized vhat nan-lties are not crusicere: as a
meens to increase the bank's revenue, but a .i-asures “akan ‘o snchle the £folfile
ment of the agreec obliiations whiich are imourt: nt for tae comnity as a whole,

I1 Lerigt:ca from the roprame

Ceviation of the reailzed efferts from “he planned »nes ray 1lso occur,
After analyzing tie tymes anc recsnis Zor a long neriod of ime, it can he said
that there is s consiierahle iwvroverment ir trai rericd, acaicved by *he aoele
donmment of aciinistrative mIanagsqent of tne econcmv an witn tiic strenst.ening
of workers self-uanurerien. as well as through the role of bnrks,

The most frequer: tyoes of ‘ev.a.lon "rc- “he inves‘m:nt nrogramme are:
surpee3iny of the construrtion tirms, execeedin~ of couscruction costs as well as
feilure in realization of the profitahility, foreign er:h-nre cffect, produc-
tivivy, etec.

Ths Csviation feom the construstion ates ~nd from the cates for come
Pletion of the project cccured ucually due tc the following reasonss

= due to pror technic2) snluiions of the projeet the ocumentation had
to be changed «nd supplementes urin- the construction,

- 1insufficient examination of geoloic conditions,

the cesigns of the prujects are not made on time,
- the coniraclors anc aanufacturers of equipment <o not <eliver on time,

- the invastors have not provicec resources for taeir particip-tion in
due time, etc,

Surpausing of construction costs is ceused by the folloving circum-
stances:

~ poorly ‘esigne. projects with reg:r¢ to tie value of the roject cost
estimote as well as to the technoloricrl solutions,

- the arreemdnt conclu ed with contractors, p rticul-rly with construee
tion enterprises, were :0: good,

- unforeseen works were higger thain it was estimated,
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rise of pricss Lot! for wiicine meterials ond for equipment,

Deviations from the profitabilily and other efiec.s cre a result of wrong
caloulations, primarily due to price caanges,

'ith the strenzihening o’ workers self-uenarement and establishment of ;
incentives fox enterprises, .he reascns for deviaticn fron tl.e srogranme have g ' 1

less subjoctive chaacier, The deriatioas are oradominantlv caused by the rise
of prices which ey be couneiderably bigger than wan foreseen uner the pProgremue, y
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