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Vienna International Ce=itre 
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A-1400 Vienna Austria 
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SUBJECT: XA\URT\90\628 - Assistance to the National Development Corporation 
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and Engineering Industries Sector - Contract No. 90-206 

Dear Ms. Latrech: 

We are pleased to submit 10 copies of the final report on our work with the National 
Development Corporation in Tanzania. We enjoyed this project, and hope that our 
analysis contributes to the future work of both the NOC and UNIDO. 

Our report is in two volumes. The first volume contains the analysis, general 
recommendations, and Ten-Year Plan for the NOC. The second "Olume consists of 
individual reports for each company in the NOC portfolio, including detailed financial, 
marketing and production analyses, and a long-term plan. 

Please let us know if we can be of any further assistance. 

Sincerely, 

~1-1~-
Carter Brandon 
Director 
Development Economics Group 
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CHAPTER I. EXECUTIVE SUMMARY 

A. overview 

The National Development Corporation should undergo a restructuring durin~ .i'!e 
next ten years to enable it to survive and to begin the process of wealth creation that will 
assist in Tanzania's continued development. 

NOC needs to get into ·competitive shape· for the coming decade; a decade in 
which NOC will face: 

Decreased access to domestic and foreign debt, 
Decreased governmental financial and political support, 
Increased public demand for lower-cost, higher quality products, and 
Increased domestic and foreign competition. 

The proposed NOC 10-Year Development Plan -- also called the Action Plan --was 
drafted with these market conditions in mind. As a result, underpinning the proposed 
plan are the following three broad objectives: 

1. Focus resources on the most strategic market segments, 
2. Assist subsidiary companies to improve overall profitability, and 
3. Broaden share ownership of NOC and its companies. 

These objectives should serve as the focus for NDC's efforts over the coming ten 
years. In the context of these objectives, the consultants sought to assess each 
company's ability to adjust to market conditions in the 1990s. Not all NOC companies will 
be able to make the necessary changes. 

1. Strategic Market Segment 

The Consultants categorized NOC companies by a variety of measures, including: 
profitability, market share, market dominance, strategic importance, export potential, 
production processes, market segments, customer groups, and ownership. Several 
strategies for how to best position these companies for the future suggested themselves: 

1) Financial: 

2) Production: 

3) Marketing: 

Hold all profitable NOC companies, and sell or close unprofitable 
companies; 

Hold all companies with similar i:iroduction skills that NOC seems to 
have managed well, and sell or close those outside of NDC's key 
production strengths. 

Hold all companies with similar customers or market segments, and 
sell or close those that do not fit these more narrow and strongest 
segments. 

1 



After consideration of these and other options, the consultants recommend that 
NOC hold all companies with similar customer or market segments and sell or close those 
that do not match. The primary reason for this is that NOC's strength is production. 
What it needs to learn at this time is to become more sophisticated in its marketing. It 
can more easily do this by focusing on only a few key markets and building its 
knowledge, understanding, and reputation within these markets. Currently, NOC sells to 
a wide range of markets, and does very little effective marketing. 

The three market segments in which NOC should focus are: 

1. Producing and marketiilQ steel and building products in construction; 
2. Producing and repairinp nachined steel parts used by other industries; 
3. Producing agricultural farm implements. 

These segments are chosen because they are (1} central to Tanzania's economy, (2) 
have high current and potential growth, and (3) match the majority of NOC's current 
portfolio. 

Most of NOC's losses come from companies outside NOC's metal production and 
engineering strengths. For example, while Southern Paper Mills and Light Source 
Manufacturing make sense as business concepts, unfortunately NOC has neither the 
expertise nor the capital to manage the businesses. 

2. Improving Overall Profitability 

The second main recommendation involves recognizing that improving overall 
profitability of NOC is a priority. Once this objective is recognized, then there are many 
ways in which higher profitability can be achieved. The primary ways are: 

a. Agree on a general corporate ~;!rategy with each company, and remain 
focussed on that strategy. 

b. Me:-ge, acquire, and divest enterprises to better serve customer base a11d 
meet financial targets. 

c. Establish annual targets with companies, and monitor them carefully. 
d. Reward/remove managers who achieve them or do not. 
e. Concentrate resources and techriical assistance on the following, in order 

of priority: 

i. Reduce costs 
ii. Streamline production 
iii. Irr.prove quality 
iv. Increase value-added 
v. Increase unit sales 
vi. Promote exports 
vii. Increase capacity 
viii. Extend product lines 
ix. Add new products within existing companies 
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f. Avoid new investments until: 

i. 
ii. 

Credibility is 1 a-established 
Other priorities have been aehieved 

Graph 4.1 in Chapter IV illustm.tes how these two recommendations are merged. 
The first recommendation focuses on the market segment ~e;.rved by the NOC company, 
and the second recommendation focuses on the financial strength of the company. 
These are shown on the vertical and horizontal axes, res~"'tively. Obviously, those 
companies with both strong market positions and strong financial conditions are most 
critical to the NOC portfolio of companies. Those companies witf1 weak market positions 
and wea~ financials are least critical to NOC. This report concludes that all ten 
compan:es in the top left, bottom left, and bottom right quadrants shouid be restructured. 

Spscific details on the recommended restructurings -- mergers, sales, and 
management contracts -- that respond to these general strategic recommendations are: 

a. 

b. 

c. 

d. 

e. 

f. 

Obtain outside partners for: 
1. Southern Paper Mil:s 

License Technology for: 
1. National Engineering Company 
2. Tanzania Cable 
3. Ubongo Farm Implements 
4. Zana Za Kilimo 
5 Kilimanjaro Machine Tools 

Negotiate or keep management contracts for: 
1. Tanzania Electrical Goods 
2. Tanzania Oxygen 
3. National Bicycle 

Sell additional shares to management or partners: 
1. C. Metal Box 
2. Tanzania Oxygen 

Sell all shares to management/employer or inv~stors: 
1. Mangula Machine Tools 
2. Motor Mart 
3. Tanzania Watch Company 

Merge the following companies into stronger single companies: 
1. Merge the operations of: 

a. Ubongo Farm Implements 
b. Zana Za Kilimo 
c. Mangula Machine Tools 

3 



g. 

h. 

2. Merge the operations of: 
a. Aluminum Africa 
b. National Steel 
c. Stee! Rolling Mills 

Spin-off smaller units: 
1. Kilimanjaro Machine Tools 
2. National Bicycle 

Close and sell the j:c;ets of: 
1. Light Source Manufacturing 

3. Broaden Share Qwnership 

The final main recommendation for NOC is to broaden its share ownership. This 
could be done by: 

a. Offering shares in companies to: 

i. Local investors/operators 
ii. Foreign investors/operators 
iii. General public 
iv. Managers and employees 

b. Offering shares in NOC itself. 

This recommendation helps to create a role for NOC headquarters over the next 
ten years. Broadening ownership means involving a greater number of partners -- local 
and foreign investors, managers, employees, and citizens in NOC's success. NOC should 
seek to create "ties that bind" persons and companies to NDC's success. 

In summary, these are the three main strategic recommendations made in this 
report, and they are covered in detail in Chapters IV, V and VI and in the individual 
company reports that follow. In addition, many more detailed recommendations are made 
in the areas of marketing, production, organization, management, human resources, 
finance, and policy and regulatory environment. These more detailed areas are 
summarized below, for both NOC headquarters and for the individual ccmpanies. 

B. NOC Headquarters 

1. Marketing 

a. Focus the Gompany on three key market segments, and within those 
segments expand the range of products off~red. 
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2. 

3. 

4. 

b. 

c. 

Seek value-added niches that will allow NOC to compete on service and 
delivery factors rather than piece. 

Assist companies to improve their marketing skills and practice. 

d. More actively pursue export opportunities through SAOCC and PTA 
countries. 

Production and Operations on a Company-wide Basis: 

a. With the General Managers, set targets to: 

Lower production costs. 
Speed the flow of material through the plants. 
Improve product quality 
Improve its equipment maintenance programs. 
Increase capital investment, R & 0, and engineering budgets. 

b. Assist companies to improve their production results by facilitating functional 
groups, providing space at NOC HQ, and supporting technical traini11g. 

Organization 

a. 

b. 

c. 

d. 

Structure the companies to achieve NOC's objectives by: 

Obtaining outside partners, 
Licensing technology, 
Negotiating management contracts, 
Selling some or all shares, 
Merging and rationalizing, 
Spinning-off units, 
Closing and selling assets. 

Reduce the size and cost of NOC's headquarters operation. 

Lower administrative costs. 

Strengthen the Board of Directors. 

e. Broaden share ownership of NOC and its companies. 

Management 

a. 

b. 

Implement a management development program within the NOC group. 

Increase the responsibility, accountability, and freedom of company 
managers. 
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c. Support General Managers to improve company management through goal 
setting monthly monitoring of progress. 

5. Human Resources 

6. 

7. 

a. Increase employee productivity. 

b. Provide companies with a •mocte1· compensation program. 

c. Support manager's efforts to reduce the size of the workforce. 

Finance 

a. 

b. 

c. 

Set group and company targets to exceed the cost of capitai. 

Manage the portfolio mix to reduce financial risk and optimize returns. 

Assist General Managers to improve overall returns through coordination 
and teaming. 

~I and Regulatory Pc licy 

a. Identify policy changes beneficial to NOC and companies, build a case, and 
lobby for changes, such as: 

1. 

2. 

Seek exemption from the SCOPO guidelines on personnel costs and 
policies. 

Press for the elimination of tariffs on raw materials incorporated into 
exported products. 

3. Support privatization laws in Tanzania. 

C. The lndlvldual Company Recommendations 

While the above recommendations apply to the National Development Corporation 
itself, many other recommendations in the report deal with the individual companies and 
what they and their managers should accomplish. In general, the Consultants found that 
most NOC companies were strongest in production and human resources and weakest 
in marketing and finance. Management varied dramatically among the companies. 

The following section gives the key recommendations and brief comments, as they 
apply to the individual NOC companies. 
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1. 

2. 

General Strategy 

a. Choose a basic strategy, and stick to it. Most NOC companies lack a 
coherent strategy. 

b. Work with NOC in the imp1€:"1entation of the strategy. 

Marketing 

a. Determine the product's value to customers 

b. Determine the companies position vis-a-vis its competitors 

c. Develop a marketing program 

d. Increase product visibility 

e. Increase the numbers of persons marketing products. 

Marketing is weak in almost all NOC companies. The companies need to be more 
aggressive in determining what is valuable al:"out the products they produce, in matching 
their strengths and weaknesses with those of their competitors, and building a marketing 
program accordingly. 

3. Production 

a. Lower production costs 

b. lm~rove the quality and training of production staff 

c. 

d. 

Improve the appearance and safety of the facilities 

Improve purchasing departments and procedures to lower the cost of raw 
materials 

e. Improve transportation planning to lower costs for customers 

Competition will get fierce during the coming ten years, and cost cutting and higher 
value-added are the keys to survival. Cost cutting can be accomplished through better 
planning, better engineerir:g, improved employee efficiency, better purchasing, and the 
like. Value can be enhanced through production design, higher quality, and solving key 
problems, such as transportation, for customers. 

4. Organizdtion 

a. Structure the organization to achieve its targets 
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b. Lower management and administrative expenses 

c. Prepare the company for privatization. 

NOC companies can benefit from broadened share ownership and involvement of 
various groups in the companies' success. The companies, however, have much to do 
to make themselves more attractive to investors, financial sources, potential licensors, 
and local shareholders. A stronger financial structure, lowered costs, and reputation for 
integrity can improve a company's value dramatically. 

5. Management 

In general, NOC companies have more managers and supervisors than is 
managerially or financially optimal. Excessive layers of managers and supervisors slow 
and garble the information flow and the decision-making process in a company. NOC 
companies should be leaner; i.e. they should flatten the management hierarchy. 

6. Employees 

a. Increase employee involvement and commitment 

b. Revamp the compensation package 

c. Revise the position dassification system 

d. Reduce employment. 

Employees are the lifeblood of a corporation. NOC companies obtain only a small 
fraction of their employees' potential for lad< of goals, motivation, compensation, and 
management. A careful review of personnel policies is indicated. Exemption from the 
SCOPO guidelines would also give man3ger's more freedom in meeting company and 
industry requirements. 

7. Finance 

a. Improve cash management 

b. 

c. 

d. 

e. 

Increase return on assets 

Lower finance costs 

Strengthen the budgeting and planning process 

Strengthen the capital structure. 

About two-thirds of NOC companies are weak financially. Far too many are 
burdened by high levels of short-term deb+ yet have months worth of inventory sitting in 

' 
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their warehouses. NOC companies need series work in restructuring their capital 
strudure and their use of cash and other assets. 

D. Concluslons 

There are seven key benefits to the National Development Corporation of adopting the 
above strategies. 

First, NOC gains coher~ as a company. It obtains direction and focus and its 
employees know what the company is about Development as an obieCtiw or goal is too 
diffused to either inspire or give meaning to the daily work of most of the persons within 
the companies. 

Second, setting objectives and goals gives the employees a target and a road 
map. They understand where they are going, and what they are to achieve. And when 
they've reached their targets they know it is time to feel good, to celebrate, and to set 
new targets. 

Third, establishing the company around three main market segments limits the 
number of areas the company needs to do well in. NOC is extremely wlnerable to more 
selective and focused corporations who are now entering its markets. 

Fourth, adopting the strategy of cost reduction, in the order indicated above, 
improves NOC's ability to survive the next ten years. The strongest assurance of NOC's 
survivability is for it to be the lowest cost competitor in its segments. Then it can sustain 
downturns while other companies go out of business. 

Fifth, a strategy of cost reduction is development oriented. Development comes 
from being able to do and deliver more of a product, service, or benefit for less motley 
and effort. For example, reducing the cost of steel bar results in more affordable housing. 
Increasing profits of corporations increases the amount of money available to pay the 
workers. Without profits, NOC cannot survive and grow. 

Sixth, the order of the priorities shows which projects give the highest returns and 
are the easiest to achieve. For example, cost reduction has the highest return on 
investment arid is the easiest to implement. The most difficult part in a cost reduction 
strategy is actually deciding to do it. 

Seventh, and finally, privatization means a redistribution of the assets of production 
to the population. NOC can again take the forefront in broadening the ownership base 
and the shareholding of its companies. Thus, NOC will again be in the vanguard of 
economic development. 
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CHAPTER 11: BACKGROUND INFORMATION 

A. Background of the Protect 

In December 1990, the Oeveiopment Economics Group, a subsidiary of Louis 
Berger International, Inc., was selected by thd United Nations Industrial Development 
Organization (UNIOO) to develop a ten year development plan for the National 
Development Corporation of Tanzania, (NOC). The contract title was Assistance to NOC, 
Tanzania Metal Working and Engineering Industries Sector, XA/URT /00/6'18. 

The assistance was requested of UNIOO by the Chairman of the National 
Development Corporation, Mr. A.B.S. Kilewo, in 1989. 

e. Scope of Work 

The deliverables were laid out in the Scope of Work as submitted by the 
Development Economics Group and accepted by UNIOO. The goals of the study were 
fourfold: 

1. 
2. 
3. 
4. 

1. 
2. 
3. 
4. 
5. 
6. 

to rationalize the role of the NOC in this subsector over the next ten years, 
to help the Government of Tanzania foster subsector growth, 
to improve subsector profitability, and 
to invite greater private sector participation, induding participation gained through 
divestiture of NOC holdings. 

The scope of work as submitted consisted of six tasks: 

review of the existing data and reports 
field visits 
demand analysis 
factors of production and production costs 
plans and findings 
ten-year development plan. 

Task 1 

Task 1, review of the existing data and reports, was focussed on two components: 

1. define the policy and business environment that NOC works in, and, 
2. define statistically, to the extent data exists, the metal working and engineering 

subsector. 

The methodology was a data and literature review of the overall economy, the 
industrial sector in general, and the metal working and engineering industries in particular. 
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Data sought consisted of: 

1. growth in value-added, 
2. production, 
3. changed composition of subsector output, and employment, 
4. labor turnover 1 

5. labor productivity I 
6. skills development, 
7. relative capital intensity, 
~ return on capital and labor, 
9. and relative share and types of imports and exports. 

The team was to identify key factors, linkages, and constraints responsible for 
subsector performance. From this data and analysis, the team would detail the 
sut-«:ectors composition, determine its relative importance in overall Gross Domestic 
Product (GOP), and identify its linkages to the rest of the economy. 

This task was accomplished and the results are induded in Chapter 2.0, Tanzania 
Metal-Working sector overview Data was gathered from NOC Headquarters and group 
companies', from the Mecha.1ical Engineering Industries Development Association 
(MEIDA), from the Government of Tanzania, from the International Monetary Fund, and 
from the World Bank. 

This task presented a dilemma, since NOC competes not just in the metal-working 
and engineering subsector, but in several widely-divergent markets.2 These indude: 

Pulp and paper. 
Industrial and medical gases. 
Electrical and transformers and switch gears. 
Electric bulbs, fluorescent tubes. 
Asbestos roofing tiles and products. 

Therefore, concentrating exclusively on metal working industries would not provide 
full coverage of the NOC companies that need attention. Moreover, time constraints 
made it impractical to obtain detailed figures on each industry sector (such as paper). 
The result, as reflected in this report, is a compromise of general metal-working sector 
analysis with more specific figures relating to each company's markets wherever possible. 

'Industrial Products Limited, a diversified consumer products company, was not 
visited, as NOC holds a minority interest of 20% and does not manage the firm. 

~able 3.1, in Chapter Ill, has a complete listing of NOC companies and their products. 
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Task2 

Task 2, Faeld Visits, included visits to the current operations of the 1i companies. 
The Obiective of the visits was threefold: 

1. To determine conditions at each plant, 
2. To determine the current productive levels of each firm, 
3. To uncover key financial, operational, and managerial facts about each firm. 

The analysis was to center on eight areas: 

1. Inbound logistics (purchasinr and raw materials) 
2. Operations (manufacturing) 
3. Products 
4. Outbound logistics (delivery and packaging) 
5. Marketing and sales 
6. After sales service 
7. Sales and finance 
8. 9'1erall strategy. 

Our overall approach was to include a detailed assessment of the financial 
structure and status of each enterprise based on its balance sheet and income statement. 
This task also included an analysis of the management structure, size of labor force, and 
ownership of each company. 

This was accomplished. Every company, including the six divisions of ALAF, and 
certain branch operations were visited. Left out due to their relative smallness were the 
sales depots in Mbeya, Dodoma, Mwanza, and lringa, as well as the secondary facilities 
of CMB and Tanzania Oxygen in Mwanza. 

In addition, the team conducted an extensive review of each company's Annual 
Audited Financial Reports, Annual Plans, Marketing Plans, Marketing Literature, 
Production Documents, and any available feasibility or consulting studies that were 
provided by the companies. As is common to both developing economies and troubled 
corporations, the data contained many gaps and occasional errors. The last consolidated 
annual report was for 1988. There were no plans available for 1986 or 1988. The results 
of the field study and literature review are detailed in Chapter Ill, Findings and Analysis, 
and in the second volume of this study, devoted to the individual companies. 

In Chapter Ill, the order of the above list of topics was rearranged in order to give 
a more logical flow of information and to emphasize the importance of strategy and 
marketing to the NOC companies. Inbound and outbound logistics were included in 
Section 111.C., Production and Operations. Marketing and sales, after sales service, and 
sales and finance are included in Section 111.B., Marketing. Two separate sections, 
Section 111.F., Human Resources, an~ Secti9n 111.G., Finances, round out the chapter. 

12 

I 11 I 1 



Task3 

Task 3, Demand Analysis, had two key objectives: 

1. Determine the future demand for current NOC products, and 
2. Determine the future demand for products that NOC is capable of producing given 

its existing machinery. 

The demand analysis was required to be able to identify the market potential for 
NOC companies over the next ten years. 

This was accomplished as detailed in the scope of work and the results are 
included in the appendices on each company. The team obtained existing marketing and 
feasibility studies, interviewed key government officials, questioned the NOC General 
Managers, and conducted extensive research on international sources including the 
World Bank and the L"brary of Congress. 

~~ 

Task 4, Factors of Production and Production Costs, had one objective: How do 
these factors impact the NOC companies' competitiveness? 

This task was accomplished and reviews are incorporated into the company 
reports in the findings section. The team commented where appropriate, on: 

1. Human Resources, 
2. Raw Materials, 
3. Knowledge Resources, 
4. Capital Resources, and 
5. Infrastructure. 

Task 5 

Task 5, Plans and Findings, had 3 areas of focus: 

1. A plan for improving the current operations of each firm, 
2. Identification of new and under-exploited opportunities for each firm 
3. If relevant, a plan for restructurin~ the enterprise. 

The parameters of this task were clearly identified in the Scope of Work and 
discussed with NOC on several O"weasions. These included: 

1. 
2. 
3. 
4. 

Primary emphasis on operational improvements, 
Identification of low cost/high return projects, 
Exclusion of projects reQuiring major capital investments, and 
Exclusion of projects involving new companies or industries. 
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This was in keeping with the original concept, plan, and resources aiiucated to the 
prc!ect. Although there was interest on the part of NOC in expanding the scope of the 
project to include new companies and industries -- which is understandable given NDC's 
role in assisting new companies -- the Team did not feel that it could investigate or 
evaluate such industries or companies given the already extensive scope of work. Still, 
wherever possible, the Team looked at the potential for upstream and downstream 
linkages within NOC. And the study does include identification of potential areas that 
NOC might pursue after it has completed its operational improvements an~ once it has 
the organizational structure required to handle such projects. Finally, in keeping with the 
scope of work, competition and substitution in these areas was examined. 

This task was accomplished and the results are summarized in the General Volume 
(Chapter V), and presented in more detail in the appendices. Chapter V identifies the key 
actions to take for each company. Chapter VI breaks down these recommendations into 
concrete and quantifiable steps with a time-frame for their completion. The company
specific reports in the appendices give the key recommendations for each area of the 
company, and discuss options that should be implemented. Also, these appendices 
identifies the potential problems with such options and their costs. 

1. 
2. 

Task6 

The Ten-Year Development Plan, Task 6, had two objectives: 

Identify and recommend strategies that would encourage growth of the subsector, 
Identify and recommend strategies that would improve the competitiveness of the 
existing companies. 

The Ten-Year Development Plan consists of a synthesis of the recommendations 
for the NOC holding company and the individual company plans. The plan is presented 
from NOC's perspective in order to make the report more practical and immediate. This 
task was accomplished and the results are incorporated in Chapter VI. 

The plan also identifies strategies and plans on both the policy and project levels 
to encourage the growth and competitiveness of the metal-working subsector. Chapters 
IV summarizes key points and includes sub-plans for: 

a. 
b. 
c. 

d. 

" .... 

f. 

Human resource development, with an emphasis on efficiency; 
Research capabilities -- process-oriented; 
Amelioration of barriers and obstructions within Tanzania that hinder sectoral 
development, including macroeconomic, trade, and micro-economic legal 
and regulatory policies; 
Amelioration of infrastructural, institutional or service problems hindering 
sub-sector development; 
Plant rehabilitation--layout, repair and maintenance, equipment replacement; 
and 
Restructuring--changing the asset composition of the companies to achieve 
higher returns on invested capitai. 
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The parameters of this task were the same as those in Task 5 and were discussed 
with NOC on several occasions. These included: 

1. Primary emphasis on operational improvements, 
2. Identification of low cost/high return projects, 
3. Exclusion of projects requiring major capital investments, and 
4. Exdusion of projects involving new companies or industries. 

Again, this was in keeping with the original concept, plan, and resources allocated 
·to the project. This task was accomplished and the results are included in first Volume 
of the Report, primarily in Chapter IV. The 10-Year Development Plan (Chapter VI) 
provides a time frame for implementing the recommendations. 

In summary. Volume One contains the sectoral and corporate analysis that leads 
to the general recommendations and Ten-Year Plan for NOC. Throughout the report, 
graphics and visual representations have been used wherever possible to emphasize key 
aspects of the large quantities of data. Extensive data tables and graphics are included 
in the appendices. 

The second v.J21•Jme consists of individual company plans. These are structured 
similarly to the Ten Year Plan. The outlines are slightly less detailed as a reflection of the 
lower quantity of information and the more narrow range of the individual reports. Again, 
visual representations of data were used wherever possible to illustrate key points and to 
provide the reader with oases in a somewhat forbidding landscape of text and data. 

C. The Tanzanian Economy 

Tanzania, coming out of a coionial past, made efforts to change the ownership of 
the factors of production. In 1967, the Arusha declaration transferred the means of 
production into the hands of the public. Many private corporations were nationalized 
during this period. 

This was followed by a period of economic decline in the late 1970's and earty 
1980's, during which per capita GDP fell at an average rate of 2% per annum. Although 
food crops grew in general in line with the population and there were only food shortages 
during drou~hts, export crops declined over 50% due to an overvalued foreign exchange 
rate and low relative producer prices. Industrial production, which had risen during the 
1970's, was in decline by the 1980's. This was due to inefficient and import-intensive 
industries that were unable to purchase imported inputs due to a lack of foreign 
exchange. These policies resulted in Tanzanian debt exceeding 2.6 billion dollars by 
1983-1984, but the country had relatively little to show for it. The economic in:rastructure 
was worn down and neglected. Most economic activities outside of the !;ubsistence 
government were grinding to a halt. These problems, collectively, gave the impetus for 
the economic recovery program instituted in the late eighties. 
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In the mid to late 1980's a series of economic recovery programs were instituted 
to good effect. From 1985 through 1989, per capita GDP increased approximately one 
and one half percent per annum. In 1988-89, GNP grew by 4%. 

Inflation was high throughout the 1980s, but fell to 28% per year by 1988. As part 
of the economic rncovery program and agreement between the Government of Tanzania 
and the International Monetary Fund (IMF), Tanzania instituted a series of economic and 
financial measures designed to turn the Tanzanian economy around. There were three 
guiding policies in the government's economic recovery program during this period, 1) 
reduce the budget deficit; 2) avoid government recourse to domestic bank credit to 
increase credit in the productive sectors; and 3) give priority in public expenditure and 
investment to infrastructure, social service, staff salaries, and rehabilitation and 
maintenance of the existing stock of fiscal capital. lnduded in these programs were a 
financial program to promote real interest rates in the banks, a reduction in government 
borrowings, and a reduction in government corporate borrowings to allow private sector 
access to the capital markets. Also, taxes, fees, and collection efforts were increased 
during this period to reduce the budget deficit. 

Trade liberalization was instituted which involved opening up the Open General 
License (OGL) program by increasing the number of eligible items on the OGL list. The 
ceiling per importer was also increased from $200,000 to $500,000 in 1989 and by mid-
1989 was increased to $1 million. Retention of foreign exchange earned from exports was 
reduced to 50% and then down to 35%. 

The present and future scenarios for Tanzania are guardedly optimistic. The 
economic recovery programs are taking hold. There is increased willingness of outside 
investors and donors to place additional resources in Tanzania. And the government has 
been liberalizing trade policies, financial and economic policies to encourage both more 
rationalization within the economy and greater acceptance of outside foreign capital and 
investment. 

In the state-owned enterprise sector, there is growing awareness of the large 
losses caused by the state-owned enterprises and the cost to the economy as a whole. 
There has been increasing pressure on the Tanzanian Government to solve the financial 
problems in this sector. Newspaper reports during the period of January to February 
1991, contained almost daily articles on the abuse of power and position within those 
corporations, and on the reform process. 

In the sectors affecting NOC, there is also room for optimism. There appear to be 
many market opportunities in sectors that NOC competes in or supplies. Construction 
has been booming in recent periods. There is a very large, ongoing, road rehabilitation 
project, a rail rehabilitation project, and pr:vate construction. In addition, port projeeis and 
other large infrastructure projects in the elt.~ctric utility sector areas have been increasing. 

Agriculture is coming back after years of dec;line. Coffee, cashew, and other cash 
crop exports have been increasing in the last few years. In addition, there is more private 
investment in agriculture and ancill:iry processing. Exoort possibilities also appear to be 
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increasing. Mozambique, in 1991 will receive as much as $1 billion in foreign assistance. 
much of this for reconstruction of its infrastructure. Thl.i.3, there is tremendous ootential 

in neighboring countries for NOC corporations. 

Against these positive teeters are some negative ones. wh:ch µorte11d serious 
problemS for domestic industrY in general. and NOC in particuldl'. Coqietitio" :s 
increasing as a result of trade liberalization and as a result of a more realisti\; e.1Cchange 
rate. For these reasons, the National Development Corporation wii! need to look •iery 
carefully at its operations to position itself for a rapidly changing eccnomy. 

o. Tanzania Metal Working Sector overview 

Together with the rest of the Tanzanian economy, the metal working industry 
experienced a period of deep depression betWeen 1980 and 1986. Output i~ the 
manufacturing sector fell about 17% and its share of value added in GCP deeteased from 
13% in 1978 to about 5% in 1984. There was hardly any capital inves:ment undertaken 
during this period in any of the key industrial sectors, including the metal wo.1<1ng sector. 

1978 and ~ 984 is 
A statistical overview of the metal wor'King sector between 

presented below. 

!Q!al .Gr®S Qutout tin constant 1976 orices. 1 s. millions. 

ISIC oesc. 1978 1979 1980 1981 1982 1953 1984 

371 Iron & Steel 
303.4 249.5 204.2 196.2 162.4 ~37.4 ~.8 

381 Metal Products 
305.6 373.6 341.3 261.7 244.9 246.8 ~36.7 

382 Machinery 
193.9 99.7 45.1 36.2 32.8 23.5 35.5 

38J Electrical Mac:1inery 199.6 193.2 170.2 138.6 96.9 ~39.5 138.6 

384 Transport Equipment 458.8 533.Z 521.7 462.7 417.?. 318.1 248.0 

TOTAL 
1461.3 1449.2 1282.5 1095.4 954.2 867.4 1022.6 

T gtal Numb9r of Employees: n.ymber 

ISIC oesc. 1978 1979 1900 t981 1982 1~3 1984 

371 Iron & Steel 
1397 ~216 1255 1336 1286 1293 1621 

381 Metal Products 3206 2983 2939 3022 2747 2743 2806 

382 Machinery 
1556 1249 1162 !~28 1151 1167 1167 

383 Electrical Machinery 1273 1148 1265 1005 1037 1328 1354 

384 Trans• ... rt Equipment 47J7 4361 4763 4911 4730 4766 3926 

To· . 12169 10957 11404 11482 rn951 \ 1297 108i4 

Source: Statistfr;al Abstract, Bureau cif Statistics. Govemm,gnt of Tanzania, 1989 
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Companies operating in the rr.eml working sector experienced an ave! age decrease 
of over ~2% !n their total gro~s outpu! between 1978 and 19e4. Total gross outf)•.rt of the 
machinery sub-sector decreased by 61% between the same time periods. The total 
number of persons employed by the metal working sector also dec:'"eased during this 
period, however by the smaller amount of : ?%. 

l:i 1984, approximateiy 18% ot the total value add6d in the metai working sector 
was generc tad by companies located in the Oar Es Salaam area. Arusha contributed 
approximately 7.G%. With respect to total persons employed in the metc:i.i workir.g 
industry. Dar es salaam provid~ 82% of tne work forco and Arusha 8.6%. 

Wrth such a high t:cncentration of activities in the urban areas, the metal working 
industry suffered Qieatly from the recession experienced by Tanzania in the fimt half of the 
BO's. 

ir1 1984 there was a minor recovery of the Tanzanian economy and cf the metal 
working sector, mainly due to an increase in agriculture production caused by good rains. 
In 1985 however the country slumped back into economic stagnation. In 1986 a decrease 
in oil prices and an increase in coffee price resulted in a 3.6°k economic gro'f.th rate. 

The key problem for the Tanzanian economy and the metal working sector is the 
inability of the export base, which 1s mai11ly agriculture, to generate sufficient foreign 
exchange. To make matters worse the export base is highly import dependent. This 
results iri a vicious cir~le of iow production, and inadequate fo!'eign exchange generatiori. 

The table below shows the main commodities traded ir. 1987. 

EXPORTS TSh (Mil) % IMPORTS l'Sh (M!lj % 

Coffee 5,793 31.3 Machinery 15,182 25.6 
Manufacture 3,737 20.2 Tra:isport Equip. 10, 101 17.0 
Cotton 2,832 15.3 Metal 6,578 11.1 
Cashew Nuts 713 3.9 Fuel 5,556 9.4 
Cloves 350 1.9 rood & Beverages 3,979 6.7 
Sia I 322 1.7 
TOTAL '18,512 100.0 % TOTAL 59,340 100.CY'k 
(Incl. Others) (incl. Others) 

Svurce: Bank of Tanzania, 1989 

EY:aorts during 1988 and 1989 consist~d primarily of agriculture proaucts and 
amounted to T$h.33,938 miifion 1988 anc ish. 45,695 million in 1989. 

The breakdown of imports for mas and 1989 1n TSh (mil) was as followa: 

18 



Intermediate Goods 

Consumer Construction Others 
Goods Materials 

1988 4,867 
1989 5,457 

7,312 
10,289 

27,512 
30,661 

Industrial Goods 

Machinery Other 
Equipment 

36,727 
42,463 

14,221 
15,568 

Source: Economic Survey, Government of Tanzania, 1990 

a 

Total 

90,634 
104,538 

The companies of the NOC and other metal working companies depend heavily on 
the importation of machinery and metals as raw materials for their products. This 
purchasing pattern and the effect it has on the metal industry and the economy as a 
whole is highlighted by the trade figures shown above. 

In addition to severe foreign exchange restrictions, the government imposed a 30% 
tariff on all imported steel prodJcts in 1989. The government does not distinguish 
between raw, intermediate or finished products in this area. The tax system is cumulative 
and therefore results in a higher price for the consumer and decreased competitiveness 
in the international market. 

Since 1986, primarily due to the National Economic Recovery Program (ERP), the 
Tanzanian economy has stiown signs of growth. Due to the increase in economic activity, 
the domestic demand for goods produced by the metal working sector has increased at 
a rate of about 2% - 4% per annum. 

The construction, transportation and agriculture sectors have been the primary 
source of increase in demand for goods produced by the metal working sector. 

Construction & Transportation: 

Growth rates of 5.3% and 4.7% in the construction and transportation sectors 
respectively, in 1989, increased the demand for products manufactured by the 
metal working industry. NOC companies that registered profits in 1989 were 
prim~rily those involved in supplying raw mat9rials to the construction and 
transportation sectors. 

Companies catering to these sectors include; Aluminum Africa and Steel Rolling 
Mills for steel rods, steel pipes and roofing iron sheets, Tanzania Electrical Goods 
Manufacturing for transformers and switch gears, and Tanzania Oxygen for 
industrial oxygen, acetylene and carbon dioxide. 

Agriculture: 

The agriculture based economy of Tanzania will continue to provide a steady 
market for manufacturers of farm implements. About 93% of the population is 
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involved in farming and about 80 % of these farmers use small farm implements 
and hand tools that can be produced by the domestic industries. 

Despite the potential demand, the local farm implements manufacturers, Mangula 
Mechanical and Machine Toois, Zana Za Kilimo, and Ubungo Farm Implements 
posted moderate losses during 1989. This was due to superior quality products 
being imported into the country and ineffective marketing on the part of the local 
manufacturers. 

The domestic metal working industry currently produces enough to satisfy 
approximately 40% - 45% of the national demand. During 1988-89, companies in the 
metal working sector were operating at an average capacity utiiization rate of about 50%. 
During this same period NOC imported approximately $32.0 million worth of raw materials 
for its companies. 

Manufacturers in the metal working sector need to concentrate on promoting their 
products in the international market. Some companies like Aluminum Africa, Tanzania 
Electrical Goods Manufacturing and South&rn Paper Mills have already taken the initiative 
and have started to tap the neighboring export markets in Burundi, Zaire, Kenya and 
Zimbabwe. 

As the Tanzanian economy grows stronger, there will be an increase in demand 
for goods produced by the metal working sector, both domestic and foreign. More 
detailed demand estimates are contained in the appendices devoted to specific 
companies. A coordinated strategy has to be developed within the metal working sector 
itself so as to more efficiently utilize the raw material resources of the country. 

E. Policy and Regulatory Environment Faced by the Metal-Working Subsector 

The policy and regulatory environment has limited the potential for competition in 
many metal sector markets, including many of NDC's markets. As the sole supplier of 
many metal-working and steel products, NOC was protected from outside competitors 
by import duties, sales taxes, and delivery charges. Furthermore, NOC had preferential 
access to foreign e":change over the past few years. This enabled it to purchase inputs 
and supplies at a subsidized price. • 

The current environment is changing. As the economic recovery program takes 
hold, NOC finds itself in increasingly competiti11e markets and yet it must abide by stricter 
rules and incur higher costs than private companies. 

1. Macroeconomic Policies 

Macroeconomic policies that affect the NOC include exchange rate regulations, and 
access to foreign exchange. The official rate overvalues the Tanzanian Shilling relative to 
the parallel or market rate. The Open General License (OGL) system gives NOC equal 
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access to foreign exchange so that it is not rationed in its ability to purchase materials. 3 

NOC has cash flow problems, however, that raise the cost of its foreign purchases, since 
it relies on bank overdrafts to meet the 100 percent cash cover of the OGL it is incurring 
charges of 31 percent per annum. 

NOC companies can benefit from and have used the currency regulations that 
enable PT A member countries to purchase NDC's products using their local currencies. 
This has not always worked well; however, as there are apparently some delays and 
mishaps with the system. 

2. Trade Policies 

The tariff on most imported metal products is 30 percent. The Government does 
not distinguish between raw, intermeeiate, or finished products in this area. Taxation is 
cumulative, raw materials are taxed, sale of the processed materials are taxed, and sale 
of the end product is taxed. The result is to increase the overall cost to the consumer 
and dampen any export potential of the producing firms. 

The Government has debated whether or not to rebate the duty on raw materials 
used in products that are exported. If so, this would give a further, positive impetus to 
exports of NOC products. 

3ln the past, there was a rationing ~ystem in which companies competed for access. 
Since there was no pricing mechanism to clear the market, favoritism and ad hoc policy 
decisions become more important than financial strength in obtaining foreign exchange. 
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CHAPTER Ill: FINDINGS AND ANALYSIS 

A. Overview of NOC 

NOC currentiy consists of the holding company, 17 operational companies in which 
NOC holds a majority share, and one cornpany in which NSC holds a minority share. See 
Table 3.1 for an overview of the companies.• 

Annual sales in 1989 were Ts. 14, 161 million, on which NOC realized a loss of Ts. 
183 million. Total assets were Ts. 38,524 million. 

The National Development Corporation (NOC) was founded by an act of Parliament 
on January 1, 1965 it was formed by assuming the assets of the Tanganyika Development 
Corporation. Total assets were va!ued at Ts. 100 million and consisted of the investments 
and loans in 11 subsidi31ies and 10 associated cooperations. The NOC was to spearhead 
economic development of Tanzania based on a strategy of local production of consumer 
goods in textiles, beverages, animal based goods and leather prodJcts, provision of 
services in the fields of education, tourism, and er 1tertainment, and extraction of mineral 
and plant-based productz for export. 

The incorporation of NOC and the implementation of the industrial development 
strategy, encountered many difficulties. In 1967, the Arusha declaration stated that the 
government was to become the major investor in all of the major economic sectors of 
the economy. The National Development Corporation, was charged with the primary 
responsibility of reestablishing Tanzania's industrial base on behalf of the Government. 

Over the next two decades, as the country went through a number of five year 
development plans and development strategies, a large number of holding companies 
grew out of the NOC Group. Included among these were: 

Tanzania Wood Industry Corpnration 

State Mining Corporation 

Tanzania Textile Corporation 

Small Industry Development 
Organization (SID) 

Tanzania Leather Associated Industries 

wood industry 

mining and processing activities 

textile industry 

small scale industries 

leather and leather products 

4 All tables and graphs referred to in this chapter are contained in the Appendix to 
Chapter Ill. 
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Tanzania Karatasi Associated Industries 

Tanzania Breweries (TBL) 

National Chemical lndustries (NCI) 

paper, printing, publishing, and 
all paper-related adivities 

beer brewing, spirits, whisky and 
local brew 

chemical - based industrial sector 

During this period, many companies were split off and NOC shrank in size to its present 
group of companies. 

B. Marketing 

1. CNerall Marketing Strategy 

NOC does not have a uniform market strategy. Markets, products, and marketing 
skills vary considerably from company to company, as shown in Table 3.1. It has not 
aggressively sought export opportunities. Prices are generally set to match, but not 
exceej, landed import prices. 

2. Customers 

NDC's customers are primarily !ocated in Dar Es Salaam, but due to the wide range 
of products, customers may be found scattered throughout the country. Customers fall 
into three basic categories: industrial ccmpanies and parastatals, construction firms and 
construction companies, and farmers or agricultural supply companies. Table 3.2 gives 
a listing of markets and distribution channels. 

3. Sales Tactics 

The company uses few sales tactics. Discounts are occasionally given for large 
orders, off-season sales, or for export orders. In the past, credit has been extended to 
regional trading corporations; however, this has been cut off due to non-payment by the 
regional trading corporations. 

NOC does not generally absorb transportation costs for large orders. Customers 
in neighboring countries are urged to mak& use of the Preferential Trade Agreement 
Clearinghouse. This enables them to purchase NOC products using their local currency, 
which is a significant competitive weapon for NOC. 

4. Customtir Service 

Customer service is weak to non-existent in most NOC companies. Most NOC 
products are basic, low technology items such as metal sheets, bars, castings, hand 
tools, and the like. Therefore, extensive customer service is generally not required. 
However, even in those cases such as Kilimanjaro Machine Tools, where service would 
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be of benefit to its customers, NOC companies do not generally maintain a customer 
service department. An exception is the Aluminium Africa Group which works closely with 
designers and architects to get its products to conform with architectural specifications. 

5. Pricing 

Pricing is set by NOC companies to match the landed cost of imported products, 
or in neighboring countries to beat competitor pricing. Basic products such as galvanized 
iron sheeting are under control of the Government's Pricing Commission. In these cases 
NOC negotiates on an annual basis with the Government's Pricing Commission to 
establish the current years prices. The consultant is unaware of any NOC company that 
has deliberately attempted to price at a premium to its market 

6. Promotion 

NOC does little, if an'/, promotion of its products. However, it is a member of in the 
Mechanical Engineering Industries Development Association (MEIDA) which is primarily 
a professional association. It also participates in several trade shows organized by 
parastatals. 

7. Advertising 

The company does not appear to have a regular advertis:ng program. Advertising 
expenditures for the NOC Holding Company totaled less than Ts.380 for 1988. 

The bulk of advertising is spent on Requests for Proposals, tender documents, 
personnel recruiting, and various congratulatory messages (political), rather than for the 
promotion of NOC products. 

8. Location 

Of NOC's 17 subsidiaries, 12 are located in Dar Es Salaam. Of those located 
outside Dar Es Salaam, most maintain either a representative or a regional sales office in 
Dar Es Salaam. The AAL companies are also building a series of regional depots to 
better service the interior. 

9. Distribution 

Table 3.2 summarizes distribution channels and products for the NOC group. Most 
NOC products are distributed directly to users. In some cases, customers wait outside 
the factory to pick up products as soon as they are produced: for example, Tanzania 
Oxygen sells cylinders of gases at the factory. 

?.4 
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~ Production and Operations 

1. Geographical Location 

NOC companies generaily have only one office which includes both the factory and 
the administrative offices located at the same site. These are primarily located in Dar Es 
Salaam. 

2. Facilities and Processes 

NOC companies, in general, are older companies using somewhat antiquated 
technology. The~ include in some \:aSeS machines dating back thirty to forty years. 
Technology is baslC, and well established for each industry. NOC companies operate a 
variety of processes ar.d technologies. Table 3.3 shows the general categories of 
production processes in the NOC group. There is some doubt with regard to the 
accuracy of rated capacity and utilization figures. Several NOC companies, such as 
National Bicycle and Kilimanjaro Machine Tools were operating at less than one tenth their 
potential. 

Many of NOC's companies were estab:lshed as a result of either nationalization of 
existi"g assets from private owners C'lr as a result of foreign assistance or donor projects 
in which machinery was donated or loaned to NOC. See Table 3.5 for a list of NOC's 
partners and assistance. 

In either case, equipment has not been updated or replaced in most companies 
for almost a decade. Capital investment in existing NOC companies has been minimal in 
recent years. In 1989, NOC invested Ts. 1.6 billion, or 4.2% of total assets, of which 73% 
went to Southern Paper Mills. The result has been a rapidly aging plant throughout the 
NOC companies, subject to frequent breakdowns. 

There is very limited automation of product flow or work and process inventories 
through the factories. There is little use of computerized inventory systems, and no use 
of automated management information systems on the factory floor. 

3. Materials Handling 

There are generally no automated line to transfer materials through an NOC factory. 
Some AAL companies and Southern Paper Mills, which is a continuous flow paper mill, 
are the e>Cceptions. Technology is generally manual with some limited use of forklifts and 
built in rail lines with hand pushed dollies. In several factories overhead cranes are used 
to move heavy materials on and off the production line. 

4. Production Costs 

Production costs are generally heavily weighted towards imported materials. Most 
NOC compan;c.3 are heavily dependent upon imported raw materials particularly those in 
the iron and steel industry. Labor tends to be a rather small percentage of cost of goods: 
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about 5% to 20% on average. Finance charges as a percentage of net sales are quite 
high for NOC companies. In 1989, finance charges ranged from 2% to 43% within the 
companies. 

There are of course, a few exceptions to this. Ubungo Farm Implements, for 
example, maintains almost a year's supply of finished hoes due to an over estimation of 
market demand. Several other companies such as Mangula, Kilimanjaro Machine Tools, 
and Zana Za Kilimo also have er~ inventories of slow moving items. 

5. Product Quality 

Product quaJ:ty within NOC varies dramatically. In general, NOC companies have 
not established a dear reputation for product quality. Thus, they are suffering severely 
from increased import competition in such basic categories such as hoe and farm 
implem6nts. Recognition of the importance of produd quality is gaining within a few 
companies. MetaJ Box Tanzania, for example, has made a very strong and concerted 
effort to improve product quality and delivery times of its products over the past year. 

6. Product Delivery (Outbound Logistics) 

NOC companies transport the bulk of their products outside of Dar Es Salaam. A 
limited amount is shipped over the T:izara Tanzania Zimbabwe Rail-lines or over the 
Tanzania Railways Corporation line. As both lines have severely under-invested in 
infrastructure over the years, they are suffering from tremendous problems. A 
rehabilitation program is ongoing and one hopes that NDC will be able to transport 
increasing large sums of products over these two rail lines which have significantly lower 
costs than the current highway transportation costs. 

Finished goods inventories are usually not a problem for the better run NOC 
companies and for those with products in high demand. For example, GALCO of the AAL 
group, sells corrugated sheets within hours of coming off of the production line. 

7. Competitive Strengths/Weaknesses 

As for strengths, the National Development Corporation has very experienced 
managers, unique plants and processes in the economy, and monopoly or near monopoly 
positions in a half dozer. basic products and industries. This should give it a very strong 
competitive position. 

At the same time, NDC's workforce is relatively large and ir.experienced relative to 
its competitors. Lack of maintenance has aged its plants dramatically, lack of equity 
capital and reinvestment has contributed to the further deterioration and aging of NOC 
plant and equipment, and, at present, it has few capital resources to finance large 
reinvestment programs in its basic industries. In addition, NOC is quite weak in marketing 
and finance which contribute to its weakness in basic production. 

' 
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a. Strategy and Plans 

NOC production strategy and plans deal more with expansion of product lines and 
companies rather than improvement of existing processes and facilities. Exceptions would 
be Metal Box Tanzania which is investing in more automated equipment tor its 
manufacturing lines, Southern Paper Mills which is investing in process improvements, and 
Aluminium Africa which is looking to improve basic galvanizing processes and annealing 
lines in its existing facilities. 

9. Expansion Plans 

NOC has identified a number of expansion opportunities and rehabilitation projects 
which are listed in Table 3.4. As the consultants were unable to review any of the 
feasibility studies, they cannot comment on them or provide capital requirements. Review 
of the feasibility studies for Light Source Manufacturing did uncover serious weaknesses 
in the projects conception and assumptions. Further, NOC's recent track record on 
projects - Southern Paper Mills, Light Source Manufacturing, and Kilimanjaro Machine 
Tools casts some doubt on NOC's ability to conduct project development in the last few 
years. 

D. Organization 

Administratively, NOC headquarters is divided into five departments: 
Administration, Planning, Finance, Legal, and Personnel. The companies are set up as 
independent companies. Each has its own Board of Directors which consists primarily of 
outside directors and an NOC representative. Generally, the manager is not a member. 

NOC headquarters has a large staff of over 100 persons, including a very large 
contingent of engineers to manage and support the operations of various corporations. 
At the same time many NOC companies suffer from a lack of skilled managerial and 
engineering talent 
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E. 

1. 

Management 

Key Management Personnel 

Key managers include: 

Mr. A.B.S. Kile'!IO Chairman and Managing Director 

Mr. l.L Masaza Director of Opsrations 

Mr. R.B. ltemba Director of Finance 

Mr. W.G. Ndesokia Director of Planning 

Ms. R. Mtul Director of Manpower Development and Administration 

Mr. W. Mundeba Corporate Secretary 

All personnel have been working with NOC for at least five years. 

2. . Management Compensation 

Management compensation at NOC is set by the Standing Committee on Parastatal 
Organizations (SCOPO). Base salaries are quite low by international standards: however, 
benefit packages are quite extensive. Benefits in most cases exceec:l 100 to 200% of base 
salary in real terms. Benefits may indude housing and housing maintenance, vehides for 
officers, medical care and insurance, life insurance, mea~ allowances, entertainment 
allowances, and so on. That is partly to escape Tanzania's income tax rates of 50%. 

As far as could be determined, management compensation is not linked to 
performance. At the same time, it appears that longevity in position is rewar'1ed with 
increasing salary increments. 

3. Board of Directors 

The Board of Directors of NOC is selected by jie President's office. The 
composition of the NOC Board in 1988 consisted of 9 members. The Board consists 
primarily of government officials, and lacks persons with extensive hands-on private sector 
business experience. 

Company Boards are appointed by the National Development Corporation, the 
Ministry of Industry and Trades, and various relevant Ministries. The composition of a 
typical NOC Board wouid consist of representatives from: 
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National Development Corporation 
Ministry of Trade and Industry 
National Bank of Commerce 
Treasury Department 
University of Dar Es Salaam 
Juawata (Worker's Union) 
Outside partner. 

4. SuPm>f1ing Protessiona! Services 

Accounting audits are conduded by the Tanzania Audit Corporation, a government 
corporation. Legal services are provided by NDC's in-house legal counsel. 

NOC supplements its professional staff through the use of consultants from TISCO, 
the National Productivity Institute, and outside resources such as UNIOO. Currently, NOC 
has management contrads or technical assistance agreements with many countries and 
companies. See Table 3.5 for an overview. 

f& Human Resources 

1. Composition and Skills 

The National Development Corporation employs over 7000 emp'oyees. Table 3.10 
gives an indication of the number of employees by company. Employment has generally 
remained flat since 1984 with the exception of new companies coming on stream such as 
the Southern Paper Mills and Light Source Manufaduring. 

Within the companies, the level of supervisors to workers is quite high at 1 to 9. 
This indicates a rather hierarchical structure with excessive levels of bureaucracy within 
the company. High levels of supervisors to workers also tends to indicate overgrading 
of position~. 

In addition, the number and percentage of overhead, administrative, and other 
ancillary personnel to direct production is quite high. This might be typical for highly 
automated plants; not for NDC's older, more labor-intensive facilities. 

2. Compensation and Trends 

The Company is able to attract and retain a reasonably qualified work force for its 
operations. This is due more to the lack of other employment opportunities and the 
security of a government position, rather than any strength within the companies 
themselves. Salary levels are set by SCOPO as described earlier. Turnover is quite low 
and is estimated at less than 5% percent per annL1m. 

The compensation package for a typical worker consists of a base wage, overtime, 
medical and health insurance, in some cases housing, transportation allowances to and , 
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from work, and various meal allowances. In the hea\y industries such as Aluminium 
Africa and Steel Rolling Mills employees receive heat allowances and milk allowances. 
The benefit packages minimize taxation on the employee who would be taxed at rates 
exceeding 50% of that income. 

In general, wages exceed those that could be found within the private sector in 
most areas, but they are rarely linked to productivity. Several companies induding Steel 
Rolling Mills, Aluminium Africa , and Metal Box limited have production bonuses. These 
are a small percentage of base pay and benefits. 

3. Productivity 

Productivity in the NOC companies in general is quite low. If we look at Table 3.10, 
we can see that revenues per employee vary from a low of 186,000 Tanzanian shillings 
per employee to a high of approximately 6. 7 million shillings. In dollar terms this would 
be roughly $1,283 to $46,303. Profits also vary dramatically, ranging from negative 
amounts to a high of 1.8 million Tanzanian shillings per employee. 

4. Training Programs and N~ 

The National Development Corporation conducts most of its training in the form 
of on-the-job training. Southern Paper Mills has an extensive training program and 
Ubungo Farm Implements also has an extensive apprenticeship program to take high 
school age students and train them for their operations. There is a strong need for 
training at all levels and in all functions. 

G. Finances 

1. Sales. Revenue, Profitability 

NOC has shown an upward trend in sales in T. Shilling terms over the last five 
years as shown in Table 3.6: However, when this is translated into dollar terms, NOC has 
shown a marked decline in sales. (See graph: Revenue/Expense/Profit or Loss). 

The National Development Corporation lost approximately 183 million Tanzanian 
shillings in 1989. This was primarily due to the loss of 1.2 billion shillings caused by 
Southern Paper Mi''s. Even still, profits appear to be overstated. Depreciation is artificially 
low, financial expenses are often deferred and NOC has historically benefited from 
subsidized access to foreign exchange. 

Examination of Table 3.7 shows that the NOC companies varied greatly in terms 
of revenue, expenses, and pre-tax profits ranging from a high in revenue terms of over 5 
billion shillings for Aluminium Afr:ca to a low of less than 23 million shillings for Motor Mart 
limited. This is also illustrated in the Graph: Revenue/Expense/Profit or Loss. 
Approximately 5 of the 17 operating companies of NOC exhibited a net loss for 1988. In 
the other cases profits may be over stated as described above. 
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Financing costs are high. This is due to low profitability and an excessive reliance 
on short-term borrov.ing to cover both short-term and long-term obiigation~. This places 
a •arge debt burden on NOC that has made op!3rations quite difficult within the last five 
years. This is examined in more detail in our analysis of the balance sheet. 

2. Assets and Liabilities 

Table 3.8 shows the key balance sheet i'ldicators for the National Development 
Corporation group of companies. Assets ranged from a !ow of 30 million shillings in 
Motor Mart Tanzania to high of 24.9 billion shillings in Southern Paper Mills. The 
comµanies varied wide!y in terms of their debt eqt iity ratos as can be seen in the Graph 
Debt Equity. Tab!e 3.9: Financial Performance shows debt equity ratios ranging from a 
low of .34 to a high of 13. 7 -- in the case of Tanzania Watch Assembly Company. In most 
cases, debt equity rati(":> averaged over 2, which is quite high. Cioser analysis of the 
balance sheets on a company-by-company basis indicates that available cash and the 
value of raw material stock~ 'iave declined wh!le recervables, payables and accumulated 
losses have increased acros.5 the board. NOC is on a downward trend financially. This 
is magnified when the figures are translated from shilling terms into dollar terms. Graph: 
Debt Equity shows this trend. 

How well NOC uses its assets is reflected in its balance sheet and the analysis of 
those assets and liabilities. Good management of these assets shou!d be reflected in 
either financial strength measures such as the current ratios, debt/equity ratios, etc. or 
in productivity measures such as return on assets return on equity, etc. Weakness is 
reflected in inadequate cash, low returns on assets on equity, etc. Returns in NOC should 
exceed the costs of financing them; and at least match the opportuni!y cost of capital. 
For convenience, we have defined the opportunity cost as the short-term :ending rate of 
the Treasury's One Year Notes (31%). Were the NOC to invest its money with the 
Treasury, it would achieve this relatively risk-free return. 

NOC has not been able to achieve consistent returns on its portfolio of companies. 
Only five companies are achieving a return on equity that exceeds the inflation rate or the 
cost of capital. See the graphs detailing debt/equity and assets and return on equity. 

3. Foreign Exchange 

NOC imports most of its raw materials. Foreign exchange to purchase these 
products comes through Open General Licensing (OGL) Somprmies can maintain foreign 
exchange accounts that enable them to purchase parts ar:d supplies from foreign 
exchange earnings without going through this process. 

NOC had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open 3eneral 
L!cense (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreign exchange at the time it obtains t.:ie license. 
(Previously, payment could ba staggered and was therefore less costly to the company.) 
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Further. the OG:... is av~lab!e for or~ly a short period of time or it is lost. Thus, the 
·-:ompany loses use of cash or must finance the amounts through Oi..:rdrafts at up to 31 
perc.ant annual :nterest rates. At the same tir.1e, it appears that tt.e company does not 
bear anr exchange rate risk and ef.ee!ively locks in the current rate at the time of 
purchase ai'though Cf;livery m3y be four to six months later. This can be an advantage 
when the currency is deval•Jing. 

4. Capital h1•1astment and F!nanc:ng 

NOC cc .. 'Tlpanies have not been investing enough to either maintain or replace ttieir 
capital stock. Further, much of the capital investment went to motor vehicles and 
buildings rather than to equipment. Table 3.11 shows capital investments made by NOC 
in 1989. The graph on Invested Capital V~. Performance shows that only Aluminium 
Africa, Metal Box and Tanzania Oxygen are achieving close to expected returns on their 
investments. 

Most capital investment in recent years has been financed by short-term debt. 

5. Estimates of Valuation 

·Table 3.12 on Valuation Indicators shows various indicators of NOC's worth as a 
company from a financial perspective. The value of economic lirikages or the political 
value of maintaining employment despite losses have not been considered in these 
estimates. 

i. Book Value 

The book value of ail NOC companies in 1989 was approximately 15 billion 
shillings. This is what the assets less the liabilities are nominally worth and indicates th~ 
liquidation value of the group. 

ii. Going Concern 

As NOC's portfolio produces a loss, NOC is worth less as a going concern than 
were it to be liquidated. This indicates that NOC lacks general viability as a holding 
company and that its portfolio needs to be restructured. 

iii. Price Earnings Value 

The price earnings value is derived by multiplying the total corporate earnings by 
the price earnings ratio. This measure of total worth is valid for companies with positive 
earnings. Therefore, while the price earnings value can be applied to some of the NOC 
companies -- which is done in the Appendices -- the concept is not valid for valuing the 
NOC group as a whole. 
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H. Summary 

As discussed in the section on market opportunities and growth, the National 
Development Corporation companies are positioned in a number of high gmwth and very 
strategic markets. At the same time, the prognosis for NOC is not optimistic. 

While NOC has a number of key strengths, it is not well poised to take advantage 
of these. Its strengths include: 

A monopoly position in key, strategic industries, such as, steel bar, 
sheet steel aluminum, oxygen, metal packaging and electrical 
transformers. 

Machines, processes and technical skills unique in Tanzania in such 
areas as heat treating, gear grinding, and basic steel production. 

Several very strong companies which are profitable, well managed, 
and strategically placed. 

Good managers and competent staff in key companies such as 
Aluminum Africa, CMB, Tanzania Oxygen and Southern Paper Mills. 

Legal regulations that help protect against private competitors, 
although this is less a factor than in the past. Also, the bureaucracy 
is a formidable obstacle to start-ups and outside competition in many 
of NDC's markets. 

However, NOC is quite weak in many areas. NDC's weaknesses include: 

Lack of a coherent strategy to take advantage of or to consolidate 
and concentrate resources on key market segments. 

A very diverse group of companies, technologies, and products, 
cutting across a wide variety of customer segments. 

Little syr.ergy among the operating companies. 

An aging, outdated plant, poorly maintained, with little capital being 
reinvested into it. 

A very high overhead in the corporate staff. It is not managed as a 
financial conglomerate and yet has no coherence as a sectoral 
conglomerate. 

An increasirig debt load, declining return on assets, declining return 
on equity, and declining profitability. 
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A rapidly changing legal and regulatory environment that is less and 
less supportive both financially and politically for parastatals and for 
holding companies. 

So, NOC faces great market opportunities and has some very strategically placed 
companies; yet, it is possible that the poor performance of the group as a whole could 
drag down its strongest companies and weaken the holding company substantially over 
the next ten years. NOC will face increasing competition, both from local firms and from 
foreign competitors. Better managed competitors have lower cost structures, more 
capital, and more focus and motivation in its markets. NOC stands to lose many of its 
higher margin product areas, as competitors attack and ·cherry-pick• key industries. Also 
NOC will have limited access to Government funds, and its high debt load will mean that 
it will have reasonably iittla access to debt capitai in the future. 

The atmosphere is one of increasing public pressure for accountability and for 
generation of profits in the parastatals through value-added, instead of exploitation 
through market monopolies. There is less donor interest in losing government 
enterprises. 

I. Options 

One's first reaction to this situation is always to think that businesses can be saved 
with an injection of more aggressive management, i.e. that a sharp and abie manager can 
overcome all obstacles while a poor manager can ruin a good business. And to some 
extent that is true -- certainly, one would tnink that it would be impossible to lose money 
on the only brewery or telephone company in town. 

But, there is a limit to how much a manager of a small, under-funded parastatal can 
influence his operating environment. There is also a limit to the extent to which a country 
can protect itself from the rigors of competition. Determining those limits is the heart of 
industry ar 1 competitor analysis. 

In this study, we reviewed the historical environment, the economic, market, and 
political trends in the metal working sector, and identified NDC's strengths and 
weaknesses. Now we need to determine which weaknesses NOC can realistically expect 
to overcome, how much we can conservatively expect the company to change, and which 
factors appear to be beyond its control. 

Let us say hypothetically, that every business in NOC could be sustained -- at a 
cost of millions of shillings every year. These shillings would have to come directly out 
of the pockets of the schools, the health system, the ir.frastructure. This could be done 
through: 

1. 
2. 

returning to monopoly protection of NOC companies; 
obtaining preferential access to foreign exchange; 
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3. enacting legislation prohibiting imports of competing products; 
4. establishing tariffs on competing imports; and 
5. subsidizing exports to other countries, 
6. and raising taxes to pay for the losses. 

This is not the strategy that we recommend. 

First, it is extremely expensive; everyone in the country is taxed through higher 
prices, lower quantities, and lower quality. Development is retarded, as it has been for 
the last twenty years. 

Second, it puts off the day of reckoning. Some of the NOC companies are 
bankrupt, even if not officially declared so. Fortunately, there is always something of value 
left even if a company is unprofitable. The building may have alternative uses, some of 
the machines may be useful, some of the products could continue to be made, some of 
the personnel could be re-employed in similar capacities, and any proceeds can be used 
to retire debt Let us emphasize that while capital losses are permanent, people can be 
reemployed. 

Third, there is an extremely high political cost to such a strategy: 

1. it is counter to the public sentiment; 
2. it is counter to the political and economic trend in Tanzania and worldwide; 
3. it reduces the attractiveness of Tanzania to private capital; and 
4. it lessens donor support. 

We believe NDC's best option is to identify the new realities as objectively, as 
realistically, as critically as possible so that it becomes a positive contribution to the 
economic development of Tanzania. The next chapter presents detailed 
recommendations for NOC. 
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Chapter 3, Attachments: National Development Corporation 
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Overview National Development 
Corporation 

[fab•e 3.1 
-~-----------~--

_-_-----] 

Share 
Company M~JQ_r _ _e!Od~ ~bb_. f oy~~ Q.~f!l.h!P-

Southern Paper Milla C~ .. Lid. Pulp and paper SPM 1978 100.0% 

Aluminium Africa Company, Ltd Aluminum circle1, 1teel billela, roofing 1heet1, aleel pipH and lhHt1. Ml 1980 82.2" 
S..I Rolling Milla Co., Lid. Reinforcement 1te1I rod• SRM 1978 98.2" 

Zana Za Kilimo. Ltd. Farm Implement• ZZI< 1974 100.0% 

Janzan!~Ele~~~~~~--~_,,J~'-- __________ Tr.,,~~~rm__.!ra an~ ~c~~!!i.!lec~ric ~-~~"~~ __ .. -----·- .... ____________ ll;~ _________ J980 ___ ... --· __ 8-Q.,~ 
CMB Packaging TanzU1ia., Ud. Metal package1, batter jackal• 
Tanzania Oxygen Limited lnduatrlal and medical gaM1 

National S..I Corpora1ion S1ffl product• 
Tanzania Cables, Ud. Electric and telecommunication cable• 
~ngo_fann!mf>i!trn~nt!_____ ____ _ _ __ __ F~"'1~?!!"41'!t! _,, ______ .. ___ .. _______ _ 
Kilimanjaro Machine Tool• Mfg. Co., Metal and wood working machinH, water pump• 
National BicY<=la Co., Ltd. Bicycle• 

CMB 
TOI. 
NSC 
TCL 
UFI .... __ , .. _ ·---- t<MT' 

NBC 
"4alional Engineering Company, Ltd. StHI tank• and 1tructure1, 1pare par11 NEC 

Po1t harveat procHllng machlnH, water pump1, coal 1tow1, apare partu MMM M.ng'ula Mechanical & Machine Tool• 
~SC?un:• Manufactul9rs Co., Ud 
Tanzania Watch AIMmbly Co., Ud 
Motor Mar1 (T)., Ud. 

_______ ~ctric bu~_flou,.acant tube ~11 ---------------------~--
WatchH, atrap1, ,.pa1,. TWA 
Refrlgeratora, deep f,..H,., cold room• mor1u1rlH MMT 

National Development Corporation Haadquartera Holding company, company dewlopment NOC 

1948 50.0% 
11118 80.0% 

11186 100.0% 

11177 80.0% 
11118 100.0% 
1981 7!1.0% 

1974 100.0% 

11187 100.0% 

19711 100.0% 

-- ------'~'--- - _1~~ 
1978 100.0% 

1880 100.0% 
100.0% 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
~I 

I 
I 
·1 

I 

n 
I 

I 

I 
I 

I 

I 
I 
I ' 

I 
I 

I I 

I 
a --u .... .. • 

1:1 

I 
I 

N 
~ 
u 

AS 
{! 

; 
• 

IJ 
I 

• . 
'i 

!! c 
c • ~ 
0 
c 
~ ii ; 
• -:: • a :1:1 

. 
;; 
'" .. 
! 
!: • i 
-! 
• 2 



-

National Development 
Corporation 

~ 

So-"-< - Co. Lid 
Alulftiniunt Alnca Company, Lid 

SIMI RolknQ loltllo Co . Lid 

Z.... la IJ.ill-. Lid 

!~l\la-E~t~ Y19 C::O,.\old __ _ 
CMBPoicllagong Tania-, Lid 

Tal\la- Oaygoon Lomolecl 

Na-I SIMI CoiporallOn 

Tanzania c.blea. Llcl 

~~-~--------
Kill-njalO Machine Tools Ml; Co. 

Nallonal 8lcycle Co . Lid 

NalionalE~ Company, Lid 

Ma"ll'ula llilKhanical& Mach-Toola 

\,_~ --CMM9 ~!!!_____ __ _ 
Tana- Watch AaMm~ Co, Lid 

""°""Mall (T). Lid 
Nalional Clewelop- Co'PO,.lion Headquarte.-. 

~-------

L_!_ able 3.3 

Ca a ting 
Smelli!!g 

forming, 
Cutt!_rtg 

ConUnuouo 

Cont1nu<.1ua 

Production Processes -----~=J 

Rlited 
Mtiehlni'1SI Aaae~ B!e.!!r Iradlnsi ~.HY Prod~ Yn!t~ 

Galco Galco 130,570,270 ... 311,000 ll'elllc:lon1 
20,0M 10,4!!0 melll~ lon1 

2,231,; Ill 337,000 plece9 
V~rl~~L _________ !,!10._ ~~ill 
22.m.222 1,000,000 unlll 

1,327,4111 123,000 cubic me1e11 

NA NA 
741 - metrtc:ton1 

-~-----------___ •·~------- ___ _!,.~IO ___ . ___ .t_~!!_ __ . ~~ t;!n~. __ 
••• 417 427 plece9 

0 plecft 
V.rtoUI NA ~rtoUI 

NA NA p-
------··-·---------------------------------~~----2~. -

2,4H plece9 
121 ,_ 

Capeclly 
!JJfllz•tl!H! 

37' 
112' 
I~ 

NA 

27' 

'" NA -70'll. ---NA 
NA 
NA 

- "!A 
NA 
NA 
NA 
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National Development 
Corporation 

Co•panv 

SoyU1er11 Peper Milla Co . ltd. 

Alyrai11lyra Alroce Corapa11y, Lid 

S1eel Aolll11g M1ll1 Co., ltd 

Z•n• Za K1h"'o. l1d 

- - - - - - - - - - - - -
[Table. 3.4 Diversifi~ation/Rehabilitation Proj~cts Proposed ·byNoc] 

Dlv•rmifloatlon/ 
Reh abllltatlon 
fropoHd by NOC 

Sew mlll1 and wood prodMCll 

Qomm•nt1 

Ol""•lon ol locu1 

AllllHllllg planl, El•clllC Arc Furnace, Alumlnlum E111ru1lo11, Con11n .. ou1 a.1 .. 1111MiHd pota111ial 

Wll• rod a11d w•r• product 1111• Equlpme111on-1ila,11r.I hooked up due to no11- pey111a11t 

l'ell1bllUal• old machinery Co11- reduclln11 and 111a1111ananc• program• more crlllcal 

!~H11!!_!_leC111cal Goode Mtg Co . ltd 

C'°'I Peckegt11g Te111e11le. Lid 
------ ___ !!_9_'!~1~~!!...!_•!'!!!...!'_~ ~aln!!_~~n~·~---- ___ ------- ---- __ ~!!~_1_11_. -------------- ---- ___ .. 

Te111e111e O•rg•r. LIMlled 

Ne1io11a1 Sl••I Corpora11011 

Ta11ia111e CablH. ltd 
UbMllgO Fa1111 IM~p_l_e_ra_e_11_1_1 ________ _ 
K1M•a11jaro Mac11111e Toole Mfg. Co., 

Ne11011et llcycte Co . ltd 

Na11011a1 Englnaarlng Co111pa11y, Lid 

Mang·.,19 Macllanlcal & Mac11111a Toole 
L19111 So .. rce Me11ulaclMt•11 Co, ltd 

Ta111e11le Walcll A11e•bly Co, Lid 

Mo1or Mert tTl , Lid. 
Nauonal Oevelop•enl Corporallon HHdq.,arte11 

Modernl1ellon: llU llna, Metog lln•. Lapuam llro119 markett, good po1enllal. 

New o•ygen/nll•~g•n plant, COi llqulllcallon at Kyajo 

Telecom CablH/backward Integration 
Aellabllllate/modarnlH llnH 

hport 111arkell119 

MoclarnlH fou11clry 

____ Aellabllltal• GLI Line, Glau Fact.!!)'_ 

t11011g 111arkat1, good potanllel. 

Olve11Uy lln• llelore lntegrallon p101ec1 
______ Coet-reclucllon and r11al11te11e11u p••t!!.!!!.~.!!_~~~!l 

Cu11ently, non-co111pe1111ve locelly. 

Cu11e11t lou11drlH 111 cou111ry oparat1111 well u11cler uuc"y 

-------~.!!!..!n!l: . .f.J!!!!_!!!_!!llel IOIH!.:_ __ . __________ __ 

-
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Come~_r 

Sou-n Pa- M ... Co. Lid 

Alu1111111U,. Altoca c~"'"""'· Ud 
S-Aollw:g M ... Co . Ud 

Zana la i..•1110. Ud 

!!_n!A~~ ~lec.'!IC~ Goodl Mfg _co ~LI~ 
CMB Pacug ... g T ........ Ud 

Tanian• 0.ygen Ulll .. d -I S-Cot-bOn 
Tal\Jan• Cablae. Lid 

u""~··'~"'Jli!.~.•.!'tr. - - - --- --- - -
K•INlljuo MKll_ T_ Mlg Co. 
.... ..,.... 8icycl9 Co. Ud 

Na- E"-"'9 Co,,.pany. Ud 
Mang"ula Mecllanoca. & MKll"'• Toolo 

~!_~fCe "°'!"~laClu!~~-~' _L.~--- _ 
r....,.., w.1e11 '"""'b" eo. Ud 
""°""Man (T) Ud 
Na-I Develop111en1 Corpota'°" Heedqua-• 

l
-- -- -- - ·---- -.. - -- ------- -- -- --- -- ------- --· ---- ---· 
Table 3.S : Partners and Aaaialance ---------·--------------------------

When 
Sta~cl 

1178 

llMIO 

11171 

1117• 

llllO 

11MI ,_ ,_ 
1177 
1-
1111 ,.,. 
1117 

1171 
1111 

11171 

IMO ,. ... 

How 
~'l"'l~cl 

NllC Slart-up 

Nat~-.11ahzed 

Nai.onallzed 

Ctunne techntc.al a1111tance? 

~-~~na•11ed 

Nat.ana&1zed 

NallO ... hHd 
? 

? 
Chin•• !Kllnlcel Htlllanu ••ioc 1.-,,-:-~p ----- -
NDCSlart-up 

Nallo ... IQ•d 

l•••• ••-Y repel! 1llop, acquired 

~~ !!!.'!.::!'!! --·-
Nallo ... Mzed 

Nallo,..lried 
ao .......... nt 1•11- up 

NDC'a Sha19 
~!r!f\Ja 

10001!. 

112 ft 
tlft 

100MI. 

l!O~ 
!!Oft 
l(j( ... 

100.01!. 

Joint-Yen tu .. 
fl'jiirtn!f 

MabaU 

O.nlell1 (ltalyl 

_ N!'l~nal lnd~tlrl !No""ey}, T ~N~l!C9 
M•llll Bo• (England) 

BrMlth O•yo•n 

IO 01!. Olllero? 
10001!. 

- ----1;0i" ____ -Aiiico:a•lc 
IOft DAICO? 

100ft 

IOOft 

100~--· 
100ft 

100.ft 
100.ml. 

Teohnioal 

A•'l't!n~• 
Ma,..gemenr con11oc11 

Menegemenl conlracll 

lwedlth (r .. enlty completed) 

L1un1lng •n!!_manapmen1 conll~<ll 
M .. 1 Bo• manager 
811U1h o-.,gen maneged (II - , ... ,, 

- - -- I 

_J 

Com craft (1171- 1111), ma,..gem9ftl conuacL 
Chin ... 

· · auigaii9rl-- - -
Indian 1uppll9l1 

? German IKhnul a111o1ance 

1 .... dl1h Quality Engtn-. ChlnM• M .. 11en1e1 
_ ti'!!'.P.•~n ~~P.Pllef a~ 1~n- up 
Watch manufaclllrero provided llalnlng 

UNIOO 
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~BLE3.6: FIVE YEAR PERFORMANCE 

SALES 

PROFITS 

ASSETS 
LIABILITIES 
EQUITY 

EMPLOYMENT 

Exchange Rate (3) 

SALES IN DOLLARS 
PROFITS IN DOLLARS 

NOTES: 
(1) Source: NOC Annuel Report'I 

1984 
(1) 

1S49.00 

130.70 

1581.60 

28.70 
1552.90 

44n.OO 

15.29 

S101.29 
$8.55 

1985 
(1) 

1913.00 

333.60 

1747.60 
18.70 

1728.90 

4195.00 

17.47 

$109.49 
S19.09 

. 
(all figures In millions of Ts.) 

1986 
(1) 

N.A. 

N.A. 

1828.40 

174.90 
11553.50 

N.A. 

3Z.70 

$0.00 
$0.00 

1987 
(1) 

7~.00 

-605.60 

1942.30 

117.00 
182S.30 

6288.00 

84.29 

$117.24 
($9.42) 

1988 
(1) 

N.A. 

N.A. 

2091.70 
25.40 

2088.30 

N.A. 

98.21 

so.oo 
eo.oo 

---=_] 

1989 
I'll 

138115.00 

-170.90 

38524.00 
23292.00 

15232.00 

8953.00 

145.00 

'83.90 
(S1.11) 

(2) Source: NOC Compwiy Ph1n, 1989. Th• value of .... ,ta end liabilltiH hu lncrHnd dramatically between 1188 and 1988. 
Al no explanation wu provided for thi1 inc19ue, thil matter warrantl furthur inve1tigatlon. 

(3» Soun:.: IMF. lntemetional Financiel Stati1tic1, 1189. T1h per USS 
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Company 

Southem Paper Mills Co., Ltd. 

AJ, · rompany. Ltd. 
s ...... Co., Ltd. 

Zana Za N11mo, Lid. 

I_anzania Electrical~~~~~ Co.,_ Ltd, 

CMB Packaging T.ilzania., Ltd. 

Tanzania Oxygen Limited 

National Steel Corporation 

T anz.ilia Cables. Ltd. 
Ubu~ fa_!.m Implements ·--·- .. ________ _ 
Kilim.iljaro Machine Tools Mfg. Co .• 

National Bicycle Co .• Ltd. 

National Engineering Company, Ltd. 

Mlll'lg'ula Mechanical & Machin• Tools 
Light Sou~• M11nufacture" Co .. Ltd 

Tanzlll'lia Watch Aasambly Co .. Ltd 

Motor Mart {T)., Ltd. 
National DaYalopmant Corporation Haadquarte11 

[Ta~!~-~-1_ __ _ 

B@~nue R~k 

2,949 2 
5,120 1 
1,382 3 

&43 6 

Income Statement -------
Comp11ny RMtlrln11• - 191111 

(ell flllU,.• In mlllon• of Te.} 

f;~~n~ Rank 

<C,154 2 
<C,661 1 
1,256 3 

711 4 

_6.?_~ ___ 5 -- - -- - --- --- -~~ 5 ----
696 4 550 8 
517 8 289 10 
5'44' 7 486 7 
4'48 9 369 8 

_ ________ ] 

ProfitQoss) 
~-tax Rao.le 

(1,205) 18 
4'59 1 
127 4 
(68) 17 

.. _121 ____ 5 --

148 3 
228 2 

58 7 
78 8 

172 12 -···-·-------~"--1_1_. _________ ~l__li.. --- -----
133 14' 192 12 (59) 18 
356 10 329 9 27 8 
UM 11 188 13 8 10 
95 15 89 18 8 11 
~--1!__ _______ ~ __ .J5 ------~--tL_ 

25 17 35 17 (11) 13 
23 18 20 18 4 12 

148 13 138 14 9 9 

I CONSOUDATED foiAt.s_:::-=~--=~- :~·=-=~=--~=~ ==--- :·_ _,, ____ ----------.. ·------·------] 
- -~1- ~~-------- ~----

STATISTICS 
Aw rage 
Minimum 
Maximum 
Stlll'ldard Deviation 

Noteu: 

824 
23 

5,120 
1,274 

Non-dividend Income u11d for NOC. 

838 
20 

4,881 
1,3"0 

(11) 
(1,205) 

459 
324 
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National Development L Table 3.8: Balance Sheet 
Corporation CotnpMY Rantln1P - , ... 

(.JI 11gu,.. In lfllllon• of Te.) 

Total Uabil-
Company Asse~ Rank ltles Rank E~ Rank 

Soulhem Paper Milla Co., Ltd. 24,876 1 13,850 , 11,226 1 
Aluminium Africa Company, Ltd. 3,389 2 2,929 2 460 8 
Steel Rolling M~la Co., Ltd. 2,319 3 1,710 3 810 3 
Zwta Za Kilimo, Ltd. 1,698 4 1,275 4 424 7 
Tanzwtia Electrical Goods Mflil. Co., Ltd. 1.J.Q! 5 822 5 280 I 

CMB Packaging Tanzwtia., Ltd. 832 8 213 11 819 2 
T anzwtia UJCygen Umited 739 7 242 10 497 4 

Na~nal S'"I Corporation 659 8 522 7 138 12 
Tanzwtia Cables, Ltd. 804 9 120 13 484 5 
Ubunli!O Farm ~'Tlenta ___ 559 10 394 8 165 11 
Kilimanjaro Machine Tools Mtg. Co., 544 11 788 8 (224) 11 
National Bic:yc:le Co., Ltd. 407 12 154 12 253 9 
National Engineering Company, Ltd. 307 13 269 g 38 14 
Mwtg'ula Mechwtical & Machine Tools 267 14 89 15 tee 10 
Light Source Mwtufacturera Co., Ltd 100 15 48 18 54 13 

Tanzwtla Watch MHmbly Co., Ltd 93 18 88 14 8 18 

Motor Mart (T)., Ltd. 30 17 24 17 8 15 
National Development Corporation Headquarters 0 18 0 18 0 17 

I CONSOLIDATED TOTALS 38,~4 23,292 ~.gS3 "::J 
STATISTICS 
Average 2,266 1,370 898 
Minimum 30 24 (224) 
Maximum 24,876 13,850 11,226 
Standard O.W.tion 5,716 3,157 2,593 
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National Development 
Corporation 

ComP11DY 

Southern Paper Milla Co., Ltd. 

Aluminium Africa Company, Ltd. 

Steel Rolling Mill,; Co . Ltd. 

Zana Za IGlimo, ltd. 

Tlll'lz~i~ Elect~el Good~_Mtg. <::o .. Ltd. 

CMB Packaging Tanzania., Ltd. 

T lll'lzania Oxygen Limited 

l'lational Steel Corporation 

Tanzania Cables, Ltd. 
Ubuns<> Farm _l_mplements _ 
Kilimanjaro Machine Tools Mtg. Co., 

National Bicycle Co., Ltd. 

National Engineering Company, Ltd. 

Mang'ula MKhanical & Machine Tools 
~h~ Sou~.!_Man~~~__!~~ Co .. I.tel___ 
Tanzania Watch Aaaembly Co., Ltd 

Motor Mart (T) .. Ltd. 
National Development Corporation Headquartera 

lC~sOLlDATEo-l'QTALS __ 

STATISTICS 
Average 
Minimum 
Maximum 
Standard Deviation 

- - - - - -

[
- -·------------- --·-----·-------------------------- -J 
Table 3.9 : Financial Performance -------------- --- ---------------- ------- ------ - - ------

Company Rllltklnt1• - tlNJ9 

(1111 li(IUtw• In mlllon• of T•.J 

Return on 
ROA R~~ RQI; R~~ $~e~ fl~tc 

-4.8% 13 -10.7% 12 -40.9% 15 

13.!'i% 3 99.7% 1 9.0% 8 

5.5% 9 20.8% 8 9.2% 7 

-4.0% 12 -16.0% 13 

10.9% 6 43.1" ------~--
17.5% 2 23.6% 8 

30.9% 1 45.9% 3 

8.8% 7 42.4% 5 
, 2.8% 4 16.0% 9 
-9.3% 14 

---- ---·------ -- -~~"~'!' --- __ 1~ 
-10.8% 15 NA 17 

6.8% 8 10.9"' 10 

2.7% 10 21.5% 7 

11 
15 

18 

2.2"' 11 2.9"' 

-~--~"'-- _ _!!~ - -- ::_107"~~---
-11.6% 

12.3% 
NA 

1.47% 
-58.36% 

30.86% 
18.45% 

~Qt~~; 
Short-term bank rate 
Inflation Rate 

18 -169.8% 

5 57.8% 
18 NA 

NA 
NA 
NA 
NA 

2 
18 

1"' ,~, 

~~c_I!'~ retll_'!"_ o_n ~qu!_ly ___ _ 31.00% 31.00% 
-- -- -------- -----

- - - - -

-10.6% 13 

17,8'!' - -----~-
~ 1 .0% 2 
44.2"' 1 

10.8% 8 

17.4% 4 

. -:-39,;5~ --~-
-43.9% 17 

7.7% 9 
4.2"' 

8.1% 

- - :'.L4!>~~ - ----
-43.3" 

15.8% 
8.4% 

-8.82"' 
-140 49"' 

44.15% 
41.04% ,. 
31.00% 

31.00% 

- -

12 

11 
18 

1tl 

5 
10 

-

Debt/ 
l;qulty Rank 

1.22 10 

8.37 3 

2.80 8 

3.01 6 

2.94 7 - --- ---~-----~ 

0.34 

0.49 

3.83 

0.25 
2.38 

NA 
0.81 

7.03 

0.35 
0.84 

13.70 

3.70 
NA 

NA 
NA 
NA 
NA 

-

15 

13 

4 

18 

----~--
17 

12 

2 

14 
11 , 
5 

18 

- - -
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National Development 
Corporation 

Company 

Southem Paper M~I• Co., Ltd. 

Aluminium Africa Company, Ltd. 

Steel Rolling Milla Co., Ltd. 

Zana Za Kilimo, Ltd. 

Tanzanla Electrical Oood1 Mfg. Co., Ltd. 

CMB P.ckaging Tanzania., Ltd. 

Tanzania Oxygen Limited 

National S1eel Corporation 

Tanzania Cable1, Ltd. 
Ubungo Farm~enta 
Kilimanjaro Machine Tool• Mtg. Co., 

National Bicyele Co., Ltd. 

National EnginHring Company, Ltd. 

Mang'ula Meehanieal & Machine Tool" 
Light Source Manufacture11 Co., Ltd 

Tanzania WU::h AIMmbly Co., Ltd 

Motor Mart (T)., Ltd. 

[ Table 3.10 : 

·">.of 
En1el.Qy_,_ 

2,402 
1,158 

371 
913 

214 
305 
124 

81 

92 
284 
189 

342 
510 
188 ·---·------

21 
47 

National Development Corporation Headquarter• 100 

fOONSOLIDATED T()TALS ---------=-~==--===:::::_-:-_::-_-__--:_~~~_l_.~1 

STATISTICS 
Average 453 
Minimum 21 
Maximum 2,402 
Standard Deviation 587 

Rank 

1 

2 
5 

3 

9 

7 
12 
15 

14 
8 

10 
18 
8 

4 
11 
17 
18 
13 

Productivity Indicators ] 
Company RMkln,,_ - ,,,_ 

Revs/Emp Profit/Emp 
Ts.'OOO's Ran~ Ts.'OOO's Bank 

1,228 9 (5021 17 
4,421 3 396 8 
3,726 5 342 7 

704 12 (74) 14 
3,168 8 563 4 
2,~81 7 478 5 
4,188 4 1,840 
6,714 1 715 3 

4,850 2 842 2 
605 13 __ {183) 15 
706 11 (310) 18 

0 18 0 12 
!567 14 24 9 

188 17 11 10 
220 18 (310) 11 

1,178 10 {flO) 18 
498 15 79 8 

1,478 8 95 13 

--- ==:J 

2,071 200 
0 (510) 

6,714 1,840 
1,979 568 

- -



National Development 
Corpora ti on 

Company 

Southem Paper Mills Co., ltd. 

Aluminium Africa Company, Ltd. 

Sleel Rolling Mills Co., ltd. 

Zana Za Kilimo, Ltd. 

:ranzani!_~le<:t_!ieal ~ods Mfg. Co., Ltc:l..: __ n __ 

CMB Packaging Tanzania., Ltd. 

Tanzania Oxygen Limited 

National S1eel Corporation 

Tanzania Cables, ltd. 
Ubun~ Far'!'_ll'!\J>I~~~~ ________________ _ 
Kilimanjaro Machine Tools Mfg. Co., 

National Bicycle Co., Ltd. 

Natiorial Engineering Company, ltd. 

Mang'ula Mechanical & Machin• Tools 
Light Source Manufacturers Co., ltd 

Tanzania Watch Assembly Co., ltd 

Motor Mart (T) .. ltd. 
Nation.i Development Corporation Headquarters 

[Tai>l-e 3.11 

Capital 
J3udgeJ Ban~ 

1,228.3 

70 4 

8.8 9 

86.2 3 

135.1 2 

3.0 10 

53.2 5 

11.3 e 
41.8 7 
48.2 6 

1.4 11 

16 

18 

0.0 15 
0.0 14 

0.1 12 

0.1 13 
17 

I CONSOLIDATED TOTALS-~----- - - -- ---- ----u-- --- 1,693 

STATISTICS 
Average 
Minimum 
Maximum 
St.ndard Deviation 

113 
0 

1,228 
301 

Financing 
CompMy ffenltln,,. - f989 

(1111 ffgutw• In mlllon• of T•.) 

Remittance 
to l<IDC, B1ID~ 

13 

65 

14 

18 

15 

15 3 
14 4 

19 2 
11 5 

17 
0--6 

124 

21 
0 

65 
20 

10 

12 

8 
7 

18 

9 
11 

~ 

Short-term 
Debt A~~ 

11 

2 

12 

18 

14 

3 
15 

10 

13 

ll 
4 

7 
9 

15 
19 _! 

UI 
8 
8 

19 ____ ==i 

19 
19 
19 
0 
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National Development 
Corporation 

Ctat>le3.i2: ValualionJn~icators 
C0111pMyR9ibige - ,_ -----=-==---=~=_-:_~~~--=~] 
"".,,.,,. ... -·al, .. , 

Olvlclencl1 
Book P/E Value to or encl to Sall 

Co•oany Val.!!.! fiank lt~'!.! ~!!.!! I!!~ fi!Jl1! IHH IM!!!!ll Ll!u" 
~"-... Co.lid 
-Nnca~y.Lld 

s... Ralo>g ... Co. ltd 
z...a 7~Kilimo. Ud 
r-e1ocmc.i~M11_9>~L_l<l ___ _ 
CMl~T.,_,lld 

T-Orygo.1 UrnMd 

-s... Colporaacn 

T-c.tiiH.Ll<l 

~!~~ts_-------
Q_.,--To<lls ~Co. 

11.228 1 

480 • 
810 3 

42<1 7 

-~- -~--
619 2 
487 4 

138 12 
.a4 5 
1111 11 

- --~, --- -1,---

0 1' NA 111 0 
2.283 1 41111 1 Ziii 

4134 4 104 • 113 
O 11 NA 1a o 

tr;l ___ !I ___ ?_1~_-L ______ 8Q 
7211 3 1.18 I 73 

1,141 2 229 3 114 
l!llll 7 212 II 211 
3118 11 OllO I 311 

o 17 NA 11 o -6 ---;3---- NA ---11 ______ --- . o--
- BicyclltCo. ll<l 213 II 137 I 0 5'4 13 14 
-f~~-ll<l l8 14 41 10 101 7 4 

I ,2Dll 
23 • 
e 10 

Bii 2 
__ • ___ !!_ 

I 

11 1 
3 13 
4 12 

112 II ________ Bi ___ ----
3 

1 14 
0 II 

Pr•••"t 
Y1ln !'l!l!!! 

3,442 I 
7al 2 
2llll II 
11111 I 

:ioo ___ !!_ 
2:111 4 
31111 3 
104 • 

134 7 
1!14 11 
ll"D -- ----10-

57 17 
iii) 12 

a.ng·.-~u-:tlinaT- 1• 10 211 11 0.15 10 3 
\,!lfltS....-~~~--------------------------------------~--13 _______ 0 ___ 1_4 ______ ~ __ 12 _________ J1 

0 17 28 14 

T--Aa8o<NllyCo.lld 8 11 0 11 NA 11 D 
-- _511 ____ .. _ ---- ___ _171) ___ 11!. 

....... Molt(T),Lld. II 15 11 12 25 2 2 
11 
0 
0 

• 
11 

-~tColpolaU\~rs 0 17 47 11 NA 14 !I 111 

~-rm:-._~Ai:S -=-=--===-------
STATSTICS 
~ -._....... 
SIM<llldO...O.. 

Effl 
Effl 
Effl 
Effl 

_:_-:-:___--==---=-_::~ =:-=-:---= =~~=-:--~=----
371 

0 
2.283 

511) 

O.OMI. 

NA 
NA 
NA 
NA 

-_=-:--===-~-~ _ _--:li;li!_- =:=:::J~IJ:-=--=- _!!I 

37 
0 

Ziii 
511 

OOMI. 

• 0 
1,2111 

lllO 

o~ 

• I .. 
II 

o~ 

[
- --------------- --------· -

~~: 

311 

24 
:.:> 

- -~;!1~ 

370 
24 

3,442 
7111 

o~ 

-n 
11~ 
llO~ 

10 
10 

33~ 

13 
111 ,. 

-



National Development 
Corporation 

Compenr 

Soull\ern Paper Mdlo Co . lid 

Atull'ltn1u• AtrK:a Company. ltd 

SIHI Roling Molls Co , Lid 

Zana Za Kilim o. Lid 

T!"_Z_!!'~ ~le~r_oc_aJ~()O_d$ ~Ii f.~c Lid 

CMB Paekagong Tanzan ... lid 

Tanian .. Osygen l1mft•d 

Nattonal Steel Corporation 

Tanzania Cable•. lid 

I Table 3.13: 9J>tions 

Under- Capital 
Export Utlllad to r•pay 

P!.9.fitable? Potentl .. ? Aaaeta? Deb_! 

No High No YH 

v .. Moderate v .. No 

v .. Low v .. Yeo 

No Moderate Yeo No 

Yeo _Hogh No 
·--- "'-" ---

v .. Mode1at• No No 

v .. low No No 

v .. low VII v .. 
Yeo Moderate No No 

-- -·--~=-=-=] 

Sp•cl81 
Exp11n1lon/ A•Ht Share Pa111n•,. A•gulatlon 

lmprcwement SlllH Qff•r/IHU. E~JOiun H•qulrad? 

v .. NA NA Foreign No 

v .. NA l11ueSh11H Loc11 No 

v .. SellA11e10 l1aue Sh•re1 Local No 

YH NA NA Locol No 
ljo _ NA Of!!r 8~!'!~ -· _ ___ _ _Lot~I No 
v .. NA IHu• Sharee For.,lgn No 

v .. NA l11ueBh11H Foreign No 

No SallA11e11 luueSharH Lo.:al No 

No NA Oller SharH Foreign Ho 
Ubungo Farm lmp•m~~!..---------~-- ____ -~-- --~--- Ye1 ____ ____J~_!_ _______ lio ___ Sell Auell NA Local No -seiiA11a11 ________ N_A _______ Loca1 ___ --No ____ 
Kiiimanjaro Machme Toolo Mtg. Co. No low 

N•lionel 811:ycle Co. lid 

Natrona! Englfleermg Company, ltd 

M•ng·,.ia Mechantc•I & Mathlfte T ooi. 
ltght Sou•c• Manutactwrera Co., ltd 

Tanania Watch Anembly Co., lid 

Motor Mart IT! . ltd 
Nal•onal Developmel\I Corpot•lion Headquane11 

- -

Yea low 

YH Moder al• 

V•• low 
_ _Ill~- _____ low 

No Low 

Yes Low 
Ye1 

- - -

Yeo Y11 No 

YH v .. v .. SellA11et1 lnuaShar .. 

Vet ? Yeo NA luueSharH 

Y11 v .. No Sell Aneta l11ue8harH 
Yel YH ___ J!!'_ ----~~Alla~------ NA 

YH v .. No Sell A11a11 NA 

v .. v .. No S.11 AIHll lnua Sh•••• 
Yee No v .. NA J11ue lh•r•• 

- - - - - -

Foreign No 
Local No 

Local No 
·---- __ For!'.a.~--- .. __ ~!--

Loe el No 

Local No 
F or•lgn/locol No 

- - -
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Invested Capital .vs. Performance 
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CHAPTER IV: GENERAL RECOMMENDATIONS 

The report's recommendations are divided into two sections. This Chapter deals 
with what NOC can and should do across the board for its companies. It is detailed in 
terms of strategy, organizational structure, and finance, which are the key areas under 
NDC's control and responsibility. In Chapter V, we list company-specific 
recommendations, which are programs that the companies should be directly responsible 
for implementing.' 

For example, while NOC can set the financial targets and strategies for the group, 
it cannot and should not manage each company's finances. Should an operating 
company not achieve its targets, NOC should make the broader decisions of replacing 
the management team or divesting the enterprise. 

Each recommendation is divided into three parts: (1) Recommendations, (2) 
Discussion, and (3) Benefits and Impacts. Specific examples of problems, benefits and 
impacts are given in the discussion and benefits sections. 

A. ~trategy 

1. Recommendations 

Focus on three market areas: 

a. Construction materials and steels 
b. Industrial parts and processes 
c. Agricultural implements and machines 

Improve overall profitability of NOC, through: 

a. Establish general strategy with companies 
b. Merge, acquire, and divest enterprises to better serve customer base and 

meet financial targets 
c. Establish annual targets with companies 
d. Reward/remove managers who achieve them or do not 
e. Concentrate resources and technical assistance on the following, in order 

of priority: 

i. 
ii. 
iii. 
iv. 

Reduce costs 
Streamline production 
Improve quality 
Increase value-added 

'The second ''Olume of this report, "Appendices: Individual Company Plans", contains 
more detailed background and analysis of these recommendations. 
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v. Increase unit sales 
vi. Promote exports 
vii. Increase capacity 
viii. Extend product lines 
ix. Add new products within existing companies 

f. Avoid new investments until: 

i. Credibility is re-established 
ii. Other priorities have been achieved 

Broaden share ownership of NOC 

a. Issue/offer shares in companies to: e.g., 

i. Local investors/operators 
ii. Foreign investors/operators 
iii. General public 
iv. Managers and employees 

b. Issue/offer shares in NOC 

Graph 4.1 illustrates how recommendations 1 and 2 are merged. Recommendation 
1 focuses on the market segment served by the NOC company, and recommendation 2 
focuses on the financial strength of the company. These are shown on the vertical and 
horizontal axes, respectively. Obviously, those companies with both strong market 
positions and strong financials are most critical to the NOC portfolio of companies. Those 
companies with weak market positions and weak financials are least critical to NOC. This 
chapter will develop various strands of analysis that will conclude that all ten companies 
in the top-left, bottom-left, and bottom-right quadrants should be sold or merged. 

2. Discussion 

Most of NDC's losses come from companies outside NDC's metal production and 
engineering strengths -- Smithern Paper Mills, Light Source Manutacturing, ett:. While 
both Southern Paper Mills and Light Source Manufacturing make sense as business 
concepts, NOC has neither the expertise nor the capital to manage the businesses For 
these reasons, we recommend focussing ~he NOC group on the three segments in which 
it is the strongest: 

1. Producing and marketing steel and building products in construction;' 
2. Producing and repairing machined steel parts used by other industries; 
3. Producing agricultural farm implements. 

'It is especially strong in basic steels and in certain production processes unique to 
Tanzania. 
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These three market areas: 

match NDC's strengths; 
serve key roles in the economy; 
provide the strongest growth opportunities; and 
are the least vulnerable to foreign competition. 

The second recommendation -- improve overall profitability - is made to focus NOC 
on its need and responsibilit'J to invest its capital carefully so as to insure its long-term 
survival. NOC has shown strong asset growth, but an ever deciining return on assets 
and return on sales. Cost reduction is the fastest and surest method of improving 
margins. The order of the recommendations reflects the consultant's sense of priority and 
greatest impact. 

There are many ways to improve profitability, and several are identified above. This 
section on strategy simply highlights profitability as a top priority. Other sections, below, 
will tum more to the actual steps required to achieve profitability. For example, cost 
reduction procedures having to do with production processes and production 
management are discussed in more detail in Section C, below. Proposed mergers and 
divestitures are discussed in Section D. Incentive arrangements for compensating 
management and staff are discussed in Section E. 

The third recommendation, to broaden share-ownership, serves to create a role for 
NOC headquarters over the next ten years. Broadening ownership means involving a 
greater number of partners -- local and foreign investors, managers, employees, and 
citizens in NDC's success. NOC should seek to create "ties that bind· parsons and 
companies to NDC's success. 

3. Benefits and Expected tmpa~ 

There are seven key benefits to the National Development Corporation of adopting 
the above strategies. 

First, NOC gains coherence as a company. It obtains direction and focus and its 
employees know what the company is about. Development as an objective or goal is too 
diffused to either inspire or give meaning to the daily work of most of the persons within 
the companies. 

Second, setting objectives and goals gives the employees a target and a road map. 
They understand where they are going, and what they are to achieve. And when they've 
reached their targets they know it is time to feel good, to calebrate, and to set new 
targets. 

Third, establishing the company around three main customer segments limits the 
number of areas the company needs to do well in. NOC is extremely vulnerable to more 
selective and focused corporations who are now entering its markets. 
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Fourth, adopting the strategy of cost reduction, in the order indicated above, 
improves NOC's ability to survive the next ten years. The strongest assurance of NDC's 
survivability is for it to be the lowest cost competitor in its segments. Then it can sustain 
downturns while other companies go out of business. 

Fifth, a strategy of cost reduction is development oriented. Development comes 
from being able to do and deliver mere of a product, service, or benefit for less money 
and effort. For example, reducing the cost of steel bar results in more affordable housing. 
Increasing profits of corporations increases the amount of money available to pay the 
workers. Without profits, NOC cannot survive and grow. 

Sixth, the order of the priorities shows which projects give the highest returns and 
are the easiest to achieve. For example, cost reduction has the highest return on 
investment and is the easiest to implement. The most difficult part in a cost reduction 
strategy is actually deciding to do it. 

Seventh, and finally, privatization means a redistribution ofti1e assets of production 
to the population. NOC can again take the forefront in broadening the ownership base 
and the shareholding of its companies. Thus, NOC will again be in the vanguard of 
economic development. 

This, in summary, is our proposed reorganization strategy for NOC. The next 6 
sections, consisting of: 

Marketir.g 
Production 
Organization 
Human Resources 
Finance 
Policy and Regulatory Environment 

contain more detailed discussions of this strategy. The 10-Year Development Plan, in 
Chapter VI, indicates a time frame for the implementation of these recommendations. 

B. 

1. 

Marketing 

Recommendations 

1. 

2. 

Focus the company on its primary customer bases, which should be: 

a. construction companies and builders; 
b. industrial companies and manufacturers; and 
c. farmers 

With the General Managers, set targets for the companies for unit 
production, value-added, revenue, and profit. 
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3. 

4. 

Assist companies to improve their marketing skills and practices: 

a. facilitate the organization of marketing managers into a functional 
committee; 

b. provide a room in NOC headquarters for the managers to meet and 
share resources; and 

c. request technical assistance to provide seminars and training to 
marketing staff. 

Develop an export marketing program. 

a. Develop NOC group marketing brochure. 
b. Arrange for all managers to be on marketing lists. 
c. Send marketing managers to any seminars/programs on export 

marketing held locally. 
d. Send marketing managers on joint marketing trips to neighboring 

countries where companies have similar or complementary product 
lines. 

e. Develop a handbook and conduct a seminar for marketing personnel 
on application procedures for PT A trade. 

f. Participate in regional fairs in SADCC/PTA countries. 
g. Develop foreign distributors and age:its. 
h. Create a ·corporate Salesperson·, whose job is to represent NOC on 

the road, and who knows the individual NOC companies well enough 
to coordinate marketing efforts. 

2. Discussion 

Marketing is a key weakness of the National Development Corporation. Its 
companies tend to fall into three categories: 

a. Companies that are abie to sell everything tr.c1t they produce right at the 
door. These include such companies as Galco (in the AALgroup), Tanzania 
Oxygen, and Steel Rolling Mills. 

b. Companies that do extensive marketing, have close customer contact and 
are successful. These companies include: Tanzania Electrical Goods, 
Tanzania Cables, and Metal Box. 

c. Companies that market with little apparent success. These include Light 
Source Manufacturing, Motor Mart Tanzania, and Tanzania Watch Assembly 
Co. 

Marketing is best done at the subsidiary level, with each company retaining primary 
responsibility for selling its own product3. Noc·s role should only be one of facilitation, 
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with the exception of export promotion where costs may be prohibitive for small 
companies. 

Our marketing recommendations focus on three common target markets for NOC 
companies. However, we do not recommend a formal marketing department within NOC 
to undertake group marketing. Rather, NOC should facilitate coordination among the 
companies by using the Chairman and the Chief Operating Officer's time to coordinate 
group meetings. Additionally, NOC can provide space in its headquarters for functional 
in the NOC companies to meet and share resources. Finally, NOC can request technical 
assistance to provide seminars and training to marketing staff as a means of lowering the 
cost of training across its companies. 

In the area of exports, the h!gh costs of travel and communications provide more 
of a role for NOC. NOC can group its companies together by category and products, and 
assist the groups to promote and market products extemaily. Again, this is best done by 
the companies themselves. However, NOC could employ a young and promising 
·corporate sdesperson· to market NOC products i~ the region and to assist the 
companies to take better advantage of these opportunities. Such a position would be 
only for two to three years, until the companies had gained sufficient strength in export 
promotion to take the lead themselves. 

3. Benefits and Expected Impacts 

NOC stands to benefit tremendously from the increased sales that improved 
marketing would provide. The first benefit is that it would force the company to focus its 
operations in a way that is lacking at present. 

The second benefit is that by servicing specific markets and customers, auxiliary 
business ideas can emerge. These could lead to additional profit opportunities, including 
higher value-added customer-specific services, which are critical if NOC is to increase 
profitability in the future. 

The third benefit is to lower the cost of marketing programs in the NOC group. 
Most work would be done by the marketing managers and their staff at the individual 
company level: however, by providing resources primarily in the form of space and 
training and seminars, NOC can lower the cost of improving marketing among all 
companies. 

The final benefit is to increase sales and profits. Promotion of exports would do 
much to increase sales and profits, while bringing in much needed foreign exchange. 
Pooling these activities is a low-cost option for NOC. The goal is for companies to be 
responsible for their own marketing in the future. 
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c. Production 

1. Recommendations 

Most projuction-level recommendations are appropriate at the company level. 
NOC's role should be to facilitate and support General Managers t~ achieve the following: 

1. set cost reduction, time compression, product quality and 
maintenance targets; 

2. facilitate the organization of production managers and engineers into 
a professional group within NOC; 

3. provide a room in NOC Headquarters for production engineers and 
managers to meet and share resources; 

4. request !echnical assistance to provide seminars and training to 
marketing staff; 

5. support technical training on preventive maintenance; and 

6. ensure that budgets contain adequate funds for parts and 
maintenance. 

2. Discussion 

The National Development Corporation is relatively strong in production. Indeed, 
production is its only strong suit. It has several well-run production facilities that provide 
products vital to Tanzania's national development, including Aluminum Africa, Tanzania 
Oxygen Limited, Tanzania Electrical Goods, and Metal Box. Further, NOC has an 
extensive, well-trained engineering staff, including a large number sitting in headquarters. 

At the same time NDC's plants are aging rci.pidly. Several plants are well over 20 
years old, yet minimal capital is being reinvested in them. In other cases, modern plants 
such as Southern Paper Mills and Light Source Manufacturing operate well below capacity 
due to lack of preventive maintenance in the past. 

Production costs are often high compared to imported products, while quality is 
lower. For example, Light Source Manufacturing uses raw materials that cost in excess 
of finished goods imported into the country. On top of that, their poorly maintained 
production lines and inefficient production processes and workers break 40% of the tubes 
and bulbs produced. There is no hope f<'· such a company. 

NOC needs to reinvest substantial sums of capital in its plant and will need to 
replace much of the capital equipment in the coming years. Production must do its part 
to: 
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lower production costs; 
find better ways to produce with fewer resources; 
organize production lines to speed through put; and 
rationalize plant and lines to optimize output. 

These tasks must be done by the operating companies. Yet, NOC should play an 
important role in setting targets, getting production managers together to discuss 
problems and needs, and facilitating technical assistance to solve the ceneric problems 
of poor maintenance, slow production processes, and costly production procedures. 
Finally, NOC needs to see that dollars are set aside in company budgets to repair and 
replace equipment. 

3. Benefits and Expected Impact 

NOC stands to benefit dramatically from an improvement in its production facilities. 
The first benefit is that of focus. By focusing on cost reduction, the company can bring 
costs down and insure its survivability. It must lower cost to generate funds necessary 
to lower debt and to reinvest in its own plant. 

The second benefit of lowering production costs and speeding through-put is to 
increase its own market share. Low income levels in Tanzania dictate that lower cost 
prOducers and sellers should gain market share. 

The third benefit is that of quality. Cost reduction and improving the through-put 
time should also result in quality improvement. This is necessary to survive in several 
cases. For example, ZZK and UFI farm implements manufacturers are competing against 
lower-priced, higher-quality imported hoes, which have visibly higher quality finish and 
appearance than those produced by ZZK and UFI. UFI now has up to 1 million hoes in 
its warehouses that can not be sold fer these reasons. Quality standards need to be 
developed and improved if such companies are to survive. 

The fourth benefit of NOC's production program should be to encourage and 
obtain greater inv:>lvement from its employees and its managers. By facilitating the 
grouping of production managers into a professional group to exchange ideas, to visit 
other factories, and to recommend improvements that can be applied to other NOC 
companies, all NOC group companies benefit. 

NOC shoL::j facilitate and encourage the managers, but not do their job for them. 
Ownership of ideas and programs and commitment to them will be strongest if it comes 
from the companies and their managers. NOC's role is to set targets, to encourage the 
managers to meet and exceed the targets, and to see that funds are set aside in budgets 
so that such targets can be achieved. 
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D. 

1. 

QRGANIZA TION 

Recommendations 

1. Structure the organization to achieve NOC's objectives. 

a. 

b. 

c. 

d. 

e. 

f. 

g. 

h. 

Obtain outside partners tor: 
1. Southern Paper Mills 

License Technology for: 
1. National Engineering Company 
2. Tanzania Cable 
3. Ubungo Farm Implements 
4. Zana Za Kilimo 
5. Kilimanjaro Machine Tools 

Negotiate or keep management contracts for: 
1. Tanzania Electrical Goods 
2. Tanzania Oxygen 
3. National Bicycle 

Sell additional shares to management or partners: 

1. C. Metal Box 
2. Tanzania Oxygen 

Sell all shares to management/ employer or investors 
1. Mangula Machine Tools 
2. Motor Mart 
3. Tanzania Watch Company 

Merge the following companiP.s into stronger single companies: 

1. Merge the operations of: 
a. Ubungo Farm Implements 
b. Zana Za Kilimo 
c. Mangula Machine Tools 

2. Merge the operations of: 
a. Aluminllm Africa 
b. National Steel 
c. Steel Rolling Mills 

Spin-off smaller units: 
1. Kilimanjaro Machine Tools 
2. National Bicycle 

Close and sell the assets of: 
1. Light Source Manufacturing 
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2. Reduce the site and cost of the headquarter operation. 

3. 

4. 

5. 

a. Reduce the number of employees to 20 to 30 
b. Shift engineers and others to operating companies 
c. Shift derical to larger operating companies 
d. Keep financial, legal, and small planning section (3 to 5 people) 
e. Use technical assistance or task forces instead of staff to address 

specific problem areas within the NOC Group, e.g.: 
1. Marketing 
2. Production 
3. Cash management 

Lower administrative/overhead procedural costs 
a. Streamline administrative paperwork, e.g. 

1. Budget preparation 
2. Annual reports 
3. Personnel actions 
4. Five year plan 

b. Automate the routine and voluminous 
1. Accounting records 
2. Payroll 
3. Accounts payable 
4. Monthly reports 

Board of Directors 
a. Strengthen the Board of Directors 

1. Increase the number of private sector managers/investors. 
2. Reduce the numbers of government officials on the Board. 
3. Increase the number of industry knowledgeable members. 

Broaden Share Ownership of NOC and Companies 

a. Establish goals for share ownership/privatization 
1 . Equity infusion 
2. Gain access to technical expertise 
3. Gain access to external markets 
4. Realize capital appreciation on invested assets 
5. Increase employee involvement and commitment 
6. Broaden stiare-ownership in Tanzania 
7. Rid company of assets/companies th~t no longer "fitH 

b. Prepare company to obtain the highest price per share. 
1. Improve operating performance 
2. Improve financial performance 
3. Obtain audits from a reputable local or international firm 
4. Prepare communication program for employees 
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c. Build a reputation for integrity 
1. Pay suppliers on time 
2 Pay management contracts on time 
3. Repay bank debts ahead of schedule 
4. Adhere to financial commitments 
5. Meet or exceed delivery schedules and promises 
6. Guarantee product quality 

2. Discussion 

The current structure is characterized by a lack of form, low utilization of capacity, 
high administrative costs, and low profitability. For example, NOC competes across a 
dozen industries, has an average capacity utilization of less than 50%, and has a 
headquarters that absorbed 97 million shimngs in 1989 - almost 1 i2 of its annual loss for 
the year. At the same time, to compete, the National Development Corporation requires 
infusions of capital, technical knowledge and managerial expertise. 

NOC can improve its overall operation by licensing technology for some of its 
companies. This a way to gain both managerial expertise and in some cases trademark 
and property rights ~o key technologies. This is a strategy very successfully used both 
by Korean, Japanese and other Asian manufacturers, as well as by many companies in 
neighboring Kenya. Companies that might benefit from specialized licensing could be 
National Engineering Corporation, Tanzania Cable, Ubungo Farm Implements, Zana Za 
Kilimo or Kilimanjaro Machine Tools. Licensing provides additional benefits in that it 
enables NOC to put labels on top of the products which could increase market share and 
acceptance of its products as well as establishing quality standards. 

NOC could also sell shares to partners, including foreign partners, as a way of 
further increasing their interest and motivation. Good trial cases would be Metal Box or 
Tanzania Oxygen, both of which have strong competitive positions thnt could be further 
enhanced through the technical assistance and i11 capital investment that would be made 
by strong foreign par~ .. ars. 

NOC can also sell fill shares to management, employees or outside investors in 
order to rid NOC of companies generating losses, and to broaden ownership of 
corporations in ttie local economy. In both the case of Motor Mart and Tanzania Watch 
Company, for example, these companies are small, do not fit NOC's portfolio, and really 
don't benefit from the high overhead and reporting requirements imposed by NOC. They 
would be much better off as independent operations. Seve1 al corporations within NOC 
have large asset bases that are severely under ·utilized. These include both Kilimanjaro 
Machine Tools and National Bicycle Corporation. In both cases the companies have very 
complex operational lines and systems of which only small portions are being utilized. At 
the same time, ther~ are many opportunities within Tanzania for products that could be 
machined or processed on these particular iines. For example, Kilimanjaro Machine Tools 
has unique gear grinding liries, heat treating facilities, and special heavy equipment lathes 
and presses, that cannot be found elsewhere 1n the country. There are many sµare parts, 
tools and replacement parts that could be manufactured on these machines, but are not 
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currently being manufactured because Kilimanjaro is focusing on producing machines 
which use only a small part of the installed capacity. National Bicycle Corporation is using 
only a small fraction of the different forms and equipment within its facility, by producing 
only three or four man-made parts. 

Another option for Kilimanjaro Machine Tools and National Bicycle Corporation 
would be to spin off certain unique processes and lines to create a series of small 
subcontractors. These could be either wholly owned by the entrepreneurs - in which 
NOC could structure a loan agreement - or could be smaller subsidiaries underneath 
either the original company or NOC. 

By attacking NDC's financial and marketing problems on an organizational basis, 
we have made a number of recommendations to better utilize both internal resources and 
to capture additional resources from outside. In the case of outside pe.rtners, several 
companies do require very large infusions of capital and are unsustainable as is. These 
indude Southern Paper Mills. 

For some companies, an appropriate strategy is to negotiate and keep current 
management contracts. These are useful for ensuring that the technology transfer 
process continues, and for ensuring that managerial expertise and outside knowledge of 
markets and comparative processes is cont:nually brought into NDC's corporations. In 
certain cases, NOC already has established management contracts to provide technical 
assistance, and in most cases these should be continued - as in the case of Tanzania 
Electrical Goods and Tanzania Oxygen. 

Some companies unfortunately can't be assisted and we recommend that they be 
closed down and the assets be sold. This is the case for Light Source Manufacturing. 
Even though there is a very strong market demand for bulbs and tubes, the economics 
of the facility, the condition of the plant and equipment, and the capability of the 
engineering and management talent within the corporation are insufficient to ever assure 
profitability in this field. 

Finally, NOC could benefit through merger and rationalizetion of several companies 
within its group. We recommend two mergers. One deals with the agricultural 
implements companies, which include Zana Za Kilimo, Ubungo Farm Implements, and 
Mangula Machine Tools. These companies manufacture productc; t0r c;imil~,. r.11c::tomer 
bases, and in the case of Zana Za Kilimo and Ubungo Farm Implements have reasonably 
similar machine lines and product output. Yet both have high cost structures, and are 
producing far below their capacity. In this case, a merger of the three organizations to 
shift resources and to crnss-market products could increase overall sales while at the 
same time, reducing overe,I costs dramatically. 

The second merger would be on the side of steel. Aluminum Africa, National Steel 
Corporation, and Steel Rolling Mills, are in very similar markets and would benefit from a 
merger of operations. Steel Rolling Mills takes products manufactured by Aluminum Africa 
and further processes them. The National Steel Corporation is marketing competing 
products yet does not have the economies of scale in purchasing that Aluminum Africa 
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does. For these reasons, we recommend that they both be merged into Aluminum Africa 
as subsidiaries. 

At headquarters, NOC consumes a fair amount of resources every year that could 
be better invested in the capital equipment and projects in the operating companies. To 
address this, we recommend reducing the NOC corporate staff to a size that would be 
consistent with holding companies around the world. Generally, holding companies 
consist of little more than financial staff and some record keeping operations. This is what 
we recommend for NOC. Also, NOC has resources at headquarters that are critically 
needed ii: the corporations themselves, primarily engineers and certain skilled financial 
analysts. 

Overall, NOC could help lower administrative and ovarhead procedural costs by 
better automating and standardizing its administrative procedures. These include such 
things as budgets, annual reports, personal actions and creation of the five year plan. 
This is being addressed by a UNIDO consulting project and we endorse this as a means 
of lowering co3ts to the operating companies as we!I as being a more effective source of 
management information for headquarters. 

In the area of its Board of Directors, NOC needs to strengthen both its own board 
and those of its holding companies. NOC needs persons with private sector management 
experience and or private investors. This is necessary to give the Board more operational 
expertise. NOC's current board is well structured in lerms of managing the political 
process, but it is not as well structured to provide key advice and support to General 
Managers on operating, production, marketing, and financial issues. For this reason, we 
recommend an increase in the number of private sector managers and investors. In 
passing, we note that the addition of managers with operating experience is perhaps the 
least expensive form of obtaining high quality consulting expertise that NOC can find. 

We are recommending the broadening of share ownership as a means of changing 
both the capital structure of the corporation to better its survivability, but also as a means 
of bringing in managerial expertise and market contacts necessary to improve both 
operations and sales in the coming years. NOC is much less valuable than it could be. 
This is shown in low valuations (see Table 3.12), where we see that many NOC 
companies would sell for less than the book value of their assets. The key role of a 
holding company is to improve overall the operating and financial performance of its 
companies. 

Finally, we note that to obtain both higher share prices and better financial terms 
on debt, NOC will have to further improve and build its reputation for integrity. This 
involves establishing a reputation for doing what it says it will do -- especially in such 
a:-eas as paying suppliers on time, paying management contracts, repaying bank debts 
on time or even ahead of schedule, adhering to financial commitments, and meeting or 
exceeding delivery schedules and promises. This is a difficult task for any corporation: 
however, in NOC's case it will be critical should it wish to strongly position itself for !he 
future. 
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3. Benefits and Expected Impacts 

The key benefit to NDC's restructuring and broadening the share ownership of its 
corporation is focus. As described in the strategy section, NOC does not have a coherent 
strategy or a coherent focus. This means that it can not compete effectively in any of its 
current markets, and is extremely vulnerable to smaller, more focused competitors - both 
local and foreign. For these reasons we recommend that it focus on three market areas 
and restructure the organization to best target these areas. 

The second benefit that NOC would obtain from restructuring is to lower its costs. 
These include reduced costs at the headquarters level, reduced costs from rationalizing 
several of its operating companies, reduced costs by eliminating enterprises which are 
generating losses (such as Motor Mart Tanzania and Tanzania Watch Company), reduced 
financial costs from paying down a debt from the proceeds of asset sales, and reduced 
costs that can come frorn a more cor.imitted management team, outside partners, and 
employees. 

Third, NOC can obtain outside capital and expertise through this restructuring 
effort. There is little loss to NOC in most cases, since NOC is not profitable in many of 
its companies. NOC's track record shows that the higher its share of ownership, the less 
profitable the company is likely to be. (The companies with 100% NOC ownership have 
been the least profitable.) Bringing in outside expertise, resources, and motivation will be 
critical to helping NOC turn around and advance its goals over the next ten years. 

Fourth, selling off companies today and investing the returns to either pay off debt 
or to invest in on-going enterprises will take some time. At the same time, NOC will have 
made a contribution in terms of increasing the numbers of locally owned businesses while 
reducing the debt burden on such small enterprises as Motor Mart and Tanzania Watch 
Assembly Company. 

Fifth and finally, by broadening share ownership in Tanzania, NOC will have fulfilled 
its original role in terms of bringing both development into Tanzania and placing share 
ownership in the broader hands of the public at large. The connection between the 
citizens and the ownership is now made more obvious and apparent through share 
ownership. 

E. Human Resources 

1. Recommendations 

To improve the quality, productivity, and compensation of its human resources, 
NOC should take steps oriented towards both managers and employees. 
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a. 

1. 

2. 

b. 

1. 

Managers 

Institute a management development program. 
a. Pull staff out of NOC and put into the field to season them. 
b. Rotate new mangers through operating positions to expose them to 

the various functions -- marketing, finance, production, personnel 
manager to at least one course or seminar annually and require him 
to instruct others at the company upon his return. 

d. Institute a scholarship program to cultivate top performers. 
e. Use smaller companies as incubators, placing younger managers 

there to develop their skills. 
f. Use proficient companies as training facilities to incubate good 

management practice (CMB, AAL, TOL}. 

Give General Managers more responsibility, authority and accountability. 

a. Negotiate overall financial goals and targets with managers. 
b. Review and critique management plans to achieve targets. 
c. Give companies final authority in spending and organizing their 

resources to achieve goals. 
d. Monitor progress monthly. 
e. Support managers' efforts to achieve targets for a previously agreed 

upon time. 
f. Generously reward achievement of targets. 
g. Replace managers or divest companies that do not achieve their 

targets. 

Employees 

Increase employee involvement and commitment 

a. Provide training to companies on how to: a) establish and manage 
employee task forces and committees; b) institute and manage 
employee suggestion programs; and c) establish "profit c;haring", 
phantom-stock, or employee stock-ownership programs. 

b. Provide companies with "model" compensation programs. 

c. 

I I I I 

i. Conduct/obtain a salary and benefits survey 
ii. Cost-out benefit components 
iii. Set upper-limit on benefit compensation 
iv. Establish "cafeteria plan" of benefits 
v. Obtain exemption from SCOPO guidelines 
vi. Substitute profit-sh~ring, "phantom stock", or ESOP for 

additional compensation 

Support manager's efforts to reduce the size of the workforces. 
i. Negotiate targets for reductions 
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2. 

ii. 

iii. 

iv. 

v. 

Discussion 

Obtain technical assistance and training on personnel reduction 
programs 
Obtain technica! assistance to conduct ·make or buy· analysis 
on ancill2:y services 
Provide managers with comparative employment, labor cost, 
and productivity figures 
Encourage the formation of a personnel manager's group to 
promote professional development 

Management in the NOC companies varies dramatically from company to company. 
Knowledge of the industry, functional skills, personal ski1!s, and management skills vary 
widely. Much of t'1is difference is evident in the financial and productivity indicators 
discussed in Chapter Ill. 

During our evaluation of NOC, many managers attributed the poor performance of 
their companies to the environment, the lack of capital and so forth. But most problems 
are solvable given sufficient authority. Most problems with these c-.ompanies can be 
traced back to poor management. 

Poor management includes not only the general managers but also management 
practices at NOC. The managers are not given full authority to solve their problems. If 
their actions are second-guessed by headquarters, or if they are unduly restricted in their 
ability to hire and remove workers, then the general managers C1re wec.L(ened. 

NDC's role should be to negotiate achievable targets with the general managers, 
to give the general managers authority, and to expect and reward results. NDC's key 
function as a holding company is to allocate financial resources among the companies 
and to choose and demand performance of the general managers. NDC's task is not to 
manage companies: that is the job of the company managers. The general managers 
are the ones that are ultimately responsible for the performance underneath them and 
should be given every opportunity and every support to achieve that goal. 

Misappropriation of funds should be punished at once. If it happ1:ms, negative 
publicity may cause NOC problems, but ultimately its reputation for integri~· will be 
strengthened by a consistent enforcement policy. 

NOC can support management by seeing that managers have adequate training, 
exposure to new and better methods, and by matching challenges to managers 
experience and abilities. The key responsibility of NOC is the selection of the general 
managers and secondarily the nurturing of the potential general managers within the 
corporation. Pulling resources to lower training costs is vital to this process. 

At the same time, NOC should not fully fund these programs. Rather it should 
package and sell them to the companies who are exoected to cover the cost. NDC's role 
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is to prod companies into allocating funds to improve the quality and training of their 
personnel. 

On the employee side, too few employees are committed to their work. During 
company visits, the consultants observed many personnel sitting, resting, walking about 
on personal errands, and putting in minimal effort to their tasks. This is not a healthy 
sign. At the same time, many employees were quite dedicated to their tasks and were 
working well. 

NOC as a holding company should not have day-to-day supervision in the 
employment areas within its companies. Each corporation needs to establish the best 
combination of practices that meets as employees' needs and the corporation's overall 
goals. At the same time, NOC can assist the personnel managers and the general 
managers to increase employee productivity throughout the NOC group. 

Improvement of employee productivity can be achieved through three key actions. 
First. increasing employee involvement and commitment to the corporations. Most of 
these actions will be done on the company level. However, NOC can assist the 
companies in providing support to such programs as training, employee task forces, 
suggestion programs, and profit sharing programs. 

Second, NOC can provide companies Nith 1 nodel compensation programs 
suggesting ways in which they can increase the level of benefits to employees, while 
simultaneously obtaining more prodL.ctivit/. Productivity is crucial, since increased 
benefits only can ccme from increased sales. 

Finally, NOC, can support managers' efforts to reduce the overall size of the work 
force. Corporations have many functions in society. However, their function is not to 
employ the largest number of persons, but to organize them in such a way as to attain 
the highest overall benefits for society. Many of NDC's comµanies are overstaffed and 
productivity is low by international standards. This means that NOC suffers competitively 
and that Tanzania's development is slowed through having to support inefficient state
owned corporations. Progress comes from being able to achieve more for less -- and this 
inc:udes personnel. 

NOC can assist the general managers in their efforts to reduce the work forces by 
helping the managers negotiate targets for reductions, providing the general managers 
with technical assistance and training in personnel reduction programs, and obtaining 
technical assistance and comparative data to enable the managers to plan and carry out 
reasonably painless employee reduction programs. Encouraging the formation of 
personnel managers as a group across the companies would also prc11ote professional 
development. It should be noted that where such orgC'riizations exist already within 
Tanzania, for example, as in the ~ngineering component in the Mechanical Engineering 
Development Association, NOC does not need to duplicate this effort. However, it should 
support and encourage the companies within its group to eriroll and pay for the 
professional dues for these managers. This is a very cost effective method of broadening 
the experience base of their personnel managers. 
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3_ Benefits and Impacts 

NOC will obtain several key benefits and impacts from impro"ing the overall 
management and employee productivity of the NOC group. Benefits include clarity of 
purpose, increased involvement in productivity of employees, more and innovative actions 
by the managers. a reduction in costs, and an increase in profits_ In particular, profit 
sharing and stock ownership would align employee interest with the needs of the 
company. 

F. 

1. 

Finance 

Recommendations 

a. 

b. 

c. 

d. 

Set five year, annual, and quarterly targets to exceed the cost of capital 

1. Determine industry standards 
2. Determine cost of capital 
3. Negotiate targets and improvements with General Managers 
4. Monitor progress monthly through MIS 
5. Reward superior performance 

Manage the portfolio mix to reduce overall financial risk and optimize returns 

1 . Identify companies with synergistic returns 
2. Calculate current, expected and projected returns 
3. Identify cash generators and cash users 
4. Identify companies growing faster or slower than their markets 
5. Merge, divest, or acquire potential returns 
6. Raise overall cash flow in the NOC group 

Invest excess cash flow from profitable companies into high return ver•;res 

1. Increase dividend rates and flows 
2. Inject equity into high-growth, high return ventures 
3. Offer shares to obtain funds for reinvestment 

Support companies' attempts to improve their financial performance 

1. 
2. 

Negotiate and set financial targets 
Obtain technical assistance and training for: 
i. Financial management 
ii. Financing techniques 
iii. Calculation of project and investment returns 
iv. Cost analyses and reduction 
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3. Provide financial managers with comparative revenue, loss, 
productivity, and capital figures 

4. Support the formation of a financial manager's professional 
association 

2. Discussion 

As a holding company, NOC has two roles: (1) development of companies within 
an industry, and/or {2) financial management of a portfolio of assets. As discussed 
earlier, NDC's current strategy has resulted in increasing losses. New ventures, in 
particular, show high a. 1d on-going losses while there are a number of half-completed 
projects within the NOC companies. For example, Southern Paper Mills, Kilimanjaro 
Machine Tools and Light Source Manufacturing are the latest companies to be established 
by the National Development Corporation and all are loosing substantial amounts. 
Further, Captive Foundry and the extension to the Steel Rolling Mills Plant have resulted 
in costs being incurred by NOC, yet have yet to be operated. 

At the same time, the nationalized and jointly owned companies are providing the 
bulk of NOC profits. In general, the less percentage of ownership in a corporation that 
NOC has, the greater the profit level of a corporation. 

Thus, the role of industrial development should be set aside while the companies 
should focus on improving the financial returns of the companies and the group. NDC's 
key tasks ~re determining real performance targets, communicating these targets with 
General Managers and Financial Managers, and restructuring the portfolio of companies 
to achieve the established targets. 

Real performance targets depend on several factors: (a) industry startdards, (b) 
local competitive. environment, {c) local capital costs and financial instruments available, 
d.) inflation and foreign exchange rate changes. 

In NDC's case, the key figures are the cost of capital and inflation. NOC's 
companies need to exceed the cost of capital if they are to outrun the debt burden that 
they are currently saddled with. On the foreign exchange side, NOC companies must 
generate sufficient profits to replace the foreign exchange component on imported raw 
materials. NOC group companies must exceed such figures in real terms to be 
considered buyable. 

Review of the revenue and asset figures as shown in the findings section, show that 
while NDC's assets and sales figures are growing substantially in shilling terms, when 
converted into constant shillings or dollars, the NOC companies show a history of decline. 

NOC can stop the trend of decline through the establishment of targets, with the 
restructuring of the portfolio as discussed in organization, and supporting its managers 
to improve its financial systems and returns. 
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3. Benefits 

NOC stands to benefit greatly from focusing on the financial recommendations 
described above. First, focus will give NOC relative credibility within the financial markets. 
Improving the returns, generating profits and being able to repay debts, and showing that 
it has the capability to manage financial assets, are critical for NDC's continued ability to 
call upon capital in the markets. 

Suspension of the development portion of NOC's portfolio is necessary. It is 
necessary to halt erosion of existing assets and to protect remaining assets. 
Concentrating on the financial aspects will improve overall operations, give NOC better 
managerial skills, and give the company time to rebuild and prepare itself for reentering 
the industrial development market. 

Setting objectives and realistic targets should provide focus for the companies, the 
general managers, and their personnel on the key fundamentals of successful busir.ess. 
In particular, the need to create profit so as to stay in existence. Currently the message 
has not gotten through clearly: hence the irregular and low profi1ability of the NOC 
corporations compared to the private sector. 

Note that profits as measured by the National Development Corporation are 
overstated. Closer examination of the financial statements reveals three disturbing trends. 
First, the depreciation figures used are insufficient to replace capital goods. Depreciation 
periods are much longer than the expected life of the equipment, with the exception of 
vehicles. Second, the depreciation is based on both historical Tanzania shilling and dollar 
terms, therefore, it is unable to shelter sufficient funds to replace equipment which is 
increasingly costly. And third, the cost figures do not reveal the benefits received of 
technical assistance, grants, donations, and capital write offs which are significant in 
several of the NOC companies. 

G. Policy and Regulatory Environment 

1. Recommendations 

1. NOC should build a case for changing aspects of its policy and 
regulatory environment that impose constraints. 

a. Identify successful policies in competing or developing 
countries 

b. Document the costs to NOC of current policy 
c. Document the benefits to NOC and the Government or the 

alternatives 

2. Lobby for changes to regulatory environment, such as: 

56 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I' 

2. Discussion 

a. 

b. 
c. 

d. 
e. 

f. 

Obtain exemption from SCOPO guidelines on compensation 
and personnel policy 
Obtain exemption from price controls 
Obtain rebate of duties paid on raw materials used in exported 
goods 
Assist companies to obtain foreign exchange accounts 
Obtain reduction in local currency percentage required to 
finance OGL Letters of Credit 
Support establishment of finaricial regulations allowing for: 
i. Sale of parastatal stock to local and foreign investors 
ii. Establishment of a local stock exchange 
iii. Creation of employee stock ownership programs 
iv. Legal termination and asset sales of money-losing 

parastatals 

NOC companies, long sheltered from competition, have faced significant challenges 
in recent years. Parastatals, however, still operate under a set of restrictions that limit 
NOC and its General Managers' ability to compete effectively against the private sector. 
These include parastatal regulations on compensation policy and personnel rates, price 
controls on key products, duties paid on raw materials used in export goods, and 
currency regulations and restrictions. There are three options that NOC could pursue to 
change the legal and reg~latory environment. These include: 1) placing private sector 
companies under the same regulations, 2) eliminating the regulations, or 3) making NOC 
private. 

Strict personnel regulations (as opposed to minimum standards) have not 
particularly assisted the National Development Corporation or the country to develop, and 
are unlikely to assist the private sector. Option 2 -- eliminating regulations -- would be 
beneficial to all parastatals, so NOC might gain additional support from all of their holding 
companies to achieve th:s option. In the third option, once NDC's ownership position in 
its companies falls be1ow 50%, its enterprises should be able to free themselves from the 
general parastatal regulations. This would be the easiest perhaps of the options to 
achieve, assuming the legal structure is adequate to deal with the sale of parastatals to 
private individuals or in the share market. 

' 

This brings up the iss\Je of privatization. Having discussed privatization at length 
as an option and key st1cltegy for NOC, we realize that the current legal and regulatory 
framework to do this is uncl~ar. Thus, full privatization of NOC is several years into the 
future. Technical assistance to change the laws will be ' critical and is highly 
recommended. 

3. Benefits 

' ' 

NOC stands to benefit tremendously from changes in its legal and regulatory 
environment. These benefits include: 1) giving NOC more options and opportunities to 
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I 
make the necessary changes in their operating structure, 2) enabling NOC to compete I 
more effectively against local private and foreign private firms. 3) creating a more equitable 
playing field for both the parastatals and the private firms, and 4) lowering the overall cost I 
to the Tanzania economy of the parastatals and of the corporate sector. 
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CHAPTER V: INDIVIDUAL COMPANY RECOMMENDATIONS 

A. Overview 

Our recommendations for each company deal with those actions that should be 
implemented specifically by each comp&ny and their general managers -- as opposed to 
by the management of the holding company NOC. To reduce the volume of the raport 
and yet to give some overview, these recommendations are consolidated into a chart, 
presented on the next several pages. A full discussion of each company is contained in 
the second volume of this report, entitled ·Appendices: Individual Company Reports.• 

The chart follows the order of the report by starting with strategy, and then going 
on to marketing, etc. The companies are presented in the colun.ns in alphabetical order. 
A shaded area in the grid linking the company to the recommendation indicates that the 
company should implement the recommendation. Later, in the company a~l".lendices, 
these recommendations form the basis for each company's ac.tion plan. 

The first grid line of each numbered section (A.1, A.2, etc.) is shai:~.:. if the 
recommendation applies to the company. If more specific recommend: .Jns are 
highlighted below that first line, they also apply. Blank tin<..~ in the grid sigr. '! that the 
recommendation does not apply. 

In several cases, additional detail or examples t .ave been added to clarify the 
recommendation. These are identifiP'1 by the use of "e.g." on the preceding line. In 
these cases, the grid spaces have bt::en left blank as they are meant for illustration and 
example. 

The priority within the set recommendations for each of the companies is the same 
as for NOC: 

1. Reduce costs 
2. Streamline production 
3. Improve quality 
4. Increase value-added 
5. Increase unit sales 
6. Promote exports 
7. Increase capacity 
8. Extend product lines 
9 Add new products within existing companies. 

Of course, NOC has the additional task of restrue;turing several of its subsidiaries, 
which must be done concurrently with these recommendations. 
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COMPANY RECOMMEfllDATIONS 

NOC Compani .. 

A.. 0.11eral Stratllgy 
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Inbound log;.tica 
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'.~2-:-:Lovve_r_~ n\~~ri8fcosts (Purchasing) 
~'- Bu~ ~ ~conomic order quantity lEOO) model: 
-~·-. ~-4'""-J>rac;1ical. purchase the economic order quantity 

. ~·. _Form a buying cooperative/pool orders with NOC complll\ie• 
d, ~~~·~tabbsh quality standards tor raw materials 
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3. Lower prueurer:ient costs 
a. Increase use of catalog lll1d open-order bids 
b. Reduce the number of suppliers to those deiivering the 

optimal pro_duct quality, price. delivery. and terms contracts 
c.. Conduct more multi-unit bids with sta99ered delivery 
d. Pool vehicle and other bids with NOC group companies 
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c. Use ~-cycle cost BID specifications 

Outbound logistics 
t. ~duceoutbOun_q transpo~1ttion costs for customers: 

a, Ship by r~I_ _ _ . . 
b, Negotiate_ volume discounts IMth overtand shippers 

____ c. Establi$h selling depots in k~y regions and ship in bulk 
__ d, _ P~kage_pr_~c:h._:t to _minill"tiz_ll bre1tkage 

•.: . _P~k_11941pr()(juc_! to minimize transport costs 
~- Ship pa_f!s and assemble closer to the customer 
!L ()rient production cycles to shipping/train schedules 
h. L~~--f~tory_clo_ser to customers 
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D. Orgenization 
: _,-_--- Si!Ucitte th. -~i~iiation_.~~-lliM itj larQeta,: 

a. Obtain outsidfo Nr1nera 

~-=---~ ~en•_teeh~~'°Z'-.. : ~-~=-~- ------ . -.. 
, __ i::~-~~ate l'l'l~~m41nt~~ntrac_\!. ________ _ 
~ - 51..:.....§!.• ~41_ah41~~ ()f th41 comeany tc> m41"~~41~tf111vestor~ 
'. _..!:__~H ~~ar41s to_rn_an~rs{!nvesto~ __ 
. __ f. ___ Eir~ak-_~ in.~!"'~hlr u11its _ .. 
, g. Close down 

=-~~-~~other_N.~-~~in~~~= ·:: 

~ t -_Lo~! ~~age~nfe~nse: 
~-~ ln.cre~~-sptV1-of-contro~ . 
l _ ~' _ ~duce corporate s.taff po~l'l~ 
• _ _£_ ~latt.e_n tlierarchy 

3. L()~r a<)ministrative/oVerhead pr()Cedural costs 
a .. Streamline administrative paperwork_, 
b. Eliminate paperwork, _ 
c. Automate the rouline and voluminous 

- -

4. ~ndt.J_Ct •make or buy' ~alys1s on ancillary services, e.g.: 
a. Medieal 

-t>: -Janitorial 
;;·:- S&cu my 
d. Food services 

- e : Housifls maintenance, gardening 
_ _;. __ \lel'lic_le_l'l'laintenance & ~ep~r 

Prilf alization 

C" Piipare company for privalization 
_ 41. _lmJ>rove_ operaling performance 
__ b. __ Improve financial performance 

c. Obtain audits from reputable local or internalional firm 
· -· --d. :· Preeare communication program for employees 
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: £~··Establi~ aoats_ f~r e_nlia~atiO~- _ - . 

ll Eq~ity Jnfusion. . _ _ 
_l>" _A~~eS! to tec~nical expeitise_ 
c. Access l, external markets 

~ I i l I ·Fiii·• ~"- - . -··~----w" 
r : I t d~ - ~~ization ofcapital appreciatiOn~n invested assets 

e. Increase employee involllement and_ commitment 
f. Broaden share-ownership in Tanzania 
g. Rid ~ompany of assets/companies that no longer 'fit' 

· 3- &Jild a reputation for integrity. adhere to commitments 
a. Pay ;;. >liers on time 
b. Pay mt ... agement contracts on time 
c Repay bank debts ahead of schedule 
d. Meet or e><ceed delivery schedules and pronuses 
e. Guarantee product quality 

E. Management 

CJ 
µ...i 

1. Flatten the mana ement. hierarch r·::r .... T ...... j ...... T'."''''[ .. , .. '. .. J ........ } 9 y ........ 4 ....... ---··t-··--· ............. . 
a Prepare )at> desc riptt0ns and skill levels required L · ·. ; 1 

1 
; ! j 

to determine the needed requirements . 1 
• 

b Where workloads are low, expand job descriptions and responsibilities. . l 
c Increase the spa.n ol control lu 5 to 9 for senior man. agement f"~J '. 1 

' I d. Increase the span ot control to 25 to 50 tor production : , ! 
•nd lower skill levels 1 • 

· · · r· rr· r·T--r-~ 
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e. Ehminate management responsibility/the position for any 
position with less than 5 persons reporting directly. 
Reduce the management hierarchy to three levels, four 
maximum. wrth1n the firm 

f. 

F. Employeea 

I . . 
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~
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P9 . I 
1. Increase employee involvement and commitment 

a Estabhsh cross-f-Jnct1onal groups to solve key problems 
b lnsbtute employee suggestion programs 
c. Establish profit-sharin9. phantom stock. or employee 

stock-ownership pro9rams 

8 
bJ m. 
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ci. Establish regular employee recognition awards i' ...... ! 
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i 2-:-~~ coni~n~atio~p~~ _ _::_·=~- ---~ -_- -
__ a._~Cond~t{~~t_ain a salary and benefits su~y_ ___ _ 
~-Coat-out_bene_~~m~111trl!S _____ _ 
: __ c_._ Set upper:-limit on benefit c< mpensatio".!___ _ 
'1 __ ~ Establish 'cafeteria~~· <?f ~·n .fits ______ _ 
'.._ __ •· Obtllif! ex~"!etion !!~.m SCQPO guidelines _ _ _ _. _ . 
· __ f. Substitu~~r_C?lit-ah_!ri_ng,_~antom-at~!,~.e>r!~ 
L- for additional compen~ationn_H ___ ... 

[ 3. ~the p<>__sition c!assi·cation systd_"!_--=_-_--_= ==-H 
L. _ ___!:.___!-ook for 'over-grading' ________ H ____ ·--- ______ _ 
i b. E•tablish more ~eral, flexible position descriptions _ __ _ 

' 4. Re~• 11..niElc?.Y""t"L _______ . _ __ --- -
:._ __ __!._ Redu~ll _rl_U!'l~! _()f m~~~. _ _ __ ... _ __ 
'. _ ~-__ Re_<!'!c~_adrt1if!istr•tive/ove_rh~~ ~r~nn~I, 

c. Eliminate non-critical functions, 
:__~~ -~lirTI~s~ nc)n-~J?i:~IJ.c~~'~-n118_1_. _ 
__ ....!· Redu~11 !!Umbe.!__e>_t~~uc~n~r_ke_rs~ 

~_§c Man~-~ -El_rTl~~iln[!!_~itio.ip~8ss 
--~-E~~~tirEl~_nt __ _ 
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• _ __E:___ ~dist~~-t_() 9ro_win_g ~o_mp~~!· 1!1nctic>ns 
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e. Encour~ ex-11_!!1J>lc>ye__!! !<> ~ _C>n contr~Ct! 

Board of Ointctora 
r-
(t - Ch&n911 the compo~n_ot th--:!_&ard _.e>f Dir11c_to_rs !_.9.: -_-

a. Increase the mlrn_~r_<>_f p~~ sec~or _m~•'!linvestors 
. __ b_. Reci~~ll !'~"!.~'~of .sover:im1111'.- otfici~s on the Board 
_ __£_ Increase th!_fl.ll!Tlber of industry l<_now19d99able members 
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COMPANY RECOMMENDAJ!ONS 

G. Fin.nee 
1. ~m~ ~~ m11r111gement _ _ _ _ _ 

•- Limit UM of bank overdrafta and short-tenn debt 
ti. Piomot9 uae-of intemafre-.Ouri:e• - - - - -

_c. tnstituie-Wi entOrce credit ~~~~}.l~i ~_!~Ml·~ -
d Aesist produ<'tion and mark~tini ~ ~due_• inventory levela: 
• Con_vert shcrt-term debt ~_long::-~nn 
f_ Sel and lease back plant and ~quiprnent 

2. Increase retum on assets 
a::· se• or scrap ob.Olete inventorie• and stocks - . - - -
b. Sel or scrap unused/underutilized machinee and equipment 
c. Fund routine and preve~tive maintenance progranis _ 
d. Sel oft/rent underutilized facilities 
e. Trade curient facilities tor amaller ones and cash -
f_ Fund e~mination of bottleneck a to increase production volu-me 
a- Share costs of new •ale• depots. facilities 
h. Fund employee suggestion program 

3. Lo-r finance costs 
a Seek equity infusion 
b Convert debt to equity 
c. Pay down short- tenn debt 
d Convert short-term debt into long-term debt 
e Expand use of supplier financing 
f_ Shorten the cash conversion cycle 

4. Strengthen the budgeting and planning process 
a Prepare monthly budgets tor the year 
b. Develop project cost analysis work sheets to estimate the 

impact. savings of major investments/ongoing expenditures 
c. Rank and select projects by payback, IRR. or NPV calculations 

- d. Introduce life- cycle costing int<. bid specifications 
•- Prepare five year targets with n.nning monthly comparisons on 

key pertonnance measures 
f_ Create cash flow templates to identify financing requirements 

tor the next twelve months 
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First, all of the NOC subsidiaries should renew efforts to reduce costs significantly 
if they are to survive. Also, streamlining production and the processes around production 
are important. To start with, most companies have very long cash conversion cydes (the 
time it takes a company to receive cash payment for goods sold from cash invested in 
raw materials). In some cases, it takes an NOC company almost two years to tum raw 
materials into cash. This adds significantly to the companies' costs. 

Second, local companies should try to maximize the timing advantage that they 
enjoy over outside competition. That is, they should be able to produce and deliver 
goods faster. Furthermore, as they are more flexible th~y should be able to respond to 
consumer demand. This gives the local producer an advantage that can partially offset 
his higher costs. 

New products and areas should be investigated last. Such projects are inherently 
more rlsky and offer lower paybacks than the cost reduction and streamlining production 
projects will offer in the coming several years. It would also help NOC while it is 
straightening out current operations to not be distracted by new projects. 

B. Individual Companies 

The remainder of this chapter will highlight the overall strategy presented for each 
of the NOC subsidiaries. To see how each company is positioned on the twin axes of 
market position and financial strength, refer to Graph 4.1 in the previous chapter. 

1. Aluminium Africa (AAL) 

Aluminium Africa is one of the core companies of the NOC Group. Since it 
produces key construction materials and products such as galvanized sheeting, 
asbestos sheets, pipes, and structures, it should serve as the base of the 
construction products group of the new, restructured NOC. 

Selective improvements need to be made to its production facilities -- particularly 
in the galvanizing area. Also, it must focus on cost reduction as it will face 
increasingly strong import competition in its basic products. 

To lower overall costs to NOC and to consulT'ers, Steel Rolling Mills and National 
Steel Corporation should be merged into the Aluminium Africa Group. Currently, 
Steel Rolling Mills and Steelcast seem to be working against each other, rather than 
together, with two cost disadvantaged companies in a highly competitive and over
producing world market. 

If Steel Rolling Mills is not moved to Dar es Salaam, then Steelcast and Steelco 
could be merged. The existing equipment at Steelco can roll the plates to sizes 
required by the market. Details on production aspects of such an operaticn are 
contained in the appendix on Aluminium Africa Ltd. 
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2. 

3. 

4. 

Metal Box. Limited (CMB) 

Metal Box is a very well-run, well-positioned, strategic company. Its cans and metal 
packages are important for the development of the agricultural export sector as well 
as for providing packaging for domestic use. 

NOC can add little to the technical expertise of Metal Box's parent; but it can 
benefit from the revenue stream that could be created. Therefore, it is 
recommended that NOC gradually move to a minority share in Metal Box and use 
its share of Metal Box's revenue stream to finance other projects. 

Kilimanjaro Machine Tools. limited (KMD 

Kilimanjaro Machine Tools Limited produces products that serve the industrial 
market and, indirectly, the construction market. It has unique machine tools in its 
factory that cannot be found elsewhere in Tanzania ar.d could be put to better use. 
However, at present, production lines and machines are severely underutilized in 
a factory located far from its customers. 

The company would work better if it were broken down into a series of specialized 
companies built around production processes or production of parts. For example, 
there is a specialized gear gr!~.Jing line, the only one of its kind in Tanzania, that 
produces less than 400 gears a year; meanwhile, Tanzania imports thousands of 
gears for lack of a local manufacturer. 

Furthermore, there appears to be little market for the company's products which 
are more expensive and of lower quality than competing imports. For these 
reasons, we recommended breaking Kilimanjaro Machine Tools into a series of 
companies. 

J jg_ht $ource Manufacturing (LSM) 

light Source Manufacturing is a difficult case. While the idea of producing bulbs 
domestically might make sense with the proper facilities and expertise, light Source 
Manufacturing, unfortunately, has neither. 

Production would only be economical if light Source produces bulbs and tubes 
locally. To produce bulbs and tubes cheaply, it would need to sell tens of millions 
of bulbs annually, have local expertise in glass, and have an efficient furnace and 
bulb forming line. Since the company does not have glass making expertise and 
its bulb forming line appears to be inadequate, it would need protection against 
cheaper imports to enable it to sell millions of bulbs. 

The current operation loses money, will continue to lose money, and should be 
closed immediately. To salvage some funds, one could sell a package to a private 
entrepreneur who would buy up the remaining bul~s and tubes, rent the facilities, 
and produce a final batch of product. 
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If Tanzania were to decide in the future to produce light bulbs, it should only be 
done as a joint-venture with a foreign bulb producer. As it does not fit NOC's CtVe 
group or skills, NOC should not be a shareholder. 

Mangu'la Mechanical and Machine Tools (MMM) 

Mangu'la MechanicaJ and Machine Tools is in serious trouble. Poorly located, 
inadequately managed, and with rapidly deteriorating plant and equipment, it is 
unable to maintain sufficient volumes of production or quality. 

We recommend closing the facility and transferring machinery, materials, and 
personnel to Zana Za Kilimo and Ubungo Farm Implements. Alternatively, Mangu'la 
could be turned over to the region or government for use as a training center. 

Motor Mart ffi Limited (MMD 

Motor Mart Limited fits neither NOC's key customer segments nor its production 
skills. It is a repair business that is primarily household oriented. As a production 
business, it does not appear to have much expertise and has steadily lost market 
share. Motor Mart does not benefit from NDC's overhead and is hindered by the 
reporting requirements of the larger NOC structure. 

We recommend that NOC sell Motor Me:'t to the company's management and 
employees. Alternately, it should be closed. There is relatively little debt on the 
corporation and that can be assumed by management. 

National Bicycle Company (NBC) 

National Bicycle does not fit NDC's core group of customers as defined in this 
report, even thour'"1, farmers and the ruraJ population do make use of its bicycles. 
It does have severaJ industrial processes that fit NDC's needs; however, at present, 
they are not in production. 

NOC could obtain the most benefit from and create the most benefit for Tanzania 
by better using National Bicycles facilities. While the Company could continue to 
produce select parts and assemble bicycles; the unused portions of its facility could 
better be utilized by smaller contractors. 

For these reasons, we recommend that the company be broken into smaller units 
either by creating subcontractors, by leasing the machines and space to 
subcontractors, or by selling the machines to independent entrepreneurs. 

~ational Engineering Company (NEC) 

National Engineering Company is a diversified producer of castings, machined 
parts, and fabrications. It produces for both the construction and industrial markets 
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and, thus, fits with the market strategy we have proposed for NOC. It is profitable 
and well-managed. The Consultant's recommendations for the National 
Enginee .• ng Company are concentrated on production aspects. 

9. National Steel Corporation (NSC) 

The National Steel Corporation is an anomaly. It is quite profitable yet is in decline. 
Unit volumes have declined in recent years and the company is able to purchase 
less and less steel each year. It has lost its major customers who now buy direct, 
and for smaller dients it competes against more nimble private traders who operate 
wiih far less overhead and faster inventory turn-arounds. 

National Steel should be merged into the Aluminium Africa Group. Its yard could 
be sold or used as a sales depot for all Aluminium Africa products. The concept 
of ·one-stop· shopping makes sense but it would be better combined with the 
regional depot strategy of the Aluminium Africa Group. There is no need for 
National Steel to exist as a separate group - existing as a trading arm of Aluminium 
Africa would suffice. 

10. Southern Paper Mills (SPM) 

The Southern Paper Mills, while being a good idea conceptually, has been difficult 
to implement. The plant is located in an area with plentiful rainfall and sunshine, 
vast timber resc.rves, and adequate water and power. However, producing paper 
involves a complex set of processes, disciplines, and skills that NOC and Tanzania 
have yet to develop. Marketing the volume of paper that would enable Southern 
Paper Mills to reach break even requires greater access to export markets. 
Moreover, Southern Paper Mills is burdened with high financing costs as a result 
of under-capitalization during building. 

Southern Paper Mills may eventually be profitable. However. the losses until then 
will be substantial. NOC should seek an outside partner to invest additional equity, 
expertise, and market access. Eventually, NOC should sell off all shares as 
Southern Paper Mill's products and processes fall outside its core group of skills 
and customers. It should do so soon while the plant is on the upswing so that it 
might achieve the most favorable terms. 

11. Steel Rolling Mills (SAM) 

Steel Rolling Mills fits NDC's core group of skills and customers. Unfortunately, 
Steel Rolling Mills is poorly positioned geographically such that it costs NOC and 
customers substantially to transport steel billets and steel rod. 

The Consultants recommend that Steel Rolling Mills be integrated into Aluminium 
Africa. The least expensive strategy would be to move the plant close to the Steel 
Cast group. Alternately, the company could build a new plant in Dar es Salaam 
that would cast c..irectly from scrap to bar or plate. 
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There does not appear to be sufficient market dose to Tanga tC' justify its own 
furnace. Steel Rolling Mills wou!d run through all available local scrap ir. a matter 
of months and then become import dependent. As this would require additional 
foreign exchange, it would only serve to increase tt .e country's overail foreign 
exchange burden for what would be an uneconomical undertaking. 

12. T$!0Z80ia Cable Limited ITCL) 

Tanzania Cable is a well-run company that produces key products for both the 
construction and industrial markets. It should remain a part of the NOC group. 

Attention should be paid to further rf!ducing production costs and to selectively 
increasing the range of products produced. 

13. Tanzania Electrical Goods (TEG) 

Tanzania Electrical Goods is a well-'1Jn company that produces transformers for 
utilities and industrial concerns. It is a key company to Tanzania's industrial and 
economic development and should be held be NOC. 

At the same time, NOC could benefit from additional outside expertise and capital. 
NOC should sell shares to its partners and take a minority position. Alternately, it 
could arrange licenses to produce more complex transformers and products. 

14. Tanzania Oxygen, Limited ITOL) 

Tanzania Oxygen, Umited produces industrial gases that are a key component in 
construction and indu~try. It has a monopoly position at present, is extremely 
profitable, and is well-run. NOC should keep the company and expand its 
production. 

Logistically, Tanzania Oxygen should look to placing smaller plants in geographic 
regions as a means of forestalling competition. While production costs are higher 
for the smaller facilities, the savings in transportation costs and response time will 
grow more important to the customer as Tanzania develops. 

15. Tanzania Watch Assembly Company. Limited CTWA) 

Tanzania Watch Assembly Company does not fit either NOC's core skills or its 
customer bases. The company is small, unprofitable, and in debt. It does not 
benefit from NOC's reporting structure; although, it has benefitted from NOC's 
access to debt capital. 

NOC should sell the Company to it's managers and employees. This would involve 
the managers and employees assuming both the assets and debt. Alternately, it 
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could sell the key asset of the company, its location, pay off the debts, and close 
the Company. 

16. Ubungo Farm Implements (.UFI) 

Ubungo Farm Implements has been a successful, productive company. It fits one 
of NDC's three recommended target market areas - agriculture -- and is a key 
company in improving agricultural productivity in the country. 

Currently, it faces strong import competition and a leveling of demand for its 
products. To survive, it must cut costs, improve quality, and broaden the range 
of its products. Cutting costs will be the key. Marketing needs to be improved 
substantially. 

An association or merger with Zana za Kilimo and Mangu'la Mechanical and 
Machine Tools is recommended to lower costs, broaden product range, and 
increase marketing strength. 

17. Zana la Kilimo (ZZK) 

Zana Za Kilimo has been a successful, productive comp311y. It fits one of NDC's 
three target market areas -- agriculture -- and is a key company in improving 
agricultural productivity in the country. 

Currently, it faces strong import competition and a leveling of demand for its basic 
prcducts -- hoes and shovels. Zana za Kilimo did make a smart move in 
diversifying its product line into wheelbarrows which now account for a substantial 
portion of sales. Still, to survive, it will need to further reduce costs, improve 
quality, and broaden the range of its products. 

An association or merger with Ubungo Farm Implements and Mangu'la Mechanical 
and Machine Tools is recommended to lower costs, broaden product range, and 
increase marketing strength. 
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CHAPTER VI: TEN-YEAR DEVELOPMENT PLAN 

The Ten-Year Development Plan for NOC is a practical document. It indicates 
approximately the timing of how the recommendations contained in Chapters IV and V 
should be implemented. Similar to presentation of the company-specific 
recommendations in chart form (Chapter V), we have also summarized the Ten-Year 
Development Plan in chart form. It is shown on the next several pages. 

Looking at the chart, ant notices that the columns indicate each of the ten years 
covered by the plan. Years 1 and 2 are divided into quarters to provide more detail. The 
ro'!Y'i are divided into the main and detailed areas of recommended actions. 

The shaded blocks indicate when the recommendations should be implemented. 
They give an approximation of the length of time that it should take the Company to 
complete a given task. In most cases, these numbers are conservative - i.e. they 
overestimate the time that it should take to accomplish a given task. Some tasks, once 
the initial task is complete, require an ongoing or annual effort. These tasks are indicated 
with a series of arrows. 

74 



- - - - - - -
1 O YEAR DEVELOPMENT PLAN 

-------- ------ ---

National Detlelopment Corporation 

A. stra••ur -- - ------
,_ FC?t::UI th! company ~n__thr!!_~u•!~!"•r aegmenl1 

•- Conatruction material• and ateel1 -- ---- ---
b_ lndu1trial part• and pr~c!llH 
c. Agricultural implem~nt_1 ~nd machine• 

2- Improve overall profitability ot NOC 
•- E1tablish general 1trategy with companiea 
b. Di11Ht, merge. re1tructure, acquire 
c. E1tabli1h annual targets with companies 
d. Reward/remove managere who achieve them, e.g .• 

3 

e. Concentrate resource• and technical aasiatance on the 
following. in order of priority: 

i. Reduce costs and increase throughput by 
ii. Improve f1Uality to 
iri. Increase value - added by 
iv. Increase unit aalea by 
v. Promote exports by 
vi. Add n"w product• within existing companiu 

f_ Avoid naw investment• until: 
i_ Credibility is re - utabliahed 
ii. Othar priorihaa have been achieved 

Broaden ahare ownerahip of NOC 
- •- lnue/oHer aharea in companie1 to; e.g. 

1. Local investora/operatora 
1i_ F o•eig11 inve1tora/operato11 
iii_ General public 

111. Managera and employees 
b lnue/oHer 1harea in NOC 

CJ = Concerted eHort. 

- - - - - - - - - -
-~ I 

Year 
1 ll -Year 

2 ll I I I I I I I ,, L!'!J __ I!_ _:J_ L.!U __ _!I! L.!Y -- !_ __ --~ J_ -~--- -~- _!__ 8 I 10 

I
! ! I 
t . 

11 ! 
it l 
\ I 
1t 
11 
ll 

~ 

l 

20% 
50% 
90% 
, !>% -l ,0% 

t 

10%jl 10% {:: 1~:: 
1 5% 111 5" 

I 11 
: - 11 

!J 

10% 10% 
98% 98% 
10% 10% 
10% 10% 

~ 

1{'i' 

1 r 
, a" j' , o"' j , o"'_ I , o"' , o"' 
98% 98% 98% ! ea" 98% 

, o" I , o" , o" ! , o"' , o"' 
, o" I , o" i , o" , o"' 

1 
, o"' 

L-w.?.d,:?.-_, •. -"120% l 20% j 20% i 20% 
;w·'~:r~_ : j .-._ .. ,.,w, •• , I 

t t 1 

J j l 
I I 

l j ! 
! j 

I 

"' = Increase (reduce) achon by (tol •lated percen• of laet year' a amount. 

C::::- = Ongoing eHort 

-



-
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D1ECG DEVELOPMENT ECONOMICS GROUP 

A Division of Louis Berger International 

·----------------------------------------------------------------1819 H Street. N\\'. Suite 900 •Washington. D.C 20006 USA 

Telephone: 12021 331-7775 • Telex: 292079 LBI UR• fa,: t20ll 293-0787 

Ms. Mounira Latrech 
UNI DO 
Vienna International Centre 
P.O. Box 300 
A-1400 Vienna Austria 

August 12, 1991 

SUBJECT: XA\URT\90\628 - Assistance to the National Development Corporation 
(NDC) in preparing a Ten-Year Development Plan for the Metal working 
and Engineering Industries Sec.~or - Contract No. 90-206 

Dear Ms. Latrech: 

We are pleased to submit IO copies of the final report on our work with the National 
Development Corporation in Tanzania. We enjoyed this project, and hope that our 
analysis contributes to the future work of both the NDC and UNIDO. 

Our report is in two volumes. The first volume contains the analysis, general 
recommendations, and Ten-Year Plan for the NDC. The second volume consists of 
individual reports for each company in the NDC portfolio, including detailed financial, 
marketing and production analyses, and a long-term plan. 

Please let us know if we can be of any further assistance. 

Sincerely, 

Qt_1. 1(~ 
Carter Brandon 
Director 
Development Economics Group 
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Introduction 

The following report contains individual recommendations and findings for all the 
companies eif the National Development Corporation. Each company is presented in a 
separate Appendix, each of which will contain the following: 

Section I - Recommendations and Action Plan 

Section II - Findings and Analysis 

Attachments: 

Tables: 
Sales / Marketing 
Production 
Purchases 
Capital 
Human Resources 
Profit and Loss 
Balance Sheet 

Graphs: 
Product Breakdown 
Planned vs. Actual Production 
Capital Expenditure 
Cost of Sales / Net Sales 
Operating Expenses Breakdown 
Total Net Assets 
Debt / Equity 
Current Assets 
Current Liabilities 
Net Sales 

In some instances, due to missing or inconsistent data, an appendix may not contain all 
of the tables or graphs. Each series of tables and graphs are preceded by a list of 
attachments specifying the tables and graphs included for that company. 

Data for the Profit and Loss and Balance Sheet tables was taken from the NOC Annual 
Reports. Data for all the other tables was taken from the NOC Company Plans. 
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APPENDIX 1; ALUMINIUM AFR!CA LTD. 

I. RECOMMENDATIONS AND ACTION PLAN 

Aluminium Africa is one of the core companies of the NOC Group. Since it 
produces key construction materials and products such as galvanized sheeting, asbestos 
sheets, pipes, and structures, it should serve as the base of the construction products 
group of the new, restructured NOC. 

Selective improvements need to be made to its production facilities - particularly 
in the galvanizing area. Also, it must focus on cost reduction as it will face increasingly 
strong import competition in its basic products. 

To lower overall costs to NOC and to consumers, Steel Romng Mills and National 
Steel Corporation should be merged into the Aluminium Africa Group. Currently, Steel 
Rolling Mills and Steelcast seem to be working agains! each other, rather than together, 
with two cost disadvantaged companies in a highly competitive and over-producing world 
market. 

·If Steel Rolling Mills is not moved to Dar es Salaam, then Steelcast and Steelco 
could be merged. The existing equipment at Steelco can roll the plates to sizes required 
by the market. Details on production aspects of such an operation are contained in the 
appendix on Aluminium Africa Ltd. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. 

A. 

FINDINGS AND ANALYSIS 

Overview 

History: 

Aluminium Africa Company, Ltd. (AAL), commenced production in 1960 as a private 
enterprise (MABATI). By 1973, when it was acquired by the Tanzania Government, it was 
comprised of three small units producing aluminum products, mapati and pipes. The 
company was reorganized into six operating divisions, five of which are located at the 
company headquarters in an industrial area of Dar Es Salaam, and the sixth, the Asbe~tos 
division in another area of Dar Es Salaam. 

1 
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a. Fi""' - · · -oriente_~·-· • ··iuals within the c~a=n:.:w'------11'1r--if:""::'::"';::::"4:)~:;:: ... :{~!.:f--:b!,.=m""'=il-11 1 -+--+-+--+-~-+----i 

cstablisn regional distrib .. t~_r~ :Jents -------------ii u, -~_.1 _ _._--'·"":'·': .. 't..,::'1': .. i'::..,i'!.,;!:1..,'::: .. :':::::::..,:::-1:,,.r..,t .. :':1.__1_.__.____.__....___.__~__._~ 

6. Improve quality of marketing e~' :-:. e.g.: : ,:::}:f:':':~~::f:W:~tfW11 j j I i' I _j___j 
·-· __ ~· Train salespersons and dist.'-'ri.=b.u~.;;to:.cr.=s ______________ !l-_.._'1 _...__._ _ _.....:: .. :1:::.,.'f: 'c .. H .. (..,:!f: : .. ::::; .. h.,.:1 : .. f .. n,..:11 _o-'--1---'o_.---'o-''-'o'-.__o~' _o~-""~~-o_,• 

:s~_-}!!1P_m_'5>_~-_-a_ft_e_r..:.-u1ea Hrvice-•.!1~-~PEort ______ ------+-~-,----,--,,,.,,::::"'>"':''t"'?"'t"':r: "'::'"'t"'':'1"':''"':"'::1"'~=:="'t"':':1r--.-.-~-.----,..-r 
a. Collect customer feedback : ,I ~ ' 

==-~~b-'- GiVe-i~~oprociuetionlolm~'Ovepr~o~d~u~c~t~a~nd~fe~a~t~u~re~•'-----+--+--+---r-•r---~f,:~)~:J~'=~1-~· 1r-+--'--t--1---'-t--~~___, 
c. Build better product _ -----:---:--:----------+--+-~-+--<t--r--1"'":~;:4J=:,1:11_ ... ' _;--t-+---r-+--r---i 

__ ~· Train customers in proper use_ac..n_d'-m_ .... a_i _n_t .... e_n_a_nc_e ________ -lt--t---r--t-~r--t---t--'~"':; ~:':,.J1::1 =,,j!-+-1----t--,-L-..!.-...! 
e. Sell relateo goods and services i((#J ' ~__j 

C. Production and Operations 
I 

· J. __ ~o_wer P! .duction co1t1 . ~I ~ ol 
~-, 

t:)j~~-~ 
_ -~'~J>!eil.~l!!?_ughput time____ _ _____ 1 ,.,., ... ,.,. _:::::;::::,: ;;:;: 

b. Eliminate extraneou1 material and machines ~~_ .. ,,, .. "". ~-.. ~::::;!'!,,_,l!",,,!'!, .. ,,~,,,,l'-',,_~, .. ,~,:,.n---+-+---r-,1--t-;----t---<--+--=-- -c.-~~o~roduct quality ----=~----------tf'"""l""'"~~"""'1m(:"'.·::::'*"::"'::·:·"'·:-.·,t,·,"'·:-.-"'.·:-:,i, .. ,_,,,.,,,.,,,,.,,,il-+-~+-...,f---r~-..,....-

l [ I i j..__J 
l I I I 

I ! 

d. Lower raw material co1t1 (Prod1_.1E~----·------------J~mm=mi:~lt!,.,,,.~''''''.t't!'''~,,, .. ,~·,~:,:;:ti;,,,.~ .. -~· ~ .. lr·-t--r--t 
_e-'-_l_rr:iprove equipment maintena_nce !.II~ rep~i~ ---------!l'•'""}"':':;"'E::'.,.}""}"'''""':i:"":::~"'·' .. :;>'":<" .. ' .. t .. :.: ... ' .. :?"":;,::.,.:: .. :::::,:::.:: ... :: .. :;;: ... :{.,.' --'--~--'---

-W 
I I I 
I i 

I 
' ' I 

I -11--1 
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-----------~-- --------- ---· -------

10 YEAR DEVELOPMENT PROGRAM ML Year 1 Y•ar 2 
.,_ -- -------. -

1 u m ~ 1 n m ~ 3 ' 5 e 
::..-=---==-=::=--=--=.-~~--==--------==---::--=-.-::_=~~=~- ~-=---==---=--==---_,;:__-__ --t..:-= ·=- -':-~ ~-----~ -- -=--~-=-

Inbound lofli•lk• 

----------- -- -- ------- ---- - ---
_±__Low~ sd"!_i~istrativetov:e_rhead proc_e~u_r~I c_o_sts _ 
--~c-~trea_111_li_11__e_11_dmini_!ltra!rve pap_erw~r~·-
--~ _!!_i_!!IJnate pa~_r:work. __ ___ _ __ 

c. Automate the routine and voluminous 

--------- - --

-~---f~_n~_l:l~_!_'_m~~ or_ b_uy' analysis on ~ncillary serv_!._ces,__ •·II:: 
a_ Medical 
b. Janitorial 

- - c~ -~-s•~_uiifi~~ ~-~~~ ~ _ 
d_ Food services 
e _ Hol'~i_!ig~ir,aintenance. gardening_· 
_f. __ ~eh~cle __ maintenar,ce & repair 

Priv•tiz•tion 
1 _ -Prepare-c_C>_mpanytor privatization 

_a. l~r~ve OEe_r11_ting performance 
b. lmpro~!'__financial j)!rformance 
c. o~~~n _au~it1_from!eputable loc_al or international firm 
d. P~ep~rll coinmunic_ation pr_ogram tor employee• 

2 Establia_h g<_>_ala for privatizatio_n 
a. Equity infuaion 
b. A~cesa to technical expertise 
c. lncreaae employee involvement and commitment 
d. Broaden 1hara-ownership in Tanzania 

· ~a ..... r.].±;~ ~ ~ ~ 
~ : : i .....,, . -
·~----· CJ ·=r==r...,. : ...,. 

ccc.1= 

I I tO_ 

...,. -- --
~ -::- --

...,. ...,. ...,. ...,. 

...,. ...,. ...,. ...,. 

..., . ...,. .. ...,. 
.., .., ...,. 



--------------------------------- - ---~ - --~-~-------·---

10 YEAR DEVELOPMENT PROGRAM Year 1 Year 2 ---- ---
~·-- n ~-L! n ru rv_·~3-=-='=s'==~•,_ 7 

E. Manageinent 

F. EinplopH 

2. Revamp compensation package _ ____ _ _ ________ ----';.;!·'·~~~?;;;;;?.,1: ... (: .. :':J .. :: .. :0::"°".-],_::·· ..,:]"l\·.-i --~--------
._ Conduct/obtein a sal~ and benefits s_urvey__ ___ ----------" ~---_--.-.. --0-0..,0.-:..,-:--:,..xi>---~-------1'-----+-----+----
b. Cost-~ut benefit components ---------------~----·--... 0.-:·.-;.;i'-:'i;.,,,.,...---,-~--..,!---..,.------+--_._ __ _ 
c. Set upper-limit on b3nefit compensation :/:': \{] 
d. Establi)h 'cafeteria plan' of benefits ________ ------------+--~ .. ·f_..?~:;'.-0:f ~o),.;,;t,;oi'::t..,:'0' 0,..>"il:: .,.::'::..,f;ot: --r----..------+-'_.__ 
e. Obtein exemption from SCOPO guidelines __________ ,.__ ____ _.,1 _ _.___..r'_.-':.-' .. '? .. 'l .-,_:--:: .. t~:;;.;:;:::,..,__.-::,~...------~----, 
t Substitute profit-shari~. 'phantom:-: _stoc~()r ESQP _______ , _____ _.. ______ .,..·:: .. \.-~::.-"')""t .. --::t _________ _ 

foradditionalcompen5!1~ ________________________ _ 

-------c------ -------- -- -- -
4. Reduce empl~ent _______ _ 

__ a_. Reduce numbe_!__of m!lnag~r!, _______ _ 
b. Reduc~ administralivel_o_verhead f>!r~o!'~·~·-
c. Eliminate non-critical functions. 

=:__: __ d. Eliminat.!_11o_n-produ~~~r~nn~1, __ _ 
e. Reduce number of p~odu~!()~w~rk_!~. _ 

~s. M~~· tt.-e~emp1oy~!_.nj_T.~-~~~~2!0_~~~-' 
-- - ~!!~e_!!!me'!!__ ___ -- - -

-~ ----~- ------ -----· 
. ___ L.1.r,_ __ '"" __ -L------ ------ ----- . 
• - -- __ ,_! _..__ __ -- --- -- -~--~--------·- • 

b. Voluntaryince~~~~---- _____ _ _____ _ 
_ c. Redistribute to .ir~IN_ing c51.mp~11.i!_s. func_tion_s _ 

--- . -- -- . ·----1--"1---+----·~------~--------. 

____ cj. Provi~e re~~n!!'9 pro~~am~ __ _ 
. __ ~.:_ ;ncour~ ex-~!"_p~_ye_!s to~~E!' ~()_!llracts 

Board of Director• 
. , __ ~-ttie ~'!'~~'!oJthe_Boaid of Directors. e.g.: 
. ___ a:_ lncrea_~_!h• nu~ber ~! priv_!~ 141ctor managers/investors 
. ___ ~...:___R.d11~ the rium~~-~f government officials on the ~ar_d 
_ ... __ c. _ ~creeN _!ti!_ nu"1_~r ~f i_'!.du•~!Y knowledgeable m~mbera 

G. Finance 

, . -imP,o_~~c·-·~. management 
a. Promote UN of internal resourcH 

·-----b. - A~ailt production and marketing to reduce inventory levels: 
_c. Sel!_and leaN_back plant end equipment 

2. lncreaN return on assets 
: __ ··~ _sel(~_~r~ o~aol_eie i_~ventori•_• end atock• 

_ b. S!H or ac:_rap unuHd/underutilized machinH and equipment 
e. _F:i~d rou•1ne and preventive maintenance programs 
d. Fund elimination of bonlenecka tn inerease production volume 
•... Sh·.,. eo•ti of new .. 1 .. depots. facililiH 
f. Fund empl~yee suggestion program 

--·- ___ ..... ___ _,_ ------- -----~ --- ----
------ ·-- ----------- -- -- ---------
. -----· - -------
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10 YEAR DEVELOPMENT PROGRAM Ml. 

s. Reduce ectmin~costs - · 

6. Stren;tl\e!' ~~-s!fucture _ 
a. 1""8shares 
b. Olfer shares 

-~ S.R ~SS!!~ 

- ------ -----· ---------- --
Year 1 Year2 

• 7 • •_ta 

----- ---- --~-



---~---------- -
10 YEAR DEVELOPMENT PROGRAM ML - Steel Casi Ye• 1 Ye•2 

• • IV I I • • IV 3 4 5 e 7 e e 10 
:-==--.: 

______ .._ __ .,.E®,..-=:::,iLJ_,.__ ____ -,----+-·------- ---1. Choo• • generic atrategy 
.. Coetle9def 

: B. u.rteting 
~ewkM to customers. e.g.: 

.. Utility 
b. Price 

2. Determine eompeny"s position vis-a-vis competition 

I 

,,, :L:] 0 ; 0 l 0 I 0 : 0 : 

! ; 

• 1 ~~;.:.,:::...=:: .. =~·-- ; FIC'WT' 
i c_ Production end Operation• 
1 

•· r7;=-;. .:::.::..":'.::.; _____ t'"""""''.:f"""""''.:'l"""'",::;i::]=i!ii~i:l""""'i::;:;::...,...::;'.;'._'."""'":;::::: ..... ::;:::::: ___ --;;l _
0 ._""~· 0

_

0

_

0

____._

0 

_

0 

_,,,, 

2. lmprow the quality and training of production st.rt .... -~::::~::: 0 I 0 0 0 => 0 i 0 0 

L Enroll engjneers and technicians in MEIDA and teehnicel seminars - 0 0 ' 0 i 0 0 C> C> I C> 0 

: 3. lmpr- the -eeeeranc:e and safe!Y_of f.cilities 
L Remow unnecessary P'laterials from ~t gounds and fec:ilities 
b. Identify hazardous p:oeesses 
e_ Provide workers with adequate saf•!Y e~uipment 

~- Conduct •meke or b~~~is ~;, an~illety _~nncH.-it,_9:0 
' .. Medicel --t,_--.1aniic>ne1- - - -- -
~=- _- ~-~_S.-C:u§ -_ ~- _ 
·---- ~-F~-~~H 
·- _!:__~~~aintenaf!Ce. ;a;dening 
. ____ !_ ___ ~hie!• mai_nten~nce &_ repair 

--t--: ; --- r<:f'-- r -1 --_ r l _ ~--:: -~ _ -·- + _ + _ + _. 

+-------L-f---- T.~I .- •. • -· + ' t t-- ·- t' 

-r- ·-- ,._ 
+- -·-
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10 YEAR DEVELOPMENT PROGRAM ML. - Steel Cast 

i: . .......,._ ... 

:T-Fia11enite-~~.wc:~ __ 
- -~- ~~ ~"." ~SflO"sibility~ ~sition ~el!'/_ -

• _ _ _ position with le~_ lhen 5~r$QnS repo~~ectty. __ 
. __ ~ Aeduc!_~ m8ft899'!'_•n!_ hierarchy to tl1fee leve!s. fo_ur ______ _ 

muimum. within "!9 ~ 
F. e.p1o,_a 

- 1. Reduce .mpiOyment ~ ~- . --=-~ -~--
e. Eiminm non-c~~ func:tion_!. _ 

G.f"-
1. lncreae return on -ta 

_-~-Fund em~~~lggestiOfl~-=--~----
l 

Yeu1 Yeu2 
I I __ tO 

! .... __ ..... 1~_ +8-+ _ _....!-.+-..L 

-- - -- --=LLI 
-~-----



10 YEAR DEVELOPMENT PROGRAM ML - Steelco Ye• 1 Yeu2 

= m IV ~ • 5 e 7 e e 10 . ------------==-=-~::...=-~ 

------------ ------------ -------- ----~------- -· 
1. ChooMageneric: ~--------------

.. Focus 

8. u.rteting 
------------------

1. Determine product's velue to_c_u_stom __ e_rs-'-. e_._,,g'--.: __________ ....,.._··· .. f_· ---"°'--"°'-+' -""--""--"" e ; e e e e e e e e 
a. Utility I 
b. Price 
c. QU!lity 

__ d_.---"=Delivety_~---------------------.-----~--------
e. F°inMCing 
f. Appear.nee 

_ 2- Determine company's position vis-a-vise ::.o::.:m~;>e=-btion::::. =·=~------ii""-... >,..l ... E..,'J..__ _ _,.__ ____ ......._ ________ _ 
I 

· 3. Improve eft9r-sales service and_ ~rt_ ___ _ 
a. Collect customer t .. dback 
b. Give input to production to improve prod~t end features 
c. Build better product 

• C. Production and Operation• 

• 3. Improve the appearance and saf_e_ty_o_f_~-C:-ili_tie __ s_~_-_-_-___ !i,: · '_·1>nl: ·· f 
a. Remove unneces~~terials f!o!!1_p~ant g~o_~nd_s_and __ f_ac_i_litle_._s __ ~: ____ [ __ 

Inbound lofli•tic• 

·:_. r-·1 -e 0 : 0 0 0 0 "' e 0 • .E 
0 <:> 0 0 0 0 o_._ O__E 

-~--

--- 1 ~·1:1·: ... _., __ .,.._p _ _. ...... · ___ i_~ _ ___E_:: 0 =- 0 ~ ==' ~ -:~ .. 

; :. 
2. Lower r- material costs (Purchasing) 

a. Build an economic ordiiju~~ty tE:._ajilode-1: __ _ 

b. Form a buying co~~rati~(~ol~~ders with NOC companies _ : al 
-----------~-~--~--. 

D. Organization 

,_ r1:~~?tr;ii~adr.~;;~(~~·ts __ ----- ~~ !':1?! l<I. l···•H· : : : : : : __ ~-:: 
-- i>aE!!! ______ ------- -- ----- -- -· ~•:_; - - - ·--~-------· 
__ £__ Automate_~• ro"!i_rl! and ~~min~~- ____ •· · •· ' . J ------- __ _ . 

---=-------------·-· ------- --------
2. Conduct •make or~ analy!is_ o_n _ancillary GeMc!_S,._ 41_JL .. _. ___ .... 

.. Medical 
b. Janitorial 

-"'c._S.:;:..::.;c"'u"-'rity""'----- _______ . 
d. Food aarvicH 

-~,__Housin~nte~ance_, g~<t•ning 
___ f.:._ Ve!!~~~ !!!8-i"~~~~ ~_repair 

-=--~ -Ll:J , .. · J f L--==--- --- --. 
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Year2 AAl. - Steelco Year 1 10 YEAR DEVELOPMENT PROGRAM 

I 
- =~c=c~~-=== -c>=I II =·=rv=· ==· • rv.='=3='===='~=·='7~;;• e t_O, 

E. llitanege••nt 

1. Flet1en the men8gement hier..:~--- ·-· -------- - -= ""!'""-""l""': ""l""-__·"" __ ' __ ._,·_.""._1"'.•··_·-""·}'""· .... , .,..f...,.... __ f=----
a. Eliminaeemen8gement,.sponsibili__ty.'1he~sdionfor~ _____ __:_____ J I _ 

position with lesa lhen 5 persons_f!po~ dir~ ____ _ 
b. Reduce !he man.gement hierwc"I to three i.vm_ls_. fo_ur __ _ 

mamum. within 1N firm -- - ~~---_ ~ ~------I -------.........----S-i: ... l_:_·_: ... I _____ _ 

F. Eftlployeee 

I 
1. Reduce employment 

a. Eliminale non-criticel functions. ___ _ 

G. F"'-• 

I 
2. Increase return on assets 

I 
a. Fund employee suggestion prog!~~-=--=~-~-=- --

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



---------------------------------------- -------------
10 YEAR OEYELOPMENT PROGRAM ML - A1uco Yeer 1 Yeer2 

===========~=========~-~~-~~=,=====<o~===•::::•::::"':.,'==='=="·=·l!l IV 3 4 S e 7 8 e __ ,10, 

__;_1-:__a.oo.::..:..:;.:;..::_ .. =-a;::_msrene"""';;;_nc_-__;_•n'-"-tegy~"-----------------·=====--~ __ -_-_rr-------
.. Focus ---------· ------------------------------------------

B. u.teting 

1. 0.'9rrnine proctucr. wlue to customers. •-IF _________ .._.....,--i-=---:::::..;....:::=..--==---=---==---=-----------
a. Utility 
b. Price 
c_ Ouelity 

e. F"inancing 

f_ Aeee-· 
2. Determine compeny's position vis-a-vis competition ______ _ 

3. Dewlop • Merllet Progrwn (ZZK model en.:f mod~-· _•_-.g._.: ______ ___,""""...._""'--'---C...---' 

a. Product ch81Kteris1ic:s 
b. Pricing 

__ c_.---'Di_-•_tributing_-__ - ~·-•tc_. _______________________ -----· 
---------------------~--- -------------.,,.._,.,,,..,...,..,,,,,....,...,,.--------------

• @ilii=~•-·e:_o_u_n_tn._~=----,_-= __ -_ -_ -_ -_ -_ -_ -_ -_ -_·_ ·-_ -_ -~-~----------l ... ,-·:._··-:::_:_:-:_··:_:_·.::~:-i] ... .,.· ...... .,.·• .. • ... 1-·...c.~--:0.:..,:-i:.=:-_-~---_-_-_-_-------~--_-_:_-~_:-_-~-

. ~ f:S:.?!,.'::..~-t-~_~e~atu=---r-•=s=--~=--~=~------_ -:_ -_ ---_ -_--..,_~-~..,.,-,f":• .... ::: .. ,""'1_C .... :-::::_:..,~ ..... ::::_::;::: ... :J ______ _,__ 

d. Train customers in proper use and maintenanc_~---- -------- ----- ~ ft,_'_,•_.···,'I 
e. Train servicemen to repair quickly and correctly ___ ----=--- ~ ; .. . 
f_ S.IJrelatedgoodsandservices ---·--· __ _ ------------ _____ _L ... J ___________ _ 

C. Production and Operations 

1- ~i:::::~i:::~~=~ ~~~h~u---~~- ~~-~ ~- - _:•._1 ... ~ ...... 1 ....... : ... 1 ... · --~1-.-...,i--.. -1-,.J-:·-· .... i ___ =~~~~_-::_-o_-~=-==_-:-~=o_~_-;-:_--~:~: 
c. Improve product quality ____________ ----·---~·-t-· ---~fio-· _ ... ~~ -----------
d. Lo-r raw materiel costs (Productio~----------------"-...._._.__I ... _. ·•·..,J~------·----

2. lmprow the quality and training of producti_~_n_~..,,- --=-~·:::-__::_-==~-~-- ... !,_-_· -:_:,--._~-.. J:f:.-:_::::•:.,..··_..., .. t':_ .. ':_:."":·.,..~-~-=--_-o~.-o--o-· -o-_. _-;_;-- ~-: 
a. Enroll engineers and technici9!'_~j_'!__ME_l_DA and_~chni_c_al !41minars_~-----.....,...,-f..,. .. __.l~_,l--'e...,'_o __ o-'---' e o o o _ o _? _ 
b. Concluet field trips f~ ~od~ction •!9" __________ --~_r,..·_··· .... :i-~;;;:=:...-..;;;:"'-'~ e · o e · e o o o o o 
c. Conduct in-~_u_M_~rn!~• ______ _ _ _ __ _ L...L...l -e 7-;;--;--;;· '?. ~ _::> _ ,.., • 

. ~.~}.o~r ~--w~~_iten•I col!• (P~r~hasin9) 
___ _.~ __ Build_~ !CO_~'!'~~~r quentity (EOOj model: 
. __ ~- _F_orm ~ ~ying ~~OP!r_etive/pool orders wilh NOC companies 

"' L .. LIJ_ ·L-.L.J,.., '"' .. '"'·-'"'·- ~--~-:'"'. '?.~ ,.., 
. L--W . 
.. LD -
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·- -- ---------- ----·---
10 VEAR DEVELOPMENT PROGRAM ML - Aluco _ _!~!!_!__~ar 2 __ j 

I • Ill IV ' I R RI IV . 3 " 5 8 1 I I tO 
"====================~ -~~--~~C--~"=-=·- ·=-==-~~ 

0. C>Jpnizatioft 

b. Jllnitoriel I --c-.-Sec--unty-------------------------------------------r!,------------
-- - -- ----- -----·------------·----------

d. Fc.3d MfVicea ~·-------·---
•· Housing mllintenenc:e. gardening_--=-~-=--=---------------------~'· ------------
f. Vehicle mMlenenc:e & repP ________________ ----------·-·-

1. :.-a:.,-:..._m __ enage_m_NMage_m_•m-n-~-h-n~-r-r~-h-~-si~~~~-~Sition-to(_en-~--:_-__ -__ --__ ~-=·------~-------~~ .... --~~_,· .... t~~--·_-.. _,:~-.--_;...; .. -... -..,,= .. •=·_.'.'""·_· ... t~_·-·_--·=· .... i~ ..... -=··-··""• ... : .... 1~--~~--~-~--:~--~~--~~~--~~~:~~:~~--~=,_-~= ..... 
b ~~n :'!'mies:. than 5ntpeh~so!'shrepo1 f'lllh!19 dleire.::d1 y.f _______ ---------,,, .... _ _.._.: .. "'• •"''f' .. "" .. :•""r_•r' _.,..

1

. --------~--
. .,..,uce u.. enageme ierarc y ~ __ r_ee .ve s. our __ -----------'----J~t=o.i.""'"""'!--.i.------r---__.._____-. 

maximum. within the firm 
-------~--------- ---- - - -- - -

F. E•ployeea 
. - ---- -------- ---- ---------..,.. ..... "'""".,.,,,,.,,.,.,,,.,..,,.,,,.,.,,.,.,,,.,,.,...---------,---,----

1· ~::,...-"'~plo-no~ym_n_~-~_,ribc:.-... -.,~fu-nc--clio-n ·-s-.· --- -- --- · _______ . _ ____.!_' · .... ·:·~t-· .. _._..>E-,-= ... •••·• ... ]"":· ... }·ooi·•1,..-:-... ·•·· .. ·1-:-----··;-;o;.· -----~------------

--- ---- -- ---------....- _____ __. ............... ~ ..... ----~-'------'---
G. F'-• - ----- --·-·------..-..,,,.._....,..,..,,."""""""""""' ..... """'--r------------. 2. Increase return on assets f · ... · t· ::.J:'·':::'"lf'' t: •'•l':•:}::1 o i o 

--._-s;u or scrap obsolete inventories 8'!~~~~~~--===~=~=-: . • I 
b. Sell or scrap unusedlunderutil_iZe~ m~~~n~-~ ~d!_quip'!l_e..!'!_ _ t ! 
c. Fund routine end preven~_mainten~..._c~_p!_ogram_.!._ _ _____ _ 
d. Sell off/rent underutilized facilities <I ··11---
•· Trade current facilities tor smeller ones end cash. . ---- :: I ~'-
f. Fund eliminetion of bottlenecks to increase ~roducl1onwlume- -~- ~_,.I ________ ~-~ 
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A.. GeneRI S1rategy 
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t. Choo• a generic s1rat9gy 

a. Coat lellder 

B- Marlleting 
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1. Det.rmine product's wlue to customens. e.g.: 

I .. Utility 
b. Priee 
c. Qu8lity 
d. 0.liwry 
e. Financing 

I f. Appearance 

2. Det.rmine company's position vis-a-vis competitY..n 

3. Develop a M.rtiet Program {ZZK model 8nd modify). e.g.: 
a. Product ctiar.c:teristics 
b. Pricing 
c. Distributing. etc. 
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. C. Production and Operations 
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I c. Conduct in-house seminars 
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I 
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Outbound /oglatlu 
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D. Organization 

1. Structure the organization to a<;h~"!-~S tarQ!!!.:_ - ~·---- _ 
a. LicenM tllchnology __________ _ _ _ __ 

----------- ------~ -- ~--

3. Conduct 'make or~~~ on ~ci~ary ~ovices~ e.~::_ _______ •. _____ F :: f/'F' T . r· 
._ Medical 
b. Janitorial 

__ c.--=Sec_urity~·.L-..., ____________ _ 
d. Food MMcH 
e. Houeing maintenance. g~rdening___ _ ___ _ 
f. Vehicle maintenance ~re~!_ ______ _ 

E. Management 

1. Flatten the management h~_a·c~--. ___ . _ . 
a. Eliminate management resP:51_nsi~i~thjt position ~r~_!'y ___ _ 

poeition with .... than s_~rsons_ r~porting di~<:!!Y:_· -- . 
b. Reduce the mana9!1'"_!n__t_ hi1tr~hy t<>_ three_ levels_. fou_r 

____ m_axi_·mum, within the firm 

F. Employeea 

_ 1. RedUC!_lt~1!!"~_t __ _ _ _ __ 
a. Eliminate non-critical functions. ----- -- --

G. Finance 

1 . lncreaM return on HMts 
a. Fund elimination of bottlenecks to increase production volume 
b. Share costs of new sales depots. facilities . - . 

-=_-__c. _Fu~~.!"~Y~e-auggestion program 

- - -- --- -- ----
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10 YEAR DEVELOPMENT PROGRAM AAL- Pipeco 

A.. General Strategy 
1. Choose a generic_s_tr_a_t_egy~-----------------------= ~- ·r:r-· -- ---~---~· _-_·_-_-_-_:--_ -_-_-------

a. Foc:ua 
- ------ ----- -- ---~-- ----~-

8. Marketing 
1. Determine product's value to customers, e.g.: 

.. Utility 

·~ ·~-- ~----__ ..,i .. · ... : .. J .. :: ... :.• ... j_o.=.;,._0~1-"'o'--'o-_o'--_o.-;-; _o __ o-.-_o o o o o o 

I 
b. Price 
c. Quality 
d. Delivery 

---r--~! f-·-· ~-~--
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e. Financing 
f. Appearanc __ • __________ _ 

· 2. Oetem1ine company's positior'-.ii•-•=lfi.s competition ------ol"J:.._::'"":l .. ;.,.::':: ... ma..._ __ ..._ _____ ~----------~-
1 

---~---~ 0 
3. Develop a Market Program (ZZK _!ll~del and _ITlo~ify):_ ~g~: ____ _ 

L Product characteristics ' : 
-~---- -- --------- -·---~----!------
-------- -- _______ ...._________ ____ ._, ------r----+-~~-----'---' b. Pricing 

c. Distributing, etc. ------------~----..._ _____ ...___~----'------
------------------- ------------------ -.,..,,..,.,....,,.,.,,,.,,,.r."'mr----r------ -----

4. Increase product Y1sibility F /: / J)\l:::r·, 
a. Place products in regional de~__ F\J 
b. Arrange credit program to ship and ull excess inventories ,.,.,,.::': , 
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10 YEAR DEVELOPMENT PROGRAM ML- Pipeco Year 1 Y- ,ar 2 
II Ill IV II Ill IV 3 C 5 ll 1 8 8 tO 

lnl:ound logistic:• 

~C~Og~~· -~i~-~rt~.-~_f pUrchasing to profitability LUT-- ! __ 
a. _Work_~_ s_upp_lie~•-~ shippers to lower sh1pp1n9 costs _ _ · ~ ..., 

__ ~~~k-~ suppliers~ ~iprers to increase the frequency of del~ _ rTJCT""J ~ 
2. _ Lo-r raw material costs (.Purchasing} 

_ . --~- - BUild_~~~~.':'im-iC order qu_antity_ tEOO} mo~el· 
_ --~_!'o_!!ll a bu_yi_ng_ c:~~ra~/pool orders w_!th NOC compani4!s 

Outbound logi•tH:• --------~ ---- - -
1. Reduce outbound tran~rtation costs for custorrie:s: 

: . -~- __ ~- _:_Neio_t!"'!_;"~l~me-di5counts With overt and shi~pers 

D. Organization 
--- -- --~------ - - - --

. _ ! . ___ Slructur4t_ the organizatio_n to achieve its targets.: 
___ a. -~49nse_ tec;hnology 

2. __ l:_Ollff• administr_etive/overhead procedural costs 
a. _Str~ain_!i_n_4t ad_t!linistrative paperwork. 
b. Eliminate paperwork. 
c. Automaie the routine and voluminous 

3. (;()nduct "rl:iakl! or buf" analysis o'l ancillary services. e g.: 
a. Medical 
b. Janitorial 

C::_-s;~~~ty_ . . 
d. Food services 
e. H~u~i'!g_~aintenance. gardening 
f. Y_ehi-::le rllaintenance & repair 

E. Management 

1. Flatten }t.e manageme!!t hierarchy 
a. Eliminate_ management responsibility: the position for any 

FC!ition_withless than 5 persons reportins dir"Jetly. 
b. _ P.aduce the managerr.ent hierarchy to three levels. four 

maximum. within the firm 

F. Employees 

1. Reduce _employment 
a. Eliminate non-critical functions. 

G. Finance 

1. Improve cash management 
a. Assist produ_c:tion and marketing to reduce inventory levels: 

2 Increase return on assets 
a. Fund elimination of bottlenecks to increase production volume 
b. Share colts of new sales depots. lac1hties 
c. Fund employee tuggestion program 

3 Strengthen capital structure 
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NOC Companie• 

A. Generel Strategy 
1. Choose a generic strategy 

L Foe:.ia 

8. Mullating 

I 
I 
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b. Price -11--+--~---t--,- I I ~-
--c-.--Qu-al-ity-. -- _____________________________ __,,. ____ -+l-....----r-----,i.;-~---+---=------

d. Delivery 

___ e_._F_inanc __ in~g~----------------------+-•--+''-+----t-~__.---~1-------~~---~ 
f. Appearance ' : 

:r· ~- --~ . , ~ -r ---..--: ~~ 
_...,L__ ~ O C :::- O~e1 O, 0 0 O, O O i -- i--·- --------·: -,---,- ~,----

2. Determine company's position vis-a-vis comf)6ti_ti_·o_, ___ _ 

___.! Dew~•-Market Progr~K_l'T'l_~~-and mod_ify}._e-=-9:_: __ 
L Product characteristics 

--b. Pricing ----- -------------+---------- . -+--- -----. ---
I . 

c. Distributing. etc. 
---- -----~--+-~-- ----.........-- ---------------- ,,__ ____ -·----------· 

____ I__ ~--~.......__ 

2. _ !:ow~!.~_w ~-~!!~•I costs (Purc;!1.!_s!n9L ·- __ . 
a: __ B11il_d e_n e_cono'!'~.orde!_quantity (EOO) model: 
b _ F1Jrm ~-~1_.1yi_~~_.o~~i'l!f~_ol or~ers with NOC co_mpanies 

Outbound logi•lic• 
1. Reduce o_uttioun~ _tr~·~rt~~!ori co~sts for customers: 

a. N~goli•!• volume~_i_a~_ounta with_ overland ahippera 
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D. ()Jganizetion 

2. Conduct •make or buy" enalysis on ancillary services. e.g.: 
.. Medical 
b. J.nitoriel 
c. Security 

----------· 

d. Food services ____j._ _____________ _ 

e. Housing maintenence. gerde.,.....n_ing~-----------~-----_,.. _____ ..,.'--------·--- _ 
f. Vehicle meintenence & repair 

E. Management 

1. Flatten the management hierarch~y~-----_________ _ 
a. Eliminate management reaponaibilityithe position fo, any 

position with less than 5 persons reporting directly. 
b. Reduce the management hierarchy_ to_ thre~~~-'·~· _fo""u'--r __ _ 

____ m_ax_i_m_u_m. within the firm ------------------..-------

F. Employeea 
1. Reduce employment 

__ a._ Eliminate non-critical functions. 

G. Finance 

---------- --

------~---

---------------
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T.Strengthen capital structure 



Organization: 

The six operating divisions operate under the leadership of the general manager 
of ML. Mr. B. J. Chambaka, with each division, in tum. led by its own division manager. 
These divisions operate semi-autonomously so that the division leadership is responsible 
for the performance of the division, although the company's financial statements and other 
performance criteria are received as a unit by the NOC board of directors. There is some 
justification for this as some inter-divisional transfers of finished goods take place. 

B. 

The six operating companies are: 

Aluco 
Asbesco 
Galco 
Pipeco 
Steelcast 
Steelco 

Aluminum sheets and cirdes. 
Asbestos roofing sheets and molded products. 
Galvanized steel roofing sheets. 
Galvanized iron and steel pipes, fabrication. 
Steel billets (from scrap). 
Cold-rolled steel sheets. 

Industry Alid Competitor Analysis 

As AAL competes across so many markets, we refer the reader to the main report, 
Chapter II, for more detail on the iron and steel mar'<ets in Tanzania. In general, AAL has 
no local competitor for its finished products but competes against imported products. All 
end products are in strong, growing markets and prospects are optimistic, provided that 
AAL can control costs and develop more flexibility in its production processes. Sales are 
limited more by lack of product to sell than lack of customer interest. Few AAL 
companies maintain more than a few days of finished goods inventory; the two exceptions 
are Pipeco and Asbesco. 

AAL has adroitly used the legal and regulatory environment to limit competition in 
its markets and thus maintain its margins. As the sole local buyer for scrap, for example, 
AAL can set its own prices. When traders attempted to export scrap, AAL was able to 
obtain legislation banning scrap exports. AAL is further protected by import duties, sales 
taxes, and delivery charges on imported finished goods. In the case of ASBESCO, AAL 
uses primarily local inputs for its product and adds significant value to those inputs so that 
it has some strong protection built into its products. 

AAL has accessed PTA funds and exported products. Furthermore, it maintains 
a foreign currency account with Treasury so that it may use export earnings to cover the 
foreign exchange requirements for spare parts. 

The Government has debated whether or not to rebate the duty on raw materials 
used in products that are exported. If so, this would give a positive impetus to exports 
of AAL products. 

2 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
,I 

C. Companies 

In this section, we examine the marketing prodution, and human resources areas 
of each of ML's six Divisions. As the consultants were unable to obtain divisional 
financial break downs, we have relied on Consolidated Financial figures. These follow the 
company sections. 

1. Asbesco 

a. Marketing 

Asbesco produces corrugated and plain asbestos cement sheets. It also produces 
facing, screens, sidings, and flowerpots. It has been seriously affected by the ongoing 
debate on asbestos as a health hazard. To its credit, Asbesco is one of the most 
aggressive and innovative marketers in the NOC group of companies. It has a strong 
handle on the marketing requirements of its products. 

Asbesco Historic Production and Sales 

Capacity 
Yer Production Utilization ~ 

1982 5,873 32.6% 6,226 
1983 1,679 9.3% 2,109 
1984 3,740 20.8% 2,669 
1985 3,780 21.0% 3,357 
1986 1,212 6.7% 2,184 
1987 2,701 15.0% 2,195 . 
1988 2,727 15.2% 2,710 
1989 3,316 18.4% 1,927 
1990 3,859 3,037 

Asbesco's strategy is to work with designers and architects to get them to specify 
its products in their plans. It attends industry and construction conferences to meet the 
large contractors, builders, and agencies. Also, it works to obtain consideration for larg~ 
contracts. It aggressively seeks export opportunities. Even though those products are 
often sold below cost, Asbesco rationalizes that it recovers foreign exchange that it can 
use to import various materials and supplies. At the same time, sales volumes are well 
under the plant's capacity. Prices are set to recover costs; but are bounded by the cost 
of substitute products such as galvanized sheeting and ceramic tiles. 

Asbesco's products have several strengths: They last up to fifty years, they are 
quieter during tropical rainstorms, and more durable, they can be painted or formed with 
color in them, and they do not rust or corrode, an imoortant consideration in the tropics 
and along the coast. Balanced against this are extra building costs (to build stronger 

3 



I 
walls and trusses to support the sheets as they are much heavier than the steel and I 
aluminum sheeting), and the health implications of asbestos. 

Customers are builders, construction firms, and individuals. The Government and I 
parastatal corporations are also large buyers. Asbestos sheets are used to cover 
agricultural cooperative buildings, godowns (warehouses), markets, harbor buildings, and I 
warehouses on the sisal estates. Some distnbution through agents and retailers also 
occurs. Most rustomers are located in Dar Es Salaam. Asbesco has less extensive 
geographic penetration than the substitute product galvanized sheets; its products are 
both heavier and require higher building investment costs than the galvanized sheeting. I 

Asbesco has made strong efforts to diversify its distribution. The chart below 
describes the distnbution channels: I 

Asbesco 

Direct 

Pipeco 
50% 

Major Sales 
10% 

Dar Es Salaam 

Dealers 
30% 

Prirnarily DES 

AAL Depots 
10% 

Kigoma 
Dodoma 
Mwanza 
Mbeya 

The Pipeco depot has a Depot Manager, Technical Advisor, Sales Clerk, Stores 
Manager, and Cashier. It is located on the AAL compound and is a convenient location 
for builders to pick up products and obtain technical assistance. 

I 
I 
I 
I 
II 

Asbesco has also made strong efforts to export product and has successfully sold 
products to Rwanda, Burundi, and Ethiopia. Customers in neighboring countries are 
encouraged to make use of the PTA Clearing House. This enables them to purchase 
Asbesco products using their local currency, which is a significant competitive weapon for 
Asbesco. 

Customer service is more extensive than in the other AAL companies. The extra 
weight of the product requires stronger building specifications; the health issues require 
more time for explanation. Asbesco has also made special efforts to bund'e materials for 
builders. For example, they sell the special nails needed for sheets as part of the building 
package. 

Inventory management has been a problem. Asbesco has a large amount of 
overproduction sitting in its yard and some amounts of it seem to disappear at regular 
intervals. In February, 1991, it had over 2,000 tons of asbestos sheets and products in 
inventory--almost six months worth of production. 
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The company claims to have made a vigorous advertising campaign on the radio 
and in the paper and made numerous visits to designers and architects to assure them 
of the produd"s availability. Asbesco has also promoted its products at trade fairs by 
building smaft house models for demonstration and show. 

b. Production and Operations 

i. Geographical location 

Asbesco has one factory located outside the Asbesco complex in Dar Es Salaam. 
It is sited close to the cement factory; the primary raw material in the product. 

i. Facilities and Processes 

Asbesco has a large plant set on several acres. Cement. asbestos fibers. and 
water are mixed, spread, and tnen pressed into shapes on steel forms. The initial process 
takes approximately 12 hours. Then sheets are moved to a shed where they cure for 21 
days. For the safety of its workers, Asbesco provides masks and special ventilation. It 
seeks an automatic bag opener to lower the contact between the workers and the 
asbestos fibers. The plant has a capacity of 18,000 tons per annum on a three shift basis. 

The process is moderately capital intensive and automated. The large capital 
costs and the automation however, require constant attention and careful maintenance. 
The facility was shut down for annual maintenance during the time of the consultant's 
visits, but it seemed to be in good physical condition. 

iii. Materials Handling 

Dollies and manual labor are used to move the pressed and corrugated sheets 
from the production line to the curing shed. Once the sheets and products are formed, 
they are moved on dollies on a rail and then lifted by manual labor into stacks of sheets. 

iv. Processing Costs 

As the consultants did not receive detailed break-downs for the six AAL companies, 
they could not make any estimates of production costs. In Asbescos case, cement and 
water are the primary local materials (about 90% of total materials); all other materials and 
supplies are imported. Thus, Asbesco is only moderately sensitive to changes in the 
exchange rate. It is however, very affected by increases in the price of cement (127% 
increase recently). 

v. Product Quality 

Asbesco seems to be more concerned with the volume of production rather than 
the overall quality per se. However, quality control was higher than average. 
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vi. Product Delivery (Outbound Logistics) 

Asbesco sells the bulk of its products ex-factory (or from the Pipeco depot) so 
delivery is primarily a customer concern. Transport costs into the interior of Tanzania can 
b6 quite high. Thus, there is an opportunity for Asbesco to solve logistical problems or 
lower transport and distribution costs through more aggressive use of AAL depots around 
Tanzania to sell its products. 

vii. Competitive Strengths/Weaknesses 

As for strengths, Asbesco has the only asbestos-cement factory in Tanzania. It has 
a strong, marketing-oriented management, relatively skilled workers, and good distribution 
through AAL companies. This should give it a strong competitive position. 

At the same time, asbestos has had a difficult history and the public perception of 
Asbesco's products may grow worse. 

viii. Strategy and Plans 

Asbesco hopes to improve its operations. The Company has commissioned a 
rehabilitation study by Danieli, Donati (suppliers to the Steel Rolling Mills complex). The 
environmental problems are especially troublesome - maintaining a safe environment 
within the plant and handling the wastage outside the plant. The Company hopes to 
install an automatic bag opener to further protect its workers. The Company has also 
commissioned a University of Dar Es Salaam study on the problems for marketing 
asbestos. The study was due out in June, 1991. 

2. ~ 

a. Marketing 

ALUCO now produces corrugated aluminum sheet _.nd blanks (circles) for forming 
aluminum utensils and some aluminum foil. Monthly production in early 1991 consisted 
of the following: 

Circles 
Sheets 
Foil 

Prod. MT 
per Mo. 

150 
25 

2 

At a price of Tsh 700,000 per MT, annual revenues would be about Tsh 1.5 billion. 

ALUCO sells to about 40 clients, 8-10 of which are major clients with forming 
presses for the fabrication of aluminum utensils. The remainder are small fabricators 
possessing only turning equipment. 
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The domestic market is effectively protected: Aluminum does not fit within the OGL 
guidelines, and forex is not available for import. 

The company does export at an FOB price of US $2,300 (Tsh 453, 100) per ton to 
Burundi, Zaire, Zimbabwe, and Kenya. Although the company realizes a financial loss on 
these exports, the management feels that these sales are justified as the proceeds are 
credited to a forex account from which the company can draw for the purchase of spare 
parts and raw materials. 

b. Production and Operations 

i. Faalities and Processes 

ALUCO's production operations ~sists of: 

• Foundry. 
• Hot rolling mill, 4 high. 
• Cold rolling mill. 
• Stamping punch presses (for cirdes). 

The installed capacity is 9,000 MT /yr. In 1991, the company is processing about 
200 MT /mo. in the foundry, 40% of which is recycled. It is processing about 300 MT /mo. 
through the hot and cold rolling operations which, at 60% yield, produces about 1 n 
tons/mo. of finished product. This production level is about 40% of noted capacity. 

ii. Production Inputs 

Material inputs consist of: 

Scrap 
Imported Slabs 

MT/ 
mo. 

40 
175 

Unit Price 

Tsh 100,000 
us $1,950 (Tsh 384, 150) 

Forex for the imports of Slabs from Canada is provided by import sup~rt funds 
provided by SIDA and partly through forex earned on export sales to SADCC and PT A 
countries. 

iii. ALUCO Production: Costs and Revenues 

Production costs for ALUCO break down as follows per Metric Ton: 
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Production (labor. finance, admin.) 
Material (aluminum)' 

175,000 
331,280 

10,000 
93.no 

Landed Material Cost Qncl. insurance) 
Custom Duty2 

Total 610.050 

According to the Division Manager, when AAl overhead is taken into account, the 
nat profit per MT at this level of production is about Tsh 15,000iMT. 

iv. Expansion Plans 

a) Much of the cirde stock sok:t to utensil producers is exported for forex to 
neighbori~ countries. Given the company's reliance on forex for its material 
imports. the possibility arises of ALUCO using forming blanks (circles) to 
manufacture and export such utensils rather than serving as a provider of 
intermediate goods to other fabricators. 

From ALUCO's point of view, it would profit greatly by the increased 
availability cf forex to serve its own requirements rather than having it accrue 
to the benefit of its present customers who purchase in local currency and 
sell in forex. Additional costs for this type of production, including 
depreciation, are expected to be about Tsh 100,0C':' /ton. Total cost would 
be therefore, about Tsh 700,000/ton so that the export price would have to 
be about US $4,000/ton in order to realize a net profit of 10% on sales. This 
prospect would have to be studied carefully before investing in the 
necessary machinery and equipment. The key issue is not so much 
production as lack of marketing savvy and lack of access to such markets. 

b) ALUCO is also considering entering production of extended shapes 
(structural, door frames, tubing) with a capacity of about 200 T /month. The 
projected market would be local contractors. In order to do this, aluminum 
would have to be cast in ingot form suitable for the other forming processes. 
This development then would require new casting facilities, forming and 
extension presses, and dies. 

' Weighted average 40 (100,000) + 175 (.384.150) = 331,280 
215 

2 Weighted average 40 (0) + 175 (115.706) 
215 
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c) 

d) 

The company should also investigate the market for aluminum alloys for 
which a demand might exist in agricultural processing equipment, form 
implements and small vehicle production. 

ALUCO should investigate the extension of aluminum coils to meet the 
needs of Tanzania Cables Limited. 

3. Stee!cast 

a. Overview 

Steel cast is the only steel scrap melting and refining company in the country. It 
takes scrap from across the country and refines it to produce b!llets. The company has 
only one customer, the steel rolling mill in Tanga. Limestone is also acquired locally, but 
all other inputs and consumables are imported. Foreign exchange support is currently 
being recaived from NORAD. 

b. Production and Operations 

i. Facilities 

ii. 

iii. 

The factory is iaid out as a double unit with scrap loading and billet collection 
in one unit and the furnace and pourir.g in the other. 

Staff 

Steel Cast currently employs 255 permanent staff, of which 100 are involved 
in production, and 70 casual laborers involved in scrap sorting. The 
production staff are split into 3 shifts. There are 30 mechanical maintenance 
workers and 1 O electricians. 

The staff are paid according to SCOPO rates, but for some workers such 
as furnace men, pourers and crane drivers, whose work is defined as hot, 
there is a supplementary milk allowance. In addition, for all workers there is 
a transport and meal allowance. 

Machinery 

The main item of equipment is the electric arc furnace. It has a capacity of 
15 tons in 3 melts. It was commissioned in 1977 and is looking its age. It 
needs a full overhaul. Such a project would cost some US $350,000. 

The overhead cranes operate well, but are prone to breakdowns and 
electrical failures due to the level of dust contamination. 
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iv. 

v. 

The batch billet molding machine is also in a poor state of repair and slow 
to operate, with parts such as the length cutter non operational They 
currently cut with a gas axe, which has ruined some rollers. 

The rest of the equipment such as the 7 tundishes and 2 ladles will also be 
in need of replacement in the next few years. 

Maintenance 

I 
I 
I 
I 

Each shift has at least 2 maintenance fitters and one electrician. Most I 
maintenance is however carried out on Sundays during shut down. Due to 
the high costs of breakdowns, maintenance schedules are followed and pre-
ordering of spares is undertaken. Failures do occur and production rates are I 
reduced by up to 30%, 5% of whicr. is attributable to electrical failure. 

Stocks 

They have some 500 - 600 tons of scrap currently on site. That represents 
just under 3 weeks supply. About 60 tons is bought in each day, so stocks 
are on the increase. 

Except for limestone that is mined in Tanzania, all production consumables 
are imported. Typical stock levels are: 

• 
• 
• 

High Alumina Bricks 
Ladle Nozzles 
Electrodes 

6 months 
3 - 4 months 
2 months (another 4 months is at the docks) 

There is no stock control system and crates are simply piled on top of each 
other. 

For finished goods, there is about one week's production of billets in stock 
due to transport problems. The Tanzanian Railways do not have the 
necessary rolling stock to pick-up all production. 

In addition, there is 1000 tons of 100 x 100 mm billets in stock that have 
been there for 5 years. Steel Rolling Mills will not take them as it did not 
switch over its production lines as anticipated. They cannot be shifted on 
the world market and it is considered too expensive to remelt them. 

c. Production Process 

I 
I 
I 
I 
I 
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The scrap is bought in to the factory and stored. It is then c•.rt up into manageable 
sizes by oxy-acetylene, an expensive and time-consuming process. 
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I I 

Cut up scrap 

I 
Store 

I 
Load into container 

Load !umace 
I 

Melt 
(Repeat twice) 

I 
Discharge in ladle 

I 
Pour and cast 

I 
Cut and cool 

I . 
Store and ship 

Approximately 5 tons of scrap is loaded into the furnace and melted down at a rate 
of 1 ton in 10 minutes. A second 5 ton charge is then melted down, followed by the third. 
The melt is refined by reducing the phosphorous and sulphur contents and adding 
manganese and carbon to obtain various grades of mild steel. The charge is then 
discharged into a ladle which is craned over to the molding machine where it pours its 
load. The machine casts billets of 80 x 80 x (approx) 4500 mm. 

Production can reach 4 heats (60 tons) a day, though 40 tons is more usual in 3 
heats. 

d. Main Problem Areas 

The poor quality of the power supply (voltage was down to 9.SkV from 11 kV when 
the Consultant visited), its relatively high cost and the uncertainty of supply -- despite 
being a prefered customer -- causes major problems. It rates as a major disaster if power 
is interupted the supply fails during a pour and the melt solidifies in the ladle or casting 
machine. There is no back-up power supply. 

Scrap is cut using gas axes which is slow and expensive. The gas supply is 
uncertain. 
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The plant condition is in poor shape. 

Finally, high transport costs are incurred to both 1Jbtain scrap and to ship billets to 
Steel Rolling Mills. 

e. Extension and Rehabilitation 

Steelcast has a 2-phase rehabilitation scheme in mind: (1) rehabilitation of the 
existing equipment, and (2), installatio11 of a second furnace and continuous casting 
machine. This will double the installed capacity, bringing it up to 120 tons per day. 
However, production at this rate will exceed the availability of local scrap and so scrap 
would need to be imported. 

As the rolling mills at Tanga can only cope with 60 - 80 tons a day, Steelcast also 
want to install a section rolling mill to absorb the excess capacity and reduce imports of 
steel bars. 

f. Comments and Recommendations 

The plant loses up to Tsh. 20,0CXJ/ = per ton of billet (with a price fixed in 1989 at 
Tsh. 78,477 / = per ton and production costs of 99, 756/ = per ton and rising as they are 
dollar dependent). Therefore phase one of the refurbishment should be put into action. 
Once the plant is rehabilitated, then a decision on two possible options is required: 

Option 1) Steel Rolling Mills is moved to Dar es Salaam. This would eliminate transport 
costs (which should be considered as Foreign Exchange) and dovetail the 
two operations together, so that they would become and perform as a single 
business. 

They appear at present to be working against each other rather than 
together, with two sets of cost disadvantage in a highly competitive and over 
producing world market. 

Also, the billet molding machine should be converted to 100 x 100 billets to 
reduce costs by raising productivity. The rolling mill should be set up to 
handle these billets. Such economies are for the good of the group. 

Option 2) Steelcast joins with Steelco. The billet machine is scrapped and replaced 
by a slab /plate casting machine. The existing equipment at SteelCo can then 
roll the plate to sizes required by the market. Transport cost are eliminated 
once again and an integrated business is created from raw material to 
finished product. 

The rolling mills at Tanga could be left in place. They could import billet 
direct through the port at Tanga and supply the Tanzanian market and 
further afield if possible with steel section. 
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Detailed costings should be done before phase 2 is initiated. It may be strategically 
preferable and economically more deslrable to import billets from an over supplied world 
steel market rather than move scrao steel across the globe. 

To improve efficiency and to reduce reliance on intermittent gas ~Jpplies, a 
shredder or compactor should be installed as part of the rehabilitation process. The cost 
would be at least US $ 200,000. 

An emergency power supply should be installed. 

The ratio between production and support/ administration staff should be increased 
by shedding support staff. 

At the present rate of production, the level of scrap received exceeds production. 
Some scrap, such as flat panels and springs from vehicles, should be sold direct to small 
metal working businesses -- perhaps via SIDO. This would provide a valuable raw 
material for those businesses and recycle the scrap without having to consume scarce 
energy and foreign exchange inputs. 

4. Steelco 

a. Overview 

Steelco is a cold rolling mill that reduces steel sheet for use by G/. :..CO, another 
AAL company. Steelco sells 95% of its output to GALCO, and the General Manager is 
responsible for insuring that GALCO has a steady and aoequate supply of steel sheet in 
the propt. ~hicknesses. Steelco does no marketing per se; it does, however, work closely 
with GALCO to establish production schedules. The remaining 5% is used for small stove 
fabrication on site. 

Inventory management is somewhat of a weakness. Steelco takes seriously its 
responsibility to keep an adequate supply of sheet steel for Galco; so, it maintains several 
month's worth of both unprocessed and rolled steel coils. Ideally, Steelco could maintain 
tighter control of its inventorj, especially on the finished goods side. 

b. Production and Operations 

i. Geographical Location 

Steelco's factory is located in the main AAL complex in Dar Es Salaam. 
Inside the complex, it is less than fifty yards from Galco. 
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ii. Facilities, Processes, and Costs 

The process is simple conceptually, but requires extreme attention to detail 
as the tolerances are quite narrow. Coils of wound steel sheet are brought 
next to the rollers by an overhead crane. The coil of sheet is unrolled and 
passed through the rollers under tension at carefully determined speeds for 
a set number of passes. The pressure exerted by the rollers changes the 
characteristics of the steel sheet. The sheet can be made more flexible, 
harder on the outside, softer on the in:iide, etc depending upon the needs 
of the GALCO. Steelco usually produces 28, 30, 30, and 32 gauge sheet. 

Conversely, irregular current, inadvertent increases of pressure on the 
rollers, gouges in the rollers, etc., can materially weaken or damage the 
sheet. Steelco has an extensive set of power regulators to minimize 
currency fluctuations, a complex set of checks on the rollers to insure 
correct pressure, and special lathes and polishing machines used to 
maintain the rollers. 

Production capacity is about 90,000 tons per annual on two shifts. In 
December 1990, monthly production reached a peak of 7,084 tons. 
However, total production for the year was only 24,600 tons. 

The process is capital intensive and automated. Production staff and costs 
are minimal. All materials are imported. Steel is purchased by tender. Most 
has come from Germany in recent years. 
The plant is 13 years old and in good condition. The company conducts 
preventive maintenance on every Sunday and for half-home periods on 
Wednesday and Thursday. 

Steelco is concerned with product quality. It takes great pains to insure that 
the steel is rolled correctly and consistently to minimize problems in Galea. 
It has extensive maintenance programs and its staff are well-trained. 

Total staff numbers, 132. Only 14 production staff per shift are required. 

iii. Competitive Strengths/Weaknesses 

As for strengths, Steelco is the only cold sheet steel rolling mill in Tanzania, 
it has strong management, relatively skilled workers, and a strong financial 
position. 

Ac; for weaknesses, inventory levels are high and capacity utilization is below 
maximum; this is primarily due to Galco's inability to absorb all Steelco's 
output and to lack of marketing to other customers. Steelco's value-added 
is low; it serves as an inventory buffer for Galco and gives Galea more 
flexibility in its production. 
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5. 

a. 

iv. Strategy and Plans 

Steelco is in the process of installing an annealing line to further downward 
integrate its prcduction. Annealed sheets (softer and more flexible) would 
be sold to refineries to make barrels, to auto and bus body building shops, 
to furniture manufacturers, and to bicycle manufacturers. 

The consultants did not review any feasibility studies for the facility. 

Marketing 

Galco produces corrugated, galvanized steel roofing sheets that are an essential 
product in the construction and housing industry in Tanzania. It produces sheets of 
varying thickness to meet market demands. Demand for Galco's products is high and 
Galco sells sheets within hours, sometimes within minute~ of their rolling off the end of the 
production line. When the consultants visited Galco, trucks and vehicles were lined up 
to collect roofing sheets at the factory door. 

Galco's strategy is to produce the sheets that are most in demand and most 
profitable to allow it to optimize its profits. It does not need to market its products 
aggressively. Competition is minimal. There are two small scale producers -- Rajani 
Industries and Rehammi Co. Corrugated sheets are on the negative OGL List which 
means that foreign exchange is not available to import products. Sheets are imported if 
there is a foreign aid project. 

Prices are controlled by the Government's pricing commission. These prices are 
renegotiated on an annual basis to cover existing costs with an allowance for further 
inflation and exchange rate changes. 

Customers are builders, construction firms, and individuals. Some distribution 
through agents and retailers also occurs. Most customers are located in Dar Es Salaam; 
although, due to the universal need for the company's products across Tanzania, many 
of these products are redistributed into the various regions. Galea does sell products into 
the regional depots to better meet demand and to increase its margins. Most goods are 
sold on a cash basis. 

Galea does not absorb transportation charges. Most customers pick-up their 
products at the factory. 

Customer service is minor. The products are basic and demand is high. Inventory 
management is not a problem. Gal co has a small finished goods warehouse that holds 
no more than a few days worth of inventory at full capacity. It need not carry much stock 
as Steelco provides the inventory it needs. 
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I 
The company does not appear to have a regular advertising or promotion program. I 

b. Production and O~ :-ations 

I i. Geographical Location 

Galea has one factory located in the main AAL complex in Dar Es Salaam. I It is well-situated in the industrial zone; although, the road immediately 
adjacent to the facility was in very poor condition at the time of the 

I consultant's visits. It is dose to the bulk of its customers. 

ii. Facilities and Processes 

I Galea has a long plant several hundred meters that covers the long 
production line. Creation of roofing sheets involves the following steps: 

I • Cutting . 

• Cleaning and Degreasing . I 
• Galvanizing . 

• Corrugating . I 
The process is straightforward. Due to the age and condition of the I equipment, (-1960) it is more labor-intensive in Tanzania than it would be 
elsewhere. Production staff numbers about 150 persons, of whom 30-40 are 
casual laborers. The plant runs two shifts. Overhead staff totals about 40 I persons. 

The high capital costs and the automation however, require constant I attention and careful maintenance. Currently, the plant has a rated capacity 
of 36,000 tons per year on those shirts; although management felt 30,000 
tons was possible due to the plants age. Production in 1990 was 20,800 
tons in two shifts. 

iii. Materials Handling 

I 
After cutting, the sheets flow through the production line up to corrugation. 
During corrugation, sheets are hand fed through the corrugating machines. 

I Corrugated sheets are then stacked on wooden pallets and an overhead 
crane is used to move the heavy pallets to other areas. 

iv. Processing Costs I 
As NOC did not provide detailed break-downs, the consultants could not 
make any estimates of production costs. However, all basic raw materials 
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v. 

vi. 

are imported as are all machines and equipment; direct labor accounts tor 
less than 10 percent of production costs. Thus. Galea is sensitive to 
changes in the exchange rate and must be able to pass on any price 
increases immediately. The process of structural adjustment will most likely 
bring about this situation within a few years. 

Product Quality 

Galco is generally more concerned with the volume of production rather than 
the overall quality per se. Scrap rates and product variation are relatively 
high compared to industry figures. There appeared to be a surprising 
number of damaged sheets that were manually sorted and cut. Even the 
odd flats and cut end sheets sell quite well. 
Product Delivery (Outbound Logistics) 

Galea sells the bulk of its products at the factory on a cash and carry policy 
so delivery is a customer concern. Transport costs into the interior of 
Tanzania can be quite high. Thus, there is an opportunity for Galco to solve 
logistical problems or lower transport and distribution costs through the use 
of AAL's depots around Tanzania to sell its products. 

vii. Competitive Strengths/Weaknesses 

As for strengths, Galea has the largest factory in Tanzania for galvanized 
sheets, strong management, relatively skilled workers, and a strong financial 
position. Furthermore, it has a import and tariff and duty protection. This 
should give it a strong competitive position. 

At the same time, compared to international standards, Galco's work force 
is relatively large, its plant old, its capacity utilization low, and its overall costs 
high. Galco's vallJe-added is low as it is still at the most basic of the steel 
processes and has not created much value-added. 

viii. Strategy and Plans 

Galea hopes to improve the production line with a shift to a continuous 
galvanizing system. These could significantly lower costs through improved 
quality and lowered material costs. Daniel, Donati and local consultants 
have conducted a review of the rehabilitation and management program. 
This would double capacity to 40-50,000 tons per year. Capital investment 
requirements were estimated to be $3 million. This has yet to be 
implemented. The consultants were not able to review any feasibility studies 
for the newsprint plant described above. 
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6. Pipeco 

a. Overview 

The company was established in 1962 and nationalized, in 199;2, when it became 
part of NOC. 

The company produces medium-pressure, seam-welded pipes for industry, 
agriculture and domestic users. Water pipes are hot zinc dipped, not galvanized (which 
is an electro-plating process). In order to more fully utilize its production facilities, it now 
also produces hollow section. rolled angles, Z µurlins, and decals, cuts and flattens mild 
steel plate. In addition there is a fabrication section that produces items such as roof 
trusses (from pipe) with the associate purlins cut to length, burglar bars, and water tanks. 

b. Marketing 

Pipeco markets throu~h depots in Mwanza, Dodoma, Mbeya and Kigoma, and 
hopes to open a new one in Arusha in the near future. 

There is very little planning undertaken and no market research as such. Stocks 
are maintained at roughly a 3 month level. The company also responds to specific bulk 
orders. 

The company plans to expand its depot network to improve its marketing and has 
diversified well into producing different sections. There are no large scale plans to 
increase capacity at present, but they would like to increase the range of products up to 
8 inch (200mm) pipe. There are no plans for large scale expenditure on machinery. 

c. Production and Operations 

i. Layout 

The factory is a single unit with a material flow through the plant from one 
end to the other. The dipping plant is separated at one end and pipes move 
into the section from the main area and then back into the main area after 
cooling. Spare space is utilized for the storage of work in progress. 

ii. Staffing 

Pipeco currently employs about 200 people. Out of that number 150 are 
concerned with production and 50 with administration. 

For working 1 or sometimes 2 shifts, they appear to be a bit overmanned 
for the current level of production. 

18 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
·1 

1: 

iii) 

iv. 

v. 

The production manager is responsible for all aspects of production and 
works through a supervisor for each section, e.g. the forming, dipping, one 
for slitting and fabrication sections. 

Workers and management are all paid according to SCOPO rates. In 
addition they receive a meal and there are buses for transport. Workers in 
areas defined as hot also receive a milk allowance. 

Machinery 

All the machines are in reasonable condition except the demurrer or facet. 
It won't debar pipe below 1 • in diameter. It ne6ds an overhaul rather than 
replacement and despite its age - it dates from 1932 - could keep \JP with 
current levels of production. 

The slitting machine is in good condition and well operated. 

The guillotine is used for flat plate up to Smm and appeared to be in a fair 
condition, as is the plate decoiler and flattening machine. 

The section former is in reasonable condition, but, to maintain and improve 
its through-put, it could benefit from an overhaul and some capital 
expenditure. Breakdowns though not frequent mean that losses amount to 
an estimated 20% of production capacity. 

The zinc dipping tanks have been overhauled and selectively replaced over 
the past 12 months as has the overhead crane in the dipping area. 

Utilization 

The slitting machine is over sized. In this case, the skitter is capable of 3 
times the production of the pipe former, i.e. 30 tons per 8 hour shift. This 
is a common problem; when buying for relatively small sca1- production, it 
is difficult to find machines that are correctly sized. 

Pipeco flattens plate and cuts it to length to customer requirements. This 
machine is largely under-utilized. 80 tons of plate has been sold in the past 
3 months; but the machine is capable of operating at 100 tons per month. 
It is only operated at 26% of capacity. 

Maintenance 

Preventative maintenance is carried out during machine down time. This is 
fine for the skitter which doesn't work to capacity; but, the pipe former is run 
almost constantly on a two shift basis. No planned maintenance is carried 
out; but, some spares are held in stock. 
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Some items such as slitting disc are imported from Japan. Although they 
are made from tool steel and are some 250mm in diameter; they could be 
manufactured in the country, at say NABICO and/or NECO. The steel would 
have to be specially imported though. 

vi. Stock Levels 

Checker plate Omported) 
Cold rolled steel (SteelCo) 
Hot rolled steel Omported) 
Sptitting tools Omported) 

100T 
40T 
1000T 

used 80 tons in 3 months 
1 months supply 
2 months supply 
3 months supply 

Pipeco estimates that there are 150 tons of finished goods in stock at the 
plant and about 30 tons of work in progress. There are no accurate records 
kept. 

vii. Production Process 

FOR All PRODUCTS EXCEPT PLATE 

COIL FROM STOCK 
I 
I 

SLIT 
I 
I 

WIP Store 
I 
I 

LOAD ON FORMER 
I 
I 

FORM 
I 
I 

WELD 
I 
I 

CLEAN WELD 
I 
I 
I 

CUT 
I 
I 

WIP Store 
I 
I 

FACE 
I 
I 

WIP Stock ------ SALE 
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FOR WATER PIPE (AFTER 
PREVIOUS PROCESSES) 

PICKLE 
I 
I 

HOT ZINC DIP 
I 
I 

QUENCH 
I 
I 

THREAD 
I 
I 

STOCK 
I 
I 

SALE 
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There is some scope for improving the efficiency of the process by moving 
work direct from the forming machine onto the facing or beburrer. Apart 
from that, the process is reasonably well run and the manpower appeared 
to all be working at their allotted tasks. 

Currently on a 1 - 2 shift basis, !.<>me 6,CXXJ tons per annum of mixed hollow 
and formed section is produced. The plant is capable of raising production 
to a theoretical maximum of 12,CXXJ tons on a 3 shift basis. 

The dipping tank, however, can deal only with some 300 tons per month, 
which equates to about 1 CXXJ items per 8 hour shift. Thus, PipeCo has 
moved into hollow sections that do not require dipping. 

As the dies have to be changed for each new section and setting up 
produces a certain amount of down time and waste, the minimum number 
of sections that can be economically produced per run is 60 tons. This 
leads to occasional high stocks. 

viii. Quality Control 

ix. 

At set-up, the quality of the new section being formed is monitored but 
nothing is done during the production run. A sample of the formed pipes 
are hydraulically tested and it is estimated that 5% of production is rejected. 
No accurate records are kept nor is statistical sampling undertaken. 

Second quality goojs are sold at a 20% discount. Any unsalable items are 
kept for use by the fabrication shop. 

Products 

Pipeco currently produces seam welded water pipe and hollow section of 
6m lengths of the following section sizes (in mm): 3.9, 3.4, 3.05, '2..7, 2.45 
and 2.25. 

In addition they decoil and cut flat plate of up to 12 mm and checker plate 
of 4.5 and 5.5mm. With Steelco next door, it seems a little incongruous that 
Pipeco should be selling flat plate: 

• • • • 

Pipe diamF.ters 
Hollow section 
Rolled Angle 
Z purlins 

0.5 - 3" 
1 - 2" 
1 - 3" 
4" 

Their hot zinc dipping is contracted out at slack times; currently they are 
dipping brackets for TANESCO. 
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x. 

xi. 

The ·hard zinc• a residue from the dipping process and a mixture of steel 
and zinc is exported to Europe for recovery of the zinc. 

New Products 

The company needs to liaise with other companies such as NECO to 
produce locally a wider range of pipe fittings from sockets to flanges. 

At present, the only forming machine runs almost continuously so the scope 
for new products is limited. The Consultant would suggest increasing the 
range of pipes and induding rolled channel sections and thinner section low 
pressure irrigation pipe. 

The current bottle neck on production is the dipping tank which is fully 
utilized, with in house production and the limited number of outside contracts 
undertaken. 

Where PipeCo does have an advantage over other companies is in its 
distribution/ sales network of depots. The Consultant would suggest that 
the range of products held at these depots be increased to include products 
from other organizations. 

Fabrication Shop 

The fabricatiori shop is a relatively small section of the overall operation and 
employs some 14 people of which 1 O are defined as skilled. 

They produce general items such as burglar bars and small tanks as well 
as undertaking repair work. The largest items produced are roof trusses 
made from the in house produced pipe. 

As Pipeco is a raw materials importer and as the fabrication shop uses its 
Pipeco products, Pipeco is able to realize a higher margin on a sale. 

There is no quality control and production aids for large items such as the 
trusses are non-existent. The construction and use of universal jigs for the 
trusses and burglar bars would speed up production and improve quality. 

From a technical stance, making roof trusses from pipe is not a good idea. 
They are heavier trusses for a specific load, when compared to more 
conventional angle trusses. Pipe is also inherently more expensive to 
produce in the first place. These problems may negate all of the extra profit 
they could have realized. 

It may prove to be more profitable for the company to begin to make trusses 
from its angle section and guillotined plate than to continue to use pipes. 
It should also consider moving into more specialized markets within the 
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d. 

construction centre to make better use of its resource base: for example, 
bending pipes to order or welding up pipe runs in house. 

Comments and Recommendations 

i. 

ii. 

iii. 

iv. 

v. 

In general, the plant seemed to be well run. Work flows are interrupted as 
infrequently as is realistic. 

The company has diversified to make good use of their resources: E.g. 
going into the production of hollow section. The splitter could be put to 
greater use by the direct sale of split coil to other businesses. 

The plate decoiling and guillotining does not appear to fit into PipeCo's 
business and at 26% of capacity is extremely under-utilized. This aspect of 
their operations should be sold off, perhaps to SteelCo. 

The company should concentrate on its current strengths, especia!ly where 
they correspond with other companies weaknesses. This is its depot 
system. The system should be expanded and imp.·oved. A marketing 
department must be placed in overall control. 

The fabrication shop should be retained, but its product base should be 
expanded to produce items for agriculture and the construction industry. 
Proper design should be incorporated for some items such as the trusses, 
and full use made of jigs. 

vi. Quality control procedures should be improved. 

This completes our review of the AAL Divisions; now, we shall examine the AAL Groups 
management and finances. 

D. Management 

AAL is managed by Mr. B. J. Chambaka, an able manager who has managed 
several other NOC companies including Steel Rolling Mills. Prior to Mr. Chambaka's 
assuming general management, AAL had a management contract with an Indian 
company. This was cancelled after several disagreements over payment of fees and 
questionable invoicing practices on the part of the management compary. 

Management compensation at AAL is higher than their private sector counterparts. 
Base salaries are within SCOPO guidelines and are low; however, benefit packages are 
quite extensive. Benefits include: housing and maintenance, vehicles ~or officers, medical 
care and insurance, life insurance, and travel and entertainment allowances. Management 
does receive bonuses for production and profit performance. This appears to have 
increased motivation and morale significantly. 
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Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's legal secretary. AAL has 
made use of several consultants during the last few years, especially in the area of 
feasibility studies for new projects. Daniel Donati of Italy seems to be the preferred firm. 

E. Human Resources 

1. Composition and Skills 

AAL employed 1, 153 persons in 1989. 

2. Compensation and Trends 

The Company is able to attract and retain a reasonably qualified work force for its 
operations. Salary levels are set by SCOPO. Turnover is low. The compensation 
package consists of a base wage, overtime, medical insurance, transportation or 
transportation allc,nanc;es, and special milk or ·heat allowances· for workers in the furnace 
areas. In addition, workers ar?. eligible for production bonuses. 

3. Productivity 

Productivity in the firm is high compared to other NOC companies. It is relatively 
low compared to international standards. 

AAL: Labor Productivity - 1989 

Sales per employee (Ts 'OOO's) 
Profits per employee ('OOO's) 

4. Training Programs and Needs 

AAL 

4421 
396 

NOC 

1478 
95 

As AAL is the only steel and aluminum-making complex in Tanzania, it should 
conduct a fair amount of on-the-job training to improve the skill levels of the work force. 
Such training should include basic work practices as well as the more technical aspects 
of iron and steel production. That said, workers appeared to be well-trained and 
productive. 
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F. Finances 

1. Sales. Revenue. Profitabili!Y 

AAL has shown an upward trend in sales in Shilling terms over the last five years. 
However, when this is translated into both dollar and constant shilling terms, AAL has 
shown a marked decline in sales. 

AAL is profitable. And, there have been some significant reductions in material 
costs in recent years. Still, the operation has a long way to go to lower overall costs. The 
primary areas are: purchasing (which AAL has attacked vigorously). scrap and wastage, 
quality control, overhead costs, and, finally, direct labor. 

Financing costs have grown and are a concern: As can be seen in the Graph on 
Operating Expense Br'3akdown, operating expenses financial costs have risen significantly 
in recent Years. AAL has a strong balance sheet and controls its finances better than the 
majority of NOC companies. 

2. Assets and Liabilities 

·AAL shows reasonable strength in its balance sheet; however, at first glance the 
balance sheet has shown an increase in total assets and liabilities as shown in Table: VII 
Balance Sheet. However, closer analysis reveals that available cash and the vaiu., of raw 
material stocks have declined while receivables, payables, and accumulated losses have 
increased. This is magnified when the figures are translated into dollar terms. The lines 
at the bottom of the Balance Sheet give key figures in dollar terms. 

The significant changes at AAL are: Cash has increased from . 79 percent of 
current assets in 1984, to 20.36 percent of current assets in 1988. Dependence on short 
term debt has increased from 10.2 percent of total liabilities to 74.8 percent of total 
liabilities. Material stocks have declined in unit volume and in real terms as a percentage 
of the firm's capital. 

Short-term liquidity has suffered from the impact of inflation. The current ratio 
improved slightly from 0.9 in 1984 to 0.93 in 1988. However, funds are still insufficient to 
cover short-term liabilities. The acid ratio (cash and cash equivalents divided by current 
liabilities) decreased from .007 to .19 during this period. This indicates that AAL would 
be able to cover only 19 percent of its short-term liabilities in the given year, effectively 
converting all short-term liabilities into long term debt. 

AAL imports the majority of its raw materials and supplies. Foreign exchange to 
purchase these products come through the OGL and PT A mechanisms described in the 
main report. AAL also has a foreign exchange account that enables it to purchase parts 
and supplies without going through this process. 

AAL had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. The company must now use 
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Open General License (OGL) to obtain foreign exchange which requires it to place a 
deposit in shillings of 100 percent of the value of the foreign exchange at the time it 
obtains the license. (Previously, payment could be staggered and was therefore less 
costly to the company). Furthermore, the OGL is available for a short period of time only 
or it is lost. Thus, the company loses use of cash or must finance the amounts through 
overdrafts at up to 31 percent annual interest rates. At the same time, the company does 
not bear any exchange rate risk and effectively locks in the current rate at the time of 
purchase althO•Jgh delivery may be four to six months later. This can be an advantage 
when the currz11cy is devaluing. 

3. Estimates of Valuation 

Book value is Ts. 460 million. This is what the assets less the liabilities are 
nominally worth and indicates the liqL•idation value of the Company. In AAL's case, 
liquidation of the company would transfer a gain of this amount to the NOC Group balance 
sheet. 

Valued as a going concern, the profits of AAL are divided by the discount rate to 
obtain a value of Ts 142.2 million. AAL is worth more as a going conCdrn than were it to 
be liquidated. This indicates that AAL has general viability as an enterprise. 

Using a Price to Earnings Ratio of 10, thP ~-.Jmber of times earnings are multiplied 
to obtain a selling price, the AAL would be valued at Ts. 4590 million. This is the price 
that AAL would fetch on a stock market that valued earnings at this rate. 

G. Summary 

The prognosis for AAL is optimistic given its current position in the market, its range 
of skills, its political strength, and its financial position. Key weaknesses include its high 
cost structure, its low productivity and capacity utilization despite high market demand, 
and its heavy staffing relative to international competitors. 

AAL's continued viability as a company depends upon four factors: Productivity 
improvements, increased capacity utilization or increased product variety, cost reduction, 
and adding value through creation of sales depots and enhanced products. 
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Appendix 1 Attachments: ALUMINIUM AFRICA COMPANY. LTD. 

TABLES 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERA TING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 

. • • f ........... 
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Table 

1. 

2. 
3. 
4. 
5. 
6. 
?. 
8. 
9. 

10. 
11. 

12. 
13. 
14. 
15. 

Act\Jlll Sales 

Product 1984 1985 
Aluainiua Circles and She 82 129 
G.C.I. Sheets and Cutters 464 594 
Cold Rolled Sheet~ 398 408 
Galvanised Pipes 101 140 
Steel Billets 62 128 
Asbestos Sheets 20 24 

0 0 
0 0 
0 0 
0 0 
0 0 

0 0 
0 0 
0 0 
0 0 

T~tal 1, 127 1 ,423 

Units/E~loyee 

TABLE I 

Al1.t11ini1J11 Africa Co. Limited 

(millions of shillings) 
Est'd Est'd 

1986 1987 1988 1989 
259 388 591 794 
830 1,065 1,858 2,651 
747 1,086 1,892 2,697 
365 589 738 888 

125 122 331 540 
38 52 87 122 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 

2,362 3,301 5,497 7,692 

2 3 5 7 



TABLE II I 
I 

Table Actual Pl"ocU:tian Al1J11iniU"1 Afl"ica Co. Limited 

(Thousands of tons) I 
Est'd Est'd 

Pl"C>Cl~t Unib Descl"iption 1984 1985 1986 1987 1988 1989 

1. Al1.J11iniU11 Cil"cles ThousandsMetl"ic Tomes 2 3 3 3 2 2 

2. G.C.I. Sheet&Guttel"S ThousandsMetl"ic Tonnes 23 22 20 17 21 25 
I 

3. Cold Rolled Sheet Th ousan.:lsMe t I" i c Tonnes 24 24 20 16 18 20 

4. Galvanized Pipes&others ThousandsMet I" i c Tonnes 5 7 7 7 6 6 

5. Steel Billets ThousandsMetric Tonnes 8 11 9 7 8 10 I 
6. Asbestos Sheets ThousandsMetl"ic Tonnes 4 4 4 4 4 4 

7. Thousandsl4etric Tonnes 0 0 0 0 0 0 

8. ThousandsMetl"ic Tomes 0 0 0 0 0 0 I 
9. ThousandsMeuic Tonnes 0 0 0 0 0 0 

10. ThousandsMetl"ic Tonnes 0 0 0 0 0 0 

11. ThousandsMetl"ic To:vies 0 0 0 0 0 0 

12. ThousandsMetl"ic Tonnes 0 0 0 0 0 0 I 
13. ThousandsMetl"ic Torones 0 0 0 0 0 0 

14. ThousandsMetl"i c Tonnes 0 0 0 0 0 0 

15. ThousandsMetric Tonnes 0 0 0 0 0 0 I 
Total• 66 70 61 52 59 66 
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Table : Actual Purchases 

Local currency 

--------------
1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. LESS:lnterdivision Transfer 
5. 

6. Subtotal 

Foreign currency 

----------------
7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

. 
12. Subrotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE 11 liuminium Africa Company 

(millions of shilli:igs) 
Est'd Est'd 

1984 1985 1986 1987 1988 1989 

328 398 124 1,050 1,678 2,307 
4 5 16 27 59 91 
0 0 0 0 0 0 

(349) (366) (672) (978) (1,775) (2,572) 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
{17) 37 68 99 (37) (174) 

512 451 1,660 2,869 3,809 4,750 
9 19 56 93 163 234 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
520 470 1,716 2,962 3,973 4,983 

503 507 1,784 3,061 3,935 4,810 

$28 $31 $34 $37 $31 $25 

NA NA 



TABLE IV 
Table : Actual Investment Aluminium Africa Limitec 

(Millions of TShimngs) 

Capital Expenditures 1984 1985 1986 1987 1988 1989 
1. land & building 2.2 1 1 0.0 2.4 0.0 0.0 
2. Plant & machinery 0.3 1.2 0.0 53.2 0.0 0.7 
3. Furniture & fixtures 0.0 0.0 0.0 0.0 0.0 
4. Motor vehicles 1.8 7.1 0.0 21.7 0.0 62.3 
5. Other 1.3 1.0 0.0 1.2 0.0 6.8 

Total Expenditures 5.6 10.4 0.0 78.4 0.0 69.8 

Source of Funds 0.0 0.0 0.0 0.0 0.0 0.0 
1. Equity - NOC 0.0 0.0 0.0 0.0 0.0 0.0 
2. Equity - Other 0.0 0.0 0.0 0.0 0.0 o.a 
3. Loans - Local (Long Term} 0.0 0.0 0.0 0.0 o.a a.a 
4. Loans - Local (ST /Overdraft} 0.0 0.0 0.0 0.0 o.a a.a 
5. Loans - Foreign o.a 0.0 0.0 0.0 o.a 0.0 
6. Grants 0.0 0.0 0.0 0.0 0.0 0.0 
7. Self-G::,erated 5.6 10.4 0.0 122.8 0.0 69.8 
8. Other, Unaccounted For 0.0 0.0 0.0 (44.4} 0.0 0.0 

Total Sources 5.6 10.4 0.0 78.4 o.a 69.8 

Notes: 
1. Cap. Exps. (S'aOO's) 50 $1 sa $1 $0 so 
2. Cap. Exps./Emp. (Ts.'OOO's) ERR 0.0 0.0 0.1 a.a a.a 
3. Nominal Index of Capital Expendil 53.8 100.0 0.0 753.6 0.0 671.2 I 

4. Dollar Index of Capital Expenditur• 49.1 100.0 0.0 148.5 0.0 57.6 I 

5. Debt/Total Sources 14.90% 27.24% 13.06% 77.74% 34.61% 54.45% 
6 Foreigr./Total Sources 29.80% 54.48% 26.12% 15.05% 69.22% 61.65% 
7. Inflation Index 74.6 100.0 132.4 172.1 225.8 296.3 
8. Ratio: Machinery/Capital Exps. 5% 12% NA 68% NA 1% 
9. Ratio: Vehicles/Cap. Exps. 32% 68% NA 28% NA 89% 
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Table : Actual Manpower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 

TABLE V 
Aluminium Africa Limited Company 

Employees 
f'M~ e'&+~ 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

15 6 7 8 8 7 
64 37 64 91 n 62 
76 87 87 86 89 92 

147 155 145 134 133 131 
621 565 453 340 431 522 
438 421 364 307 323 339 

------------------------------
1361 1271 1119 966 1060 1153 



TABLE VI 

TAble ActUlll Profit and Losa & Tr.rd Al1a11ini1111 Africa ltd. 
I loss/Tr.rd 

(Millions of TShil lings) 

Profit & loss 1984 1985 1986 1987 1988 1989 1990 
llet Sales 745 1,008 785 2,409 3,635 0 0 

Less: Cost of Sales 589 n1 502 1,965 3, 195 0 0 
Gross Profit 156 281 283 443 440 0 0 

Less: Operating Expenses 97 143 312 424 868 0 0 
Adllinistration 59 76 67 141 194 0 0 
Selling and Distributio 6 !I 11 23 37 0 0 
Foreign Exchange Losses 0 0 129 12 9 a D 
Financial Expenses 32 59 105 248 628 0 0 
Depreciation 0 0 0 0 0 0 0 

Operating Profit (loss) 59 138 (28) 20 (ti28> 0 0 
Add: Other lnccme 15 12 20 63 167 0 0 
Less: Other Expense 0 0 0 0 0 0 0 

llet Pro$it Before Tax 73 151 (9) 83 (262) 0 0 
Less: Provision for Taxes 44 83 0 41 0 0 0 

Profit After Tall 29 68 (9) 41 (262) 0 0 

Statement of Retained Earnings 
Balance Brought For11ard 97 87 133 92 133 109 109 
Prior fear Adjust111ent (9) 7 (0) 0 271 0 0 
Balance Brought ForNard R 88 94 132 92 404 109 109 

Add: llet Profit for the Year 29 68 (9) 41 (262) 0 0 
Profit Available for Appr 117 162' 124 134 142 109 109 

Less; Miscellaneous Appropriati 30 29 32 0 33 0 0 
Less: Dividends Declared 0 0 0 0 0 0 0 

Retained Earnings Carried 87 133 92 133 109 109 109 

Cost of Goods Sol 1 0 0 0 0 0 0 0 
Labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 0 0 0 
Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 
Interest as a X of Profit o.ox o.ox 0.0% 0.0% 0.0% NA NA 

In Current Dollars (thousands> 
Net Sales 41 61 15 29 29 0 0 
Cost of Sales 33 44 10 23 25 0 0 
Operating Expenses 5 9 6 5 7 0 0 
Profit After Tax 2 4 (0) 0 (2) 0 0 



I 1·ABLE VII 
I 

T;ible lal1nee Sh"t ll1J1ini1J1 'frica Liaited 

I Actual 

(Millions of TSllillings) 

I 
1984 1985 1986 1987 1988 1989 1990 

1. Net Fixed Assets 2n 248 322 407 424 0 0 
2. Current Assets 504 466 1, 181 3,327 2,652 0 0 
3. Stocks 346 309 930 Z,601 990 0 0 

I 4. Trade Oebtors 154 99 202 564 1, 146 0 0 
5. Debtors and Pr~yments 0 0 0 0 0 0 0 

.6. Cash and Bank Balances 4 5; 49 162 546 0 0 

I 7. Current Liabilities 558 470 1,288 3,492 2,894 0 0 
8. Trade Creditors 357 300 m 2,930 654 0 0 
9. Bank Overdra~ts 57 6 136 138 2, 166 0 0 

I 
10. Current Maturity ~f LT 0 0 16 8 10 0 0 
11. Taxes Payable 46 84 0 41 5 0 0 
12. Other Current Liabiliti 99 81 336 375 60 0 0 
13.Net Current Assets/Liabil (54) (4) (107) (165) (212) 0 0 

I 14.Total Net Assets 223 244 216 242 212 0 0 
15.Financed by: 

16. Share Cas;>ital 88 89 89 89 89 0 0 

I 
17. Capital Reserves 174 (1) (1) (1) (1) 0 0 
18. Profit and Loss Accouit 93 138 97 ue 114 0 0 
19. Long Te,.. loans 43 19 31 17 11 0 0 

I 
20.Debt 601 489 1,318 3,508 2,905 0 0 
21.cT.Jity 180 225 185 226 201 0 0 

I Notes: 
Revaluation of assets 0 0 0 0 0 0 0 
New Investments 0 0 

I In Current Dollars 
1. Net Fixed Assets 15 15 6 5 3 0 0 
2. Current Assets 28 28 23 40 21 0 0 

I 1. Current Liabilities 31 28 25 42 23 0 0 
13.Net Current Assets/liabil <3> (0) (2) (2) <2> 0 0 
14.Total Net Assets 12 15 4 3 2 0 0 

I 20.Debt 0 36 9 16 28 15 0 
21.Equity 0 11 4 2 2 0 

I 
I 
I 
I 
'I 
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APPENDIX 2: CMB PACKAGING TANZANIA. LTD. 

I. RECOMMENDATIONS 

Metal Box is a very well-run, well-positioned, strategic company. Its cans and metal 
packages are important for the development of the agricultural export sector as well as 
for providing packaging for domestic use. 

NOC can add little to the technical expertise of Metal Box's parent; but it can 
benefit from the revenue stream that could be created. Therefore, it is recommended that 
NOC gradually move to a minority share in Metal Box and use its share of Metal Box's 
revenue stream to finance other projects. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. . FINDINGS AND ANALYSIS 

A. Overview 

The Company (CMB) was organized in 1948 by Metal Box England. It was nationalized 
following the Arusha Declaration in 1967. After production difficulties, CMB was reinvited 
to assume its equity share in the mid-seventies. Located in Dar Es Salaam, it is close to 
its main customer base. 

CMB markets metal containers, food packages, battery jackets and crown corks 
in Tanzania. It maintains relatively small finished goods inventories as it produces only 
to demand. 

Production volumes have been low in the last few years cue to lack of capital 
investment, lack of working capital, and insufficient emphasis on preventive maintenance, 
.;;.nd consequently higher levels of equipment breakdown. 

Annual sales in 1990 were approximately Ts. 720 million. CMB made a pre-tax 
profit of Ts. 122 million on those sales. Currently, the plant has an informal management 
agreement with CMB who provide overall company and plant management. 

The Company's strategy has been to focus on a limited range of high demand 
product's. CMB is a strong, customer-oriented company affiliated with plants throughout 
the world. 



I 
10 YEAR DEVELOPMENT PROGRAM CMB Teat 1 I 

• • 
NOC eo.p.n;..: 

I 
Choo•• a generic etrat9gy 

__ .::•::_..:.F..:O:.::<c~U:.::8c_ _________________________ -1c-----------~---------__L----------- ------
~ Matkell•Q 

· t Det.r111in• product·• value to cu•tamera. a.;.: e o o I 
a Utility 
b. Price 
.. Quality 
d D•llvarv .. Financina I ;__..::..:__:~::.:.:;;.z. ______________________ -1------~-~----i--~----11---~--------------

Aaaearance 

I 2. Deter ... ine co•pany·• poaition wi1-a-vl• co•petition 

I J. Develop a lolarkel Program CZZK 111adel a"d 111ado!y). • 11 1:::':':::,::'f}':':':':::t o i o 1 o o o o ' o . o o 0 -~.,,. • 
a. Productcharacte11ati_c~•'---------------------+----------~-------,----+--...----.....----------
b. Pricing 

I 
~5-.-,-... -ple_m_e_n_t_m_a_r_k_•_l_in_te_l_li-ge_n_c_e_pr-o-gra-111-.-.-.g---------·-...,...----------,,~::~::;~:;~;l~.,~~~~C::~~l~;~1~::~:j~f.~:C::~t~'~.,....-l---------------

a Canciuct montf\ly, Qt1arterly. ann1i.1al 1urv_•_,_Y-'-•-----------1~--------~----~----'~I ________________ _ 

I I. Improve aftar-1ala11erv1ce and support 

~~ollect cuaton'ler feedback 

; C. Prodwcdo11 aftd OparaU0111 

~--------------! 1. ...ower produc.tion coat• :;:;;::::;::::t:=::::;:::r·s:::::::::::~:::::~~~:: .::::'.:::~::::J;:;:;::-:::::: .:::.:::~::;:=1;::::··:::;.-::= o 1 o , ::::::> t o , o 1 = · o o I 
I :· ~:;:a~:h;~~!:~,u~~:.~ f': ''l:':\.,='lr.;''''"'''',,\,..:"!r.:"'::::"'''="''::::t.t: _..~,::::~::::~:;::'1: :~,,,,~,,,,"'::::.i:,1"':::>"':;>~:;::"-l,;t---rl--,--rl----f-------

c. Lower raw material cost• (Production) : :::;: ::;:::·1 :::::: ::::::::~:{t:t:::::::;: I 
; : .. :~:~~:::~:::;:~:•;:::•,:_,_,io"-P n_•a-''d""~~~-l-•a_n_•.'_•_"--------F '.""t.i. IH ?!'':"!''!~ ~ ; : . :._·_·=c~:~~=~::-:~=~~~~-:-'_-_-_ ;~-

-.---.,---------~--- -
~1_._Fl-'e'--c'-'a"'oLn--1;:.za;:_;_lh..,•_11--"'np-"."::-rta.c_.n_c-'-a-'a:-f-'p-'u-•_c_h;:.ac.••..,.n_,g':..1'-'o'-p'-r--o:...r,.;.ita;:.b;:.'_h_,ly,__..,.._-----r''' .. ''" .. ''°',..''·J .. :: ... =::_·,.,.·,·:1!-m=.,..,,,,,• l""...,.."""""'"f""-------·------- ___ -·· ______ •·-

• Work wtttt suppliers and 1h1pper1 to lower 1h1pp1nq co1t1_________ ·--~:.··-··-·-:_>1'1:_::_,,:::,.·:.:1u::.,,::.,,:=::.,= .. :"IJ·, ,,.>···,.:,,,..,·Jr-"'--- .. ~~_E .. ~-~- ~ __ :--__ :: ____ _:-:- . 
b Work with 1upplier1 and shiPP•tt to ir..;:ea•• ttte frequency of deh --'--''"·::· .. .-: ... ·::_.:-::t.,., .. ::·: .. :::= .. =:::u"'::: .. :: .. :::: .. =:::,,,, .. 1. :_ .. ·:_'.:._:.:=_.:::t -.:""=-- ~ ~c:?--?--""--~~~-~. ~ 

I 
I -2--L-o-,.-.-,-,-a-w-... -.-,.-,-ia_l_c_o_•::.-':..:•-=--;1P~"-u-,'"'-c:;h;;a:.:::-•c:•-n;;.;•:,a~J~-::-~-=--=--=--=--=--=--=--=--=--=--=----=--=--=---::---=--=--=--=-:'"--=--=_-;r:·,;_-··-·~·:-_,· t ~.~·:-··.,::-::.,,-'"i::·~1~:·~::.,::~•_.·~::>tl;.:·";_u·~:::=: ... ::-::.,::~ .. ;: .. ;:.~<:-::-·_::_·'"'· ::_:1-...,--------?-_· ..... -..,,--~==-o-_·---. -~-~_ii_-__ -~-~ ~~:-~:: .. 

a Build an economic order quantity (EOQ) modal lo account for. --~----f: •:::=::l ·:/:'·'ll 
'-·---=D--'-F-'o"-r"111'-a::...::b:.:u"'y--1n_.gL..::c...::o...::a"p-'a--ra~lc.:lv_e,"-lp"-'-o"-o'-I ;:.ar'-'d'-'e'-'r-"a--w--·"'-lft'-'-'N"'O'-'C=--'c...::0_111_1, p~a;:.n_•...::•-'-•--+------~·<: .. ::_.:.:_:::l[•:~: w::::~;:;:~]: ---·--· __ ____ ____ -~-~-- ~- __ ...__ _______ _ 

,...1 -3--~-a-.. -:-~-;-;_:_:_~_::-,:-:_:_1d-c:-:-~-:-,-b-•d_•_•_11_ft_N_O_C_g_ro_u_p_c_o_m_p_a_n~•-•_-._-_-_-_-_-_-:_-_-t~-~:-_"':_-_~-~-f:_/::_'::'_:•::_!J:_':::M:::::1;~~:·=~'~[=··::·:>:.··;1==~--·~_-__ :_-_:::-_-_-=----:--:_-~-~---_:-__ I 
. 011tbo1111d /ogl•llu 

I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

10 YEAR DEYELOPMENT PROGRAM CMB 

___!___i.o•er adrnin1atrabve1averhe•d proceaural ca1t1 

__ ,._._Streamline acsm1n11trahve paperworll. 

b Elin11nata P•?•rwork 

c A1i1tomate the tOybne and ·-1olun11nou:1 

f' ::.::':L ::::::.:t;:-'.:';::'/ ::::=::·::;:::= -:-:,,:-:-:-. :-:-:-:- ·::::::::_Ji',': }::.1 - o - o -
____ ,.__ __ ;.="-1.,ii' ..... ,-.:::::"1::1 ~::;:;:;;;::::"':::::;,J_ .i":::,.::_:,.::-.. >'l._.~:;;;:;;;~..,.F=-="'---"'--'-:::--.-=----=------:._ ___ -

(?\:, ,,,,,,,,,,,,, =:=\:':::=: -::::=v~ 

=_ -==--==_:=_•=_1.a=-_:-~-i:-~-11-,-:-~~-·.-~-=-~ E!!'-,,-v-.~·r,_-z_a-~r-1_0-:__n-:__.-:__-_-:__-:__-:__-:__-:__-_-:____-~~~~:--~---------------_-->--====!i::::::::<::>:l::~::::::::;:;:::,:=~:\:.~;i=:~:;~:i:~:~~f:~~, =======-.... :--·--_:~~--_-_--_-_-_---~----~~-·-----_ 

8 

~·d~_c_•_~~~-'~!..~.!.'~!'".'! ~o·~~·-• __ Q_ __ 
1 ~-~'o-~_lt• !''!!_"C!~!.~~~!d_--~~•p1ng 

S_tre"~!h!~ ~·'!'~•I ttru~_tu~!
a l11ue 1nare1 - -- -·- - . 
o Offer 1hare1 

t 
t--r 
l 

=1 = = 
.. _;, . --i ~ 

t==:::::::d 0 

i 1 n· r r I3 
F 1,iJ ___ w~-F 

--------
0 = ~ 0 0 = 

------

= 0 = _ _E_ __ . __ ~-::..... 



8. Industry and Competitor Analysis 

1. ~et Overview 

The market for metal packaging in Tanzania at present is somewhat limited and 
dependent upon the food, oil, and battery producing industries but it has a wide variety 
of products within this limited market. Thus the metal packaging industry follows 
Tanzania's development in these latter fields. The demand for packaging volumes 
declined dramatically during the seventies and eighties. It is only recently that volumes 
have begun rising and potential demand is quite high. 

Customers are primarily food packagers, brewers, bottlers, battery remakers, and 
the like. 

The volume and diversity of the metal packaging market in Tanzania is expanding. 
Export potential in the region is strong. 

CMB is the dominant company in these markets in Tanzania. It does face 
competition from plastics manufacturers (paint cans) and some import competition in 
Crown Corks. Another potential packaging substitute is aseptic packaging (Tetra-Pak). 

Competition in this market will grow in the future. The metal packaging industry is 
composed of a small number, of well-capitalized, foreign companies that operate 
wortd·Nide. Currently, the primary competitors to CMB &re offshore, which means that 
they have high transport costs as well as slow delivery times. Furthermore, they are used 
to dealing with large order sizes. This presents an opportunity for CMB to export in the 
region if it is able to establish a reputation for reliability, speed, quality, and flexibility; e.g. 
small lot sizes. It has a ~:ster company in Kenya. 

It should be noted that CMB will never completely dominate the market for metal 
packaging products in Tanzania or the local areas. There are many different types of 
metal packaging and there are proprietary processes for producing the more specialized 
metal packagings. However, in basic corks and packages, it can build a position of 
strength through close customer contact and high quality standards. 

The Company has shown progressively I?. ·ger sales revenues since inception. 
However, when measured in dollars, these revenues have been flat or declining (see 
Table VI: Profit and Loss Statement). 

The legal and regulatory environment has limited competition in this market. As the 
sole local source of metal packaging, CMB is protected by import duties ;;ales taxes, and 
delivery charges on imported metal packaging. Furt1ermore, CMB ha:. had preferential 
access to foreign exchange over the past few years. This enables it , purchase inputs 
and supplies at a subsidized pricE:. 

The Open General License (OGL) system gives CMS equal access to foreign 
exchange so that it is not constminad in its ability to purchase materials. CMB did have 
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cash flow problems in 1990, however, that made it difficult to purchase sufficient supplies. 
: ~ relies on bank overdrafts at 31 percent per annum to meet the 100 percent cash cover 
of the OGL and this has raised its financing costs. 

The Government has debated whether or not to rebate the duty on raw materials 
used in products that are exported. If so, this would give a further, positive impetus to 
exports of CMB products. 

c. Marketing 

1. Overall Marketing Strategy 

CMB's strategy is to work closely with its customers tr "lrovide uniform high
quality products. It matches production very closely to sales. ' juction volumes are 
high and it wants to ship finished goods out of the factory as s'- . .:'n as they rolloff the 
production lines. It aggressively supports export opportunities by supplying local 
processors who export packaged foods, beverages, and oils. Prices are negotiated with 
buyers and margins can be quite healthy due to the lack of local competition. 

2. ·Customers 

Customers are the major food, beverage, oils, and battery processors and 
manufacturers. Tanzania Breweries and Matsushita's National Battery are examples. 

3. Customer Service 

Customer service is very important to CMB's success. CMB customizes the 
printing of packaging and assists customers to present their products in the most 
attractive, secure and economical manner. 

4. Pricing 

Pricing is negotiated between CMB and its customers. The landed cost of 
imported goods acts as an upper limit especially in the area of Crown Corks. CMB has 
raised prices significantly in the last year and expects to gradually raise prices to recoup 
a loss of margins during the BO's. 

Inventory management is usually not a major problem. Products are shipped to 
customers weekly and in some cases daily. 

5. Promotion and Advertising 

The company does little, if any, promotion of its products; nor does it appear •o 
have a regular advertising program. Advertising expenses totalled less than 1.5 millic., 
Ts for the years 1985 to 1989. 

3 



6. Distribution 

Products are sold directly to end users. 

D. Pro<tuctton and Operations 

1. Geographical Location 

CMB's primary factory is located in Dar Es Salaam, close to its major customers. 
It has a small facility in Mwanza to produce 20 liter Debes. 

2. Facilities and Processes 

CMB has a large plant that produces a variety of metal packaging on various 
automated production lines. Table II, belo..v, has a list of products and their historical 
production volumes. 

Current technology is over twenty years old. In the last year, CMB has upgraded 
several production lines to introduce new technology and further automate the production 
processes. Also, CMB has upgraded product quality by eliminating lead in the welded 
containers. The production staff numbers approximately 250 persons. 

3. Materials Handling 

Materials flow through the plant on automated lines. Although, there are some 
spots where work··in-progress is manually transferred to a new process; e.g. painted 
sheets of tin plate are moved by hand to the cutting and stamping tresses. As volumes 
are high-millions of crowns a year, most processes are highly autcmated. 

4. Processing Costs 

Production costs are broken down as follows: 

Production Costs (1989) 
Ts. Millions 

Foreign Local 

Materials 376.4 0 
Direct Labor 0 8.5 
Utilities and other 

Direct Costs 0 36 
Finance 8.9 177 

Totals 385.3 221.5 
Percent 63.5% 36.5% 

4 

Total 

376.4 
8.5 

36 
185.9 

606.8 

% 

62 
1.4 

5.9 
30.7 
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As can be seen from the above figures, CMB has a 63.5 percent foreign cost component. 
Currently, this is subsidized as CMB has access to foreign exchange at a preferential rate. 
The process of structural adjustment will most likely eliminate this subsidy within a few 
years. 

5. Product Quality 

CMB has been m=iking strong efforts to improve the quality of their products. This 
involved investing in neVll technology, eliminating the redundant work force, and investing 
in staff training. Results of these efforts should be more visible in 1991. 

6. Product Delivery (Outbound Logistics) 

CMB sells its products ex-factory, so local companies pick-up products. Some 
cans are flattened and some debes are shipped unassembled to lower transportation 
costs up-country. 

As customers are high volume buyers, low weight items transport costs provide a 
natural barrier against assembled and empty containers. 

7. Competitive Strengths/Weaknesses 

As for strengths, CMB has a strong management, a good outside partner with 
much experience, a growing market, protection, and limited local competition giving it a 
strong competitive position. 

At the same time, CMB's work force is relatively large, scrap rates are high at 7-
9%, and lack of maintenance has aged the plant dramatically. 

8. Strategy and Plans 

CMB is improving the can line with a new seam-welding machine, and a number 
of additional product line improvements. 

5 



Investment Plans (Ts. Millions) 

1991 

Salmi Machine 8.2 
Expander-Stretch Former 10.0 
Naneco Flamer 26.0 
Forklift 6.0 

300 Dia End Dies 
9 1/4 square Liner 
Salmi INPSO 

Semi-Automatic Welder Smag -
End Tooling 
Lathe 
Fork Lift 

E. Management 

1992 

14.0 
3.0 

12.0 

1993 

10.0 
6.0 
6.9 
7.2 

The Gen~ral Manager, Mr. Manson, has worked with CMB for over 20 years and 
originally started with CMB Tanzania where he helped install the existing production lines. 

Management compensation at CMB is higherthan their private sector counterparts. 
Base salaries are within SCOPO guidelines and are low. Benefit packages are extensive, 
and include: housing and maintenance, vehicles for officers, medical care and insurance, 
life insurance, travel and entertainment allowances. 

Accounting audits are conducted by tho Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's Legal Counsel. 

F. Human Resources 

1. Personnel 

CMB employs 269 pers':"ns (See Table V: Manpower for details). Production staff 
was reduced significantly in 1990 with further reductions planned in 1991. Production staff 
has been cut in half during this time. 

2. ~Qmpensation and Trends 

The Company is able to attract and retain a reasonably qualified work force for its 
operations. This is due more to the lack of other employment opportunities for most 
workers and the SF' ~·Jrity of a government position. Salary levels are set by SCOPO. 
Voluntary turnover 1s low. 
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The compensation package consists of a base wage, medical insurance, 
transportation allowances, and a limited production bonus. 

3. Productivity 

Productivity for the firm is slightly above the average of NOC companies: 

Productivity - 1989 (millions of Ts.) 

Total Revenue (Ts. 'OOO's) 
Sales per employee (Ts) 
Profits per employee 

4. Training Programs and Needs 

CMB NOC 

649 
2.27 
.17 

{average) 

824 
2.071 
0.200 

As CMB is modernizing it should conduct a fair amount of on-the-job training to 
improve the skill levels of the work force. Such training would include basic work 
practices as well as the more technical aspects of training. CMB has recently created and 
equipped a training room and training program. A technical training officer is covering the 
correct operation of the new equipment and technology. Video films as well as slide strips 
were also acquired. CMB plans to use its operators in Kenya and Zimbabwe to assist in 
training in welding technology, piOduction operations and quality control. 

G. Finances 

1. Sales, Revenue. Profitability 

CMB has shown an upward trend in sales in T. Shilling terms over the last five 
years as shown in Table 1: Profit and Loss. However, when this is translated into dollar 
terms, CMB has shown a marked decline in sales. See the bottom section of the profit 
and loss statement. 

CMB is profitable and managers are healthy. Although, 1990 was a difficult year 
for costs, it still turned a substantial profit. As indicated by Table VI ( Prof.1 and Loss 
acco1.;nt). Administrative costs increased by an average of 50 percent per annum from 
19€5 to 1988 while sales increased less than 60 percent during this same period. The 
Cost of Goods Sold also increased dramatically, on an average of 46% for the period 
1985-88. This reflects a rise in the foreign exchange component. As thi5 was lower than 
the per ton selling price of the steel products, it shows that CMB is able to pass along its 
raw material price increases to the consumer. The main reason for this is lack of 
competition. 

7 
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Financing costs are minimal as CMB has reasonably strong profits and cash flow. 

2. Assets and liabilities 

The ratio of current assets to current liabilities has shown a favorable trend through 
the period 1985-1988, but stocks seem to constitute a disproportionately large part of 
current assets (see Table VII: Balance Sheet). The same status seems to be hela by 
trade creditors in current liabilities. 

Cash, on the other hand, has declined from 6% of total assets to 2% of total assets 
for the years 1985-1988. 

The Debt Equity Ratio Graph shows a favorable financial condition, that is, CMB has the 
option of incurring a higher debt to make improvements to plant and machinery or for any 
other contingency. 

CMB imports 100% of its raw materials. Foreign exchange to purchase these 
products comes through the OGL and PT A mechanisms described in the main report. 
CMB has taken advantage of PTA funds to acquire tinplate and other raw materials. 

CMB had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 perc9nt of the value of the foreign exchange at the time it obtains the license. 
(Previously, payment could be staggered and was therefore less costly to the company.) 
Furthermore, the OGL is available for a short period of time only or it is lost. Thus, the 
company loses use of cash or must finance the amounts through overdrafts at up to 31 
percent annual interest rates. At the same time, it appears that the company does not 
bear any exchange rate risk and effectively locks in the current rate at the time of 
purchase although delivery may be four to six months later. This can be an advantage 
when the currency is devaluing. 

5. Estimates of Valuation 

The economic factors of linkages or the political factors of maintaining employment 
despite losses have not been considered in these estimates. 

Book value was Ts. 619 million. This is what the assets le~s the liabilities are 
nominally worth and indicates the liquidation value of the Company. In CMB's case, 
liquidation of the company would transfer a gain of this amount to the NOC Group balance 
sheet. 

Ucing a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a selling price, the CMB would be valued at Ts. 238 million shillings. This is the 
price that CMB would command on a stock market that valued earnings at this rate. 

8 
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H. Summary 

The prognosis for CMB is very optimistic. It has a dominant position, geographic 
protection, strong management, and an expanding market. It does face limited import 
competition for which it is seeking tariff protection. In brief, this is a very well run business 
in a semi-protected and expending market. It should be quite profitable. 
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Appendix 2 Attachments: CMB PACKAGING TANZANIA. LTD. 

TABLES: 

SALt:S/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I 
Table lctu.l Sales Metal IOJ1 Tanzania Ltd. 

<•illions of sllillings) 
Est•a Est'd 

I 1. Rectangular Me.t Can 
2. 20 Liter/4Gallan Debes 

1984 19115 1986 19117 19811 19119 
2 5 II 9 9 

!4 9 25 41 76 112 
3. Otller Open-Top Cans 9 !2 14 16 31 45 

I 4. Lapse• Line 
5. •au 

15 15 34 54 116 179 
5 II 24 40 78 115 

6. rau 6 ,0 16 22 211 34 

I 
7. Battery Jackets 
II. Mand Work 
9. Decorated Tin Plates 

II 15 111 21 57 93 
1 1 1 0 0 0 
3 0 0 0 0 0 

1D. Printing Cllarges ·T.C.C. 

I 11. Mwanza - 20 Liter Deb!s 
12. Lotres Debes 

1 0 0 0 0 0 
2 0 3 6 14 22 
0 3 0 0 0 

13. CrOMn 0 0 i2 25 56 811 

I 14. 
15. 

0 0 0 0 0 0 
0 0 0 0 0 0 

Total 65 75 154 233 464 696 

I Units/Employee 0 0 0 llA 
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TABLE II 

Table Actual ProG.lctian Metal loa ~i•ited 

<Thous..ts of 1.6\its> 
Est'd Est'd 

Prom,,ct Units Description 1984 1985 19116 1987 19U 1989 
t. Rect. Meat Cans Thousands 0 473 489 706 923 5116 249 
2. Other Open Top Cans Thousands 0 4,320 4, 117 3,(169 2,020 1,8oa 1,595 
3. Lap Se• Line Thousands 0 3,629 2,700 2,896 3,091 3,267 3,443 
4. R 8 U Thous..ts 0 5oa 671 aa1 1,103 1,049 994 
5. I 8 U Thousands 0 431 558 521 484 346 208 
6. 20l I 4gL DEBES Thous..ts 0 632 491 402 313 313 313 
7. Battery ;ac;kets Thousrods 0 28,733 39,994 29,959 19,924 24,807 29,690 
8. Handwork Thousands 0 383 430 252 74 37 0 
9. CrCNnS ThousMds 0 c 0 42,804 85,608 92,781 99,954 
1D. M.._,H 20 l. Debes ThousMds 0 n 101 n 42 46 49 
11. Thousends 0 0 0 0 0 0 0 
12. Thousands 0 0 0 0 0 0 0 
13. Thousands 0 0 0 0 0 0 0 
14. Thousands 0 0 0 0 0 0 0 
15. Theusands 0 0 0 0 0 0 0 

Total 39,181 49,551 81,567 113,582 125,039 136,495 



I 
I 

TABLE Ill 

I hble : Actual PurdlUH Metal Box Li•ited 

(millions of shillings) 

I 
Est'd Est'd 

Local currency 1984 1985 1986 1987 19118 1989 

-----------··-
1. Raw materials 0 0 0 0 38 76 

I 2. Spares & eccessories 0 0 0 0 0 0 

3. Fuel oil 0 0 0 0 0 0 

'· 0 0 0 0 0 0 

I 
5. 0 0 0 0 0 0 

6. Subtotal 0 0 0 0 38 16 

I Foreign currency 

--·-----·--·-·-· 

I 7. Raw •terials 42 53 0 103 61 31 

a. Spares & eccessories 0 0 1 2 5 a 
9. 0 0 0 0 0 0 

I 
10 0 0 0 0 0 0 

11. 0 0 0 0 0 0 

12. Subtotal 42 53 19 10S n 38 

I 13. Total 42 53 19 105 109 , , .. 

I 14. In Ool lars S2 S3 S2 St st SI 

I 
I 
I 
I 
I 
I 
·1 



hble Actuel 1nvestmnt 

Capital Expenditures 1984 
1. land & building O.l 
2. Plant & mchinery 0.1 
l. Furniture & fixtures 0.0 
4. Motor vellicles 0.4 
5. Other 0.0 

Total Expenditures 0.8 

Source of FW!Cs 
1. E~ity • NOC 0.0 
2. E~ity • Other 0.0 
3. Loar.s · Local (Long Tem) 0.0 
4. Loans • Local CST/OVerdra 0.0 
5. Loans · Foreign 0.0 
6. Grants 0.0 
7. Self-Generated 4.5 
8. Other, UNICCOU'lted For (3.7) 

Total Sources 0.8 

TABLE IV 

Metal Box Tanzania Li•ited 

(Millions of TSh ill ings) 

1985 1986 1987 1988 1989 
0.0 0.0 0.0 0.0 0.0 
4.9 0.0 0.1 0.0 2.0 
0.0 0.0 0.0 0.0 t.O 

c.o 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
4.9 0.0 0.1 0.0 .>.O 

G.O 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 o.o 
o.o 0.0 0.0 0.0 0.0 
o.o 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
4.9 0.0 0.0 0.0 0.0 
0.0 0.0 0. 1 0.0 3.0 
4.9 0.0 0. 1 0.0 3.0 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1: 

Table : Actual Manpower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

T A~Jar~x Vanzania Company 

Employees 
E'std E'std 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

5 5 5 5 7 8 
14 13 12 11 9 7 
26 29 29 28 22 16 
55 38 39 40 37 34 

172 93 92 91 84 76 
75 264 227 189 1n 164 

------------------------------
347 442 403 364 335 305 

3 2 0 1 0 1 
350 444 403 365 335 306 



TABLE VI I 
I 

Table ActUll Profit end Loaa Recorded/Trerd Metal Box Li~itecl C~ 

(Millions of TS.,illings) I 
Profit ' LOSS 1984 1985 1986 1987 1988 1989 1990 

I Net Sales 65 80 123 237 308 0 0 
Less: Cost of Sales 54 70 86 155 211 0 0 

Gross Profit 11 10 37 82 97 0 0 

I Less: Operating Expenses 12 12 17 25 40 0 0 
Adlllinistration 12 12 17 25 40 0 0 
Selling and Distributio 0 0 0 0 0 0 0 
Foreign Exchange Losses 0 0 0 0 0 0 0 I Financial Expenses 0 0 0 0 0 0 0 
Depreciation 0 0 0 0 0 0 0 

Operating Profit (Loss> CO) (2) 20 57 57 0 0 

I Add: Other lncme 0 0 0 (0) 0 0 
Less: Other Expense 0 0 2 6 6 0 0 

N~t Profit Before Tax C2) 19 52 52 0 0 
Less: Provisi'ln for f8Jtes 0 10 30 30 0 0 I Profit After Tax (0) (2) 8 22 22 0 0 

State111ent of ae~iinect Earnings 

I Balance Brought Forward 27 25 20 28 50 72 72 
Prior Year Adjust111ent (2) (3) 0 0 0 0 0 
Bal.nee Brought Forward R 25 22 20 28 50 72 n 

I Add: Net Profit for the Year (0) <2> 8 22 22 0 0 
Profit Available for Appr 25 20 28 50 n n n 

Less: Miscelleneous Appropriati 0 0 0 0 0 0 0 
Less: Dividends Declared 0 0 0 0 ,, 0 0 I Retained Earnings Carried 25 20 28 50 n n 72 

Cost of Goods Sold 0 0 0 0 0 0 0 I Labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 

I Other Direct Expenses 0 0 0 0 Q 0 0 
Factory Overheld 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 I Interest as a X of Profit o.ox o.ox a.ox o.ox o.ox NA NA 

In Current Dollars <thousands) I Net Sain 4 5 2 3 2 0 0 
Cost of Sales l 4 2 2 2 0 0 
Operating Expensn 1 0 0 0 0 0 

I Profit After Jex (0) (0) 0 0 0 0 0 

I 
I 

' " " 



I TABLE VII 
I 

table ialr.c:e Stleet Metal Box Tanzania Li•ited 

I Actual 

(Millions of TStlillings) 

I 
Balance Stleet 1984 1985 1986 1987 1988 1989 1990 

1. llet Fixed Asset! 41 39 40 461 440 o o 
2. lurrent Assets 52 61 97 134 238 0 o 
3. Stocks 27 43 58 50 201 0 ;) 

I 4. Trade Debtors 0 0 0 0 0 0 0 
5. Debtors and Prepayments 19 15 27 58 27 0 0 
6. Castl and Bank Balances 6 4 12 26 10 0 0 

I 7. Current Liabilities 19 31 57 65 127 0 0 
8. Trade Creditors 7 19 18 15 70 0 0 
9. Bank OVerdraf ts 0 0 o il 0 0 0 

I 
10. Current Maturity of LT o (! 0 0 0 0 0 
11. Tues Payable 1 0 to 30 30 0 0 
12. Ottler Current Liabiliti 12 12 29 20 26 0 0 
13.Net Current Assets/Liabil 33 30 40 69 111 0 0 

I 14.Total Net Assets 74 69 79 530 551 0 o 
15.Financed by: 

16. Stlare Capital 10 1() 10 10 10 0 0 

I 17. Capital Reserves o (1) (1) (0) (10) 0 0 
18. Profit and Loss Account 64 59 70 520 551 0 0 
19. Long Tena Loans 0 1 1 o 0 0 0 

I 
20.Debt 19 32 58 65 127 0 0 
21.Equity 74 68 79 530 551 0 0 

I Notes: 
Revaluation of assets o o o o o 0 o 
Nev lnvutments o 0 o 0 0 0 0 

I In Current Dollars 
1. Net Fixed Assets 2 2 1 6 3 0 0 
2. Current Assets 3 4 2 2 2 0 0 

I 7. Current Liabilities 1 2 t 1 0 0 
13.Net Current Assets/Liabil 2 2 t 1 0 0 
14.Total Nat Assets 4 4 2 6 4 0 0 

I 20.Debt 0 t 1 0 
21.Equity G 4 4 3 0 

I 
I 
I 
I: 
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APPENDIX 3: KIUMANJABO MACHINE TOOLS MANUFACTURING COMPANY 

I. RECOMMENDATIONS AND ACTION PLAN 

Kilimanjaro Machine Tools Limited produces products that serve the industrial 
market and, indirectly, the construction market. It has unique machine tools in its factory 
that cannot be found elsewhere in Tanzania and could be put to better use. However, at 
present, production lin95 and machines are severely underutilized in a factory located far 
from its customers. 

The company would work better if it were broken down into a series of specialized 
companies built around production processes or production of parts. For example, there 
is a specialized gear grinding line, the only one of its kind in Tanzania, that produces 
less than 400 gears a year; meanwhile, Tanzania imports thousands oi gears for lack of 
a local manufacturer. 

Furthermore, there appears to be little market for the company's products which 
are more expensive and of lower quality than competing imports. For these reasons, we 
recommended breaking Kilimanjaro Machine Tools into a series of companies. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix inC:udes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

A. Recommended Goals 

Kilimanjaro Machine Tools (KMTC) should focus on two goals over the next few 
years: 

1. Concentrate on production processes that it is uniquely qualified to handle. 

2. Restructure into smaller companies focussed on parts and matching markets. 

B. Marketing Recommendations 

1. Lower the complexity of products produced, and possibly expand the product line 
accordingly. 

2. Add value-added service enhancements to the product such as tailored, reliable 
delivery schedules, financial credit, technical assistance, and small order quantities. 

1 
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=1=0:YEAR===D=EVEL===OP-=ME=NT==PR=OGRAM=====KMT~=========-=' ='=y=:=·= .. ::'=IY""i=. 'v:-.: IY{_!_4_~ __ •__!_ __ ._. 10 

NOC Colftpeni•• 

A. General Strategy 

-+-~---
8. Marketing 

1. Determine product's value to customers. e.g.: :::,':4:)tl 0, O• 0· O• 0 O·I 0 0 0 O O O O ~ 

L Utility " 
b. Price 
c. Oualilv 
d. Delivwry 
e. Finenc:ing 
f. Appear811C:e I I 

2. Determine company' a position vi1-a-vis-=c-=o-'-'m_.,pe~t'ti"'·o"_n _________ l"f'.,,.;if1 ... · .. =@I"': .. _ __. _ _.__~ ____ l____ 

3. Develop a Market Program 1.uK model and modiryJ, e.g.: j 
L Product characteristics 
b. Pricing : 
c. Distributing. etc. I 

I 

4_ Increase product visibility ~ti :)}\li:'kl~=~~ 
L Place products in regional depots __ ._1 _ __, __ _._-1; ... :=h ... Wa.,,: =,;--+--t----------..------
b. Arrange credit program to ship and sell excess inventories }t: 

c. Arrange consignment sales to dism:,utors and age __ n_ts _______ ,+--
1

1_._ __ +--1---'11'3 ... .-·11· """"'.t--+-+---,-----~------
d. Participate in regional fairs in T . .::anz_.~an~i•0=:-:----:--:--------+-,..---+--jf--T---i--1m.!i'.ll· .. ~.-·=·'-t-· -f---------.--+-, __ 
e. Participate in regional fairs in SADCC/PT A countries @ls.<· o, 

f. Advertise and promote products I ~:1,<: o' 

6. Improve quality of marketing effort. e.g.: 
a_ Train 1ale1person1 and distributors 
b_ Redesign sales and promotional literature 

; 

----i------- ----~---------- -· 
• .1.--.-!!!!J>lement market intelligence program. ·~-a~·-= -------- - .v v: r:=:4n:1 ------~-- ·- . 
·--- a. Conduct monin;; quarterly. ~nual surveys _ 1 • · _l_ ____ ------- . 

I 

--- -r- ----..,.,,,:::~:::::"'••• "'· =-=~"""'"""""' _____ ...,"""" ____ ..,.... __ ~- ..----:-a:- lfilPrOve after:- ..... service ~d ·~~rt 
a_ Collect customer fea<:'.back . ' 

:-~ Give input to ~roduction-to-im_p_r-ove product and featurea ____ ------·,--·-~~r--~' 

. __ c. Build batter product _____ -L-~-~.L---... '-' ,_,:., .. "'·, ,.....-------- -- __ ----- . 

. -~ain cu1tomers if!p~r u~and maintenance ___________ L --~ _ --·---1""'"'~,,....-
·--- _!:.__!r~n aervicemen to ~airquic~ ~~~-c~~_!~!I.i __________ -!.--·-·------·~- (·-· .·. ··:::::.·.· 

----- --- ----··------·-· 

f. Sell related good• and MrviC!•__ __ . _ ·----· ____ ----+----------- .. _ 
C. Production and Operation• I 

:.~- _!:.~wer production coats 
a. Speed throughput time___ _ _ _ ____ _ 
b. Eliminate ell'lfaneou1 material and machines 

::_=-: ~:--__ l!!_lp_!ove produc-t_g~~ty-=---= =- ____ - -~ 
-~·- Lo!¥~! !~~!"ateria~~Ol_t! -~~~_duction}__ 
. e_. l'!'P.!~~e_ec.t~iP.'!'~_nt me~n~~•!!c~ and repair 

I 

I 
I 
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-· -=;'--_ pr.....;:~=-=~:..::-=~"'1~..:.:=-9-"~,.._~-~"""'.-~-and-?-----:-.,..1r-=--:-·;-.,,r-~..,.~"'"'L-f0..:.Ppe1:.:
0

-::-i:__;;1:'="~='=~-!!f=;:-::£-=-c:;__;_hn..:.~--:-c,-=:'--c:.:po"'h~n=-51°"ic;::_·..:.~=·-:-0~';.:..:1-'-"'m-"'..,.i.:..:n-=.,-=-=-s:_.-_-_-~~--~~ ... --:::._;..,.::·••-... •-.... -·: ... :"";._· .... _ •• _ ... __ f..,·_.:.-i_._-_._:::: ..... : .. [ .. ••~:~~!'···-·:',.,..:_~."":;.-:_~"-1• ~~ ~ __ -~;~~~-
c. Conduct field trip• for production ataft i::;.:::::: .. - - - - _ - 0 _ ~""-· 

_ __:d::·--.:Co=nd=u:..:c:..:t-=in..:.-_:_:ho=u=-"=--=".::..:.:m:.cin:.::ar=-=1 ______________ _,_ _______ .-·: .. ;:,..1:: .. :::::_•::··~ o 1 o o :::: o o o o __ 

3. lmprow ttw appearance and safety of facilities 
._ Identify hazardoua processes 
b. Provide worker• with adequate safe~q_...u"--i.Lp_m_e'-n-'t __________ _,.....,._."""..___ ______ ..__ _________ _ 

Inbound logi•tH:• 
--=-----------.,.--------,--::-:---------.,,,,,..,,.,..,,.,.,,.-------------------------· 

1. Recognize the importance of purchasing to profitability '>4 tJ 
L Have purchaaing manager report directly to the gen_e_r_al_m_an_a_,,g'--e_r __ _..€.,..:::O:"'· : .. ::i•:• •..,\.,.}"'-~. ~,...,,.,.,,-----+-----------
b. Conduct an in-depth training program for procurement managera ~·>•~:·i; •-'Vif 
c. Eatabliah and enforce ethical procurement standards and practices·! 
d. Work with auppliera and shippers to lower shipping costs .1 

e. Work with auppliera and shippers to inr.rease the fnrquency of delMj 
f. Move the factory closer to suppliers ' 

2. Lower raw material costs Purchasin ••••.•• • ..... :\? ~::::::::::: :;:::::;::: o 1 o: o: o: o 1 o • o ~'='-
~ !:~~:~~~~~;;:;~~~i~:!:;;~~.~~~:~a~:m_.._an_ie_s __ _..._ ___ ~_>_t~·-:~;•~i~; ... ;~L~:;=)~i:=;~t~f~t=t*J--·:----------

3. Lower procurement co1t1 
L Pool vehicle and other bids with NOC group companies 
b. Use 1;•e-cycle coat BID specifications 

Outbound logi•tic• 

~H::t: :J:,:::::::1::::l:?K; j 

1. =:-d~~~po::i~ndtransportationcostsforcustomers: -+! , ... l:::r} ·:1 0 =·: o_o 
b. E1tabli1h aelling depots in key regions and ship in bulk 1 ~: •• ; I . 

c. Package product to minimize break_ag~•------------' ___ 1 J: : ~.·.'. .. ' .. · .. ·-"· .. _J_ .•. _.: __ 1 d. Locate factory cloaer to customers _ _ !~ I ! 

D. Organization 

O' 0 0 0 ~ e 

1. Structure the organization to achieve its targets.: __________ _J_ ___ 4;:::;.;.:::::;.;.:==.+-_,·,::""·.::"-::::·+c·""·.·.·"'"·.·+;;~;,+~._· .. ===·:
4
· -=-~--::·_-_-----·--

a. Obtain outside partners F••>-•• •v· ···• ·.· · 
b. License technologL__ __ _ _ _ _____ ... I_-:==:•=··•·=-· :::~i:~::::::::::o:'"',-=--~--o--~-?-__ -o-~~- ;-
c. Negotiate managemen_t~ontrac_t~ _________________ ----.f- (cc " . :- . .. ..::•:•: ~~~'.?.--~--"~-~'""---?- ~ 
d. Break-up into amalle~nits ______ __________ __ ----'----- ... ·•· .... ·· ... ···....__._ . ...._'"""..._ __________ --------·--. 

Lower admi~istrativ~/~ver~eadprocedi;ral cos!i=_:-==~=--~~=-.-_ _ __ [ :_ t_•_·_:_:_· .. r:_:: __ 11•,_:1-· •· ·····1· _·.· __ ·_ :1····_•:,-_._·_·_-_-~-·-·_·_···_··_-:- _; =~.:?~-;;- :-~~: -?_~- '?.-: -~ 
"· S~e~mhne adm1n11trative pap!_'!"~'~--- ------·- _ -----·- ·- -L~'-··~-l~ _ · _ > _ _:~·-·.-.·.· __ • . • . ____ . 
b. Ehm1natepaperwork. ______ _ ---· __ ,.__. _ : -• •· -• , ....... ~--~--'?. ~. ?._? . . . 
c. Automate tha routine and voluminous_ . .,.. __ _ _ LLL.J.... . .... ~ .... .;. .. ' ...; ... _ .. . . . . 

4. Conduct 'make-or buy' an~p_ii~~ ancillaryservic_11_1_. a.g.: 

•· Medical 



10 YEAR DEVELOPMENT PROGRAM KMT 'fear 1 Year 2 
---~ --- ~--·--- - -- -- -- --

I I 10 

Printizalion 

__ L_ Improve operali~_rformance _ ___ ____ _ __ L-=· J ::_:_:- :_-_~ ~-- ~ =--- ~- -~ ~- : ~- =-· ~- ---. 

1. Prepare_c~'!'~~rivatiz~~---- --~~==-~-=~-- EBJP:: I I I f:~- --· · · 
b. improve financial perfol"flance ___ _ ____ _ _ _ _ _ _ __ _ _ _ _ _ __ - - _ ~ -: -: ~ 

-~- Preparecommunication~Q!amf.Jremplcyee!______ ----------- ____ ! .. J _ .l~ ==- -""-.:_.,, _==- -"" -~ 

2. Establish goals for privatiza~rci __________________ _ 
L Equity infulion 
b. Acces1 to technical expertise 
c. Accese to extemal markets 

-- -------~- ·---------- -------
d. Increase employee involvement and co_m_m_iun_e_n_t ___ _ 
e. Broaden share-ownership in Tanzan'-i_a __ _ ------------- -------~- ---------- ---
Build a reputation for integrity, adhere to com_!!'_i!_ments 
L Pay sup!Jliere on 'lime 
b. Pay mana0!m•nt_contract1 on time 
c. Repay bank debt1 ahead of sched_u_l_e _______ _ 
d. Meet or exceed delivery schedules and pr~_i!!!__ _____ _ 
e. Guarentee product quality _________ _ 

E. Management 

!'.~ , .. _,:·:··-~·;;:· -~ .L. J. _,.,_ I=>___:=_..=-;-;:;-='-'-""· 
- _::. - - -- ---------··------ - - . 

. ·-:.;.~ ' ------------------- ------ -. 

r • r:r: --~~?--2~£~=;-:-~~~=-~?_: 
1. Flattenthemanagementhierarchy ·---==---=---- ) ._ ... _J J1 I t L] __________ _ 

a. Prepare job descriptions and skill levels_ reg_i,i_ired ________ .... !·_:_~· .-I 21_ ·-----
to determine the needed requirements 

c. Increase the 1pan of control to 5 to 9 for senio~ management 
d. Increase the span of control to 25 lo 50 for E!"ducton 

and lower skill levels 

--------------
···:···.· ___ _..""" ........ "' .. ·~,.,_....,,,,..,.----~---- -----------

~-- rr:i 
i 

e. Eliminate manageme.it responsibility/the_position for any ----------:cr-----·---
position with les1 than 5 persons ref)orti_ng <!irec~ __________ • 

f. Reduce the management hierarc~y to thr11.e _!~els. fol!!_ 
maximum. within the firm 

F. EmployeH 
1. Increase employee. involvement and commitment ---_- --- j I :~·~ -'? o o 1 o o o o _ -o o ;.;.=--_..--,,__ 

a. Establish cro11-functional groups lo solv~~ble~- ___ • ___ j_C · __ ·------
b. lnstituteemployeesuggest1onpro_g_r!~! _________________ J._.JL____ · __________ _ 
c. Establish profit-sharing, phant~ -~to_c!,_~_i:_el!!f>IOY.!!__ ______ • ___ __ ___ .LJ3Jt£l ______ _ 

stock-ownership proi!!!!'_s___ _ _ _________ -·--· 
d. Establish regular employee re£()g!!il~..!!!'!'4~~--------~----. ==r =~=-~--[ l_=> ~..; =:?-=~: ; : ; : ~ 

2. Revamp compensation package ---~-=-=---~==----=--~ ___ -· _LLJL.::L_L:IJ __ ~ =- ~-_ -~ 
a. Conduct/obtain a 11lary and ben11!its ~rv~y --·------- ___ .;. tw. __ ... __ __ ·--- _ _ __ _ _ 

_ b. Cost-out benefit components ______ . _________ -~ ------~~· _ . -------·-
--- _c. Set upper-limit on benefit co'!!P!nsa~o~ . ______________________ L-.JE . • 
. d. Establish ·~afeteria e!!'!'_~ benefi!_s____ ____ __ _ ~-~ _ .. :Eb_ 
. ____ e~ _ Obtain l';.em_E_t£on from ~COP_Q_g~delill!_S ___ _ _ _ __ _ _______ ··- • _ : ! . 

. __ 1:.... __ Substitute profit-sh~.'p_ll~!!lom-:-_!lock.' ~ E~O~ _ ,:. __ • ____ • .• • .. _ ·- • 
, ______ !or additional comp!!\~~!ion_____ __ _ ____ _ ______ __ 

~T- RevisethepOl~illfica~o_11_:iyi1em ~ 
____ _!:.. ~ok tor...:_oYer:-_i!.!d~~ . __ _ 

:...L Reduce em_p~_Jmeni-~_-:---~--~=----
. _a: ... -~dl,!~ll~!!!_ber o! manag•rs· 

b. Reduce adminiclrative/overhead personnel. 
c: ·eiiminatlnori-efiiical tunctions. 
d. -- ~li~in~~e_n()~ .:..-pr~~ue.iive-personnel . 

. 5 ... ~~~aie_~h~_e_!Tl~J~!_nt red_uc~i~n process 
, ___ !:_ E!!l.YI~lirement ____ -----· 

~ _'{_o_l_u~!!_ry_ince_n_t~~~ _ _ _ __ __ ... 
C.· .. '!!.<!istr.!_b~te_ t() 9!_0w~n9 e.o__mp~mes. functions 
~-'- _P!()Vide ~e~ein!llll P!O.Qram1 
e .. ~nc_ourege ex-employees lo bid on contracts 

_f 
·- -LJ_ .. ~ _._ ...... ~ ........ ' 

·n .. _. 
i 

I 

J 
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10 YEAR DEVELOPMENT PROGRAM KMT Year 1 Year2 

Board of Oirectora 

1. Chang• the co~sition of the Board ~l_Oirec!_orse.g_.: _ =---- -=-:_ -~=--:_- ___ ~~~~~:~ -=- ~- _- - -
a. Increase the number of~!_e~ector man_!l~s/inves~!~ __ _ _ _ _ _ l ~ :· • _ __ _ _ _ __ 
b. Reduce the number• of govemment officials on the Board ? : __ : 

·--c. lncrHse th• number ~f in~nowledgeable memt:ers --==---= ~ : : --=-~ ____ _ 
G. Finance 

1. Improve cash management ----------~~~,.,"'~:=,,.::""_-;·;-; . ..J ..... p.;;.""·-:""::."'·:-...,:=.:.·"''·"'=·-"'-:..,··:""_..'""_':_."',~··:"':= .. =--"": ... "'._..::-"".,"':.~ .. :.~."'·_..·:-.':__...:_o;~;,,,.;-0--0-_-; -~=~ _ 
a. Limit use of bank overdrafts ar.d short-term debt ~:::::··:· .. ,.,, 

--;----:--:--:---;---::----;----;~c-----:----~-----=---:---:----............ - .... .,,.,,.,,,,,,,.,,,,.,,....-------------- ---- --· 
--~b~·-=A=•~si=•~t~pr~o7d~u~c~tio~n~and:::..:..:"-':-m=ar~k~•~b,~·n~gL..:.:to:...:..:re~d~u=c~e...:1nve"-'-'~n~t=o~ry~l~•~vec::..:..:l•~=------'~~J~S~'.~:·:~;::4 .. F~~~~:~J~i~'""";;a_.~-----------------

c. Conwrt short-term debt to long-term ·::::_o,o,:: ·,,,::;·:·:· .,,,,, ... 

d. Sell and leaH back plant and equipment 

........... ..,.... .............. ......,,..-...... _,,,....,.....,,.._------------ -
• .. 

I 
I 
I 

. 4. Strengthen the t.udgeting and plannin.a£!_oeess __ - --------- f_ :\'.f.44L'i o ,, z r ~ o o => => => ~. ,., 

. _ _!- Prepare monthly budget• for the year _______________ , __ . _ _.;:__,2:d_ "E'mF'Jl; o o o "' o o 
b. Develop project cost analysis wor_I<_ ~heets to .!~"!ate the_____________ _ ____ =:LI]_ t::: mm= ______ _ 

impact. savings of major investments/O_f!9oing_~enditures ~---- ·--,...,..,,.,.' ,_,-----~-
c. Rank and select projects by_~~~RR._or NP_ll_e_!l~.!!_lations __ . . t2Jt]Jo "'-'=-- => _ 7 _ ~ . 

---~ Introduce life-cycle costing into bi~_'.lf>!~ieations ____________ ... ---.- ____ L2;L]L£1_ ____ ~_ • _. 
e. Prepare fsve year targets with running mo_J1_t_h_ly_e_~mJ>~!i!O'!.~n _______ L .L. . .L_ -----·-· -------- . 

key performance measures _, --_,.,....,...... 
f. Create caah flow temp_l_~tes to _!.der.tify 'inan~in9 ~eqti_i!~fiie_ri!S _ ~-~- __ L..1.-.]~_ ·- ___ ===-==--=--~=-- :- · 

for the next twelve months ------

I 5. Reduce administrative costs 

I 
I 
I 
I 
I 
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C. production Recommendations 

1. Lower production costs. 

2. Speed the flow of material through the p!ant. 

3. Improve its equipment maintenance programs. 

4. Shift additional resources into preventive maintenance and training. 

5. 

6. 

Concentrate on its machining capabilities and boost capacity utilization on specific 
lines, machines, end processes. 

lnvecrtigate the causes of high scrap rates and invest resources to reduce them. 

D. Management Recommendations 

1. Hire a qualified General Manager. 

E. 

1. 

2. 

3. 

F. 

1. 

2. 

G. 

1. 

2. 

Human Resources Recommendations 

Reduce the workforce relative to production output. 

Rely on outside service contractors to assume responsibility for ancillary services. 

Seek exemption from the SCOPO guidelines on personnel policies and salaries. 

Financial Recommendations 

Reduce the current debt burden through one of the following options: outside 
partner, debt forgiveness by the National Bank of Commerce, or debt-equity swap. 

Convert short-term notes into lone ·term loans. 

Polley and Regulatory Environment 

Press for the elimination of tariffs on materials re-exported to neighboring countries. 

Seek exemption from the SCOPO guidelines on i.iersonnel costs and policies. 
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II. FINDINGS AND ANALYSIS 

A. Overview 

KMTC was set up as part of a package offered to the Tanzanian government by 
Bulgaria in 1983. By 1984 it was operating at 40% capacity, the maximum it has ever 
obtained. Current utilization is estimated at 30%. It is the only machine tool factory in 
East/Southern Africa and offers a range of machine tools for both the m~ and 
woodworking sectors. 

The factory imports castings and some parts from Bulgaria, finishes the castings 
and produces other parts 'in house' (such as gear trains), and then assembles the 
complete machine. All the equipment is Bulgarian. Technologically, the products are at 
least 20 years out of date. 

Annual sales in 1989 were Ts. 139.4 million, with a loss of Ts. 52.6 million on those 
sales. Currently, the plant has a management contract with a Bulgarian Company which 
provides overall plant supervision, etc. 

At the moment KMTC is in a predicament. Bulgaria is now demanding foreign 
exchange up front for the rough castings and associated parts. KMTC cannot comply 
with this request and so is now out of new castings. 

The company is attempting to find other collaborators such as Centauro in Italy, 
and is beginning to source some parts from local suppliers, particularly foundries. This 
does not resolve the firm's current foreign exchange problem, for which they have no 
short term solution. 

Historical Sales 

Revenues ('millions of Ts.) 24 

Revenues ('OOO's of $US) 0 0 

1986 

58 

0 

.1WZ 

106 

0 

1006 

86 

0 

As shown in Table VI, below, KMTC has progressively increased sales revenues 
since 1984. However, when measured in dollars, these revenues have been 
comparativeiy flatter. 

Products are sold directly to end users. KMTC does not make use of agents or 
distributors. 

Macroeconomic policies that affect the KMTC include exchange rate regulations 
and preferential access to foreign exchange. The key problem is that the official rate 
overvalues the T3nzanian Shilling relative to the parallel or market rate. The result is a 
rationing system in which various companies compete for access. Since there is no 
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pricing mechanism to clear the market, favoritism and ad hoc policy decisions become 
more important than financial strength in obtaining foreign exchange. 

As KMTC has some cash flow problems, they cannot meet the cost of foreign 
exchange purchases. The situation is exacerbated when KMTC has had to rely on bank 
overdrafts at 31% per annum to meet the 100% cash cover required for OGLs. 

a. Industry and Competitor Analysls 

1. Market Overview 

The market for metal and woodworking equipment in Tanzania at present is 
somewhat limited by the size and nature of the economy. Such products are relatively 
expensive and few skilled machinists have the capital to purchase such machines outright. 

2. CQ.mpetition 

KMTC is the only producer of metal and woodworking equipment in Tanzania. 
Within Tanzania it has a monopoly in the production of lathes, drilling machines, milling 
machines, band saws, and woodworking lathes. Furthermore, it is the one of the few 
facilities with the following production capabilities in-house: heat treating, gear grinding, 
and heavy-line lathe bed. 

I 
fl 

.I 
I 
~ 

Despite its production monopoly, it fails against strong import competition. The J 
metal and woodworking equipment industry is composed of a small number, of well
capitalized foreign competitors. These firms are often able to gain a fair amount of control 
over certain market segments such as lathes, table saws, etc. Attempting to compete in J 
these markets against well-funded competitors who can absorb temporary losses would 
require substantial capital assets on the part of KMTC. 

Competition in this market will grow in the Mure. Currently, the competitors to I 
KMTC are offshore which means that they have high transport costs as well as slow 
delivery times. Furthermore, they are used to dealing with large order sizes. This I 
presents some market protection for KMTC if it is able to establish a reputation for 
reliability, speed, quality, and flexibility; e.g. small lot sizes. 

It should be noted that KMTC will never completely dominate the market for metal I 
and woodworking equipment products in Tanzania or the local areas. That is because 
there are a number of different types of metal and woodworking equipment and there are I 
proprietary processes for producing this specialized equipment. Furthermore, these 
products are growing increasingly sophisticated. However, in basic metal and 
woodworking equipment products, it can be begin to build a position of strength through 
a more limited focus on such areas as parts, spares, subassemblies, etc. I 

I 
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3. Substitutes 

Substitutes for metal and woodworking equipment are hand and light power tools 
which are relatiYely inexpensive and tiave a wider market reach these KMTC's products. 

C. Marketing 

1. Overall Marketing Strategy 

KMTC's marketing strategy emphasizes customer training and after sa11~ services. 
Export markets have not yet been tapped and KMTC is investigating potential markets in 
neighboring countries. 

2. Sales Tactics 

The Company provides after sale service, a 1 year guarantee for products, tr~ning 
of technicians, custom demonstrations and preparation of designs and layouts for 
workshops. Credit sales and hire purchase agreements are also offered. 

3. Inventory Management 

Due to foreign exchange requirements imposed by its Bulgarian suppliers, KMTC 
now has no castings for future production. There is some work in progress, 20 pillar drills 
and about 10 lathe beds at various stages of machining. 

There are, however, large stocks of machines that have never been sold. 

- 15 power hacksaws in stock 2 years 

- 18 band saws from 1988 

- 20 grinders from 1988 

- 150 single phase arc welders. 

These are euphemistically referred to as ·s1ow moving items!·. Some attempts, 
induding discounts of up to 25%, are being made to move these items. The 20 or so 
water pumps that have been in stock for two years are being sold. About half the original 
stock remains. 

The pricing policy should be adjusted to reflect the current stock situation so that 
stockpiling does not occur. 
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6. Promotion and Advertising 

The company undertakes limited newspaper and personal advertising. A more 
strategic promotion and advertising policy needs to be developed. 

7. Location 

KMTC location has several disadvantages. It has poor road links with the rest of 
the country and only a limited local market. T" reach a wider market KMTC needs to 
develop product processes that produce a high value added product thereby reducing 
the disadvantage of location. 

D. Pro<luctlon 

1. Facilities and Processes 

The factory is laid out as a single, but subdivided unit with work flowing logically 
through from one end to the other. It is laid out. Full use is not made of the facilities. 

The assembly of a machine tool means bringing together hundreds of 
manufactured and purchased parts at the correct time. KMTC use what they call a 
complex store. This receives goods from suppliers and from the shop floor, categorizes 
them, stores them and passes them out to the fitters as required. 

The floor plan showing the central position of the Complex Store is shown on the 
following page. 
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PLANNING PRODUCTION 

This Loop 
Missing 

STEEL IN 
(Main Store) 

(PuUey 
Blanks etc.) 

LIGHT HEAVY 

CASTINGS 

MACHINING MACHINING 

DIRECT TO ASSEMBLY 

COMPLEX STORE BOUGHT IN ITEMS 
(Seals, Nuts etc.) 

PARTS REQUIRED 
(Gears Bearings etc.) 

ASSEMBLY 

TEST 

PAINT 

DISPATCH 

MAIN STORE 
(Motors etc.) 

Example: Heavy Line lathe bed. Machines are situated adjacent to each other leading to 
a minimum of handling. 

Rough casting in 

I 
Planning 

(Rough material removal) 

I 
Milling 

(Finer material removal and surface preparation) 

I 
Grinding 

(Bringing down to tolerance) 

I 
Induction hardening 

(Makes the machine bed wear resistant) 

I 
Assembly 
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The 13 production steps are: Planning, Galvanizing, Painting, Assembly, 
Metalworking machines, Assembly wood working machines, heat treatment, Tool repair 
and cutting, Heavy Duty Machinerf, MiDing and gear cutting, Turning, Grinding Carpentry 
and Fabrication. 

Machinery: 

The factory is equipped with Butgarian machine tools and related equipment, such 
as plating, heat treatment galvanizing and spray facilities. Most of the equipment dates 
from the early Ei>s and is in reasonable condition; it has never been fully Utilized. 

In al, the factory is extremely wel ~ with precision tools. 

The "heavy" section has large grinders, milers and planerS as weB as borers and 
driling machines and induction hardening for machine beds. This section deals with the 
large casings such as lathe beds and milling machine frames. 

In the ·light" section, which produces the smaller parts such as gear trains, there 
are 5 vertical milling machines, 2 horizontal millers, 7 universal lathes and a gear line, that 
can produce worm gears, helicals, spurs, bevel wheels etc. Gear line equipment is rarely 
found in other African facilities of this type. Also unique to KMTC is a CNC lathe. It has 
been installed for 2 years and has never been used for production. 

There is an galvanizing section, a plating facility and a heat treatment room with 
atmosphere controlled furnaces, a box furnace, a high frequency surface hardener, and 
a salt bath facility. The plant also has a paint shop with spray paint and dust suppression 
equipment. 

All of the above equipment is criminally underutilized and represents, industrially a 
potential goldmine of opportunity. 

The facility as a whole has been working at about 30% of capacity. The heavy duty 
line has been shut down completely due to the lack of castings. 

2. Maintenance 

Planned maintenance has never been carried out. As a result some important 
machines such as the precision borer is out of action awaiting spares from Bulgaria. It I 
has now be out of action for 6 months. If KMTC were not a monopoly such a long 
breakdown would be disastrous. However there are neither sufficient stocks of parts to 
be processed nor sufficient demand for the product, so the breakdown has little impact I 
on KMTC's operations. 

The situation does highlight the continued problem that KMTC is going to have with I 
its Bulgarian equipment. Spares at present can only be bought from Bulgaria. As ~.Jrt of 
any future maintenance strategy, an attempt must be made to find an alternative supply 
of spares and to maintain sufficient stocks. I 
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The oriy operation missing is regular quality control checks. Each machinist is 
supposed to oodertake this task, but quality should also be assessed independently. 

3. Processing Costs 

In 1989 KMTC imported 91% of its raw materials. This purchasing pattern is shown 
in detail in Table Ill. As KMTC does not have the capacity to generate its own foreign 
exchange such purchasing patterns will curtail the firm's ability to operate effectively in the 
future. 

4. Product Quality 

Products: 

KMTC rurrently produce a range of products from imported castings, namely: 

2 types of universal lathe 
2 types of dnlling machine 
3 woodworking machines 
1 free standing grinder 
2 milling machines 
2 types of welding machines 
1 power hacksaw and 1 band saw 
2 water pumps 

The quality of the purchased materials is somewhat suspect and leads to a poor 
quality product. The tools produced are not su;idCJ to 'serious' industrial use. 

It appears that the specifications of tt.e machines or at least of the castings has 
never been checked for quality and the quality of the castings from Bulgaria are not 
checked on the way into the factory. This situation needs to be rectified as a matter of 
urgency. 

In addition KMTC is beginning to build hammer mills, which are designed in house 
and have been purchase0 from Bulgaria. Sales of this product are slow, only about 15 
have been sold in the last 6 months, and 140 remain in stock. 

New Products= 

In keeping with its product base KMTC should begin to produce hand tools, such 
as chisels, hammers, planes, screwdriver, saw frames, etc. These tools could be made 
easily using existing equipment, and jigs could be used to help ensure quality. KMTC 
should also begin to assemble hand held machine tools such as grinders and diillS. 
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One bottleneck in the country as a whole, and the metal working industry in 
particular, is the need to import grinding wheels and discs. Production of these items 
would complement the existing range of tools but would require some investment. 

The hammer mills should be sold with a diesel option, and the range of 'rural 
development' products enlarged. 

Greater emphasis should also be placed on spares production, especially gears and 
splinted shafts. 

E. Management 

1. Organizational ~ 

Administraf.vely the company is divided into 8 departments: Planning, Repair and 
Maintenance, Production, Design and Development, Inspection and Product Availability, 
Administration, Finances and Marketing. 

2. Management Compensation 

Management compensation at KMTC is low in comparison with private sector 
counterparts. Base salaries are within SCOPO guidelines, however benefit packages are 
quite extensive. Benefits indude: housing and maintenance, vehides for officers, medical 
care and insurance, life insurance, and many company sponsored activities. 

As far as could be determined, management compensation is not linked to 
performance. At the same time, it appears that longevity in position is rewarded. 

4. Board of Directors 

The Board of Directors of KMTC is made up as follows: 

5. 

Ministry of Trade and Industry 
National Development Corporation 
University of Dar Es Salaam 
AISCO 
State Motor Company 
TATC 

Supporting Professional Services 

1 
1 
1 
1 
1 
1 

' f-,, 

' ~ 
,, 
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Accounting audits are conducted by the Tanzanian Audit Corporation, a I 
government corporation. Legal services are provic.Jed by NDC's Legal Counsel. 

I 
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F. Human Resources 

1. CO! nposition and Skills 

KMTC ampk>ys 178 persons (see Table IV: Manpower for details of the 
personnel). Employment has decreased over the past several years. 

In the production department, the number of workers per supervisor is quite high. 
There are several departments which do not have supervisory personnel. The production 
department currently employs some 70 people and is at half strength. It is arranged into 
13 sections each with a minimum of one supervisor, who should hold a Full Trade 
Certificate (FTC). In total, there are 27 supervisor position, of which only 7 are currently 
filled. 

In addition, the percentage of overhead, administrative, and other support 
personnel to direct production workers is quite high at 45%. This indicates either a very 
inefficient administration or a highly efficient production department. 

2. Compensation and Trends 

KMTC has chronic manpower problems. It simply cannot attract enough people 
into the company and cannot keep those it does have. KMTC, which applies the SCOPO 
rates, represents one of the more flagrant cases of underpayment of personnel. 

3. Productivity 

Productivity in the firm is low. Output for the firm is as follows: 

Productivity - 1989 

KMTC NOC 

Total Revenue (Ts. Mil.} 133 148 
Rev per employee (Ts 'OOO's) 706 1,478 
Profits per employee (Ts '000} (310) 95 

4. Tr'lining PrQgr~m~ ~nd Need~ 

As KMTC is the only facility of its type in Tanzania and as it is one of the most 
modern facilities in the region, it needs to conduct a fair amount of on-the-job training to 
improve the skill levels of the work force. Such training would include basic work 
practices as well as the more technical areas. 

Training is planned for maintenance personnel and is badly needed. Other areas 
for training should include: technical, managerial, sales and marketing, and statistical 
quality control. 
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G. Finances 

1. Sales. Revenue. Profitability 

KMTC has shown an upward trend in sales in T. Shilling terms over the last five 
years as shown in Table V: Profit and Loss. However, when this is translated into both 
dollar and constant shilling terms, KMTC has shown a marked decline in sales. See 
graph of Net Sales in Shillings/US$. 

KMTC has recorded losses in each since its inceptJOn. In 1989 KMTC recorded a 
loss of Ts 2.6 mil. KMTC's financial reports show that administrative costs and overheads 
have increased rr.arkedly between 1984 and 1988. Existing ties to a few foreign suppliers 
in Bulgaria has greatly affected the company's efficiency and profitability, as these firms 
are now requiring payments in foreign exchange. 

KMTC's financing costs are very high, in 1986-1988 financial costs were 
approximately equal or superior to gross profits. This is due to low profitability and an 
exe8$Sive reliance on short-term borrowing. This places a large debt burden on KMTC 
that has made operations quite difficult within the last five years. 

2. Assets and Liabilities 

How well KMTC l!Ses its assets is reflected in its balance sheet and the analysis 
of those assets and liabilities. Good management of these assets should be reflected in 
either financial strength measures such as the current ratios, debtjequity ratios, etc. or 
in productivity measures such as return on assets/return on working capital, etc. 
Weakness is reflected in inadequate cash and low returns on working capital. Returns 
in KMTC should exceed the costs of financing them; and at least match the opportunity 
cost of capital. 

a. Balance Sheet 

KMTC shows considerable weakness and a worsening trend in its balance sheet. 
At first glance, the balance sheet has shown an increase in total assets and liabilities as 
shown in Table VI: Balance Sheet. However, closer analysis reveals that available cash 
and the value of raw material stocks have declined while receivables, payables, and 
accumulated losses have increased. Reserves were down to Ts. (235.6) million in 1989. 
A bank overdraft facility stood at Ts. 106 million and loan capital at Ts. 445 million. KMTC 
is clearly on a downward trend. This is magnified when th:J figures are translated into 
r.onstant shilling and dollar terms. The graph entitled Debt-Equity shows this trend. 

b. Ratio Analysis 

It should be noted that: cash has remained at O since 1987; dependence on short 
term debt has remained constant at about 80% of total liabilities; material stocks have 
declined in unit volume and in real terms as a percentage of the firm's capital. 
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c. Short term liquidity 

Short-Term Liquidity Analysis shows that KMTC has suffered a weakening in its 
liquidity. The current ratio has declined from 0.86 in 1985 to 0.69 in 1988. (This means 
that it has insufficient funds to cover short-term liabilities.) A current ratio of about 2 is 
considered to be healthy. The acid ratio -- cash and cash equivalents divided by current 
liabilities has remained as low as 0 during the past several years. An acid test ratio 
should be at least 1. This indicates that KMTC would not be able to cover of its short
term liabilities in the given year, effectively converting all short-term liabilities into long term 
debt. 

3. cash Flow 

Cash Flow Analysis indicates that the sources of cash flow are increasingly coming 
from borrowed capital. Sales is a declining percentage of this amount as highlighted in 
Table VII. Short-term borrowing has increased by 215% since 1984. Most of this is 
through bank overdrafts which carry a high interest rate. Uses of funds are increasingly 
going to overhead costs and to financing charges. 

4. Foreign Exchange and Capital Reguirements 

a. Sources and Uses of Foreign Exchange 

KMTC imports most of its raw materials. Foreign exchange to purchase these 
products comes through the OGL and PT A mechanisms describe in the main report. 
KMTC also has a foreign exchange account that enables it to purchase parts and 
supplies without going through this process. 

KMTC had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreign exchange at the time it obtains the license. 
(Previously, payment could be staggered and was therefore less costly to the company.) 
Furthermore, the OGL is available for a short period of time only or it is lost. Thus, the 
company loses use of cash or must finance the amounts through overdrafts at up to 31 
percent annual interest rates. At the same time, it appears that the company does not 
bear any exchange rate risk and effectively locks in the current rate at the time of 
purchase although delivery may be four to six montns later. This can be an advantage 
when the currency is devaluing. 

5. Estimates of Valuation 

Valuat!on shows various indicators of KMTC's worth as a company from a financial 
perspective. The economic factors of linkages or the political factors of maintaining 
employment despite losses have not been considered in these estimates. 
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i. Book Value 

Book value is Ts. (114) million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of Kilimanjaro Machine Tools. In 
KMTC's case, !iquidation of the company would transfer a loss of this amount to the NOC 
Group balance sheet. 

ii. Going Concern 

The evaluation of KMTC as a going concern indicates that KMTC lacks general 
viability as an enterprise. 
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Appenda z Attachments: KILIMANJARO MACHINE TOOLS MFG. co. 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



TABLE I 

Table Actual S•les Kil iMt'ljaro M•chine Tools C~ 

C•il lions OS sllil lings) 

Est'd Est'd 
1984 1985 1986 1987 1988 1989 

1. Univ. lathe Ml 500 11 0 1 3 0 
2. Univ. lUhe MB 2000 0 0 10 19 10 0 
3. Univ. lUhe C8M 1 0 5 10 5 0 
4. Grinder 0 0 1 1 0 
5. Bench Drilling M/C 1 0 1 1 1 0 

6. Colum\ Drilling M/C 2 0 3 5 3 0 
7. Se11i AutOlllatic Hacksav 2 0 3 7 3 0 
8. BandHv 2 0 3 5 3 0 
9. Wood Planner 0 0 0 0 0 
10. Five Operation 9 0 12 23 12 0 
11. Wood lathe 0 0 1 0 0 
12. Water P~ () 0 3 1 0 
13. Other 0 0 19 38 19 0 
14. IJ 0 0 0 0 0 
15. 0 0 c 0 0 0 

Total 31 0 58 116 58 0 

Units/E111>loyee NA NA NA NA NA NA 
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TABLE II I 
hble Actual Pr~tion Kil i1111njaro Machine Tools Coq>any ~ 

(Thous.,,m of tons> 

~ Est'd Est'd 

Pr~t Units Oescription 1984 1985 1986 1987 1988 1989 

1. Centr• Lathe 2,000 CLiMT 6 0 12 24 17 10 

2. Centn Lathe 1 ,500 c 29 0 6 12 6 0 

3. Centra Lathe 80 c 0 0 16 31 20 8 

4. Pedestal Grinder 2x315 CE 11 0 21 42 24 6 

5. Bench Drilling 161 M/ne PN 40 0 22 43 22 1 

6. Col\IWI Oril ling 203 M/ne PIC 12 0 0 0 3 6 

7. Semi Autoniatic Hacksaw 253 llo. 9 0 23 45 27 9 

8. :.;.~iversa 8¥ld Sav 801 BU 53 0 10 20 13 6 

9. universal llOOd Planner 630 AU 20 0 9 17 10 2 

10. 7 ·Oper. Wood working M/ne 0 0 10 20 21 21 

1 t. Woodworking Lathe CD2A 8 0 5 iO 8 6 

12. Universal Milling 321 M/ne FU 0 0 6 12 10 T 

13. universal Milling 251 M/ne FU 'l 0 5 9 5 0 

14. Water P~ 0 0 3 5 5 5 

15. 0 0 0 0 0 0 0 0 

Total 188 0 145 290 189 87 
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Table : Actual Purchases 

Local currency 

--------------
1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

----------------
7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

T ABJm~njlllMachine Tools Manufacturing Company 

(millions of shillings) 
Est'd Est'd 

1984 1985 1986 1987 1988 1989 

2 7 20 33 18 4 
2 0 0 a 0 a 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
3 7 20 33 18 4 

2 7 3 0 20 40 
1 0 0 0 0 0 
0 0 0 a a a 
a 0 0 0 a 0 
0 0 0 0 0 a 

----- ----- ----- ----- ----- -----
2 7 3 0 20 40 

5 13 23 33 38 44 

$0 $1 $0 $0 $0 so 



TABLE IV I 
hble Actual t~tment ICi l imnjaro Machine Tools Man.lfacturing CClllS*'Y ~ 

CMi l lions of TShillings) 

~ 
Capital Expenditures 1984 19115 1986 1987 1961 tt;llf; 

1. land & building 0.0 0.0 0.0 0.5 0.0 0.0 

2. Plant & machinery o.~ 0.0 0.0 0.0 0.0 0.0 

3. Furniture & fixtures 0.0 0.0 o.o 0.4 0.0 0.3 

4. Motor vehicles 0.1 0.0 o.o 0.0 o.o 1.4 

• 5. Other 2.11 0.0 0.0 0.0 0.0 0.0 

Total Expenditures 3.3 0.0 0.0 0.9 0.0 t.7 

Source of Funds 
t. Equity· NOC 0.0 0.0 0.0 0.0 0.0 0.0 

2. Equity • Other 0.0 0.0 0.0 0.0 o.o o.o 
3. la.. · local (long Terai) 0.0 0.0 0.0 0.0 0.0 0.0 

4. la.. · local CST/Overdraft) 0.0 0.0 0.0 0.0 0.0 0.0 

5. loans · Foreign 0.0 0.0 0.0 0.0 0.0 0.0 

6. Grants 0.0 0.0 0.0 0.0 0.0 0.0 

7. Self-Generated 3.3 0.0 0.0 0.9 0.0 1.4 

II. Other. Unaccounted For 0.0 0.0 0.0 0.0 o.o 0.3 

Total Sources 3.3 0.0 0.0 0.9 0.0 1.7 
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Table : Actual Manpower 

Product 
-------

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

·. 

TABLE 
¥manjaro Machine Tools Manufactu1 

Employees 
E·std E·std 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

4 0 5 6 4 2 
7 0 11 14 11 11 

29 0 34 38 31 28 
26 0 44 61 29 15 

128 0 99 70 89 79 
60 0 32 4 38 43 

------------------------------
254 0 224 193 201 178 

10 0 0 9 0 0 
264 0 224 202 201 178 



TABLE VI I 
Table Actual 'refit end !.OU & Trend ICi l i_..jero "8clline Tool ~ 

& LOSS/Trtnd 
(Millions of TSl'lilli"IS> 

~ 
Profit ' LOSS 1984 1985 1986 t987 19U ~989 1990 

•et Sales 36 24 58 106 116 0 0 

Less: Cost of Sales 22 15 n 131 65 0 0 I Gr(ISS Profit 14 10 (14) <24) 22 0 0 

Less: Operating Expenses 20 26 36 41 67 0 0 

• Aainistretion 18 21 29 32 43 0 0 

Selling end Distributio 1 1 2 3 3 0 0 

' Foreign bdlenle Losses 0 0 0 0 0 0 0 

Fi nenc i 8l Expenses 2 4 6 12 21 0 0 

Depreciation 0 0 0 0 0 0 0 

Operating Prof it (LOSS) (6) (16) (50) en> (46) 0 0 

Add: Ott.er Inc- 0 Ii 2 3 2 0 0 

Less: Other Eapense 9 0 8 8 11 0 0 

Ket Profit Before Tea (15) (16) <57> en> (55) 0 0 

Less: Provision for Teaes 0 0 0 0 0 0 0 

Profit After Tea ( 15) (16) (57) en> (55) 0 0 

Stat111ent of Retained Earnings 
lat.nee arought Forward (4) (18) (35> (95) <1n> <227> C227> 

Prior Year Adjustmnt (0) (0) (1) 0 0 0 0 

lalance lrougnt Fon.rd • (4) (19) <35) (95) (172) <227> <227> 

Add: let Profit for the Year (15) (16) (57) en> <55> 0 0 

Profit Available for Appr (18) <35> <92) <1n> <227) <227> (227) 

Less: Miscellaneous Approprieti 0 0 0 0 0 J 0 

Less: Dividends Declared 0 0 0 0 0 0 0 

Retained Earnings carried (18) <35> (92) ctn> <227> (227) <227> 

Cost of Goods Sold 0 0 0 0 0 0 0 

Labor 0 0 0 0 0 0 0 

Materials 0 0 0 0 0 0 0 

Other Direct EJIPC"Ses 0 0 0 0 0 0 0 

Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 

Interest •• • I of Profit o.ox O.Ol 0.0% 0.01 O.Ol IA IA 

In Current Dollars (thousands) 
let Sales 2 1 0 0 

Cost of Sales 1 2 0 0 

Operating bpensn 2 1 1 0 0 

Profit After Tex (1) ( 1) (1) (1) (0) 0 0 

I 



TABLE VII 

Tlbl• lhlenc• Sll•t ICi l imnjaro lladline Tools llanufacturing C~ 
Act"9l 

(Millions of TSllillingsJ 

lalence Stlftt 1914 1985 1986 1987 1988 1919 1990 
1. •et Fiaed Assets 0 i45 215 262 339 0 0 
2. Current Assets 2 12 174 274 389 0 0 
3. Stocks 0 74 135 200 294 0 0 
4. Trade Debtors 0 0 0 74 0 0 0 , 5. Debtors n Prepeymnts 2 a 0 0 95 0 0 
6. Cull end lank lalences 0 0 40 0 u 0 0 
7. Current Liabilities 0 96 234 381 562 0 0 
"8. Trade Creditors 0 61 196 248 356 0 0 
9. lank overdrafts 0 19 14 34 60 0 0 
10. Current lllllturity of LT 0 12 24 97 145 0 0 
11. Tues Papble 0 0 0 0 0 0 0 
12. Otller Current Liabiliti 0 3 0 1 1 0 0 
13.Met current Assets/Liabil 2 ( 14) \60) (107) (173) 0 0 
14.Total Met Assets 2 131 155 155 167 0 0 
15.Financed by: 

16. Sllare c.pital 0 112 112 112 112 0 0 
17. t.pital Reserves 2 (69) 0 0 60 0 0 
18. Profit aftd Loss Acc~t 0 52 <73> (92> (208) 0 0 
19. Long Tera Loans 0 37 116 136 203 0 0 
20.Debt 0 133 350 517 765 0 0 
21.Equity 2 94 39 20 (36) 0 0 

llOtH: 
Revaluation of assets 0 0 0 0 0 0 0 

I Meti Investments 0 0 0 0 0 0 0 

In Current Dollars 

I 1. Net Fixed Assets 0 9 4 3 3 0 0 
2. Current Assets 0 5 3 3 3 0 0 
7. Current Liabilities 0 6 5 5 4 0 0 

I 
13.llet Currtnt Assets/Liabil 0 (1) (1) (1) (1) 0 0 
14.Total Net Assets 0 a 3 2 0 0 
20.Debt 0 0 3 4 4 4 0 
21.Equity 0 0 2 0 0 (0) 0 

I 
I 
I 
I 
I 
I 
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APPENDIX 4: LIGHT SOURCE MANUFACTURING 

I. RECOMMENDATIONS 

Light Source Manufacturing should be closed immediately and its assets sold. 

Light Source Manufacturing is a difficult case. While the idea of producing bulbs 
domestically might make sense with the proper facilities and expertise, Light Source 
Manufacturing, unfortunately, has neither. 

Production would only be economical if Light Source produces bulbs and tubes 
locally. To produce bulbs and tubes cheaply, it would need to sell tens of millions of 
bulbs annually, have local expertise in glass, and have an efficient furnace and bulb 
forming line. Since the company does not have glass making expertise and its bulb 
forming line appears to be inadequate, it would need protection against cheaper imports 
to enable it to sell millions of bulbs. 

The ~rrent operation loses money, will continue to lose money, and should be 
closed immediately. To salvage some funds, one could sell a package to a private 
entrepreneur who wouid buy up the remaining bulbs and tubes, rent the facilities, and 
produce a final batch of product. 

If Tanzania were to decide in the future to produce light bulbs, it should only be 
done as a joint-venture with a foreign bulb producer. As it does not fit NDC's core group 
or skills, NOC should not be a shareholder. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSIS 

A. QyervJew 

The history of Light Source Manufacturing is a case study in the problems and 
pitfalls of a development project in a country such as Tanzania. It illustrates that despite 
a very strong market for the product, no local competition, and growing demand for the 
foreseeable future, it is not always easy to create the proper factory and enterprise in a 
developing country. 

In 1976, the National Development Corporation had the idea to manufacture light 
bulbs in the country. At that time, light bulbs were imported and often brought in one by 
one by persons coming in from traveling overseas. 

15 
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10 YEAR DEVELOPMENT PROGRAM Year 1 Year2 --------
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1. Choo• a generic svategy 
.. Coetle.cief 

-----"----........ .---~-----:---------------. 
----------~-~E-13..__._~~---~~~~~-

a. Merll•tine 
1. o. .. rmirte product'• V8lue to customers. a.g.: 

.. Utility 
b. Price 
c. Quality 
d. O.liwry 

----------------.-----.-..... -~~---1"-....... --...... ----~ 
•· F"ln.ncing 
f. Appewanc• 

. 2. O.e.nnirte compmny·a position via-a-vis competition 

: C. Production and Operation• 

,~-----·-----

., :·:·:·:···.· .... .··· ' .. ·.·-:-: 0 0 0 0 0 0 0 0 

' 
:-··:· 

' 0 I 0 : 0 0 0 0 0 0 0 

Inbound logi•~• 
· .. · . . ·:::::::·:· 

·:·:.'-:-:-

1::::::: l 0 = I 0 ~ ' 0 : 0 0 0 0 0 

0 C' ! = 0 0 0 0 0 0 0 

2. ~OW:,~:' ::~:~~~::r!'~~~:~~~~~~del;_ ____ ~---.~--1--, -~~:,...'_''~':'_: .... :::-"l"'' .... ' .... ··-·,..>'"'"1 ... ·==: .... .,~.JISl_<_: .'_:':'_'>_-: ___ o_i _°___ "'_-_-==-=-!-:--·o_. __ .,,,-~-~-~-
0. Organization 
1. Structure the org~i!•tic>_n]~~hi!_wlfs -~9~~-=---.:--====--==:-:;.,_ _r l ;;· ~ · r· HI •H L_},~'=-·: .... 1.__ ________ _ 

a. Close down _______ _ ______ LL_ _______________________ _ 

E. EmployeH 

-~~~~".!___ __ H - - _c=c::Jl 11 g· -------· 
a. Reduce n~~~ro~~~agers. _ __ _ _ __ ------~--=--~---==--=-~-~--=~=- ___ L.J: ~ ---
b. Reduce 8dministrativ11toverhead _l)erson_nll!_. _ _ __ __ _ __ _ ~- ______ ·'. i-- --- -. 
c. Eliminate non-critical functions. _ 
d. Eliminate noii-_f,"i0ductive_~~~r1e~ ___ - -·--- -- ---- ---- ----n' ------ -- -<t------

a. Reduce number of prod~ti~~-~~r!•!•, __ -=-~--~==~-~ -· :-~- ~~-_-rI I : l 1 · -·-----=-~=--~=----~__: =_: 

2.Man!g.lil.-ii!IP.!.~·ri(radu~li~~ proc;es; 
,_...!:_~~ti!•ment________ __ _ 
--~ _ Redi1tri~ !O~wing_c;ompanies. func;tion1 _ 

c:. Provide retrai.!'_i_'!9 ~gr~rn! _ _ _ 
_. --~ncc>_u~ge ••-•'!'~Y~!.• to bid on i:ontr~c;ts 

Board of Director• 

:I-_ Ql•n~lhe_ c;=ompoiition of_ the Board of Oirec;tora 

~--~~L· __ c:r ... =~--=-~-:.:= ~ -
--- -- ... .. .... ·-- -- --- -· - .. _ 
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10 YEAR DEVELOPMENT PROGRAM LSM 

G. Fin.nee 
----- -

1 __ lmpr_~ve c_~ m~11\9nt _ _ _ _ _ 
_ _ _ ._ __ ~ni_it uM C)f ~!_ o~rcjr!'ts and short-term debt 
___ ~~~~P!~uction_aii4:1 _!"~k_etin;__tc> red_~• inventory levels _ 
_ _ _ c __ Co~!' stiort-~flTl_debt_to long:- te"!' _ 
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An Indian consulting firm had conducted a feasibility study on electrical 
manufacturers. In 1978, a group of Hungarians picked up the feasibility study, tailored 
the plan to match their machines and production capacity. Hungary than gave a credit 
facility to manufacture bulbs. 

A contract was signed between NOC and Hungarians in 1978. In 1981, the 
company was incorporated, and the machinery arrived. It machinery was old, estimated 
to have been manufactured as long ago as 1956. The machinery was installeci in 1983 
and production started in 1985. At this time there were a number of components to the 
factory. It was an oil fired, gas furnace which was capable of producing approximately 
five times the current demand for bulbs. However, it eventually ended up costing four 
times the annual earnings to operate. In 1985 production started with the bulb light line 
and by 1986 the tube light line was also commissioned. In 1986, however, the glass 
factory or the bulb light line was only operated for several months, and then shut down. 

Two other units, one for making end caps, and one for making choke coils, were 
installed but never operable. 

During 1985 and 1986, the company had marketing problems and was not able to 
sell its bulbs. It attributed this to the local perception regarding the product quality. Local 
bulbs were clear glass while imported bulbs were frosted. Consumers differentiated 
~een local and imported bulbs. Production volumes were reasonably low and 
simultaneously the market was liberalized, allowing imported bulbs to enter the market 
more quickly and cheaply. 

By June of 1986, the company had over SCX>,OCXJ bulbs in stock, no cash, and 
general debts. Since 1986 the history of the company has been one of increasing losses, 
erratic production, and tremendous wastage. 

In addition, during this period the Hungarians provided technical assistance. Light 
Source Manufacturers claimed that this was a management agreement. However, the 
Hungarians interpreted this as a technical assistance agreement, i.e. to give advice and 
not to manage the facility. All of the Hungarian expatriate managers :ett by 1988 with 
some confusion over who was responsible for high breakage rates. 

Thus, by this time, LSM was looking at outdated machines perhaps as old as 35 
years old, obsolete, and wastage rates as high as 40%. In comparison, one might expect 
perhaps five percent wastage ratas overall and for a developed country such as the 
United States perhaps one percent total breakage. 

Since this time, Light Source Manufacturers has attempted several different 
methods of reorganizing the facility, obtaining additional investment, an,d asking for 
proposals from such firms as Phillips, a Japanese company Matsushda ,Electric, and 
private investors. To date none of these proposals have worked out. 

Various aspects of the company are detailed below. 
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B. 

1. 

Industry And Competitor Analysis 

Market Overview 

The market for GLS bulbs and florescent tubes in Tanzania at present is limited by 
the size and nature of the economy. The level of development and the growth prospects, 
however, are excellent. LSM is working on a market study for bulbs and tubes; 
unfortunately, the results were unavailable at the time of the team's visit. 

2. Customer Characteristics 

Customers are wholesalers and retailers who sell to industrial consumers and 
businesses. 

3. Market Size And Trends 

The market for all types of bulbs and tube products is expanding. This would 
indicate a ready market for LSM's services, were the company to be cost competitive. 

Furtherrr"re, the volume and diversity of the GLS bulbs and florescent tubes 
market in Tanz.;.... ua is expanding. Export potential in the region however, is limited due 
to strong regional competition. 

4. Competition 

LSM is the only producer of GLS bulbs and florescent tubes in Tanzania. It has a 
production monopoly locally in the products of bulbs and tube lights. 

Kenya, Mauritius, and South Africa have larger, more efficient facilities and 
dominate the surrounding markets. In addition, import competition from as far away as 
Ghana, Tanduri and India depresses margins. 

It should be noted that even if LSM efficient, it would never completely dominate 
the market for GLS bulbs and florescent tubes products in Tanzania or the local areas. 
First, LSM could not produce the full range of products demanded in the market. 
Second, there are proprietary processes for producing the more specialized GLS bulbs 
and florescent tubes such as halogen tubes or specialized shapes. 

5. Substttutes 

Substitutes for GLS bulbs and florescent tubes are kerosene lamps, candles, and 
flash lights. These are prevalent in the countryside as much of the country is without 
electricity. 
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6. Distribution Channels 

Products are distributed through wholesalers, retailers, and importers. We have 
no estimates on the shares of each channel. 

7. Policy and Regulatory Environment 

The policy and regulatory environment limited competition in this market in the 
past. There is no protecL:on at present. 

The Open General License (OGL) system gives LSM equal access to foreign 
exchange so that it is not constrained in its ability to purchase materials. LSM does have 
some serious cash flow problems, however, that raise the cost of its foreign purchases, 
since it relies on bank overdrafts at 31 percent per annum to meet the 100 percent cash 
cover of the OGL 

The tariff on imported GLS bulbs and florescent tubes products of all types is 30 
percent. The Government does not distinguish between raw, intermediate, or finished 
products in this area. Taxation is cumulative, raw materials are tax'3<1, sale of the 
processed materials are taxed, and sale of the end product is taxed. The result is to 
increase the overall cost to the consumer and dampen any export potential of the 
producing firms. 

The Government has debated whether or not to rebate the duty on raw materials 
used in products that are exported. If so, this would not matter to LSM as it is not cost 
competitive. 

C. Marketing 

1. Overall Marketing Strategy 

LSM's strategy is to produce two basic products that are in high demand in the 
region. It has not and could not aggressively seek export opportunities. At the same 
time, sales volumes are well under break-even level. Prices are set to match, but not 
exceed, landed import prices. LSM cannot make a profit at these prices. 

2. Customers 

Customers are wholesalers and retailers who then sell to the general population. 

3. Marketing Tactics 

The Light Source Manufacturing company uses few marketing tactics. Simarly, it 
does little, if any, promotion of its products. 

18 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I' 

Customer service does not exist. The products are basic, low technology, and low 
quality. LSM does not maintain a customer service department. 

Pricing is set by LSM to match the landed cost of imported products. The 
products are not under the control of the government's Pricing Commission. 

D. Production and Operations 

1. Geographical Location 

LSM has one factory located in Mogolo, Dar Es Salaam. 

2. Facilities and Proce~ 

LSM has a large 10,000 square meter plant on a 29,000 square meter site. Less 
than 5CXl square meters of the facility is used productively. Bulb assembly at LSM 
consists of 5 basic steps: 

1. Assemble filaments core 
·2. Heat and cut bulb 
3. Assemble filament core and bulb. 
4. Seal and crimp 
5. Test. 

The process is capital intensive and partly automated. Production staff numbered 
160 in 1989, but few were working when t.,e team visited in January. Furthermore, the 
production line was in a sad state. Breakage exceeds 40% -- since imported b• Jib and 
tube jackets are just as expensive as finished imported products, there is no hope for 
LS'~ The machines are old, the materials of low quality, and the production staff were 
neitner interested or effective in their work. 

There is limited automation of GLS bulbs and florescent tubes flow, no 
computerized inventory systems, and of automated management information systems. 
Relative to a similar operation elsewhere, LSM is under-automated. 

3. Materials Handling 

Laborers handle materials within the plant. Line are automated for only a few feet. 
Breakage is high. 

4. Processing Costs 

LSM could not provide production cost details as its financial records are in 
disarray. 

All raw materials are imported. 
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5. Product Quality 

I 
I 

Product quality is low and declining. The team watched the staff place dozens of I 
defective non-lighting bulbs into finished goods bins. 

6. 

7. 

Product Delivery (Outbound Logistics) 

LSM relies on buyers to arrange transportation of products. 

Competitive Strengths/Weaknesses 

LSM has no competitive strengths. Not one. 

LSM's work force is large, ineffective, and unproductive. Lack of maintenance has 
aged the plant dramatically, lack of management has resulted in the documentation over 
Ts. 100 million in accumulated debts and losses. 

8. Strategy and Plans 

· LSM has attempted to involve a number of outside partners in its venture. So far, 
there have been no takers. It has also attempted to get new automated bulb lines 
installed and has allowed existing lines to deteriorate. 

E. Organization 

LSM has a standard organizational structure with functional managers reporting to 
the General Manager. It is 67% owned by NOC, 33% by BHESCO. 

F. Management 

The General Manager, Mr. A. Otary, has worked with LSM from the company's 
inception as its General Manager. Management turnover in recent years has been 
significant. Many managers were dropped in 1988 at the same time that the technical 
assistance team from Hungary departed. This, however, placed the management-to
worker ratio in better balance. 

1. Management Compens3tion 

Management compensation at LSM is higher than their private sector counterparts. 
Base salaries are within SCOPO guidelines and are low. However, benefit packages are 
quite extensive. Benefits includH: housing and maintenance, vehicles for some officers, 
medical care and insurance, anC: life insurance. 

As far as could be determined, management compensation is not linked to 
performance profits or productivity. 
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2. Supporting Professional Services 

Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's Lega! Counsel. LSM has 
not made use of consultants from TISGO or the National Productivity Institute in recent 
ye:vs. It is however, conducting its own market survey. 

G. Human Resources 

1. Composition and Skills 

LSM employed 188 persons in 1989. On the team's visit, workers present number 
under 100 and estimates of en production workers were given. The level of managers 
and supervisors to workers is quite high a~ approximately 1 :6. This indicates a very 
hierarchial structure with excess levels of bureaucracy. The compensation package 
consists of a base wage, medical and health insurance, and transportation allowances. 
This package has resulted in relatively low turnover in positions with the exception of 
management over the last few years. 

2. Productivity 

Productivity in the firm is low. Of all NOC companies LSM ranked 2nd to last in 
revenues per employee in 1989. 

3. Training Programs and Needs 

LSM is the only bulb and tube facility !n Tanzania. Training appears to be 
nonexistent. LSM would need to conduct a fair amount of on-the-job training co improve 
the skill levels of the work force. Glass plant operators received several months of 
training at the time of plant start-up. 

H. Finances 

1. Sales. Revenue. Profita~ 

LSM loses funds at an alarming. This is even more dramatic, when it is translated 
into dollar and constant shilling terms. 

LSM loses money and the loss was growing through 1989. LSM has produced 
little financial data over the last four or five years and most of that has painted a rather 
dismal picture. Annual losses exceeding revenues, mounting debts, and a history of 
nonpayment. 
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Financing costs would be high were LSM to pay its bills. This is due to an 
excessive reliance on short-term borrowing to cover the production costs exceeding sales 
prices. This is examined in more detail in our analy~is of the balance sheet. 

2. Assets and liabilities 

a Balance Sheet 

LSM shows considerable weakness and a worsenir:g trend in its balance sheet. 
Available cash and the value of raw material stocks have declined while receivables, 
payables, and accumulated losses have increased. LSM is on a downward trend. This 
is magnified when the figures are translated into constant shilling and dollar terms. The 
Debt-Equity graph shows this trend clearly. 

LSM imports all its raw materials. Foreign exchange to purchase these products 
comes through the OGL and PTA mechanisms describe in the main report. Nonpayment 
and disputes lead LSM's original supplier to suspend shipments. 

LSM had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGLj to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreign exchange at the time it obtains the license. 
(Previously, payment could be staggered and was therefore less costly to the Light 
Source Manufacturing.) Furthermore, the OGL is available for a short period of time only 
or it is lost. Thus, the light Source Manufacturing loses use of cash or must finance the 
amounts thro•..igh overdrafts at up to 31 percent annual interest rates. At the same time, 
it appears that the light Source Manufacturing does not bear any exchange rate risk and 
effectively locks in the current rate at the time of purchase although delivery may be four 
to six months later. This can be an advantage when the currency is devaluing. 

b. Estimates of Valuation 

i. Book Value 

Bank value is what the assets less the liabilities are nomi.1ally worth and indicates 
the liquidation value of the light Source Manufacturing. Book value is negative. LSM is 
bankrupt. In LSM's case, liquidation of the Light Source Manufacturing would transfer a 
loss oi this amount to the NOC Group balance sheet. 

ii. Going Concern 

Valued as a going concern, the profits of LSM are used to determine its value. 
LSM is not profitable. Nor is it a viable going concem. 
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iii. Price Earnings Ratio 

Using a Price to Earnings Ratio of 10, the nurnber of times earnings are multiplied 
to obtain a selling price, the LSM would be valued at Ts. 0 shillings. LSM has no profits. 

H. Summary 

The prognosis for LSM is not optimistic given a deteriorated plant, weak 
management, increasing competition, low rates of production, an overly large workforce, 
and a weak financial position, the negative capital position, the heavy level of 
indebtedness, the weak performance of the Light Source Manufacturing over the last few 
years, and its high administrative burden relative to its competitors. 

LSM is not and will not be profitable. While light bulbs are a large and growing 
market, Tanzania would be better importing or building a completely new facilitf. Given 
the shortage of investment capital and needs within the other companies, NOC should 
dose LSM at the very earliest opportunity. 
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Appendix 4 Attachments: LIGHT SOURCE MANUFACTURERS CO .• LTD. 

TABLES: 

SALES/MARKETING 
HUMAN RESOURCES 

GRAPHS: 

PRODUCT BREAKDOWN 
NET SALES 
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Table 

1. 

2. 
3. 
4. 
5. 
6. 
7. 

a. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 

Actual Saln 

1984 

GLS Bulbs 0 
Fluorescent Tlbes 0 

0 

0 
0 
0 

0 

0 
0 

0 

0 

0 

0 

0 

0 

Total 0 

Units/Eq>loyee NA 

I At:ILt: I 

light Source Manufacturers Li•ited 

<•ii lions of stlil lings> 
Est'd £st'd 

1985 1986 1987 1988 1989 

0 6 12 45 n 
0 9 19 25 32 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 

0 0 0 0 0 

0 0 0 0 0 

0 0 0 0 0 

0 0 0 0 0 

0 0 0 0 0 

0 0 0 i) 0 
0 0 0 0 0 

0 0 0 0 0 

0 0 0 0 0 
0 16 31 70 109 

NA NA NA NA 



Table : Actual Manpower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

I "EJJrEur~ Manufactures Company I 
Employees I 

1984 1985 1986 1987 1988 
-~~8=1 ----- ---- ---- ---- ----

0 0 0 4 0 4 
0 0 0 13 0 5 
0 0 0 19 0 1~1 0 0 0 21 0 
0 0 0 62 0 50 
0 0 0 74 0 1101 

------------------------------
0 0 0 193 0 18~1 0 0 0 6 0 
0 0 0 199 0 188 
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Appendix 5: Mang'ula Mechanical and Machine 
Tools, Co., Ltd. 
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APPENDIX 5: MANG'ULA MECHANICAL AND MACHINE TOOLS 

I. RECOMMENDATIONS 

Mangu'la Mechanical and Machine Tools (MMM) is in serious trouble. Poorly 
located, inadequately managed, and with rapidly deteriorating plant and equipment, it is 
unable to maintain sufficient volumes of production or quality. 

We recommend closing the facility and transferring machinery, materials, and 
personnel to Zana Za Kilimo and Ubongo Farm Implements. Alternatively, Mangu'la could 
be turned over to the region or government for use as a training center. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions raquired by this company, and !s a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSIS 

A. Overview 

Mang'ula Mechanical and Machine Tools (MMM) was incorporated in 1977 after 
the Tazara workshop was handed over to the Tanzanian Government. The company is 
100% owned by NOC. Its main line of business is the manufacture of engineering 
products. 

The company started commercial activity as a Land Rover repair facility. In 
addition some spare parts manufacturing was also conducted. These remained as 
MMM's main activities, up to 1980 when research and experimentation into manufacture 
of post harvest machines started. To date therefore, the Company's main product lines 
are Grain Dehullers and Mills, Water Pumps, Maize Shellers, Industrial Spares, and Auto 
Repair. 

1. Corporate Philosophy 

Mang'ula Machine Tools Corporate philosophy is to be a long-term pa~icipant in 
national manufacturing markets. 

2. Corporate Strategy 

The Company's objective is to produce high quality products at affordable prices 
and to compete in both local and foreign markets. The strategy used to achieve this 
objective is to further strengthen the quality control section in order to ensure that the 
quality of products is high before reaching customers. The strategy als9 encompasses 
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10 YEAR DEVELOPMENT PROGRAM MMM Year 1 Year2 I ----~-----~-------- --- - -

============================="-='=="='="=·===IV i, I II Ill IV~-~ ~-- !__~~ I _ 10. 

I 
1. Choose a generic 1trategy 

L Coat leader I 8. Marketing 
1. Determine product'• value to cuatomara. e.g.: 

L Utility 

I b. Price 
c. Quality 
d. Delivery 
•- Financing 

I f. Appearance 

2. Determine company'• position via-a-vis competition 

3 Develop a Market Program (ZZK modal and modify). •_._.g'--.: _____ _.·j~--.-----1""""_......,;.....::o:..'~::>:...•~oc...-l _o_,._· _o.:..+i. _o.:..-' _o.:..-· _o-=-.-' _o-=-.-i _0..:...0.1 _0-'-· _o-'-. 

L Product characteristic• · 
b. Pricing I 
c. Distributing, ate. 

I 
b. Arrange credit program to ship and sell excess inventories 

I 
a. Appoint marketing man• ars to all vacant slots I 5. Increase numbers of persons marketing products 

b. Find markati -oriented individual• within th• com an 
c. Replace non-productive salea staff 

a. Train salespersons and distributors I 6. Improve quality of marketing effort. e.g.: 

b. Redesi n salea and romotional literature 

7.. Implement market intelligence program. e.g.: 
a. Conduct monthl . uarterl • annual surve s I 

8. Improve after-salea service and support 

I 
I 

1. Lower production costs 
·---------------.. -- .,,.,,,,,,,.,,,,,,...,,~=.,,,,,,,,.,,""".---,--~--. ·------·· 

-------------~-_...,.~----;;;,jl"'""_. ..... ....,. ..... ~ .. 1--~ ~-!..-0; 0 ~ 0 ~ 0. ::!.. 
~-· - ~;.__l-..-..-- r - ' I a. Spead throughput time 

b. Eliminate extraneous material and machines 
· c. Improve product quality . ____ ·-·-t 
=~ ~ ~;::::q~i;::!~,c;:!~,;~~~~~c:;;~~=-------~~-=-~ -=~.-- ~~- ... ..,, ,..,.....,,..,·"' .. "' ...... "' ..... "':"':; .. :"":: .. :".1 ~~""""'" .. ~~ --:=-r =-~ :· .. , ~r- : . I 
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10 YEAR DEVELOPMENT PROGRAM MMM 
=============----------- ----- ·-

Inbound logi•IH:• 
--·.,,,,~~-----r-------~----------·----- -· 

1. Recognize the irr.portance of purchasing to profitability k'i'lX\1 
-C'---'-._'-"-"-:::Co~n"-'dCCu-'c"'t "'"an-"-:'in"'--"-':de="-pth::-"-tr-'ai--:.:"n7in-g'--p-'r""o""'g-'-'ram"-'-'-:f~o_-'r '--p""'ro""c"'u-'-r"'e_m_e_n_t_m_an_a_g_e_r!--',""""'"""---.f,.,,:)"':::o;,..: '""?:"':':::"'', --· --'----~--- -- - ·--

---"""''"'"'~'""""---+------ ·------· b. Establish anel •nforce ethical procurement stsndards an.:! practice~--,=rr.:;me\~=::::~:: ~::::;e:;:;~:: ----1r-- ____ --------· 
c. Work~ 1upplier1 an~s to lower s'!iJ:l~g costs 7"C:-7-_.1 ___ -lr.~i''.-.:'::=i.'l;,,'St. ~:::;i.'i;\::'-'l::, ~:::: ... :;::i.'I::: ~:::= .. :=:;.~==: r-=oo..''-. -=o::..+--=o:__· -=o ..___ o~s~=- -'=. 
d. Work with suppliers and shippers to increase the frequency of delill'll ___ ,.("": :'"'":-:i: .. •=•~::::"':::=,~-=,..··='=.-'="'+·=..,=·=·=,.;.='='=+.,,;o"""'' ,,;oo;,;;,' .,;o;;;.,,1-'o~· ~!-E ~ __? _ ~ _ "'-· 

e. Move the factory closer to suppliers +-----'--"-----'"""'.._····.~·=·=·.,..=· "'/~t=.,,l .. }~'i::.,..=: .. -::'~="'=-'::1--~----------- .. 

~2.-~-~-w-~~=w~;i;:1~;;~:.~i~;;:~:~~)w~;~e~ compan1e1 ___ -f "'F..,.\"'::,""~·-"'·:·:'"":·;:"'l'""i!['.j"'!!i!"''::,,.,:::::"':::::""J:"'/'"{.-j -o~:-~~-= =---~~ - ~~ 
c. Review/Htablish quality 1tandard1 for raw materials -+ · ' , l::=:wl::::::\=f;:o:;=;;f=d·ll · -----~ 

3. Lower procurement co1t1 _______ r::=- ~ ·: ·l'':-=·J!··::1;!'.:::::: !. C l--~---- -·--=----=~ 
a. Reduce the number of s~l~rs to those deliva_ring th~--- ' ..:·.;:· _·.: -=·_.:'t'r:-..:!f----· __ ·- • --~-----, 

optimal product quality, price. delivery. and terms contracts ' -------· 
b. Pool vehicle and other bids with N-Dc ~~~_om~nies__:==-::---=:.--:--==--=-- __ : .. ___J____;_-~----------· 

.. 2. Lower man~ment expense: _________________ _ 

. __ !:_!~rease 1pan-of-cont_rol__ _ _ _ __ _ 
_ -~--~~uce ~-a~e. s_~p_osition~-- ___ . 

_c:_ Flatten !'i_!r~r~~y -·- _ 

4. _fo~duct 'makeo_!_bu(-~j!i's_i_I_ o~ an_citla,Y~arvl~llS. e 9.: 
a. Medical 
t>. JanTtoria1- - ------ - -

_ -c~ ·see~~ifl==- :=-_-:-
d. Food servicaa 
.~-- ~- )~ji~ng~i!iain!enanca. _gardening 
f. Vehicle maintenance & repair 

L.dLdl.:.;;.L ... l ... ~T.=1 



-----,.----~----------,-

10 YEAR DEVELOPMENT PROGRAM MMM 
1 

Year2 l Year 1 
II 111 IV · II Ill IV: 3 

Privatization 
------------ - --- - --- - ---=~=-=..,,..,=-"""''""""== , _!. Prepare company for privatization 

a. lmprow operating performance ------~--~....,"-""+-...-o+-t'o.'"~ 
b. Improve financial performance -------~---J;O;;o"""l~F--=;r=-~,;;.,.-= 
c. Obtain audit• from reputable local or international firm 

- - ·- ----·--- ---- -~--
-------

c::) c::) c::) c::) :::- - e 
c::) c::) ::::> ::::> c::) ::::> ::::> 

"" c::) c::) e c::) c::) e 
0 "" :::> ::::> 0 0 

2. Establish goal• for privatization 
a. Equity infusion 

'3. 

romi~es 

c. Guarantee product q"'u.::.al=.:ityL-______________ __,r------~------""'' .. '::'-' .. ·': .. ':: .. ::::c'":::=._ ___ __.. ___ _ 

E. Management 
1. Flatten the management h:erarchy 

L Prepare job description• and •kill levels required 
to determine the needed requirements 

b. Where workload• ere low, ex and ·ob descri tions and res nsibil 
--c-.- Increase the • an of control to 5 to 9 for senior mana ement 

e. Eliminate management responeibility/the position for any 

position with Iese than 5 persons repo~ direc_tlc-'Y~·-----------___.-~_,r--_,,.,.,...,..,,,.,,.._-.r--.-----+---------
f. Reduce the management hierarchy to three lev.,ls, four :, 

----m-ax-im_u_m_,_w_i_th-in~th~e-firm----~-----------------r------~-..-.....-~--~,~-----------

-------------~----------

F. EmployeH 

~creese employee involvement end commitment I ::::::::::::::i:::::-:-:1r 
=·-·=·· ::::> : :::> c::) c::) 0 0 c::) I :::> :::> I "" 0 

~ 
a. Establish croH-functional groups to solve key p~r_o_b_le_m_s ____ 

1 

___ _ 

b. l11stitute employee euggestion programs 
~~::: ::::: 

LJi: ~t:: 
c. Establish regular employee recognition awards ------------ :·:·:::;:;: ''{M 0 ' = ' = I = I =I = :::> 

a. Conduct/obtain a salary and benefits survey '-~-+---11----;..---;.-~-· __ _ 
b. Cost-out benefit components ____________ 1=__ ' · r-------------~~--
e. Set upper-limit on ben9fit compensation 1 ____ L.:JL~· 
d. Establish 'cafeteria plan' of benei'its 1 .1 • l""......,r----+---------
e. Obtain exemption from SCOPO guidelines ~ · . -.·'.,:"·...,,,---~-----+--~ 
f. Subetitute profit-1haring, 'phantom-stock.' or ESOP __ __ tr :,'f{: ~--~--· 

for additional compensation .._ ____ .=L__~--

3. :.evi~:~~~o~~;:!~" ~~:~~~~.ation 1y1tem -~~ - -_-_------~-----Lr;--- -_-_-rm1. · ., ~-~-~-~-__ ;;_=-·--____ - ~- ~~--~.: 
b. Establish more general. flexible position descriptions ~ _ _ _ .. 
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I --------------· ----------·- ~- - ~-· 

10 YEAR DEVELOPMENT PROGRAM MMM • __ Y~~!__ 1_ ·- ___ Year 2 

I 
II Ill IV _ __I • II Ill IV l • 5 I 7 I I 10 

Board of Diractora 

1. Change the compoeition of th• Board of Oir'!~tor~_e.g.: _ -~~ __ 

I 
e. Increase the number of private sector niana~_~inve~l5>!.!_ ____ _ 
b. Reduce the numbers of government ofliciais on the_ Bo~r~---
c. Increase lh• number of industry kno!fiedge~ble member~ ___ _ 

G. Financa 

I 
I 

1. Improve cash management _-__ -_-__ -_-_-_-_-_-- - I ···- :::r:. ii d: > l .·.:.:• f. J =:__ ~~~---; - ,:;:=-;=7~ :.., . 
L Limit aH of bank overdrafts and snort-term debt i:•- ·f ••. 

--------- - ----;----------·--·.------- ----- --- -b. Promote uH of internal raaourcea __________________ ::- .: .• r :··· _____________ _ 
c. Institute and enforce credit and receivaoles ~licies _ _ ___ h · \:}':}')\ t:::O:J.::::}! ·-------- ___ __ _ _______ -· 
d. A11iat production and marketing to reduce inventory le~~:____ :: ·.1 ·· •. •'-'<''+?:•:.- •)•):f ____ ---------· _____ _ 
e. Convertahort-termdebttolong-tenn i,:. T •:• -·----- ·---

__ f_._S._l_I and __ le __ a_ .. _ba_ck~p_lan_t_an_d_e~q~u~ip_m_e_n_t ____________ -----~ (: ;·r;: :r:r1 J __________ _ 

I 
I 
I 
I 
I -s:- Reduce administretlVe-coSts-- -----

=-&.~ete-lina;;c;air;cOrd..=-ke~inL .. _ _ 
__ -~~on~act ~!!':'. _N_~ or outside f!_rr!l_ to E_rcivi~ payro_ll ____ _ 

I 
___ __£__ lmprov~ <!~_«'._umenta~~_n-~stemstC>__lo_~er audit costs 

~J.- ~rangthen ~api_!al atruc~r_! -==--==-~ 
a. Sell a11et1 

I 
I 
I 
I 
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continued development of new manufacturing techniques in order to reduce 
manufacturing costs in terms of time and inputs. 

B. Industry And Competitor Analysis 

1. Market Overview 

Market survey studies were conducted by Messrs International Service and 
supplies and GEMCO B.V. of Netherlands in 1987 to determine the market potentiality of 
MMM products and its local share. The studies showed the following: 

Mang'ula Machine Tools - Market Share 

LOCAL IMPORT TOTAL 
ITEM PRODUCTION DEMAND (CAPABILITY) PRODUCTION 

Grain Dehullers 920 40 960 400 42 
Grain Mills 1,190 190 1,380 250 18 

The report further notes that there is high potential market for the Post Harvest 
Agricultural machines especially the Grain Dehullers with blowers and with staff 
competition of Grain Mills in the Northern and Eastern Zone. 

2. Customer Characteristics 

Main customers of MMM products are governments organizations for auto spares 
and Land Rover repairs, and small farmers for agricultural products. 

3. Competition 

Mang'ula Machine Tools is competing with IPI of the University of Dar es Salaam 
and CARMATEC of Arusha. Due to trade liberalization, private individuals are importing 
agricultural machinery and auto spares such as Land Rover parts, grain dehullers, grain 
mills, etc. Also there are other small companies like Them Farm Implements in Arusha, 
etc. which produce agricultural implements. 

4. Estimated Market Share 

Market shares are shared between IPI, CAMMATEC. Themi Industries, Small 
Agricultural Implements Companies and local importers. There are no fi~ures to elaborate 
the share distribution. 

5. Sales History 

Actual Sales (Net) in million Tshs for the past five years are recorded to be as 
follows: 
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€. 

Tshs. 

~ ~ ~ 19aS .1sa9 1WQ 

48.4 59.1 72.2 78.1 94.8 78.2 

Distribution Channels 

Following are Mang'ula Machine Tools distribution Channels: 

• Own distribution. 
• Sales Agents. 
• Sales Depots. 
• Sales on Consignment. 

7. Policy and Regulatory Environment 

The policy and regulatory environment limited competition in this market until 
recent!)', when other private individuals have been authorized to import such products 
through the Liberalization Policy. The liberalization of the import market has exposed 
Mang'ula Machine Tools to increased competition. This is good for the country in that the 
competition should resulting lower pricing and imported services. 

Macroeconomic policies that affect Mang'ula Machine Tools include exchange rate 
and an c,vervalued exchange rate. Mang'ula Machine Tools depends on imported raw 
materials, especially steel. 

C. Marketing 

1. Overall Marketing Strategy 

The Company's products will continue to be marketed in the local market with the 
following prevailing primary demand factors: 

• 

• 

' ---

Growing population: The fast growing population calls for more grain 
processing hence, more processing dehullers and milling sets, both in 
urban and rural areas. The strategy thus needs to focus on major grain 
producing areas and most probably where diesel static engine priming will 
be required most. 

Low incomes relate to prohibitive high unit price rates of MMM's products . 
A lar~r" portion of the local firms population still consists of subsistence 
income with limited ability to purchase the various products. Thus, an effort 
will have to be made to arrange loans for prospective customers from CRDB 
or NBC to finance procurement of packages involving company's prcducts. 

3 



2. Sales Tactics 

The Company is progressively orienting itself toward manufacturing products which 
are less seasonal in nature and which have higher contribution margins and comparatively 
less competition. At the same time Mang'ula Machine Tools is seeking to learn from the 
marketing experience of its competitors over the past years. 

3. Customer Service 

Mang'ula Machine Tools sales personnel travel from one regi'Jn to another to offer 
after sales service to the customer. 

4. Pricing 

The pricing of products are done by the company and not by the price 
commissioner. The company policy on pricing is by means of permanent cost reduction 
schemes and an efficient cost registration and calculation system. Sale prices are fixed 
at competitive level yielding a satisfactory profit contribution. 

Mang'ula Machine Tools continues with its efforts to promoto its products (see 
advertising). 

6. Advertising 

The company uses local news papers and radio to advertise its products. 

7. Location 

The company is located in Morogoro some 400 km from Dar Es Salaam, along 
side the Tazara railway line. 

8. Distribution 

Rail and road transport are the major means of distributing the agricultural 
implements and auto spares. Due to the present econ0mic situaticn with low grade of 
infrastructure and shortage of haulage equipment this leads to distribution problems for 
the company with consequent claims from customers. 

D. Production And Operation 

Mang'ula Machim.3 Tools manufactures agricultural implements and auto spares 
such as Grain Dehullers Grain mills, Maize shellers, coal stoves. Land Rover parts, and 
other jobbing spare pans. 
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1. Facilities and Progress 

The company comprises of seven permanent workshop sheds housing the 
following production sections: 

• Machine Shop. 
• Tool Room. 
• Fabrication Shop. 
• Furance and Presses Section. 
• Foundry Section. 
• Finished Products Ware House. 
• Design Section. 

2. Materials Handling 

Due to the fact that workshop sheds are located away from the storage areas 
difficulties are being experienced in planning material flows and work in progress. 

3. Production Cost 

.Following are the production costs broken down for the year 1990 with 
percentages. 

1990 
.('.QQQ} % 

Direct Labor 17,300 61.0 
Electricity and Water 8,560 30.2 
Repair and Maintenance 2,371 8.4 
Other Direct Costs 135 0.4 

Total 28.366 100.Q 

4. Product Quality 

The Technical Department also includes a Quality Control section which handles 
all aspect of quality control from the design stage to the packing stage. 

5. Product Delivery 

As mentioned above, the market for agricultural implements exists in rural areas 
where small farmers depend on agricultural equipments for processing agricultural 
produce. Delivery of the products to these customers is mainly through the Regional 
Trade Corporations (RTC's) and the appointed agents in the regions. 

5 



E. 

F. 

Competitive Strengths/Weaknesses 

• Technical Assistance by Chinese. 

Weaknesses 

• Location. 
• liquidity. 
• Marketing Personnel. 

Strategy and Plans 

I 
I 
I 
I 
I 
I 

The Company's objectives of the manufacturing is to manufacture high quality I 
products at affordable prices and to compete in both local and foreign markets. The 
strategy being used to achieve this objective is to further strengthen the quality control 
section in order to ensure that a higher quality of product is delivered to the customer. I 
1. 

2. 

Expansion Plans 

There are no future plans to expand Mang'u!a Machine Tools activities. 

C!tpital Reguirements 

The People's Republic of China has approved a total of TAS. 60 million for which 
the utilization is as follows: 

G. 

1. 

• • • 
About 34.144 million for machineries and parts . 
About 21.156 million for various production inputs. 
TAS 4.7 million for purchase of a vehicle . 

Management 

Organizational Structures 

The organizational structure of MMM is as shown below: 
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2. 

Board of Directors 

Finance 
Mar.ager 

Material 
Manager 

Production Maintenance 

Key Management Personnel 

General Manager 

Technical Commercial 
Manager Manager 

Quality Design Control 

The top management personnel of MRT is as follows: 

Branch Workshop 
Manager 

Engineer 

General Management 
Technical Manager 
Commercial Manager 
Finance Manager 
Material Manager 

R.A. Maseta (Acting) 
R.A. Maseta 

Personnel and Material Manager -

Vacant 
J. Kitaju (Acting) 
Vacant 
P.A. Wika 

3. Management Compensation 

Management compensation is similar to other NOC companies and is consistent 
with SCOPO salary levels. In addition medical insurance, housing, meal allowances and 
transportation allowances are also provided. 

4. Board of Directors 

The current Institutional composition of the Board of Directors consist of one from 
each of the following entities: 

• National Development Corporation. 
• Ministry of Industries. 
• Ministry of Agriculture. 
• University of Dar es Salaam. 
• Tanzania Investment Bank. 
• MP of Kilombero District. 
• National Bank of Commerce. 
• JUWATA. 

5. Supporting Professional Services 

Accounting Audits are conducted by the Tanzania Audit Corporation. Legal 
services are provided by the Corporation Secretary of NOC. Other Consulting services 
are from TISCO and University of Dar es Salaam. 
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H. Human Resourcu 

Composition and Skills 

I 
I 
I 

Mang'ula Machine T cols employs 243 persons including one Swedish expert in tool I 
and die design and making. Employee break down follows: 

1900 % 

Senior Managers 6 1.1 
Middle Managers 21 4.0 
Supervisors 52 9.9 
Clerical 37 7.0 
Skilled/Manual 380 72.2 
Unskilled/Manual _.3Q ~ 

Total 526 100.0 

2. Compensation and Trend~ 

The compensation package consists of: 

• Base Wage. 
• Overtime. 
• Medical Insurance. 
• Housing Allowance. 
• Transportation Allowance. 
• Meal Allowance. 

Benefits and allowances are used extensively to avoid the 50% tax rate on wages. 
A hardship allowance is aiso provided in the case of MMM. 

3. Productivity 

Productivity in the firm is ve1y low. Output for the firm is as follows: 

Tshs Sales per Employee 
Tons Sales per Employee 
Profit in Tshs per Employee 

4. Training Program and Needs 

- 472,000 
-2,063 
-4,794 

Training of Company employees is undertaken on the basis of current skills 
required and available financial resources. 
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I. Finances 

1. Sales. Revenues. Profitability 

MMM has shown an upward trend in sales in T. Shilling terms over the last five 
years ac; shown in Table VI Profit and Loss. However, when this is translated into both 
dollars and constant shilling terms, MMM has shown a marked decline in sales. 

MMM has maintained small levels of profit since 1984. In 1989 after-tax profit was 
2.9 million. Operating Expense Breakdown MMM show that administrative costs and 
overheads have increased markedly faster than increases in sales. Administrative costs 
increased by an average of forty five percent per annum from 1985 to 1989 while sales 
increased less than twenty five percent during this same period. MMM does import the 
bulk \lf its raw materials, thus. it does not have an acute foreign exchange problem. 
Approximately 75 to 85 % of its raw materials are purchased locally. 

Financing costs are not a major issue as bank overdrafts have been maintained at 
about Tsh 15 m. - Tsh 20 m. over the past four years. 

2. Assets and liabilities 

How well MMM uses its assets is reflected in its balance sheet and the analysis of 
tho!.e assets and liabilities. Good management of these assets should be reflected in 
either financial strength measures such the current ratios, debt/equity, ratios, etc or in 
productivity measures such as return on assets/return on working capital, etc. Weakness 
is reflected in inadequate cash and low returns on work~ng capital. Returns in MMM 
should exceed the costs of financing them; and at least match the opportunity cost of 
capital. 

a. Balance Sheet 

MMM shows considerable weakness and a worsening trend in its balance 
sheet. At first glance, balance sheet has shown an increase in total assets 
and liabilities. However, closer analysis reveals that receivables increased. 
MMM is on a downward trend. This is magnified when the figures are 
translated into constant shilling and dollar terms. 

b. Ratio Analysis 

c. 

Dependence on short term debt has decreased 46% to total liabilities to 14 
percent of total liabilities. Since 1984 material stocks have declined in unit 
volume and in real terms as a percentage of the firm's capital. 

Short Term Liquidity 

Short term liquidity analysis shows that MMM has suffered a weakening in 
its liquidity. The current ration has declined from 1. 7 in , 985 to 1. 5 in 1989. 
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The acid test ratio -- cash divided by current liabilities has remained at about 
O throughout the period. This indicates that MMM would be able to cover 
its short-term liabilities in the given year, effectively converting all short
term liabilities into long term debt. 

3. Gash Flow 

The cash Flow situation is not that bad with the majority of it coming from 
increases in sales. 

Uses of funds are increasingly going to overhead costs and to financing charges. 
Administration expenses in 1989 amounted to Ts. 39 million or about 50% of sales. 
Again, this is a significant trend and indicates serious financial weakness in the Company. 

4. Foreign Exchange and Capital Reguirements 

a. Sources and Uses of Foreign Exchange 

I 
I 
I 
I 
I 
I 
I 

MMM does not import most of its raw materials and as such is not greatly I 
affected by foreign exchange losses. 

5. 

b. Sustainable Growth Rate 

MMM's sustainable growth rate cannot be calculated as it is losing money 
and it is unclear whether the margins will change substantially as ft 
approaches profitability. 

Estimates of Valuation 

a. Book Value 

b. 

c. 

Book value is Ts. 198 million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of the Company. In 
MMM's case, liquidation of the company would transfer a gain of this 
amount to the NOC Group balance sheet. 

Going Concern 

Valued as a going concern, the profits of MMM are used to determine its 
value. Profits are divided by the discount rate to obtain a value of Ts. 900 
thousand. MMM is worth more as a going concern than were it to be 
liquidated. This indicates that MMM has general viability as an enterprise. 

Price Earnings Ratio 

Using a Price to Earnings Ratio of 10, the number of times earnings are 
multiplied to obtain a selling ~rice, the MMM would be valued at Ts. 29 
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million shillings. This is the price that MMM would fetch on a stock market 
that valued earnings at this rate. 
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Appendix 5 Attachments: Mang'ula Mechanical & Machine Tools 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERA TING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I T.t>le Actual Siles M1119'ul1 Mech.,,ic1l end Mlchine Tools Co. ltd. 

<•ill ions of shillings) 

I 
Est'd Est'd 

Prcdxt Units Description 1984 1985 1986 1987 1988 1989 

1. Rice Hullers 0 5 4 11 19 17 14 

I 
2. Maize Mills 0 0 2 12 21 15 10 

l. Sorgl\1.11 Hullers 0 0 0 0 0 0 0 

4. Paddy Threshers 0 0 0 0 0 0 0 

5. water P~ 0 2 0 0 0 1 1 

I 6. Coffee Pulpers 0 0 0 0 0 0 0 

7. Concrete Mixers 0 0 0 0 0 0 0 

8. Concrete Block Makers 0 0 0 0 0 0 0 

I 9. Roof Tile Makers 0 0 0 0 0 0 0 

10. Food Eapenders 0 0 0 0 0 0 0 

11. Steel Structures 0 4 2 0 5 11 

I 
12. Automobile Spares 0 14 12 6 0 4 8 

13. lndJstrial Spares 0 3 3 12 22 27 33 

14. Furniture 0 2 0 0 0 0 0 

15. Oxygen 0 0 0 0 0 0 0 

I 16. Auto Major Repeirs 0 2 l 0 0 0 

17. Auto Mediiai Repeirs 0 2 1 0 0 0 

18. Auto Minor Repeirs 0 2 2 1 0 0 0 

I 
19. Others 0 0 13 25 22 19 

Total 37 29 58 87 91 95 

I Units/Eq>loyee 0 0 0 0 0 

I 
I 
I 
I 

I 
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Table Actual Prodi.iction 

Product Units Description 

1. Rice Hullers PCS 0 

2. Maize Mill PCS 0 

3. Sorgh1n Hullers PCS 0 

4. Paddy Tresters PCS 0 

5. Water Pums PCS 0 

6. Coffee Pulpers PCS 0 

7. Concrete Block PCS 0 

8. Makers PCS 0 

9. Cy,crete Mixen PC! 0 

10. Roof Tile Makers PCS 0 

11. Food Expanders PCS 0 

12. Steel Structures Shs.'000' 0 

13. Automobile Spare shs.•ooo• 0 
14. Industrial Spare shs.•ooo• 0 

15. Furniture&other no space Shs.•ooo• 0 

Total 

Capacity U~ilization 
Uni ts per Eqiloyee 

TABLE II 

Mang'ula Mtch.,,ical & Machine Tools Coq>any 

(Thousands of tons> 
Esi:'d Est'd 

1984 1985 1986 1987 1988 

5 2n 330 388 194 

0 100 233 366 232 

0 1 0 0 

0 10 5 0 0 

2 0 4 7 4 

0 15 8 0 0 

0 0 J 0 0 

0 0 0 

0 1 0 1 

0 1 1 0 0 

0 0 0 0 0 

4 0 0 0 
14 7 13 20 16 

3 5 3 0 16 

3 6 3 0 0 

31 419 600 781 462 

NA NA NA NA NA 

NA NA NA NA NA 

1989 
295 
97 

0 

0 
0 

0 
0 
0 
1 
0 
0 
2 

12 
31 

0 

144 

NA 
NA 
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Table : Actual Purchases 

1. 
2. 
3. 
4. 
5. 

6. 

7. 
8. 
9. 
10 
11. 

12. 

13. 

14. 

Notes: 
1. 
2. 

Local currency 

Raw materials 
Spares & accessories 
Fuel oil 

Subtotal 

Foreign currency 

Raw materials 
Spares & accessories 

Subtotal 

Total 

In Dollars 

T AB~~ulYechanical Machine Tools 

(millions of shillings) 
Est'd Est'd 

1984 1985 1986 1987 1988 1989 

7 7 16 26 13 0 
2 0 1 2 1 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
9 7 17 28 14 0 

6 7 3 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 Ci 0 0 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
6 7 3 0 0 0 

14 13 21 28 14 0 

$1 $1 $0 $0 $0 so 



TABLE IV I 
Table ACtUlll lnves~-'\t Mang'ula Mechanical & Machine Tools I 

(Millions of TSlli l lings) 

Capital Expenditures 1984 1985 1986 1987 1988 1989 I 
1. Land & building 3.5 0.0 0.0 4.5 0.0 0.0 

2. Plant & machinery o.c 2.6 0.0 0.0 0.0 0.0 

3. Furniture & fixtures 0.0 3.0 0.0 0.0 0.0 0.0 I 
4. Motor vehicles 0.6 o.: 0.0 2.2 0.0 0.0 
c Other 0.0 0.0 0.0 0.0 0.0 0.0 

Total Expenditures 4. 1 5.9 0.0 6.7 0.0 0.0 I 
Source of Funds 

1. Equity - NOC 3.5 9.5 0.0 4.5 0.0 0.0 

2. Equity · Ott'.er 0.0 0.0 0.0 0.0 0.0 0.0 I 
3. Loans - Local <Long Term> 0.0 3.0 0.0 0.0 0.0 0.0 

4. Loans - Local CST/Overdra 0.0 0.0 0.0 0.0 0.0 0.0 

5. Loans - Foreign 0.0 ().0 O.il (i.0 0.0 0.0 I 
6. Grants 0.0 0.0 0.0 0.0 0.0 0.0 

7. Self-Generated 0.6 0.3 0.0 2.2 0.0 0.0 

8. Other, unaccounted For (0.0) (6.?) 0.0 0.0 0.0 0.0 I 
Total Sources 4. 1 5.9 0.0 6.7 0.0 0.0 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Table : Actual Manpower 

Product 
-------

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

T A!n'9& Yech. & Mechine Tools Company 

Employees 
E'std E'std 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

3 3 3 3 3 3 
14 16 20 23 23 23 
53 58 55 52 46 40 
34 41 38 35 35 35 

348 48 215 382 376 369 
35 344 192 40 31 22 

- - - - ·- - - - - - - - - - - - - - - - - - - - - - - - - -
487 510 523 535 514 492 
34 34 0 6 0 10 

521 544 523 541 514 502 



TABLE VI 

Tao le Actu.l Profit 8"d La.. lecorded/Trend Mangul1 Machine Tools C~ 

(Millions of TShillingsJ 

Profit ' LOH 1984 1983 lil86 1'P87 1988 1989 1990 
Net Siles 31 4! 52 n 78 0 0 

Less: Cost of Siles 12 25 20 28 31 0 0 
Gross Profit 18 24 32 45 47 0 0 

Less: Oper1ting Expenses 16 17 24 33 39 0 0 
Adlinistr1tion 16 17 24 33 39 0 0 
Selling 8"d Distributio 0 0 0 0 0 0 0 
Foreign Exdl.nge Losses 0 0 0 0 0 0 0 
Financi1l E~penses 0 0 0 0 0 0 0 
Depreci1tion 0 0 0 0 0 0 0 

Oper1ting Profit (LOSS) 2 6 8 12 11 (I 0 
Add: Other lncc.e (i 0 0 0 1 0 0 
Less: Other Expense 0 0 0 0 0 0 0 

Net Profit Before TIX 2 7 11 12 9 0 0 
Less: Provision for Tues 0 0 0 5 4 0 0 

Profit After TIA 2 7 11 6 4 0 0 

Stateiaent of let1ined E1rnings 
B1lence' Brought Forv1rd (15) (16) (9) (1) (1) 4 4 
Prior YHr Adjus~t (3) 0 0 0 0 0 0 
31lence Brought forward I (18) (16) (9) (1) (1) 4 4 

Add: Net Profit for the Ye1r 2 7 8 6 4 0 0 
Profit Av1ilable for Appr ( 16) (9) (1) 5 4 4 4 

Less: Miscelleneoua Appropri1ti 0 0 0 6 0 0 0 
Less: Dividends Decl1red 0 0 0 0 0 0 0 

Retained E1rnings Carried ( 16) (9) (1) (1) 4 4 4 

Cost of Goods Sold 0 0 0 0 0 0 0 
Llbor 0 0 0 0 0 0 0 
M1teri1l1 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 0 0 0 
Factory Overheld 0 0 0 0 0 0 0 

lnternt 0 0 0 0 0 0 0 
Interest 11 1 I of Profit 0.01 0.01 0.01 0.01 0.01 NA NA 

In Current Doll1ra (thous8"ds> 
Net Sales 2 3 1 1 1 0 0 
Coat of Sales 2 0 0 0 0 0 
Operating Expanua 1 1 0 0 0 0 0 
Profit After Tax 0 0 0 0 0 0 0 

I 
I 
I 



I TABLE VII 

I Table lalence Slleet Mlng'ula Ne<:h1t1ical and Machine Tools COllpll'ly ltd. 
Actual 

I <Millions of TShillings) 

Balance Sheet 1984 1985 1986 1987 1988 1989 1990 

I 
1. Net Fiaed Assets 15 13 5~ 143 139 0 0 
2. Current Assets 41 49 62 82 160 0 0 
3. Stocks 33 28 36 61 134 0 0 
4. T ride Debtors 15 19 0 0 0 0 0 

I 5. Debtors and Prepayments 0 0 20 20 22 0 0 
6. Cash and lent Balances 0 2 6 1 4 0 0 
7. Current Liabilities ZS 25 29 38 103 0 0 

I 8. Trade Creditors 11 8 14 18 ;.7 0 0 
9. Bent Overdrafts 13 12 12 9 15 D 0 
10. Current ,..turity of LT 0 0 0 0 0 0 0 

I 
11. Tues Payable 0 0 0 5 12 0 0 
12. Other Current Lilbiliti 4 5 3 7 29 0 0 
13.Net Current Assets/Ltlbil 21) 2 .. 32 44 56 0 0 
14.Total Net Assets 35 !7 87 187 196 0 0 

I 15.Financ:ed by: 

16. Slla;-e Capital (11) 47 aa aa aa 0 0 
17. Capital Reserves 82 (0) (0) (0) (0) 0 0 

I 
18. Profi.t and Loss Acc~t (35) (9) (1) 99 107 0 0 
19. Long Term Loans 0 0 0 0 0 0 0 
20.Debt 28 25 29 38 103 0 0 

I 
21.Equity 35 37 87 187 196 0 0 

Notes: 

I ~evaluation of assets 0 0 0 0 0 0 0 
New Invest.ants 0 0 0 0 0 0 0 

I 
In Current Dollars 
1. Net Fiaed Assets 1 1 2 0 0 
2. Current Assets 3 3 1 0 0 
7. Current Liabilities 2 1 1 0 1 0 0 

I ~3.Net Current A11et1/Liabil 1 1 1 1 0 0 0 
14.Total Net Assets 2 2 2 2 2 0 0 
20.0ebt J 2 0 0 0 0 

I 11.Equi ty _, 2 0 

I 
I 
I 
I 
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APPENDIX 6: MOTOR MART IT) LIMITED 

I. RECOMMENDATIONS AND ACTION PLAN 

Motor Mart (T) Limited (MMT) fits neither NOC's key customer segments nor its 
production skills. It is a repair business that is primarily household oriented. As a 
production business, it does not appear to have much expertise and has steadily lost 
market share. Motor Mart does not benefit from NOC's overhead and is hindered by the 
reporting requirements of the larger NOC structure. 

WA recommend that NOC sell Motor Mart to the company's management and 
employees. Alternately, it should be dosed. There is relatively little debt on the 
corporation and that can be assumed by management. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix indudes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSIS 

A. Overview 

Motor Mart (T), Ltd. (MMT) was incorporated in 1960 by NOC. The company 
Repairs Refrigerators and on occasion assembles refrigerators, deep freezers, coolers, 
and mortuary cooling units for the domestic m~rket. 

Annual sales in 1989 were Ts. 23.4 million against a target of Ts. 42.6 million -
an unfavorable short fall of Ts. 19.2 million. 

The Company's strategy has been to focus on coordinating repairs on an as
needed basis on requests. It is looking into the possibility of improving its faciiities for its 
repair shop. 

B. Industry and Competitor Analysis 

1. Marl<et Overview 

The refrigeration repair market in Tanzania appears to be a good business. Since 
the climate is hot, much refrigeration is needed. Refrigerators are kept beyond their useful 
lives. As such, repairs are extensive. 

1 
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10 YEAR DEVELOPMENT PROGRAM 

NOC Co•pan;.• 

A. General Stra .. gy 

__ ,: _<:ho<>~~ ~ne_ric s_tr•tegy -
._ Focus 

B. Maneting 

=~- c. ~ ------~-~=-:~ :~----~--
d. Delille ----- - _')'.____ __ ------ -- -

_____ !·_ Financ~------ __ 
__ f. __ Af>fl!_erenc;• ___ --

_ ~--!l!Cre~ pr~~_t yjsibility __ _ 
.--- .__ ~_!'ise !fld promoteproducts_ 

MMT 

5~]~r~8$e -'!':''!'~r!_ ~ ~~·~.r!S _marke~ng produc!~ 
·- _ ._ ___ ~p!ac• ~n-:-p~du~~ sale_~ staff 

Year 1 Year2 
n m __ ...,_'. _I II UI "' - 3 • s • • • 10 

~~~- _l -------1 '"!>- ~l-i~ ~ ~?~ ~=-~~:~ --C'_~ ~ ~ 
I --r---·----t--------- ·----:-·- ~----

----- - +--· ------- ------+--------- - --...-- - - --~- --- --

- -r---- ------ -·-
-------~----------+-------·- ..- --,.-- -----------· 

-----'--· ------ _l_ __ - - • - ------ -~---- - - ... -
' --- ---- --------t------ ----- -J.__ --------- ·- _l ___ ----- --- ------ -

- --____ ·co- -=--r--=_ ~ 
I -- ----:--.~-L:r:J._ ~ .. ~ ~ 

7- - - --- T - -~--· 

' 
- -:~~- _-r:I:1- ~-=-- ~=~~--~--=--~-~=~~~ 

. 6. -ilnP!ow ~~~f_ m~lceting !ttorl" e.g.: 
•· Train salesperscns end distributors 

~ -=-:-~~:- -~~sig~sales and P.romotiona.- literature 
-FflJHl-~-6-~~ ~~-;~ 

7. -1;np1eni_ent markjt intelligen~e program._ e.g.: 
a. __ .fonduc_t rn_onthly. quarterly. annual surveys 

· ·9_ 1,,;pr~~ e_ft~r:.. ~~·~~ce and -~upport 
a. Collect customer feedback 
b. Give input to production to improve product and features 
c_ Build bettllr product __ 
d. _ Train cu_s_to!"ers in proper use and_ maintenance 
e._T!~n s_ervicemen to repair quickly_ a11d c_~rre"_tly __ _ 

_ f. __ -~l_!_rlllt1tt1~ goods ~nd services 

C. Production and Oper•tiona 

1. Lower production costs 
a_ Speed throughput time 
b. Eliminate extraneous mat<9rial and machines 
c. Improve product quality 

... 
' 

2. Improve the quality and_ training of production staff • 
a. Enroll engineera and technicians in MEIDA and technical seminars~ 
b. Conduct 1n-houH Hminars 

~~:~~·:.=r~·[]······1 ··:~~ 

3. Improve the appearance •nd safety of facilities rn:·-IJ'. · · 
a. Fix and repair leaks. damaged structures. etc. · - ··-·· ····~ · • 

b. Remove unneceuary materials from plant ground1 and facilities .L... ..... : :· ..... · ...... : 
c. Paint factories and building•' when they show signs of wear or age ~ • -··· ·- L.J .... .l 
d. Clean plant grounds and landscape ' L. .. J..J ........... . 
•- ~stablish uniform 1tandard1 ,at plant •··-··r-··l . .L...l .. .J 
f. Identify haardout processes ! ........... ·--· __ , 
11:. Provide workert with adequete aafety equipment • . L.~W 

·""":· ..., ..., ..., ..., - ..., ..., 
..., ..., ..., .. ..., ..., ..., -: 
..., ..., ..., ..., ~ ..., ..., ..., 



10 YEAR DEVELOPMENT PF\OGRAM MMT 

_ 2.-~L.oW..r rmwmatenai C:~ti (PU~.!iaSill9L _ 
_ _!-~kl~ eco~'!!.ic o~! quantity tEOO) model: 

-------i. Lo~rprocur•!'!~ntcos!S___ _ ___ _ _ _ __ 
'-------~ __ Red~• th!_ llU!ft~".. of supplier!_ to _those _delivering the 
_____ o~tif!!e!.~~!_~ity. ()rice. delivery. and totrms contr•cts 

D. Organization 

- _1_.: __ s!Mfure _~ org~ization_to achieve ii5 targets.: 
--~ Sell all 5t!.~!~~-m~~ag!'"slinvesto:s 

. ~:_!51_wer ad'!!.inistr11tivei_o~rheacl pcocedural costs 
__ _!:_ _ _§~eamline ad_m_in~ya_!Mt paperwork. 
_ _ _ti,__ El!_m___inat11 pllf>!rwork_. 

c. Automate the routine and voluminous 
-- -

:·3="-CO!iduct •m11I!.o!~uy" analysis on ancillary services. e 9.: 
a. Medical 

· -- ti:--:Janiiorial -
:=- c.__-- Secu~ ~- ~ 

d. Food services -- -------------
- __ e. Ho~.!_l_i__'!!_ajn~'!an_ce. gardening 
___ _!__ Vehi_cle '!!_ajntenance & r11peir 

Privatization 

~} '--- F>r11~•-co"'pany to! plivatiZa~ion -
. _a. _ P!ep~r!__C~IYl_munication p~ogram for employees 

:_2. u Es~..!!_st1goaistorj>_~atizaiion 
a. __ l!'C'._rease_employee involvement and commitment_ 
b. Broaden share-ownership in Tanzania 
c. _Aid c~m_pany of assets/companies that no longer "fir 

: 3. __ f:!uild a ~pu!a~On fo! i!"tegrity. adhere to commitments_ 
a. Meet or exceed delivery schedules and promises 
b. GIJarante. product quality 

E. Management 
1. Flatten the ·nlanagemont hierarchy 

a. P~epare job descriptions and skill levels required 
to determi'!• the needed requirements .. 

b. Where workloads are low. expend job descriptions •nd respcnsobilr 
e. lncrease·the·span of control to 25 lo 50 for production .. 

and lower skill levels 
d. Elim_inate_ man~9eme~1 respons1b1hfy. the pos1t1on for any 

position with less than 5 persons reporting directly. 
e. Reduce the management hierarchy lo three levels. lour 

maximum. within the firm 

Year 1 Year2 
II Ill_ IV I II RI IV ,1 C 5 • 7 • t 10 

~--?- ?_ ~ 

'. __ FqI ·:r·' '! ~ :_:-:__~-~ ~ -~ ~- ~ ~ 

L-t:.:t.u:'\ d-1-==:-~-

------ ~- ':ulPlql PI>]-~~~--=-·-~ 

· ·~ I r 1.0:~:-~::.:=~-: 
~- .... f . I ··to! 

·.-----~- -·· ----~---

L.-.-.r.-.-.~.: 



10 YEAR DEVELOPMENT PROGRAM MMT ___ !e~ 1 ___ veer 2 
1 • • - 10 

-. ,--AMm-p-co_m_pe-~-,.-tio-~-n--k-age__ ____ _ __ _-__ -_· _- _---- ---i-. _..J __ -._-... J~--.... _•._'..&J ... ·•-··_-.1_·-_...,J_ .... _ .... -~~--------===-_-_--=~----
__ a._~tlob~~~~-benefits_su_!Ylty _ _______ ___ _ \ . _ 

__ b. Cost_=._o~!>!_nefi!E~nt_s___ ------------- r 5 ---------
--~limit on tie~_com{>ensatiQ~ __ ----~ _____ :_· u !: :·1 _____ ----

~-=-~:_ =::::r:;~tt"~~iines~-- · ----- --- --~------~.:.-UJ · 1 t ·fi:,.:C ~:_-1 ----~------- _-_ 
f. SubS!itUfe_J>!_O~-sheri_!'9._"~!0"!_-S!OCk.°_G_!_!=SOf____ . • _ 

____ fo_r_additio_ · · nel ~om~salion _ ____ ___ ------+ ---~----

3. Revise~~~ ~'!s~a~n_ system_ 
___ a._l_ook for "°'!9r_~~ad_~-----

t rur l ] ---r-----. - - ~ -- -:~ 

4. Reduce !f'l~~er1t __ _ __ __ 
a. Reduce administrative/overhead personnel. 

--ti-:-eliminahl-nori=-critieai tUn<:tiOns. 
=_ =:e-::::_e~mjne_t_e ,,011..:-?c,~~-tiVe pe~rine( 
__ .~:....-~uc~_ nu"."~f_ o~P:!:~~lion worke!'· 

:---fr n u_1, -----~:;~ 

-·~-fl!~;;;;::~.. =~~-- ~~---=----~-; 1 _1 _1 ; 1 ~---------~-----_ ~-=~= 
____ ~-__ Encourage a~=.amployees to bid on contract~. ! _ ~ 

Board of Director• 
1-:- -Change-~composi~n ot the Board of Directors_ 

G. Finance 

1 Improve cash manag.,~e_!'t 
a. l1m1t use of tiank overdrahs and short-term debt 
b. Promote use of internal resources 

:_ -~· __ l_~~ti_!ut_e ~d_!llf~c_e c!_edl!_at'ld~ec~~~~e~ ~lieies · ~---: _ 
d. Assisi production and rriarkeling lo reduce inventory level~: __ _ 

2. Increase return on assets 
a. ~l~or scrap obsolete inventories and stocks ... 
b. Se~l-~r scrap unused/underutilized machines end equipment 
c:. Fui:id routine and ~evanlive maintenance programs 
d. Fund emp!~yee suggestion program 

3. Lower finance costs 
a. Shorten the cash conversion c:vcle 

4. Strel'.gthe!I the budgeting and planning process 
a. Prepare monthly budgets for the year 
b Create cash now templates to identity financing raqu1remenrs 

for the next twelve months 

5. Reduce admim1trative costs 
a. Automate financial record- keeping 
b. Improve documentation 1y1t0Jm• to lower audit cos11 

. 9- Stringihe1' capital itrlJcture 
a. Offer 1haraa 

,., ,., ,., ,., ,..,. ,., _.., ,.., ,., 
DLJ ,.., ,., ,., ,.., ,., ,.., 

.. 

.., 



2. Customer Characteristics 

Refrigeration repair customers are almost all private individuals. Cold storage 
rooms are purchased by government institutions. 

3. Market Size and Trends 

As noted above, the market for refrigeration repair is expanding. This would 
indicate a ready market for MMT's services, in the event the company was to become 
more productive. 

Furthermore, the volume and divefsity of the refrigerator market in Tanzania is 
expanding. There is little export potentic:' •01 either repair work or custom cold rooms. 

4. Competition 

Daidir, a Japanese refrigerator company manufactures locally. There are also a 
number of small repair shops. Most ~frigerators are imported. 

Macroeconomic policies that affect the MMT indude exchange rate regulations and 
access to foreign exchange. Parts and most materials are imported. 

The OGL system gives MMT equal access to foreign exchange so that it is not 
constrained in its ability to purchase materials. MMT does have cash flow problems, and 
relies on bank overdrafts at 31 percent per annum to meet the 100 percent cash eov&r 
of the OGL 

C. Marketing 

1. Overall Marketing Strategy 

MMT's basic strategy is to handle customer demand as it comes to the shop. MMT 
did advertise once, but was unable to service the demand. MMT wants to undertake 
more assembly and manufacturing. 

2. Customers 

Repair customers are private households. Cold storage units are purchased by 
government institutions. MMT does not appear to have many private sector customers 
in this area, which suggests that a stronger competitor is handling this business. 

3. Sales Tactics 

MMT uses no sales tactics. Customers place a cash deposit when they leave their 
units for repairs. 
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4. Customer Service 

MMr is a service company but outside of basic repairs there is little apparent 
service given. Customers drop-off and pick-up their refrigerators. 

5. Pricing 

The products are not under control of the government's Pricing Commission. It is 
unclear how MMT determir.es its prices However the firm makes a profit. Inventory 
management appears to be a problem. Refrigerators may set MMT for months while the 
company awaits spare parts. 

6. Promotion 

The company spent TS 257,345 in 1988 on Trade Fair and exhibition expenses to 
promote its products. 

7. Advertising 

The company does not appear to have a regular advertising program. Advertising 
expenses totalled less than Ts 14,CXXJ for the years 1987 and 1988. As mentioned when 
it did advertise once, it was unable to meet demand. 

8. Location 

MMT's one and only facility is located in Dar Es Salaam. It is located on the edge 
of an industrial zone. 

D. Production and Operations 

1. Geographical Location 

MMT repair and assembly facility is lor~ted in Dar Es Salaam. 

2. Facilities and Processes 

MMT's shop consists of a large warehouse that is tightiy packed with old 
refrigerators. MMT feels it needs a new facility, but more careful use of space and 
elimination of old refrigerators would solve most of this problem. 

The process of making cold storage units is labor intensive and few machines are 
used. Production staff numbers 24 persons. Refrigerators are moved about by hand on 
two-wheel carts. 
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3. Product Quality 

Product quality at mail is a function of management's interest As MMT is in a 
labor-intensive business, the !evel of training and supervision are critical to the quality of 
the service. 

The decrease in market share of MMT indicates that MMrs ability to deliver~· ~ 
right product in a timely fashion at a good price has declined in the last few years. 
Furthermore, the load of manufacturing orders indicates weaknesses in MMrs skills and 
products. 

4. Competitive Strengths/Weaknesses 

As for strengths, MMT has an established location and reputation, and experienced 
workers. This should give it a competitive position. At the ;arne time. MMrs work force 
is rslatively large and expensive in comparison to its competitors. Its overhead costs are 
especially high. 

5. Strategy and Plans 

MMT wants to move a larger facility. :t is unclear how this will improve its 
operations. 

6. Expansion Plans 

The firm would like to manufacture and assemble cold storage units and 
refrigerators. It had a study commissioned by TISCO to assist in this area but the 
consultants did not have an opportunity to review the study. 

E. Management 

Management compensation at MMT is higher than their private sector counterparts. 
Base salaries are within scope guidelines and are low. However, benefit packages are 
quite extensive. Benefits include: Housing and mJintenance. vehicles for officers, 
medical care and insurance and life insurance. As far as could be ctetermined, 
management compensation is not linked to performance. 

Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NCD's legal secretary. Also, 
MMT has made use of consultants from TISCO in recent years. 

4 



F. Human Resources 

1. Comoosition and Skills 

MMT employs 47 persons. (see Table V: Actual Manpower for details). Since 
1986, the firm expanded staffing by almost 50%, despite a reduction in overall repair and 
production work. 

2. Comgensation and Trends 

The Company is able to attract and retain a reasonably qualified work force for its 
operatiors. Salary levels are set by SCOPO. Turnover is low. The compensation 
package consists of a base wage, medical insurance, transportation allowances, tea 
allowances, and uniforms. 

3. Productivity 

Productivity in the firm is low compared to other NOC companies: 

Total Revenue 
Sales per Employee 
Profits per Employee 

Productivity 1989 
MMT NOC 

23,000,000 
498,000 
79,000 

148,000,000 
1,478,000 

95,000 

MMT should conduct a fair amount of on-the-job training to improve the skill levels 
of the work force. Such training includes basic work practices as well as the more 
technical aspects of training. MMrs budget for training in 1988 was TS 442,095 or 2.23% 
of sales. 

G. Finances 

1. Sales. Revenue. Profitability 

MMT has shown an upward trend in sales in Shilling terms over the last five years 
as shown in Table VI, Actual Profit and Loss. However, when this is translated into both 
dollar and constant shilling terms, MMT has shown a marked decline in sales. 

MMT makes a profit. It could be much more profitable were it more leanly staffed. 
Administrative costs and overheads have increased markedly faster than sales in recent 
years. The Cost of Goods Sold measured against sales, however, has decreased {see 
graph on cost of sales/net sales). This partly reflects a decline in assembly work. 
Financing costs are also increasing. 
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2. Assets and Liabilities 

The MMT shows considerable weakness and a worsening trend in its balance 
sheet. At first glance the balance sheet has shown an increase in total assets and 
liabilities as shown in Table VII: Balance Sheet. Howe·1er, doser analysis reveals that 
available cash and the value of raw material stocks have declined while receivables, 
payables, and accumulated losses have increased. MMT is on a downward trend. This 
is magnified when the figures are translated into constant shilling and dollar terms. The 
graph on Debt and Equity shows this dramatically. 

Total net assets, current assets, and current liabilities shows the relative changes 
in the various categories of the balance sheet of MMT. The significant changes at MMT 
are: 

cash has declined from 33% percent of total assets in 1984 to 0% percent 
of total assets in 1988 

Dependence on short term debt has increased from 0% of total liabilities ~o 
50% percent of total liabilities 

MMT has suffered a weakening in its liquidity. The current ratio dedir.ad 
from 2 in 1985 to 1.4 in 1988 

The acid ratio -- cash and cash equivalents divided by current liabilities has 
declined dramatically from 0.5 to O during this period. This indicates that MMT would not 
be able to cover short-term liabilities in the given year effectively converting most short
term liabilities into long term debt. 

Foreign exchange to purchase these products come through the OGL and PT A 
mechanisms described in the main report. The Company had preferential access to 
foreign exchange ;;"' the past; but this is changing as Tanzania has moved towards a more 
liberal policy. The company must now use Open General License (OGL) to obtain foreign 
exchange which requi:-es it to place a deposit in shillings of 100 percent of the value of the 
foreign exchange at the time it obtains the license. (Previously, payment could be 
staggered and was therefore less costly to the company.) 

Furthermore, the OGL is available for a short period of time only or it is lost. Thus, 
the company loses use of cash or must finance the amounts through overdrafts at up to 
31 percent annual interest rate~. At the same time, the company does not bear any 
exchange rate risk and effectively locks in the current rate at the time of purchase 
although delivery may be four to six months later. This can be an advantage when the 
currency is devaluing. 
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3. Estimates of Valuation 

Let us examine various indicators of MMrs worth as a company from a financial 
perspective. The economic factors of linkages or the political factors of maintaining 
employment daspite losses have not been considered in these estimates. 

Book value is Ts. 6 million. This is what the assets less the liabilities are nominally 
worth and indicates the liquidation value of the Company. In MMT's case, liquidation of 
the company would transfer a gain of this amount to the NOC Group balance sheet. 

Valued as a going concern, the profits of MMT are divided by the discount rate to 
obtain a value of Ts 589,000. MMT is worth more as a going concern than were it to be 
liquidated. This indicates that MMT has general viability as an enterprise. 

Using a Price to Earnings Ratio of 10, the number of times earnings are !Tlultiplied 
to obtain a selling price, the MMTwould be valued at Ts. 19 million. This is the price that 
MMT would fetch on a stock market that valued earnings at this rate. 
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Appendix 6 Attachments: MOTOR MART ffi .. l TD. 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPIT Al EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I Table Actual Sales Noter llart Limit 

I 
(111i l l ior.s of slli 

Est'd 
ProOJc:t Units Description 1984 1985 1986 1987 

I 
1. Deep Freezers l.JlF 15 0 1 1 0 

2. Oeep Freezers UOF 12 0 0 il 0 0 

3. Deep Freezers UOF 7.5 0 a a 0 0 

4. Juice Coolers 0 0 a a a 

I 5. Bottle Coolers CB 2 a a 0 0 0 

6. Bottle Coolers CB 1 Q 0 0 0 a 
7. Bottle Coolers 9.2 Ft 0 0 Q 0 0 

I 
8. Water ':oolers 0 0 0 0 0 
9. Cold Rooms 5.0 HP 0 0 0 0 0 
10. Cold Rooms 3.0 HP 0 0 1 0 0 

I 
11. Cold ~ooms i.5 Hr 0 0 0 () 0 
12. llortuary Cooling Units a 1 0 0 0 

13. Ice Plants 0 0 0 0 0 
14. C046tter Cabinets 0 0 0 0 0 

I 15. Blood Banks a 0 0 0 0 

16. Me.Jice Stora~e Cabinets 0 a 0 0 0 

17. Repair Work:> 0 7 8 12 16 

I 
18. Oeep_ Freezers u:>F 9.2 0 0 0 a 0 
19. Deep Freezers UOF 4.5 0 0 0 0 0 
20. Cold Rooms 7.5 Kl.I 0 a 0 0 0 

Total 9 10 13 16 

I Units/E~loyee G 0 .J 0 

I 
I 
I 
I 
I 
I 
I 
I 
I 



TABLE II 

Table Actual Pro$.ietion "otor "art Limited 

(Production in Units) 
Est'd Est'd 

Procix:t Units Descri pt i .:in 1984 1985 1?86 1987 1988 1989 
1. Deep Freezers 0 lJ)f 15 29 35 19 2 0 
... 
"· Deep Freezer~ 0 lJ)F 12 17 0 1 1 1 0 
3. Deep Freezers 0 LCF 7.5 0 0 2 3 2 1 ... Juice Coolers 0 0 3 0 0 0 0 0 
5. Bottle Coolers 0 CB 3 0 0 0 0 0 0 
6. Bottle Cooters CB 1 0 0 0 0 0 0 

7. Bottle Coolers '?2 FT*3 3 0 0 0 0 0 

!I. Water Coolers 0 0 0 0 0 0 0 0 

9. Cold Rooms 0 ~.5/3.0/2.2 ICW 0 .. 3 1 0 
10. "ortuary Ccoling Units 0 0 5 1 1 0 0 0 

11. Ice Plants 0 0 0 0 0 0 0 0 
12 COU'lter Cabinets 0 0 0 0 1 2 :? 1 

13. Blood ilanks 0 0 0 0 0 J 0 0 
14. "edicine Storage Cabinets 0 0 0 0 0 0 0 0 
15. Repair Works 0 0 625 664 652 640 598 556 

Total 682 704 6n 649 604 558 
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Table : Actual Purchases 

Local currency 

--------------
1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

----------------
7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 

2. 

TABLE Ill .. otor Mart Limited 

(millions of shillings) 
Est'd Est'd 

1984 1985 1986 19~7 1988 1989 

1 1 0 0 0 0 
2 3 2 2 3 3 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
3 3 3 2 3 3 

0 0 0 0 0 0 
1 1 3 4 4 4 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
1 2 3 4 4 4 

4 s 6 6 7 7 

so $0 $0 $0 $0 so 



TABLE IV 

hble Actual Investment Motor Mart (T) Li•ited 

<"ill ions of TShi ll ings) 

Capital Expenditures 1984 1985 1986 1987 1988 1m 

1. L..S & building 0.0 0.0 0.0 0.0 0.0 0.0 

2. Plant & uchinery 0.6 0.0 0.0 0.0 0.0 0.1 

3. Furniture & fiatures 0.0 0.1 0.0 0.0 0.0 0.0 

4. Motor vehicles 0.3 0.3 0.0 0.0 0.0 0.0 

5. Otller 0.1 0.0 0.0 0.0 0.0 0.0 

Total Eapenditures 1.0 0.5 0.0 0.0 0.0 0.1 

Source of Fl.Rfs 
1. Equity · NOC 0.0 0.0 0.0 0.0 0.0 0.0 

2. Equity - Otller 0.0 0.0 0.0 0.0 0.0 0.0 

3. Loans • Local (Long Ten11) 0.0 0.0 0.0 0.0 0.0 0.0 

4. Loans · Local CST/Overdra 0.0 J.O 0.0 0.0 0.0 0.0 

5. Lo- · Foreign 0.0 0.0 0.0 0.0 0.0 0.0 

6. Gr.,,ts 0.0 O.il 0.0 0.0 0.0 0.0 

7. Self-Generated 1.0 0.5 0.0 0.0 o.o 0.1 

8. Otller, Unaccounted For ii.O (0.0) 0.0 0.0 0.0 0.0 

Total Sources 1.0 0.5 0.0 0.0 0.0 0.1 



I TABLE V 

I Table Actuel ~r lllotor 14•rt(T) Liaited C~ 

I 
EliployHS 

E'std E'std 

Pr-oduct 1984 1915 1986 1987 19!1 ~-

I Senicir "-9erS 2 3 3 3 3 3 

2 Middle -.gers 4 4 2 0 3 5 

3 S...,ervisors 11 13 11 9 12 15 

I 
4 Cleric1l 5 3 l 3 3 3 

5 Skilled ..... l 11 13 13 12 12 12 

6 Unskilled ...,.,.l 6 5 5 5 7 9 

------------------------------------------

I Tot•l 39 41 37 32 40 47 

Ellpatr-i ate 0 0 0 0 0 0 

Tot•l E111ployees 39 41 37 32 40 47 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



TABLE VI 

T.tll• Actu.l Profit and Loss Motor ... rt Li•itld COllPl"'f 

<Millions of TShillingsJ 

Profit ' LOSS 1984 1985 1986 1987 1988 1Q89 1990 

llet Sales 9 10 11 15 20 0 0 

Less: Cost of Sales 5 5 6 a 7 0 0 

Cross Profit 5 5 5 7 13 0 0 

Less: Operating EllpensH 3 4 4 7 12 0 0 

Adlinistntion 3 4 4 7 12 ~ 0 " 
Selling and Oistributio 0 0 0 0 0 0 I) 

Foreign Ellchange Losses 0 0 0 0 0 0 0 

Financial Expenses 0 0 0 0 0 0 0 

Depreciation 0 0 0 0 0 0 0 

Operating Profit (LOSS) 2 1 1 0 1 0 0 

Add: Other lncme 0 0 0 0 0 0 0 

Less: Other bpense c 0 0 0 0 0 0 

llet Profit Before ~ax 2 0 0 0 

Less: Provision for Taxes 0 0 0 

Profit After Tax 0 0 0 

Stat1111nt of Retained Earnings 
lalance Brougl)t Forward 0 2 3 3 0 1 1 

Prior Tear Adjustment 0 0 (0) (3) 0 0 0 

Balance lrought Forward R 0 2 3 1 0 1 

Add: Net Profit for the Tear 1 1 0 0 0 

Profit Avail.tile for Appr 1 3 3 1 1 1 1 

Less: Miscellaneous Appropriati 0 0 0 0 0 il 0 

Less: Dividends Declared 0 0 0 0 0 0 0 

Retained Earnings Carried 3 3 

Cost of Goods Sold 0 0 0 0 0 0 0 

Labor 0 0 0 0 0 0 0 

Materials 0 0 0 0 0 0 0 

Other Direct Expenses 0 0 0 0 0 0 0 

Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 

Interest 1s a I of Profit o.oi o.oi 0.01 0.01 0.01 NA NA 

In Curr~t Dollars c thousands> 
Net Sales 1 1 0 0 0 0 0 

Cost of Sales 0 0 0 0 0 0 0 

Operating Ex~ses 0 0 0 0 0 0 0 

Profit Aft•r Tax 0 0 0 0 0 0 0 



I TABLE VII 

I Tlble lalanc• Sllfft Motor lllart (T) Li•ited 

Ac:tml 

I 
<Mill ions of TSl'lillings) 

l•l~ Sl'lfft 1994 1985 1986 1"87 !"88 ~989 1990 

1. •et Fized Assets 1 1 1 0 0 

I 2. Curren: Assets 4 5 4 9 t4 0 0 

3. Stocks 2 4 l 6 9 0 0 

4. Trade Debtors 1 t 1 2 4 0 0 

I 5. Debtors and Prepa,..nts 0 0 0 0 0 0 0 

6. Cash and lri lalances 1 0 t 0 0 0 0 

7. Current Li atiil it i es 2 3 2 6 to 0 0 

I 
a. Trade Creditors 0 0 0 1 3 0 0 

9. lant Overdrafts 0 t 0 3 5 0 0 

10. Current lllaturity of LT 0 0 0 0 0 0 0 

11. Tues Paptile 0 0 0 

I 12. Other Current Liaoil iti t 1 2 0 0 

13.•et C~rent Assets/Liatiil 2 2 1 3 4 0 0 

14.Total let Assets 3 l 4 4 4 0 0 

I 15.fiNnCed by: 

16. Sllare Capital 0 0 0 3 l " 0 

17. Capital •nerves 0 (0) (0) (0) (0) 0 0 

I 
11. Profit ar<d LOSS AccOU\t 3 3 4 1 1 0 0 

19. Long Term Loans 0 0 0 0 0 0 0 

20.Debt 2 l 2 6 10 0 0 

21.Equity 3 3 4 4 ~ 0 0 

I 
Notes: 

I 
•evaluation of assets 0 0 0 0 0 0 0 

•ew Investments 0 0 0 0 0 0 0 

I 
In Current Dollars 

1. Net F •«I Assets 0 0 0 0 0 0 0 

2. Currr-· issets 0 0 0 0 0 0 0 

7. Currr· abilities 0 0 0 0 0 0 0 

I 13.•et C_: -,.r:t Assets/L iabil 0 0 0 0 0 0 0 

14.Total -et Assets 0 0 0 0 0 0 0 

20.Detlt 0 0 0 0 0 0 0 

I 
21.Equity 0 0 0 0 0 0 0 

I 
I 
I 
I 
I 
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Ak'PENDIX 7: NATIONAL BICYCLE COMPANY (NABICO) 

I. RECOMMENDATIONS AND ACTION PLAN 

National Bicycle does not fit NDC's core group of customers as defined in this 
report, even though, farmers and the rural population do make use of its bicydes. It does 
have several industrial processes that fit NOC's needs; however, at present, they are not 
in production. 

NOC could obtain the most benefit from and create the most benefit for Tanzania 
by better using National Bicydes facilities. While the Company could continue to produce 
select parts and assemble bicydes; the unused portions of its facility could better be 
utilized by smaller contractors. 

For these reasons, we recommend that the company be broken into smaller units 
either by creating subcontractors, by leasing the machines and space to subcontractors, 
or by selling the machines to independent entrepreneurs. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management - usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

Also, more detailed production oriented recommendations are contained on pages 
8 and 9, below. 

II. FINDINGS AND ANALYSES 

A. Overview 

NABICO first began to produce bicycles in the mid 70s. Production, however, 
ceased in 1982 due to a foreign exchange crisis. 

The original plan for NABICO was that it should produce about 60,000 cycles a 
year. Only some of the parts would be produced in-house and the remainder (balancing 
parts) would be imported. The cycle would then be assembled from the two sets. A 
cabinet decision, however, forced an eventual installed capacity up to 150,000 cycles 
per year and decreed that all the parts be manufactured in- house. 

This decision led to machinery sourcing problems. For example, purchasing a 
chain making plant to make 1 million chains a year is relatively simple. Finding a plant to 
make just 150,000 is much more difficult, and there is an inherent rise in the capital cost 
per unit of production. Production was discontinued and workers laid off. 

1 

-------------------------------------
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10 YEAR DEVELOPMENT PROGRAM NBC Year2 
I I 11 .. IV i 3 4 

NOC Co•panie• 

A. General Strategy 

1. ChooM a generic etrategy ~~~f::i --------------~-T-------------------a. Coetlaader ---------
B. Marketing 

_, -'-1_. _.;::.De.;.•~nn-ine__.produc'--__ t_·a_val __ ue_to_cu_eto __ m_e_re_,._•_,·g.._._: ----------;l,..~i-=A ... =f· _t_t~""' _,,,,._ o J o · o o 

,,__ .. _Utility=-=-·_._ ________ ~---------+-~~--+l----~-----+-~----~--. 
b. Price 

c. Quality ! 
d. Delivery 

f. Appearw• 

· 2. De•nnine compa'\y"e poeition vie-a-vie competition 

· 3. Dewlop a Market Prog~_K_m_o_de_l_and __ m_od_ify)~~· e_-~g~-=-----+-~__.t),_,,,;_1 ... ~:j_ff_,}..,_~ e : c::- o o l o o o e ~ e e => 
a. Product characteristic• 
b. Pricing i c. Distributing. etc. 

: 4. lnc:ra ... product vieibilay 
a. Place product• in reaional daoote 
b. Mange credit program to ehip and MU axcHs inventories 
c. Arrange coneignmant ules to distributor. and agents ~ I 
d. Participate in regional faire in Tanzania 
a. Participate in regional f~s in SADCCIPTA countries 
f. AdvertiM and promote producte 

· 5. Increase number• of persons marketing products ! 

a. Find marketing-oriented individuals within the company n==ttmn 
b. Replace non-productive sales staff ~(=':4: ---~ I 

c. Establieh regional distributor•. agents 

, 6. Improve quality of marketing effort. e.g.: 
a. Train salespereone and dietribu1ore 
b. RadHign ule• and promotional literature 

-------~----

7. Implement maiket intelligence......_pr_o_.g._ram_'-. e_.~g~-=-----
a. Conduct monthly. quarterly. annual eurveys 

. 8. 

C. Production end Operation• 

: 1. Lower production co1te __ --~--·-.-~:=-.~ ·------ _ 
a. Speed throughput time _________ _ 

: b. Eliminate extraneous material and machines 
=~lmprove~~uctquality -=-=----:- ~--=:~ 
____ d~ _ Lo~ar raw m_!t!!i~ coal~~~duc'!~nl ___ _ 
. __ !:~prove e_g~~~n.!'!'~-~!e.~_£~~11<! r~pai~ 
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10 YEAR DEVELOPMENT PROGRAM NBC Year 1 v .... 2 
n ,_w __ rv ___ ll __ m __ IV 3 I 1 I I_ tO 

3. Improve the !pp!81W• and safety of f.cilililt1 _ ____ _ ~l-:-o.-:;-:_"'-,;."""-.,-~::•"":: ... ,."",_,...-"'•"'"·--"'-.... --•"',:_~=--:-.-==------~---=--=----~ ~ =.- ___ _ 
L F111 end,..,,_ leall1. dam9Cf 11NeturH. etc. _ ____ - ~ •. _. ·<••.: -------------- _ 
b. Remove unneceaaary mat.Mis from pi.rtt grounds .nd~ilitie~_ ~::•:::- •.•:•::•·-·. _____ ----. __________ _ 

c. Identify hazardous pn>cHHI -- .o;~:_-Oi_-.. :: .. :::: ... ~:..,,.,.~~-------- ---- ~ - ------- - -
d. Provide wortiera with adequate safety equipment _ _.-.. -·~'-": .. : .. ·'.·~..,\,...: ---------- ____ _ 

Inbound log•lic• 

~ f:E.iiit~ti;:..::m~.;~·· ____ '.J1~l~,:::~ =-~~~-~:~ 
3

· ~o~~::u::::~:~t:, s~ppliers te> _lho-~ ~~rin~the_=~-~ =- __ =:!><:•,::···'.·:1_.:1.::~·1'{.:::[:•:(J - -_ -- ~- -~ -_- --=-= 
____ o~p_ti_mal product q~. deliv•"Y· and terms contracts i 

b. Pool vehicle ar.d other bids with-~~ gfoif>_c_o_mp~e_s_~_=----- -- - - - f:::;:: t::::):j 

Outbound logi•tic• 

2. ~ower r_n~~-rn•nt !XE>!"_~: _ 
_ -~: _ _!_~!HM ~9-!1_::0~_:-c~nt!ol _ 
~---~uc• corporate ~taff_~1ition_1 
~- £1!_tten !'_i•~arch_L __ 

3. Low•! adminl1tra~~~~rh1ad procedurtl costs 
•- -~tfl~_l!lhf'I• ~-"!ini•tt!tive paperwork. 
b. _ -~if'l"i".'at~ p~~f'o!O_!_~. _. 
c. Automate the routine and voluminous 

4_ Con~uct •make or buy" an1ly1i1 on ancillary services.• g .. 
a. Medical 
b. Janitorial 
c. ~curi,Y 
d. Food .er111c .. 
1. fo:iou1in9 main_tananca. 9a;d1nin9 
f Vehicle maintenance & repair 

LLJ, ... i_._ ................... I. 
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10 YEAR DEVELOPMENT PROGRAM NBC Year 1 Year2 
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Printinlion 

~1,.!ci:=:~:e;=..----=~=~=~=-~-~~~-=- ~;·:1:~J;:.1:'.~~[:~:'.·;:1:,J~ ==~~=-~- ;~~~-:~-:: 
2. Est.tllishgoelaforprivalizaticm ~--------- f·:.:;tY.:~ifSI:f:JI 

L Equity infvaion 
b. Acceaa to 1.chnicel expertiM ---------------------------·-c. lncre- emplope involYement and commitment 
d. Rroeclen ahare-o-rship in T.nzania 
•· Rid compeny of -tsicomP8flie• that no longer "fir' 

-3-.-~---Re-•;_y_FMQT°" __ k_de~fo-:ta·-inte-ehe_grity_~_;,,_adhe_ac_.=._:._c_o_m_m_itm __ •_n_ts----·-=~-=-=r::='":.'.,..~=~~'.,.,'=;:'.:i.-,"".J"""f=~=~.t=,,.=4""'·,=,1-1 .. =.,:,..-lo-;-0--0-o-o ~ .,, 

b. Meet er exceed delivery schedules and promises ! .. ··L·.-.[ o . o = o o ~ o ; o ; o o _____ o_ 2_~--
__ c_. Gu.antee product quality -----------~----__;,_ _____ _.....,....._....._ __________ _ 

E. U-ge•ent 
1
. =--~::.m:-:;:;!o':9.':~kiU levels req""u_i-.-'--"-d _______ ..,_-"'t,,..t: ... •:•:f .... ~::""'·:·.:"':·.r_\_•f:_.:,_:::_::a_. ··_}_:_?l_:::_;t_••:•I_?_?·_,:~--------------- -

to determine the needed raquiramants ___ --oc-;;::--....,,..,....,,-~r-------,r----·~~---------
b. Where workload• ara low. expand job descriptions and ~Sl"'".bi""."'"...--"·.·"'·····'"'·.·°"'·,.,· .. •.,,• .. ....,,.,.t.------r-----
c. l!ICtaasa Iha span of control to 5 to 9 for senior man amant ~)}:. · 
d. Increase the span of control to 25 to 50 for..L.....:o.=.d.=.uc"-ti:c.·o=--'n-'------1------1'-""~-.---+-----------·- __ 

and 1o-r akiU levels 1 

___ a._Eliminata management responsibility/th• position for an-r------r- JH4 
position with lesa than 5 persons reporting dir~ _____ ...._ _____ ,,_' -~-~--+---------
Reduce the management hierarchy to lhraa lave:..=ls.:.... f:..:o:..=u::..r _____ ~------r-j _,,..(" .. 'f~il"";{ ... T"'Q..._-+----------f. 
maximum. within the firm 

F. Einployeee 

___ L_ Establish crosa-functional groups to_ solve key problems L...j.,' .,· . ..,.... ____ .,...... ____ _ 
1. lncraasa employee involvement and commitment w::J:~~ "" o o i o o o o e o o ~ 

:: ~==h·;~~:·;.:~:~;~t~~~:~r.mp§~ ___ ..._ ___ -_use ;. ::: . .rt:.::l=···.:::i 
stock-ownership program• I . 

d. Establish regular amployaa recognition awards . ·mzr : E:td o o o o -~-'~ 

--=-------------------------·--- --·----...,~~~~~~~~~~----~ -------
2. Revamp compensation package _____________ ~?:·.. • ..... ·••·· .·.· .·.· •·• ....... •·•·••·•· -------__ _ 

•· Conduct/obtain a salary end benefits survey ____ __ (-: •. ,.. ____ •.. 
b. Cost-out banafit components r __ _ 
c. Set upper-limit on banafrtcompensation -- ----- rsr --,.-------- -

--d-. Establish'cllfetariaplan'ofbanafits ·---------·---------· :J · t I ij. i --·---------·-
•· Obtain exemption from SCOPO guidelines _ _____ ·--- _ J . ·ll[ 
f. Subatitute profit-aharing. 'phantom- stock,~ or ES_9.f ___ . ___ -· __ .'.__ ____ -·--· _. -·-- • _ • 

--~~d_itional compensation _______________ ---------·· -~----- -·- .. 

·a.-r~~~~~~;;:;:z~;;~-~scr~~~~~-~=--~~~~:==--:~ ~-=·-§Sf-~~~~==;~-~~~~:~~~~=~~~ ~ 
I 

4. Raducaamploymant --==--- -_-__ --:=:-· ------ --- ---· .. --- _:~- - -_-~._.· .... ·:·-4: "'"'";.fl>-';.;;;.f"'''',2w;.~"'"""" 
-~ Raduca numbarofmanagara. ____________ .. _______ ... _.;. 
__ b. Reduce admini1tra_~a_io~•!!1••d_ per~_rin_!I'.. _ _ ,._ ___ • 

c. Eliminate non-critical functions. 
:---.~- Elimina~~~~~~~·j!i~o~el._ - · - · 
.._ _ _!:__Radue• ~'-"-~!~~!~d_~tion wo_r~rs._ 

r--
1 r· 

'[-
L.: 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

--------------- --

10 YEAR DEVELOPMENT PROGRAM NBC Year 1 Year2 
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Bowd of Directon 
-~theCompolition of the Bollld of Directors e.g.: ___ - _ 

a. Inc,. ... the number of privale MCtor menagerlf111¥estors 
b. Reduce the numbera of gc>119nvn•nt ollici.ia~n the aow 
c. lncre ... the number of induatry knowledgeable members 

G. F"-• ---------------------------
1. Improve =ah menagement 

a. u""lit u• of benk owrcnrta and short-term debt 

--------------------------------;,.....,..,.,,.,.....,,.,,..,,..,.,,.,,.,.,,,,.,.,,.,.,,..,,,,,,..,.,,,,..---,-----------~ 
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___ b_.---"Co-'--11119--'-'--rt_de_bt_to_e~qLU_ity,._ _________________ _,...,....,"""'~~i:i;illillf"""+""""~::'..-r.:::::_4---.'.::::.._.:::::_..__:::::.._~~.._.'?~0-:::c._ 
c. Pay down short-term debt o 

__ d~·--:Co;:.:=-:-nv.'""-=-rt~sho,.--'-rt~---7•-_rm--'de'-'C....:b~t~m~to:.......:~~"~g--_~•~rm"-'--d~e~b~t ________ ,,_"'ti!l~~~...,._,.,.,,,,.--_ _.__,.._~--·---~---· 
e. Shorten the cash conwraion c le __ ......._ _________ ---

~angttlen the budgeting and plannin..__.'--r_o_ce-'--•-•---------+-------1'-tt"""°~-o-,,,o~: ,,,,o_.. _o--'---""-'--""-~~--="'!. 
__ 7a.::.....~P~re~p~ar7'--"e~m~o~n~lh~lyL.O:bud-"-"•g~•~t•~f~o7r~lh~e,-<:ye~ar=--------.----,-------,i-------"-__,·....,...__ ___ __.,:'.~~,,~%~'~'~~~~'?-~-~~~o-o_ 

b. Develop project coat ..Wyaia work shHts to estimate~- ,..1 ___ _ _ ____, ___ ................ ""'-""''°''' ... ''''.__ _____________ _ 

• ___ impact. savings of major invastmantS/ongoing expendituras 1 ~ • 
c. Rank and Mlect projec~ payback. IRR. or NPV calculations 1 _ ___,...,,,,+:-:--:·:·:~:: """'*-:::!~--~--- ~~.-~~ ~ 
:: ~r:;:i::.=ey~~:g:~=~i:~!~g5_::_·~;'~°:~F_•risc.ns o_n ; g,f?I· ~-~:-~-=-~'/:_ :cc:l.:(}: 

kay~performance me-asures ___ - __ -_______ -r- ~ - .. L-_ -,-~---- -· - ------ -

--,-. -C~r-Hte cash flow templatH to iden~ finanein.s_r_e_quiremen_t_s---,----.J,~\=::::--1-y=: ~ ____ I_· --=-=-·-=---=--~~~-:-=-· ~ : 
for Iha next twelve monlh_s _______________ -r----· _._ _ __ ! ___ --·--·---- ----·-

-- ----- -- --1--
5. Reduce administrative costs ~-,;·: .. _. :·· , ~·- I J 

a. Automate financial record-keepin.i_ ___ ~ __ ; ___ ~:~ f .]~--~-~~~~-~ ·------·-----
b. Contract with NOC or outside firm ~~~vid!_~roll _____ _ ,.l__ ~.--·. ·., . · --~--> 

___ c. lmpr~vedocument~t!_~~~'!'~-t~_!c>__w~~ud_!!ec>__s~_s ______ -~--- ~· _ .. ·-'----· 

-~trenglhan capital_~ruCluf! __________ _ 
a. Issue share• 
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C. S.llHHtl 
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NABICO began to import thousands of bicycles from India as Complete Knocked 
Down (CKD) kits. These they sold in Tanzania to finance future production. They have 
failed to sell them all and have hundreds still in cases and assembled in store. 

Production restarted in May 1990. So, it is essentially a business which is oniy 
some nine months old. However, it carries the debt burden of the previous attempt at 
manufacturing and has an antiquated production line. 

1. General 

The current strategy is to start small. It will import parts that are not made locally 
for sale under the Swala name. They have limited production on a single model, a utility 
bicycle capable of carrying a load of up to 200kg. 

Their plant is capable of producing all the parts of a bicycle. Management wants 
to bring more parts into production as they gain experience and trained personnel. 

Management is aware that it may be more cost-effective to buy parts or services 
from sub-contractors. There is a SIDO supported company already producing racks, 
stands, bells, and pumps. 

They have also experimented with local companie':i platin~ items such as head, 
stock-bearing cups. Based on quality, a company in Moshi seems favored to win a 
contract. 

In addition, they realize that they have some unique processes and capabilities at 
their disposal and are not adverse to the IDEA of selling off whole processes, such as 
chain manufacture, to sub-contractors who could make use of the excess capacity by 
diversifying into other markets. The management &reals:> keen to subcontract out excess 
capacity in certain processes such as electro plating. 

The tool room currently does outside contract work, which can yield up to 
100,000/ = per week. 

B. Industry and Competition Analysis 

1. Market Size and Trends 

The market for all types of bicycle products is expanding. Bicycles are an 
important form of transportation in the rural areas and in smaller towns. 

Local services in rural areas are minimal, and private cars are a luxury. The 
demand for bicycles will keep step with the population growth rate. 
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2. Competition 

NABICO is the only local producer of bicycles. However, it faces stiff competition 
from superior quality, lower priced imports from India and China. 

3. Policy and Regulatory Framework 

The policy and regulatory environment has encouraged competition in the bicycle 
industry in Tanzania. Assembled bicycle improved from India and China are not subject 
to sales taxes. Raw materials used to manufactured bicycles by NABICO are, however, 
subject to sales taxes. 

After NABICO ceased production in 1982, imports of assembled bicycles from 
India and China has increased. 

C. Marketing 

NABICO has no marketing strategy. They wait for customers or agents to place 
orders and than proceed to satisfy the demand, if possible. No additional information is 
available on the current or Mure marketing strategy of NABICO. 

D. Production and Operations 

1. Factory Layout 

The factory is laid out according to processes. The work flow is disjointed and not 
conducive to high volume production. For example, all the presses (35 in total) are in 
one area, heat treatment in another, chain production in another. Such a layout makes 
some sense for the small batch production runs currently taking place. Certai'lly the cost 
of altering the factory layout to a production line cannot, currently, be justifie·j. 

2. Machinery 

Currently there are 368 machines on the shop floor. All are under-utilized, and 
some have never been used. Most come from India and appear to be in a reasonable 
condition. 

It is unrealistic to list the utilization of all the machinery in the plant as more than 
75% is not used at all. For example, the chain plant is not used due to a current difficulty 
in obtaining the steel required. The free wheel area is still in moth balls despite its two 
broaching machines (to cut square holes and internal keyways) unique to the country 
and potentially in high demand. 
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In the press shop, out of 35 presses - ranging between 35 and 350 tons and both 
hydraulic and pneumatic - only 3 were being used when the consultant visited. Four 
were being repaired! 

The heat treatment area is also of great potential commercial benefit to the 
company; only two annealing ovens were utilized. 

The electroplating plant is non-operational. It needs new tanks and an overhaul of 
pipework/V31ves. All the necessary refurbishment items could be produced in Dar Es 
Salaam. No direct access to foreign exchange should be necessary. 

The rim rolling plant has been tried out successfully and once the electro plating 
plant is operational, production should commence. In the mean time they have been 
trying out local platers for small parts such as bearing cups. 

3. Maintenance 

There is no planned maintenance program for the machinery. On breakdown, one simply 
moves to another machine. The maintenance staff complained of frequent breakdowns, 
especially of wearing parts such as the bearings of presses. They attributed this to the 
supposed poor quality of the Indian machine tools, though I suspect that it is more likely 
to be caused by misuse by under-trained operators. 

The tooling is another matter. Staff are getting to know, by experience, how long 
tools will last. New tools are being produced in anticipation of failure or wear. 

4. Stock Levels 

Stock levels are enormously high; but are inherited from the pre-1982 business. 
The following figures, from the February 1991 stock audit, highlight the situation: 

Item ~ Work in Progress 

Top Tube 35,000 7,000 
Seat Stay Liner 48,500 12,400 
Top Tube Liner 16,500 76,000 
Bottor-41.dgQ 18,600 
Front Mudguard 3,100 1,600 
Rear Mudguard 1,900 600 

Finished Items: 
Frames 8,000 
Forks 1,000 
Mudguards(R) 17,000 
Mudguards(F) 25,000 

There are no figures for the completed Indian cycles still held. 
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As can be seen from the above figures there are is gross over stocking. Some of 
the items, such as frame tubes are held cut to size and along with lugs, are of no use 
other manufacturers. However some items such as the tool steel held in bar diameters 
from 3/8"' to 3• are also overstocked and potentially in great demand and of high value. 

5. Production Processes 

The plant currently operates on a batch process at the average level of 250 
complete units per day. However, there are serious anomalies in the current production 
system. For example over production of parts such as the front mudguards. Only 18,300 
sets of balancing parts are being imported, yet 25,000 mudguards have been produced. 

Steel coil from stock 

I 
Coil cut and f refile formed 

Coil From Store 

I Profile Radiused 
Lug Stamped I 

I Quality Check 
Punched I 

I ~p 
Ben._ ______ , 

Lug Attached 

I (WIP =Work in Progress) 
WIP 

I 
Chemical Preparation 

I 
Paint Processes 

I 
WIP 

I 
Label 

I 
Line 

I 
Bag and Store 
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The most serious bottieneck is the chemical debrassing facility that is currently up 
to full capacity, or 13 frames in 25 minutes. This calculates to 250 frames in an a hour 
shift or 62,500 in a 50-week year! 

As can be seen from the above chart there are a number of inefficient storage or 
racking operations that are a potential for damage and costly in terms of inventory, 
manpower and equipment. Savings even at the present production rates could be made 
by smoothing work flows. 

The front forks are a better example of a more integrated operation but only if a 
separate press is used one for each of the punching and bending operations. A single 
press with tool changes (which induces further losses) is utilized at present. 

Steel from Store 
I 

Raw material punched out 
I 

WIP 
I 

U profi!s bent 
I 

WIP 
I 

U profile bent over 
I 

WIP 
I 

Profile closed 
I 

WIP and move to other end of the factory 
I 

Weld 
I 

Clean up 
I 

StraiThten 

Fit liner and press 
I 

Slot 
I 

Store 
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Essentially, even with batch production economies of scale are achievable. Any 
possible economies currently are lost with all the storage and racking, as well as the time 
semi-finished goods spend in store. 

Some experime~tation to improve the current production processes has been 
carried out by the staff; these include trying Ol.ot ICY'...al paint products and jig 
improvements. 
6. Quality Control 

There is limited quality control at present through the use of Go-NoGo gauges. 
Further investigation revealed that, at times, parts just outside a limit were still passed. 

There is no control on the quality of the finished product. Also work in progress 
was treated so badly that one batch of mud guards I saw were all scratched. 

7. Process Planning 

Process plannirig is underway, but is complicated by the need to plan against 
vague foreign exchange commitments. 

Currently some 18,300 balancing parts are scheduled to arrive at Dar es Salaam 
docks from India, but it will be at least 4 months before the next shipment will arrive. 

A team of Indian experts is due to arrive in the next few months as part of a 
120m/ = package to NABICO. It is hoped that they will help to streamline production and 
improve quality through running training programmes. 

During 1991 the company plan to begin to produce their own rims and spokes. 
The only technicai constraint is the neec.I lo rehabilitate the electro-plating plant. 

There are also Mure plans to diversify production into volume markets such as 
bicycle trailers. They do and will continue to sell specific parts to other producers of non 
volume items such as the local mam.ifacturer of the hand driven tricycle wheelchairs. 

The level of actual production planning is poor as shown by the over production 
of front mudguards. (See Stocks and Production Rates) 

8. Comments and Recommendations 

a) The present NABICO manufacturing cycle is an all new venture after at least 8 
years of shut down. The 'ramp up' approach to full production over a period of 
years, as experience and funding is gained, seems the correct way of operating. 

At present there is no advantage ·n reorganizing the factory for a continuous 
production process. Current and future needs and capabilities should be examined 
in a tho1·ough technical and market survey to enable the company to shed its 

7 



undoubted excess capacity. This means that a new marketing department must 
be established with a leading role in the company's planniny. 

b) The electro plating plant must be refurbished and removed from the central 
production area, perhaps to a separate facility such as one of the stores. This will 
enable the environmental problems associated with the process to be contained 
and operators properly protected. 

c) That the excess capacity of the electro-piating plant should be sub contracted out 
to other manufacturers. As the majority of the plants capacity will be taken up with 
bicyde parts it makes no sense to sell off the plant. 

NOTE: b) & c) should also apply to the heat treatment shop. 

d) The debrassing (currently the major bottle neck) and the chemical paint preparation 
processes should oe abandoned and replac.ed by a single shot blasting process. 
This will eliminate the production bottleneck, the foreign exchange drain that the 
chemicals represent and the associated disposal problem. 

Shot blasting is a tried, tested and relatively simple technique used world wide as 
a pre-painting process. It represents a relatively small forex investment (as a 
compressed air supply is already available) of no more than$ US 5,000. This can 
be offset against the current expenditure on chemicals. 

e) Certain processes should be sold off as a job lot to businesses that are able to 
make good use of the excess capacity. A good example of this would be the chain 
plant. 

The chain plant is oversized even for full scale production of 150,000 cycles plus 
spares per annum. A more adaptable i.e. smaller, manufacturer should be able to 
use this capacit'j to break into other markets such as industrial drive systems. 

f) A more flexible manufacturing system should be instigated as part of any future 
reorganization that will allow the over capacity machines that cannot be sold 
-- such as one or both of the broaching machines -- to be sub contracted out; 
again as a revenue supplier for NABICO. 

g) Within the current production system, the paint shop should be reorganized. A 
minimal investment, in the region of $5,000 in a spray system should be 
considered. Given the relati·1ely high cost of paints, and especially if they remain 
a for ex drain, an electro static spray system should be considered. 

Prior to any investment, the hand dipping process should be enclosed to reduce 
the level of contamination. It should pe streamlined to reduce the time spent on 
racking and deracking and its associ~ted scratching of the paint work. Hand lining 
seems a reasonable way to continue, even at higher production rates. 
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h) 

i) 

j) 

k) 

New quality control measures should be introduced, with proper recording of the 
information. For example although rough GO - NOGO jigging is used for frame 
alignment, each alignment is only checked against the crank tube and not against 
each other, allowing cyde frames that are out of alignment to be passed. 

Electro Resistance or Induction welding technique should be introduced for the 
fork tubes. This will eliminate the slow oxy-acetylene welding currently used. 

The bicyde model currently being produced is of an old and heavy design. 
Consequently it is materials inefficient. In the future (bearing in mind the high stock 
levels) some thought should be given to improving the design of the bicyde in the 
light of modern knowledge about bicydes used in rough and adverse terrain. 

NABICO should consider widening its product range in the light of market 
requirements. For example, cyde trailers and hand carts. 

E. Management and Human Resources 

There are currently 170 people on the production staff, of which only 30 are 
considered to be skilled. Obtaining staff with sufficient levels of skill is a constraint on 
increased production. There have been and continue to be problems with staff who are 
not used to operating machines. Lack of skill has resulted in broken dies and consequent 
lost production. 

Out of the 170 production staff, only 3 are designated as bei:ig responsible for 
quality control; 4 are supervisors. In addition there are 10 maintenance people and ;:\bout 
15 working in the tool shop. 

The factory personnel are organized thus: 

I 
PRODUCTION 

ENGINEER 

I 
SUPERVISORS(5) 

GENERAL MANAGER 

I 
TECHNICAL MANAGER 

(POST NT FILLED) 

TOOL ROOM 
ENGINEER 

I 
SUPERVISOR 

SHOP FLOOR Personnel 
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MAINTENANCE 

ENGINEER 

I 
SUPERVISOR 



Staff are paid at SCOPO rates which do not seem likely to rise significantly in the 
foreseeable future. In add.··on to their basic salary staff, are provided a meal allowance 
of Ts. 200 p/m, transportativ.i allowance of Ts. 1,000 p/m and a housing allowance 
equivalent to 20 percent gross salary. Medical and pension benefits are also provided. 

Pilferage is a major problem. There are no figures for losses due to theft. The 
poor wage structure does not attract people to the industry. 

F. Anances 

1. ~ 

NABICO has shown an upward trend in sales in T. Shilling terms over the last five 
years as shown in Table VI: Profit and Loss. However, when th:s is translated into dollar 
terms, NABICO has shown a marked decline in sales. 

2. Assets and Liabilities 

a. Balance Sheet 

NABICO shows considerable weakri9ss and a worsening trend in its balance sheet. 
At first glance, the balance sheet has shown an increase in total assets and liabilities as 
shown in Table VII: Balance Sheet. It seems that a reevaluation of assets took place in 
1988, however, there is no further information provided as to the basis for this action. 

b. Ratio Analysis 

The significant changes at NABICO after reevaluation in 1987 are: Cash has 
increased from 8.38 percent of total assets to 22 percent of total assets in 1988. 

Revaluation of plant and stores occurred in 1987. This gave temporary protection 
to the balance sheet for financial purpei3es and does more adequately reflect both the 
market and replacement va1ue of tho5e assets than would a more conservative approach 
of keeping assets at purchase value. Furthermore, it enables NABICO to shelter more 
cash flow from taxation through increased depreciation charges based upon the 
substantially increased assets. It is difficult to determine the accuracy of the revaluation 
except by comparing that reevaluation relative to some depreciation, comparative land 
values, and dollar or hard currency terms. 

c. Short-term Liquidity 

Short-term liquidity analysis shows that NABICO has improved its liquidity position. 
This is mainly due to the revaluation of assets. The increase on the balance sheet is 
shown to have been financed out of capital reserves, although it is not clear how this was 
done. 
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4. Estimates of Valuation 

i. Book Value 

Book value in 1988 Ts. 253 million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation val•Je of the NABICO. In NABICO's cas~. 
liquidation of the company would transfer a gain of this amount to the NOC Group 
balance sheet. 

ii. Going Concern 

Valued as a going concern, the profits of NABICO are used to determine its value. 
Profits are divided by the discount rate to obtain a va!ue of Ts. 8.37. NABICO is worth 
more as a going concern than were it to be liquidated. This indicates that NABICO has 
general viability as an er.terprise. 

iii. Price Earnings Ratio 

Using a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a selling price, the NABICO would be valued at Ts. 270 million shillings. This is 
the price that NABICO would fetch on a stock market that valued earnings at this rate. 

G. Summary 

NABICO should isolate its bicycle assembly activities as potentially profitable, and 
restructure its excess capacity in other areas such as electro plating and heat treatment. 
These activities should be restructured within the larger framework of NDC's industrial 
activities. 
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Appendix 7 Attachments: NATIONAL BICYCLE CO .• LTD. 

TABLES: 

PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
CAPITAL EXPENDITURE 
DEBT /EQUITY 
NET SALES 

'' -------



TABLE I 

TM>le Act'-9l Proiit and LOSS National Bicycle C~ 

(Miliions of TShillings> 

Profit ' LOSS 1984 1985 19116 1987 1988 1989 1990 

Net Sales 7 62 0 155 356 0 0 

less: Cost of sales 9 21 0 84 312 0 0 

Gross Profit <2> 41 0 71 44 0 0 

less: Operating Expenses 13 15 0 13 16 0 0 

Adlinistration 13 15 0 13 16 0 0 

Selling and Distribu!io 0 0 0 0 0 0 0 

Foreign Exchange losses 0 0 0 0 0 0 0 

Financial Expenses 0 0 0 0 0 0 0 

Depreciation 0 0 0 0 0 0 0 

Operating Profit (LOSS) (16) 26 0 59 Z7 0 0 

Add: Other Income 1 6 0 a 10 0 0 

less: Other Expense 0 0 0 0 0 0 0 

Net Profit Before Taa ( 15) 31 0 82 37 0 0 

less: Provision for Taxes 0 ~ 0 0 0 0 0 

Profit After Tax ( 15) 31 0 82 37 0 0 

State111ent of Retained Earnings 
Balance Brqµght forward <82) (97) (65) (101) CZ5> 11 11 

Prior Tear Adjustment 0 0 0 (6) CZ> 0 0 

Balance Brought Forward R (82) (97) (65) (107) CZ7> 11 11 

Add: Net Profit for the Year (15) 31 0 82 37 0 0 

Profit Available for Appr (97) (65) (65) CZ5> 11 11 11 

Less: Miscellar.eous Appropriati 0 0 0 0 0 0 0 

LHS: Dividends Declared 0 0 0 0 0 0 0 

Retained Earnings Carried (97) (65) (65) CZ5> 11 11 11 

Cost of Goods Sold 0 0 0 0 0 0 0 

LM>or 0 0 0 0 0 0 0 

Materials 0 0 0 0 0 0 0 

Other Direct Ex~es 0 0 0 0 0 0 0 

Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 c 0 0 0 

Interest IS a X of Profit 0.01 0.01 0.01 IJ.01 0.01 NA NA 

In Current Dollars (thousands) 

Nee Sales 0 4 0 z 3 0 0 

Cost of Sales 1 0 1 z 0 0 

Operating Expenses 1 1 0 0 0 0 0 

Profit After Ta11 (1) z 0 0 0 0 



I ADLC II 

Table BalAnee Sheet Nati~l Bicycles C~y Limited 
Actual 

(Millions of TShillings) 
Unaudited Unaudited Unaudited 

BalAnee Sheet 1984 1985 1986 1987 1988 1989 1990 
1. Net Fixed Assets 29 24 0 363 345 0 0 
2. Current Assets 27 65 0 140 216 0 0 
3. Stocks 19 '~ 0 90 92 0 0 
4. Trade Oebtors 0 0 0 0 0 0 0 
5. Debtors and Prepayments 7 20 0 23 37 0 0 

• 6. Cash and Bank Balances 0 0 0 27 86 0 0 
7. Current Liabilities 102 aa 0 181 154 D 0 
8. Tra::fe Creditors 33 20 0 106 96 0 0 
9. Banlt Overdnf ts 23 30 0 0 0 \) 0 
10. Current Maturity or LT 25 7 0 61 47 D 0 
11. Taxes Payable 0 0 0 0 0 0 0 
12. Other Current Liabiliti 21 31) 0 14 11 I) 0 
13.Net Current Assets/Liabil (75) <24) 0 (42) 62 0 0 
14.Total Net Assets (46) (0) 0 322 407 0 0 
15.Financed by: 

16. Share C.ipi tal 50 50 0 50 50 0 0 
17. Capital Reserves 0 0 0 297 346 0 0 
18. Profit and Loss Account (97) (50) 0 <25) 11 0 0 
19. Leng Tenn Loans 0 0 0 0 0 0 0 
20.Debt 102 88 0 i81 154 0 0 
21.Equity (46) (0) 0 322 407 0 0 

Notes : No Information Available on Revaluation of Assets 
Revaluation of assets 0 0 0 0 0 0 0 
New Investments 0 0 0 0 0 0 0 

In Current Dollars 
1. Net Fixed Assets 2 0 4 3 0 0 
2. Current Assets 1 4 0 2 2 0 0 
7. Current Liabilities 6 5 0 2 1 0 0 
13.Net Current Assets/Liabil (4) (1) 0 (0) 0 0 0 
14.Total Net Assets (3) (0) :) 4 3 0 0 
20.Debt 0 6 2 0 1 1 0 
21.Equi ty 0 (3) (0) 0 3 2 0 
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APPENDIX 8: NATIONAL ENGINEERING COMPANY 

I. RECOMMENDATIONS AND ACDON PLAN 

National Engineering Company is a diversified producer of castings, machined 
parts, and fabrications. It produces for both the construction and industrial markets and, 
thus, fits with the market stratege we have proposed for NOC. It is profitable and well
managed. Our recommendations for the company are concentrated on production 
aspects, and make up the remainder of this section. 

Detailed Production-Oriented Recommendations 

a) New investment is required il'l the machine shop and to a lesser extent in the 
foundry. It is difficult to recommend that NEC purchase its machine tools from 
Kilimanjaro machine tools given the poor state of their current KMTC machines. 
Tnere is no point in penalizing a company just to boost the sales of another 
company. 

b) The foundry and machine shop should continue to operate as under a single 
·department and continue to interact. In addition, the light fabrication shop or at 
least some of its functions, namely wielding and some sheet work be absorbed 
into the production department to increase the department capabilities. 

c) The design house is upgraded and its abilities enhanced by forming links with say 
the university. In addition, it attempts to subcontract itself to other businesses as 
a revenue earner. 

d) The foundry should improve its laboratory equipment to allow it to quality control 
its output. As Steelcast plan to update their lab perhaps the equipment they 
discard could be purchased by NEC; if it is deemed to be appropriate. 

Some additional small scale investment may be necessary for the foundry but 
largely in the form of spares to rehabilitate and maintain rather than replace 
equipment. 

e) To make the most of investment the foundry needs to begin serial production. This 
will mean new steel patterns and again a marketing departmP.nt to drive the 
initiative. 

f) To build up experience and quality in the foundries, some of the skilled manpower 
should be dedicated to the ferrous section and some to the nonferrous. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
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indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSES 

A. Qyerytew 

1. Company 

The National Engineering Company (NEC) was incorporated on July 6, 19€7 as a 
result of the nationalization of a Machining and Foundry facility owned by M/S. 
Maatschapay Tweritsche Overseas Trading Company. This was later amalgamated with 
a Steel Construction Company then known as Sarantis and Panayotopoious. NOC owns 
82 percent of the shares and rest is owned by the Workers Development Corporation (10 
percent) and Tanzania Investment Bank (8 percent). 

The Company business includes manufacture and supply of structural steel works, 
erection of steel structures, tank container production, ferrous and nonferrous casting as 
well as engineering services. 

NEC is split into 3 distinct departments, namely, Finance and Administration, 
Production, and Steel Construction. There is a maintenance section, two design 
departments, one mechanical, and one civil which also handles direct sales or customer 
liaison (they are by no stretch of the imagination a marketing section). 

Annual sales in 1989 were Ts. 130 million. NEC made an operation profit of Ts. 10 
million. 

2. Corporate Philosophy 

The National Engineering Company does not have a stated corporate philosophy. 

3. Corporate Strategy 

The National Engineering Company's strategy for the future is geared towards 
maximizing plant capacity utilization and improving the quality of products and services. 
Preventive maintenance will be strengthened so as to minimize machine breakdowns. 
Another strategy of the CiV.I Construction Division is to upgrade the status of NEC to the 
current grade Ill level. 

There is no combined strategy at present, though the line managers are aware of 
some of their shortfalls and have some ideas about how to overcome them. To help their 
thinking and olanning, NEC has independently commissioned a report about their 
'condition' -- in terms of equipment -- and what they should plan for. They know for 
instance, that their capabilities are poorly advertised and that they must overcome this 
shordall. 
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10 YEAR DEVELOPMENT PROGRAM NEC ,______~~__!_ ______ Year_L_, 
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E. Management 
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~-=-----------:--------------------i----~,.,,,,"""""'"""'"""'""""""""",,.,.---------~-~ 2. Revamp compensation package !'?'/:- ,,,, :,:,:,:.:,:- :: .. 
--~---~Co,-n_d_u_c~V_o~b_tai_·n-=a_aal_aty~_an_d_be __ n_e_fi_t_s_s_u_rve~y _________ ___. __ ____,r~{=23~i~<~''''~' .___ ___ _.__+---------~----

b. Coit-out benefit components __________ -+-------'~>f.,,=r------r--------
c. Set upper-limit on benefit compensation ____ -------+------J~ ... :::::· .. :/41, : .. '':"'"'::::''\:"""""'""=:<'lb,,,,,.---~ 

--~d_.----"E~•~ta_b_li~•_h_'c~.t"--"e~te~n~·a~p~l~an'--:::-'~o~f~be~n~e~fi~•t~•------------...--~----....,,----·" .. ' '+.'.~!""'-'-'*"~1--
e. Obtain Hemption from SCOPO guidelines ~'{'\ 

---f.- Substitute profrt-shari:ig, 'p'1antom-stock.' or ESOP _________ -~----_-_-_-_-1-______ ,.......,....,'"4-------
for additional compensation 

~~anage the employment reduction process ---- - - · --:-~:~=---=--==- ..,,,. .... .-..~-.+:,;o"'f'"""'"''""'''"...,' l_-=----------------------=-::~ ~ 
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d. Provide retraining programs _________ ~ ___________ . :_·.· · . _,,. -·--------·- -· 
e. Encourage ex-employees to bid on CO_i!!!_a.£!!__ __ _ __ __ _ ___ . --· _ ·----- ____ ,_: . ._::_,· .......... 

Board of Director• 
:~f- Change the compoaition of the Boar~ of Dire~ors ~.:.i:~~-- . - -:._ ... 
• ___ .!·_ lncreaae the number of private sector 111_a~a!r_s/~v!~lo_r:~---
• -- b. Reduce the numbers of g~vern_l!I!"! ~!f~~I_! on_!h~ l!e>ar~_ 

c. lncreaae the number of industry kn~wle~~~~~...!!.1.~~~~ra _ 

G. finance 
..----------------------- ---

"T -Increase return onallell ____ _ 
~~-~ ~:-:-::_~11 or ser~ji_~~~Tite in."!_e_r:i.fo!il_land aioclis _ 
~ ___ I~_. -~el~r scra~n1J•_41d~~f'!d_e_r1Jtilized r11_ach1nes and equipment 
~--- ~c !und !~~~e and pre'."anti'!!_'!1~~~tenan_ce_ program5 
~--cl- .. .f •Jn~~.!!~~~!i~r:'_C>!_~~-ttlen~!!_to incr!'He produr.tion volume 

___ e__._ f IJnd ~~y_e_e_ ~IJiil_•tio_n program __ _ 

m"l"'lr-]''-r-'1 ,.., . ,.., . ,.., -~ 
.;;,.~~~-~~·--· ... -.--~--.. . .. . 

' . .. . . . .. 

,~ .. :. :L-I ... J._.L..JD 



10 YEAR DEVELOPMENT PROGRAM NEC Year 1 
-~ I 

·' ·' 10 

2. Lowerfin1nceco1ta 
a. Shorten the caah com19r~n cycle 

key performance mea1ure1 __j___-.,,,,,,,,,=o.:'-
f. Create cash flow templatH to identify financing requiremen'"'tc:.• __ .._ __ _.i .. :~' .. ~{ .. f .. t'.,.t...,_:~ 

for the next tweiv. months 
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5. Strengtt:en capital atructure 
a. Offer sharH 
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The National Engineering Company's strategy has been to produce a wide range 
of products to meet customer demands. It has not been well-focused but responds to 
various market opportunities. 

B. Industry and competitor Analysis 

1. Market Overview 

The market for Diversified Steel Products in Tanzania at present is somewhat 
limited by the size and nature of the economy. Nevertheless, the market does have some 
significant tonnage requirements and there are a wide variety of products within this 
broad market. 

2. 

NEC has not conducted any market survey for its range of products. 

Customer Characteristics 

NEC has a wide range of customers in all sectors. The main customers are: 

Manufacturing Industries for Spares, etc. 
Building Industries for Steel Structures, etc. 
Governmental Installations for Tanks, etc. 
Individuals for spares, etc. 

3. Market Size and Trends 

The market volJmes for NEC are increasing locally and the company should look 
for opportunities in the Regional Market of SADCC and PTA. 

4. Competition 

The fabrication industry is composed of a small number of local competitors, 
notably Truck Body Builders, mechanical engineering firms such as AUTOMEC, OM 
Investment and Foundry Facilities like SDIO in Dar Es Salaam. These firms are often able 
to gain a fair amount of control over certain market segments due to their lower overhead 
or location. At the same time, there is ample room for high quality fabricators such as 
NEC. 

Competition in this market will grow in the Mure. Currently, the competitors to 
NEC are local but specialists may enter to handle large infrastructure projects. Offshore 
fabrication, unless in the form of kits, is relatively impractical and cost prohibitive. This 
affords NEC with a fair amount of geographical protection. 

It should be noted that one company will never completely dominate the market for 
fabricated products in Tanzania or the local areas. That is because there are so many 
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different types of fabrication and as there are proprietary processes for producing the 
more specialized structures. 

5. Substitutes 

With the National Engineering Company, there are no other substitutes as the 
range of products produced is large. 

6. Sales History 

The National Engineering Company has shown progressively larger sales revenues 
since inception [check]. However, when measured in dollars, these revenues have been 
on the decline. 

TABLE: HISTORiCAL SALES 

Revenues (millions of Ts.) 49 76 130 

7. Distribution Channels 

Products are sold directly to end users. There is no distribution network in place. 

8. Policy and Regulatory Environment 

Geography, more so than tha policy and regulatory environments has limited 
competition in this market. Fabricators such as NEC are protected by transport costs, 
labor costs, import duties, sales taxes, and delivery charges on imported fabrication. 
However, NEC also had preferential access to foreign exchange over the past few years. 
This enablej it to purchase inputs and supplies at a subsidized price. 

Macroeconomic policies that affect the NEC include exchange rate regulations and 
access to foreign exchange. The Open General License (OGL) system gives NEC equal 
access to foreign exchange so that it is not constrained in its ab:lity to ,:iurchase materials. 
NEC does have some cash flow problems, however, that raise the cost of its foreign 
purchases, since it relies on bank overdrafts at 31 percent per annum to meet the 100 
percent cash cover of the OGL. 

The tariff on imported fabricated products of all type is 30 percent. The 
Government does not distin~tiish between raw, intermediate, or finished products in this 
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area. TaxatK..n is cumulative, raw materials are taxed, sale of the processed materials are 
taxed, and sale of the end product is taxed. The result is to increase the overall cost to 
the consumer and dampen any export potential of the producing firms. 

C. Marketing 

1. Overall Marketing Strategy 

The National Engineering Company does not have any marketing strategy, since 
it does not have even a marketing department or section to handle marketing activities. 

NEC's responds to customer requests and produces for them. It has not 
aggressively sought export opportunities. Prices are set to match, but not exceed local 
construction costs and standards. 

2. Customers 

3. 

4. 

Customers are bus;nesses, parastatals, and government ministries. 

Products 

Qivision Products 

Steel Shop Fabricated products and steel frames for buildings (e.g., 
warehouse transit sheds, air craft hangers, bridges). 

Tank Production Stationary tanks (above or below ground) for water, oil, 
and chemicals. Mobile tanks for lorries or railway 
wagons. 

Machining and Grinding Repairs and mechanical operations on bearing, 
cylinders, crank shafts. Also, turning, milling, boring, 
drilling, shaping, and grinding operations. 

Foundry Pattern creation. Nonferrous castings -- brass, bronze, 
can metal alloys, and aluminum. Cast iron -- industrial 
spares, machine parts, flanges, manhole covers, water 
pumps. 

Machinery Installation Installs and rehabilitates industrial machinery. 

Customer Service 

Customer service is an important part of some products. Although the products 
are basic and low technology, much design and engineering is built into the custom work., 
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NEC does not maintain a customer service department, but engineering fulfills some of 
these functions. 

5. Pricing 

Pricing is set through an estimation process. The products are not under control 
of the government's Pricing Commission. 

Finished goods inventory management is usually not a major problem. NEC 
produces according to demand. 

6. Promotion and Advertising 

The National Engineering Company does little, if any, promotion of its products. 
There is no regular advertising program. 

7. Distribution 

Products are sold directly from the factory. 

D. · Production and Operations 

The National Engineering Company, Ltd. is one of Tanzania's leading 
manufacturers of structural steel works. It provides engineering facilities for outside work 
to be carried out in the Foundry, undertakes ferrous and nonferrous casting, machinery 
installation and fabricates tanks and containers. 

1. Factory Layout 

The department is housed in three large open sided units, one is for light 
fabrication (up to 3.Smm) and the remaining two for heavy work (above 3.Smm). There 
are distinct areas for materials storage, quillotines and rolling, but manufacture takes 
place in the remaining space available. Such a layout is consistent with any jobbing shop 
worldwide. 

2. Geographical Location 

NEC is wall situated in Dar Es Salaam along Pugu Road w:1ich is an Industrial area. 

3. Facilities and Processes 

There is very little production planning, as the company sees itself as a jobbing 
, shop with only a few items in serial production. They do, however, respond to what is 
, happening outside the gates. For example, an expanded road program or major new 
, contract about to begin will mean an increased demand for manhole covers. 
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There has ben some attempt at serial production of in-house designed items such 
as centrifugal pumps and maize shelters. H·JWever, last year only five pumps and two 
maize shellers were produced. 

NEC has five production divisions: 

• Foundry Division: The foundry is divided into three sections: 

• 

•• 

• 

Pattern shop: Produces an extensive variety of wooden patterns. 

Nonferrous section: Offers a wide range of casting of different sizes 
produced from bronze, brass, gun metal alloys and aluminum. 

cast iron section: lnctudes a great variety of industrial spares, 
machine parts, flanges, manhole covers, water pumps, etc. 

Steel Shop Divisions: This division offers a wide range of services for steel 
fabrication anc:i steel frames for industrial and commercial buildings, 
warehouse transit sheds, air craft hangers, bridges, etc. 

Tank Production Division: Fabrication of stationary tanks (above or below 
groLJnd) for water, oil, storage and processing of liquid chemicals. Also 
fabrication of mobile tanks mounted on lorries or railway wagons. 

Machining and Grinding Division: Machine shop carries a wide range of 
repair work i.e., refitting bearings, reboring cylinders, re-grinding crank 
shafts, etc. It also provides services for turning, milling, boring, drilling, 
shaping and grinding. 

• Machinery Installation Division: Deals with in;;..allation and rehabilitation of 
industrial machii1ery. 

These sections are dealt with separately below. 

a. Foundry 

The foundry can be split into three: the ferrous section, the nonferrous section, 
and the pattern shop. There is an installed capaciiy of 400T per annum for Cast Iron and 
150 percent per annum for nonferrous. Last year the actual production figures were 150T 
for Cast Iron and 1 OT for nonferrous, that is 30 percent of total capacity. This gave a 
turnover of 20 / =million. 

Sand casting -- with Carbon Dioxide hardening -- is the only method of casting 
used, which gives reasonable quality at low production rates. The sand, however, does 
have too much fines in it. This can spoil the surface finish and so a greater machining 
tolerance is needed, i.e. more metal for the same size of finished product. 
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Both the ferrous and nonferrous foundries use a scrap supplemented where 
necessary by imported pig iron, copper, tin and zinc. 

The foundry exduding the pattern shop employs 40 people, with personnel floating 
between the ferrous and nonferrous sections as required. 

1. Pattern Shop 

This shop has a rare capability within Tanzania and makes patterns for other 
industries such as Tazara, in addition to the NEC foundries. There are ten workers in the 
pattern shop, of which four are skilled pattern makers. The shop is housed in a building 
next to the ferrous section of the foundry. 

All the patterns are made of wood and hence can only be used in low volume or 
one off, e.g. a manifold for the motor of one of the navys' patrol boats. A mold was being 
constructed for a bath, which should become a serial item once the bath has been test 
marketed. 

Excess capacity is utilized by producing furniture, currently for the new offices. I 
would recommend, however, that high value and high skill levels present in the pattern 
shop be put to a revenue earning capacity again in conjunction with a new marketing 
department. 

The shop is well equipped with both hand and machine tools. All the machines are 
in good condition. They are well utilized at present, given its current additional line of 
furniture production. 

If the foundry is to go into some serial production, then a copy lathe and/or milling 
machine (or access to one) would allow the production of metal patterns that can 
withstand repeated use. 

2. Ferrous Foundry 

This is housed in an open-sided shed at the perimeter of the complex. 

Machinery 

The main items of equipment are the two furnaces. B~th are coke fired and, at 
present, are only fired once a day and so are heavily under utili;..ed (maximum 30 percent 
of capaci+'J). 

The sand reclamation plant operates well though is in need of some maintenance. 
For example, a number of the conveyer belts need replacing. 

The laboratory only tests sand. It needs to be upgraded to improve continuity of 
melts and their quality. A controlled quality of melt will be impossible in the new induction 

8 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
·1 

I 

furnace without analysis. This means that the furnace will not be able to work to its 
potential whatever the capacity of utilization. 

A new air compressor is being installed to replace the existing model which sounds 
awful. An external air intake should be fitted to the new compressor to reduce 
contamination and hence wear. 

Of the two sand compactors, one has 11ever worked, it should be scraped. 

The core shooter needs repairing. 

There are plenty of sand boxes all in reasonable condition. If it is decided to 
replace any, they should make their own. 

The new induction furnace is being installed, and it should be ready to run in a 
couple of months and will be capable of a 0.5 tonne melt. This will enable steel to be cat 
to improve the product range. 

Stocks 

Against current production levels input stocks are high. 

Coke 
Pig Iron 
Coal Dust 

75 tonnes 
80 tonnes 

2 years supply 
2 years supply 
5 years supply 

Although there may be mitigating circumstances, these high stock levels indicate 
again the need for a good stoci< system. 

Some finished and semi-finished goods are held in stock. The semi-finished goods 
are waiting for machining or customers, such as the Cast Iron bushes. Also, items such 
as manhole covers {about 1 month's supply at present rates of sale) and clothes iron 
bodies have had no movement in the past year. 

Parts such as P-traps and elbows are being made for the construction industry and 
their own construction department. Spares for the mechanical department and spares for 
other industries such as the large (0.5m diameter) roller being cast when I visited for the 
sugar estates. This range of items will be enhanced by a range of cast steel {i.e. 
weldable) pipe products for the construction department and a wider market. 

The foundry, to increase utilization in common with the rest of the company, needs 
to aim towards some serial production along side its jobbing function. 
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New Products 

Potential new product lines are: 

Blanks :or gears and pullies 
Automotive spares, especially in aluminum 
Flanges 
Pipe fittings 
Machine bodies (KMTC) 
Baths 
Sinks 
Drain sumps 
Pipes. 

3. Nonferrous Foundry 

This section is now housed separately from the ferrous foundry now that the 
induction furnace is being installed. It casts brass, bronze and aluminum gain by sand 
casting. It utilizes mainly scrap but uses imported copper, tin and zinc to supplement the 
scrap. 

Machinery 

The equipment consists of two oil fired furnaces, one of SOOkg and one of 250kg 
cap~city. Both are in good condition. All the sand box work is done in the main ferrous 
foundry. 

In addition, a shot blasting booth is housed in the shed and is used, at present, to 
clean up castings prior to machining. Its use could be extended. 

Again, the equipment is under utilized, but has a great potential value. 

Products 

At present, they produce items such as pump impellers and blanks for the machine 
shop. To get the most from the current level of investment serial production linked to a 
market needs to be initiated. I would estimate that items such as pump impellers as 
spares, but also for in-house production, would be a market of great potential and enable 
much of th'3 excess capacity of both of the foundries to be utilized. 

b. Machiru~;; 3nd Grinding Services 

This seetion provides the machining capability of the firm. It currently has an 
installed capacity or : "''lOO hour,s but only managed 56,000 last year. That is 45 percent 
of capability, with a , over of 19/ =million. 
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Layout 

The machine shop is housed in a brick building at the main gate edge of the site. 
The machine tools ar generally placed against the walls allowing a central alleyway. This 
layout !s fairly 'dassical', but ought to be altered as it does not provide enough space to 
use the hollow head stocks on the lathes for serial production. 

Staffing 

The machine shop is overseen by a superintendent who, in turn, has some 50 
workers under him. Twelve of the staff are defined as skilled, holding a trade certificate, 
25 are semi-skilled and 13 are unskilled but have on-the-job training. 

The age of many of the skilled and experienced machinists presents a future 
problem. The older machinists, roughly half the total, are very experienced -- a 
commodity which you cannot buy -- and nearing retiring age. They are passing on the 
benefit of their experience to the younger machinists but it all takes time. These 
experienced personnel should be retained, if at all possible, past their retiring age. I 
understand that NEC's own consultants have put forward scheme to do this. 

Stocks 

The warehouse section holds a variety of steel stock. The rate at which stocks are 
used is dependent on orders. At the present rate of consumption, some stocks bought 
in section will last for two or more years. For example, there are some 75mm x 3m bars 
of high carbon steel that have been lying unused for 15 to 20 years. They are beginning 
to be used as the company has now purchased Tungsten Carbide tools and tips which 
are capable of cutting the steel. 

As the shop responds only to orders, there are essentially no stocks of finished 
goods and relatively few stocks of work in progress. Also, a stock and inventory systems 
needs to be established. 

Machinery 

At first glance the machine shop appears well equipped. However, most of the 
machines date from the 1920s and 1930s (a number of the r:iachines were lease lent from 
the USA to UK during W/o/2) and are beyond any hope of recovery. A number of lathes 
cannot produce parallei cylinder nor can the vertical lathes produce flat surfaces. Almost 
all the tools need to be replaced including two of the three lathes from Kilimanjaro -- one 
of which has been cannibalized to keep the other working. 

NEC have just imported a complete engine reconditioning set of machine tools 
from Denmark using Import Support Funds. These are in the process of being installed. 
Once in place, provided that the company can maintain quality with a realistic output (i.e. 
machine utilization), these machines should be money earners. There are a large number 
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of other engine recc,nditioners in Dar Es Salaam but only about 5 that are of a 
consistently high qual;ty. This represents a good market opportunity. 

When replacing the machine tools, some consideration should be given to market 
potential and maintaining high machine utilization (making the most out of capital). 
Therefore, production tools such as capstan lathes, copy lathes/millers and possibly a 
CNC machine should be considered (KMTC has one that it has never used). The 
company should considered buying up the excess capacity from other NOC companies 
where appropriate, such as a broaching machine from NABICO or subcontracting out 
specific processes if it can not afford them such as heat treatment. 

Some items of further investment would enable NEC to increase its range and 
quality - such as a heat treatment plant and surface coating facility. NEC should 
consider a heat treatment furnace, preferably with a controlled atmosphere, that could 
double as an enamelling oven. Surface hardening facilities for rollers, beds etc. ar.::i paint 
spraying and/or chemical blacking. 

With new processes installed NEC should subcontract out its services to other 
industries. 

Manufacture 

At present, the machine shop produces mainly spare parts to order and finishes 
casting for the foundry such as pump impellers and pipe flanges for the construction 
department. They will and can do most things a customer will ask of them, for example, 
liners, axle refurbishment, etc. Their use of cast iron or brass from the foundry gives 
them a unique capability which ought to e more fully exploited. Given the poor state of 
the machines that they have to work with a range of reasonable quality parts including 
gears are turned out. 

There is an opportunity in linking with other companies within the NOC group. An 
example would be producing pipe sockets and other fittings for Pipeco, a market running 
into many hundreds of items a week. Flanges are currently produced but only for the 
construction shop. There could be a lot of potential for serial production of standard 
flanges, either from blank discs or cast blanks. 

Currently, the :-nach:ne shop makes little use of jigs and fixtures. To improve 
quality and to speed up production, even of single items some fixtures should be used. 
The design team should be involved in the design of universal fixtures. 

c. Mechanical Design 

The design section currently employs five people, only one with a degree. They 
design mainly off machines to customer requirements. 

The internal design capability should be enhanced and linked to a marketing 
department. They should attemp~ to design for serial production of equipment, that is at 
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a wider market. One possibility would be the production of machines for rural 
development. 

4. Material Handling 

Due to the location of the workshop building, material handling is very difficu:t. 
Cranes af'd forklifts are used in lifting heavy structures. A general problem is obtaining 
enough supplies of oxygen and acetylene, which unfortunately seems to &:>e a common 
problem throughout the industrial sector. 

The department uses standard fabrication equipment from a number of countries 
induding Denmark and the United Kingdom. The equipment includes: 

Heavy Shop 

A single 5 ton overhead crane in each unit. 

3 guillotines ranging from 3mm to 16mm capacity. 

Powered rollers i) 2m x Smm and ii) 3m x 16mm. 

Circular cut off saw. 

All the functioning equipment but is in need of attention and refurbishment in some 
cases, but not necessarily replacement. Some equipment such as tank rollers should be 
replaced, refurbistied and updated. This can easily be done in-house. 

The welding equipment is another matter though. It is an old Eastern European 
block system with a central rectifier and satellite rheostats (control coils). It is difficult to 
maintain an even current and many of the coils are worn out. 

Light Shop 

The light shop has general welding equipment AC :or ferrous and DC for 
nonferrous work. The welding equipment need~ replacing and possibly a TIG system 
bought in for the nonferrous work. 

An area shielded from the wind should be constructed to p1cvent the gas shield 
from being blown away from the work by the wind for a TIG system to be used. 

A guillotine for up to 3.Smm. 

Hand rolling machine. 

Angle guillotine -- broken. 
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The machines need attention and the angle guillotine needs to be replaced 
possibly with a cut off saw that will be more versatile. 

There are no automated lines. Automated material handling involves 5-ton 
overhead cranes, used to move heavy castings in the foundry and especially heavy 
parts in the Steel Division. 

5. Product Quality 

There is no one person or persons in any of the departments directly responsible 
for quality control. It is reasoned that as they are jobbing, the individual fabricator, or 
machinist is and should be, responsible for quality. 

The increase in market share of NEC indicates that NEC's ability to deliver the right 
product in a timely fashion at a good price has improved in the last few years. 
Furthermore, the increase in export orders is encouraging evidence of increased 
recognition of NEC's product quality and price. 

6. Product Delive:ry (Outbound Logistics) 

Customers bring in order5 and collect the jobs from NEC. When NEC does 
installations at site it carries the product to the customer 

7. Competitive Strength and Weakness 

Strength: 

• Located in Dar Es Salaam, the country's main commercial center 
• Availability of experienced craftsmen 
• Sound financial base 
• Local market lead in steel construction 
• Integrated facilities comprising of steel fabrication 
• Machine shop and foundry 
• Fairly new equipment in the foundry, steel shop and machine shop 
• Capability of manufacturing wide range of spare parts. 
• Political good will or locally motivated workforce. 
• Adequate manpower development program 
• Technical assistance from FAG 

Weakness: 

• Low product quality in foundry 
• Lack of serial production or batch production in the foundry or 

machine shop 
• 'Lack of adequate marketing system and strategies 
• :imbalanced production equipment 
• ,Unreliable supply of raw materials 
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• Inadequate power supply 

8. Strategy and Plans 

Studies were conducted by TISCO and GEMCO on the rehabilitation of NEC's 
production facilities. The aim of this investment program was among other things to 
acquire machinery which Nill replace the old and thus be 3ble: 

• to utilize all attainable capacities 
• make possible production of spare parts 
• improve the quality of ;:>roduct.s and services 

9. Expansion Plans 

From the above Investment Program, machinery required for the year 1991 are: 

• Induction furnace 
• Overhead crane 
• Surface grinder 
• Engine building room machines 
• 25-ton mobile crane 
• Sand blasting system 
• Welding generator 
• Others e.g. vehicles, etc. 

In 1992 the following machinery will be required: 

• Ccmputer 
• Molding machine with boxes 
• Compressor 
• Lathe machine 
• Others 

For the year 1993: 

• Annealing furnace 
• Holding furnace 
• Lathe machine 
• Others 

For 1994-1995 investments: 

• Galvanizing equipment 
• Turret lathe 
• Radial drill 
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• • 
Spectrometer 
Others 

10. Capital Requirement 

The Investment Program will require about Ts. 500 million, 50 percent of which will 
be in foreign currency anct will be distributed as follows: 

E. 

1. 

1991 
1992 
1993 
1994-1995 

Total 

Management 

Organizational Structure 

Approximately Tshs ('()()()') 

200,000 
100,000 
100,000 
100.000 

500,000 

The National Engineering Company's organizational structure is illustrated in the 
following chart: 

BOARD 
OF 

DIRECTORS 

GENERAL 
MANAGER 

I ~ I l....__7.._oc1_::::: __ .... I .... 1 _r_:_"_:: _ __.I .... 1 _:_~_f"_,,.._,~_ .... I _I _Eni_
09

_:_:!.r_" _ .... 
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2. Management Compensation 

Management salaries are according to SCOPO directives. However senior 
managers they are also provided with housing, transport, medical care, entertainment 
allowances to supplement their basic salaries. 

3. Board of Directors 

The Board of Directors of NOC is selected by the Ministry of Industries through 
NEC. The current composition of the board is represented as follows: 

Chairman Faculty of Engineering UDSM 
NOC 
Workers Development Corporation 
Tanzania Central Freight Bureau 
Ministry of Industries 
Meida 

4. Supporting Professional Services 

·Accounting Audits are conducted by the Tanzania Audit Corporation. Legal 
services are provided by the Corporation Secretary of NOC. NEC also uses consulting 
services of TISCO and University of Dar Es Salaam. 

F. 

1. 

2. 

Human Resources 

Composition and Skills 

NEC employs 346 persons. These are broken down as follows: 

Senior Managers 
Middle Manage(s 
Supervisors 
Clerical 
Skilled manual 
Unskilled manual 

Compensation and Trends 

The compensation package consists of: 

a basic salary 
overtime 
medical insurance 
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housing allowance 
transportation allowance 
meal allowance 
special skills allowance 
etc. 

The average wage is about Tsh 1,000 per month. 

3. Productivity 

Productivity of NEC is relatively good. Output of the firm is as follows (1990): 

Tshs sales per employee 
Tons sales per employee 
Profit in Tshs per emj)loyee 

4. Training Program ano Needs 

NEC 

867,052 

24,566 

NEC has in place an annual training program for its employees. In 1990, 39 
employes were trained in various institutions in Tanzania, with a total cost of Tshs 
1,030,600. 

G. Finances 

1. Sales. Revenue, Profitability 

NEC has shown an upward trend in sales in T.Shilling terms over the last five years 
as shown in Table VI: Profit and Loss. It has been doing well in the last several years. 
Sales have risen at an average growth rate of approximately 65 percent for the last four 
years. The Cost of Goods Sold have remained steady at about 75 percent of sales since 
1984. In 1989 NEC imported Ts. 114 million worth of raw material. Effort has to be made 
to decrease the dependence on imported raw materials so as to sa'. e valuable foreign 
exchange. 

Financing costs are high. Financing costs in 1989 exceeded annual revenues. 
However, this was the first year since 1984 that this had happened. 

2. Assets and Liabilities 

How well NEC uses its assets is reflected in its balance sheet and th9 analysis of 
those assets al')d liabilities. Good management of these assets should be reflected in 
either financial strength measures such as the curfent ratios, debt/equity ratios, etc. or 

18 



I 
I in productivity measures such as return on assets/return on working capital, etc. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
·1 

I 

Weakness is reflected in inadequate cash and low returns on working capital. 

a. Balance Sheet 

NEC has managed to improve its balance sheet over the last five years. At first 
glance, the balance sheet has shown an increase in total assets and liabilities as shown 
in Tabla VII: Balance Sheet. Closer analysis reveals that available cash and the value 
of raw material stocks have declined while receivables have increased. NEC has 
managed to maintain its positive equity position since ~ 989. 

b. Ratio Analysis 

The significant changes at NEC are: cash as declined from 36 percent of total 
assets to 0 percent of total assets, and dependence on short-term debt has increased 
from 0 percent of total liabilities to 4 percent of total liabilities. 

c. Short-Term Liquidity 

Short-Term Liquidity Analysis shows that NEC has maintained its liquidity position. 
The current ratio has declined from 1. 14 in 1984 to 1.05 in 1989. The acid ratio -- cash 
and cash equivalents divided by current liabilities has declined dramatically from 0.18 to 
0 during this period. This indicate::i that NEC would not be able to cover its short-term 
liabilities in the given year, effectively converting au short-term liabilities into long-term 
debt. 

3. Cash Flow 

The company's Cash Flow statement indicates that the sources of cash flow are 
increasingly coming from borrowed capital. Short-term borrowing increased from O 
percent of total cash in 1984 to 100 percent by 1989. 

4. Foreign Exchange and Capital Reguirements 

a. Sources and Uses of Foreign Exchange 

NEC imports most of its raw materials. Foreign exchange to purchase these 
products comes through the OGL and PTA mechanisms described in the main report. 
NEC also has a foreign exchange account that enables it to purchase parts and supplies 
without going through this process. 

NEC had preferential access to foreign exchange in the past; but, this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreigr exchange at the time its obtains the license. 
(Previously, payment could be staggered and was therefore less costly to the company.) 
Furthermore, the OGL is available for a srort period of time only or it is lost. Thus, the 
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comp< as use of cash or must finance the amounts through overdrafts at up to 31 
percer :.JaJ interest rates. At the same time, it appears that the company does not 
bear ar. 1 ·change rate risk and effectively locks in the current rate at the time of 
purchase atthOugh delivery may be four to six months later. This can be an advantage 
when the currency is devaluing. 

b. Sustainable Growth Rate 

NEC's sustainable growth rate cannot be calculated as it is losing money and it is 
unclear whether the margins will change substantially as it approaches profitability. 

5. Estimates of Valuation 

i. Book Value 

Book value in Ts. 38 million. This is what the assets less the liabilities are nominally 
worth and indicates the liquidation value of the t!ational Engineering Company. In NEC's 
case, liquidation of the company would transfer a gain of this amount to the NOC Group 
balance sheet. 

ii. Going Concern 

Valued as a going concern, the profits of NEC arc used to determine its value. 
Profits are divided by the discount rate to obtain a value of Ts. 60.5 million. NEC is worth 
more as a going concern than were it to be liquidated. This indicates that NEC has 
general viability as an enterprise. 

iii. Price Earnings Ratio 

Using a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a selling price, the NEC would be valued at Ts. 1,940 million shillings. This is 
the price that NEC would fetch on a stock market that valued earnings at this rate. 
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Appendix 8 Attachments: NATIONAL ~NGINEERING COMPANY.LTD. 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
CURRENT ASSETS 
CURRENT LIABILITIES 
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T.tlle 

1. 

2. 

3. 
4. 

5. 

6. 

7. 

8. 
9. 

10. 

11. 

12. 

13. 

14. 

15. 

Actual Seles 

~984 

Tanit/Steel Shop & Erec:tio 18 

Machine and Grinding 18 

Foundry 10 

0 

0 

0 

0 
G 

0 

0 

0 

0 

0 

0 

0 

Total 46 

Units/Eq>loyee 4 

TABLE I 

Nationel Engineering Coqieny 

<•illions of shillings> 
Est'd ~s: · d 

1985 198f 1987 1988 1989 
41 58 75 115 155 

4 6 7 13 19 

8 6 5 12 20 

0 0 0 0 0 

0 0 0 0 0 

0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
(j 0 0 0 0 

53 70 87 140 194 

11 14 29 28 



TABLE II 

Table Actual Proct,,ction llation11l Engineering C~ 

(Production in Units> 
Est'd Est'd 

Product Units Description 1984 1985 1986 1987 1988 1989 

1. Procb::t A Ill T/S/E 0 810 705 600 30~ 0 
2. Product I HRS 11/G 0 100,000 n,ooo 44,000 22,000 0 
3. Product C MT Others 0 150 115 80 40 0 
4. 0 0 0 0 0 0 0 0 

5. 0 0 0 0 0 0 0 0 

6. 0 0 0 0 0 0 0 0 

7. 0 0 0 0 0 0 0 0 

8. 0 0 0 0 0 0 0 0 

9. 0 0 0 0 0 0 0 0 
10. 0 0 c 0 0 0 0 0 

11. 0 0 0 0 0 0 0 J 

12. 0 0 0 D 0 0 0 0 
13. 0 0 0 0 0 0 0 0 

14. 0 0 0 0 0 0 0 0 
15. 0 0 0 0 0 0 0 0 

Total 0 100,960 n,s20 44,680 22,340 0 
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Table : Actual Purchases 

Local currency 

--------------
1. Ra.v materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

----------------
7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

. 
12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE Ill - IE - -at1ona ngmeermg Company 

(millions of shillings) 
Est'd Est'd 

1984 1985 1986 1987 1988 1989 

1 10 20 31 35 40 
o o 0 o o o 
o 0 0 0 o o 
0 0 0 0 0 o 
0 0 0 0 0 o 

----- ----- ----- ----- ----- -----
10 20 31 35 40 

13 7 18 29 72 114 
1 0 1 2 4 6 
0 0 0 0 0 Q 
a 0 0 0 0 0 
0 0 0 0 0 o 

----- ----- ----- ----- ----- -----
14 7 19 31 76 120 

15 17 39 62 111 160 

$1 $1 $1 $1 $1 $1 



TABLE IV ! Table : Actual Ir.vestment National :=:ngineering Company 

(Millions of TShillings) 
I 
I 

Capital Expenditures 1984 1985 1986 1987 1988 1989 I 1. Land & building 0.0 1.0 0.0 0.3 0.0 C.O 
2. Plant & machinery 1.1 1.3 0.0 0.2 0.0 o.a 
3. Furniture & fixtures a.o a.a o.a a.a a.a o.a 

I 4. Motor vehicles 0.0 0.9 o.a 0.0 0.0 o.a 
5. Other a.o 0.1 0.0 0.0 0.0 0.0 

Total Expenditures 1.1 3.3 0.0 0.5 0.0 0.0 

I Source of Funds 
1. Equity - NOC oa 0.0 0.0 0.0 0.0 0.0 
2. Equity - Other 1.1 0.0 0.0 0.0 a.o 0.0 I 3. Loans - Local (Long Term) 0.0 0.0 o.a 0.0 0.0 0.0 
4. Loans - Local (ST/Overdrat::) 0.0 0.0 0.0 0.0 0.0 0.0 
5. Loans - Foreign 0.0 0.0 0.0 0.0 0.0 0.0 I 6. Grants 0.0 0.0 0.0 0.0 0.0 0.0 
7. Self- Generated 0.0 1.0 0.0 0.5 0.0 0.0 
8. Other, Unaccounted For IJ.0 2.3 0.0 0.0 0.0 o.a I Total Sources 1 .1 3.3 0.0 0.5 0.0 0.0 

I 
Notes: I 1. Cap. Exps. ($'000's) $0 $0 so $0 $0 so 
2. Cap. Exps./Emp. (Ts.'OOO's) 1 .1 3.3 0.0 0.5 0.0 0.0 

I 3. Nominal Index of Capital Expendit 33.3 100.0 0.0 15.2 0.0 0.0 
4. Dollar Index of Capital Expenditur• 30.4 100.0 0.0 3.0 0.0 0.0 
5. Debt/Total Sources 91.89% 0.00% 12.77% 0.00% 0.00% ERR 
6 Foreign/Total Sources 0.00% 0.00% 0.00% 0.00% 0.00% ERR I 7. Inflation Index 74.6 100.0 132.4 172.1 225.0 296.3 
8. Ratio: Machinery/Capital Exps. 100% 39% NA 40% NA NA 
9. Ratio: Vehicles/Cap. Exps. 0% 27% NA 0% NA NA I 

~ 

I 
I 
I 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 

Table : Actual Manpower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

TABLE V 
National Engineering Company 

Employees 
E 'u·.>- &:'s•.a 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

2 8 6 4 4 4 
2 10 10 9 9 8 

16 38 44 50 60 69 
34 28 17 6 7 7 
19 197 194 190 185 1'30 
19 90 82 73 74 74 

------------------------------
92 371 352 332 337 342 
1 5 0 3 0 0 

93 376 352 335 337 342 



TABLE VI I 
Tabll!' Actual Profit and Loss ' Trend National Engineering Co. I 

' Loss/Trend 

I (Millions of TShillings) 

Profit ' Loss 1984 1985 1986 1987 1990 1988 1989 
Net Sales 49 56 76 88 130 0 0 I Less: Cost of Sales 35 42 60 71 104 0 0 
Gross Profit 14 14 15 17 26 0 0 

Less: Operating Expenses 6 8 7 9 16 0 0 

I Adlllinistration 6 7 7 8 0 0 0 
Selling and Oistributio 0 0 0 0 0 0 0 
Foreign Exchange Losses 0 0 0 0 0 0 0 
Financial Expenses 0 0 0 0 0 0 0 I Depreciation 0 0 0 0 0 0 0 

Operating Profit (LOSS) 8 7 II 8 10 0 0 
Add: Other Income 0 0 2 3 2 0 0 

I Less: Other Expense 0 0 0 0 0 0 0 
Net Profit Before Tax 8 7 10 12 12 0 0 

Less: Provision for Taxes 4 4 5 6 6 0 0 

I Profit After Tax 3 3 5 6 6 0 0 

Statement of Retained Earnings 
Balance Brought Forward 8 9 11 13 17 19 19 I Prior Year Adjust11ent 0 0 0 0 0 0 0 
Balance Brought Forward R 8 9 11 13 17 19 19 

Add: Net Profi: for the Year 3 3 5 6 6 0 0 

I Profit. Available for Appr 12 12 16 19 23 19 19 
Less: Mi~cellaneous Appropriati 0 0 0 0 2 0 0 
Less: Dividends Declared 1 3 2 2 2 0 0 

Retained Earnings Carried 10 9 14 17 19 19 19 I 
Cost of Goods Sold 0 0 0 0 0 0 0 I Labor 0 0 0 0 0 0 0 

Materials 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 0 0 0 

I Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 
Interest as a X of Profit o.ox o.ox o.ox o.ox o.ox NA NA I 
In Current Dollars (thousands) 
Net Sales 3 3 0 0 

I Cost of Sales 2 3 1 1 0 0 
Operating Expenses 0 0 0 0 0 0 0 
Profit A·' :er Tax 0 0 0 0 0 0 0 

I 
I 
I 
'I 



I TABLE VII 

I Table Balance Sheet NationalEngineering Coq>any Li.11itecl 

I 
Actuml 

(Millions of TShillings) 

Balance Sheet 1984 1985 1986 198?' 1988 1989 1990 

I 1. Net Fixed Assets 111 18 18 16 24 0 0 
2. Current Assets 55 57 63 123 165 0 0 

3. Stocks 28 35 36 ~i 69 0 0 

I 
4. Trade Debtors 0 0 0 0 0 0 0 
5. Debtors and Prepayments 18 18 25 so 96 0 0 

6. Cash and Bank BalancH 9 4 2 21 0 0 0 
7. Current LiabilitiH 48 51 56 110 157 0 0 

I 8. Trade Creditors 43 2 3 7 26 0 0 
9. Bank overdrafts 0 0 0 0 6 0 0 
10. Current Maturity of LT 0 0 0 0 0 0 0 

I 
11. Tues Peyable 4 4 5 6 6 0 0 
12. O:her Current Liabiliti 1 44 47 97 119 0 0 
13.Net Current Assets/Liabil 7 6 7 12 8 0 0 

I 
14.Total Net Assets 25 24 25 29 32 0 0 
15.Finenced by: 

16. Share Capital 12 12 12 12 12 0 0 
17. Capital Reserves 0 0 0 0 (0) 0 0 

I 18. Profit and Loss Acccx.tt 9 11 13 17 21 0 0 
19. Long Tena Loans 3 2 0 0 0 0 0 
20.Debt 52 52 56 110 157 0 0 

I 
21.Equity 22 23 25 29 32 0 0 

I 
Notes: 

Revaluation of assets 0 0 0 0 0 0 0 
New Investments 0 0 0 0 0 0 0 

I In Current Dollars 
1. Net Fixed Assets 1 1 0 0 0 0 0 
2. Current Assets 3 3 1 0 0 

I 
7. Current Liabilities 3 3 1 1 1 0 0 
13.Net Current Assets/Liabil 0 0 0 0 0 0 0 
14.Total Net As5ets 1 1 0 0 0 0 0 

20.0ebt 0 3 1 1 1 1 0 

I 21.Equity 0 0 0 0 0 0 

I 
I 
I 
I 
I 
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APPENDIX 9: NATIONAL STEEL CORPORATION 

I. RECOMMENDATIONS 

The National Steel Corporation is an anomaly. It is qL·:te profitable yet is in decline. 
Unit volumes have declined in recent years and the company is able to purchase less and 
less steel each year. It has lost its major customers who now buy direct, and for smaller 
clients it competes against more nimble private traders who operate with far less over:iead 
and faster inventory turn-arounds. 

National Steel should be merged into the Aluminium Africa Group. Its yard could 
be sold or used as a sales depot for all Aluminium Africa products. The concept of ·one
stop• shopping makes sense but it would be better combined with the regional depot 
strategy of the Aluminium Africa Group. There is no need for National Steel to exist as a 
separate group -- existing as a trading arm of Aluminium Africa would suffice. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

A. Overview 

The ~ational Steel Corporation (NSC) must concentrate on four key tasks; (1) 
purchasing, (2) inventory management, (3) cash control, and (4) marketing. These are 
the essential skills for its niche as a steel importer and distributor. At the same time, it is 
not certdin that National Steel C:>rporation will be able to develop these skills before it is 
effectively eliminated as a corporation by competing distributors. For this reason, the 
consultants have identified several organizational and/or structural options for 
consideration by NOC that might make best use of the existing assets of NSC before 
these are irretrievably lost. 

These include: 

1. Transfer assets and dissolve; 
2. Transfer assets and structure to another company; 
3. Sell assets and dissolve. 

In the first case, NSC assets, including stock, land and buildings, and personnel, 
would be transferred to a larger steel importing company such as Aluminium Africa. 
Some personnel would be transferred to other sorts of positions. NSC would cease to 
operate as a separate company. Option 1 would preserve the most valuable aspects of 
NSC, its personnel, stocks, and property, within the NOC Group. At the same time, ',it 

1 



-----..,.------,.----,.---------
: 10 YEAR DEVELOPMENT PROGRAM NSC Year 1 Year2 

! NOC Cotr1pani•• 

I A. Ganeral Strategr 
; 1. Choose a generic strategy 

~1---r---,,,.,.,,,,~ T. 

---·--------<t-~-r~~~~H--__ · __ +--_ _.l__-t---=-! ~-=-~-;----~· _-~_ -· I a. Cost leader ,--
LB· Marlleting 

r-' '-. -"'-=:;~~-=rod_u_ct_'_a_vel_ue_to--'-cu.o.at_o_m_era__,_. -"e'-". "-··'------------1•f'·'; .. t"'4''~ ... ~::..,:=:::=~:· _o4 , _o.=.;' o 1 o. o, oi o i o t o 1 o i o: o: 
f---.. :=--::::='-----------------------+---'-+--+-4---+-C---t---'t--t--b. I i I ---r·-~---1 ---
r--C-.---,..--:-=-------------------- ---7°--t.--.... --, -r-,----+---r--;--.-----.-~-

d. - r-- -r------r--- ·-----r- --- -.r-"'1c--.... ---...--~-----' 

:--~=-·=========----~----~---_-_-_-_-_-_-_-_-_-_-_-_~=-=--------------------_-:_!.-! ==:==·_.;=:+= __ ~-·-I =..-:_-~: --;.,;1---_r ---t..,. __ -~!---~-I ~. --=~--=--·=--=_, 
I 2. Determine compariy~n via-a-via competition _____ ' ·=<\:,. -,~'.(:}· _! __ L_J 

a. Product characteristica _ L_;_ . ~--; 
r--b~.'-'P~n~·a~·n~,,--.,--------------------+__,-+--..-1f.--+-f--+--,t-+--+-f--·+---+--T--+--~ 
~- Diatribuli.-"-'-.n-'"-'._et_c_. ________________ _,,__.___,___.__~_,_-_.__~~~-~_,_~-~' --'-~ 

r1~4-.~,~n-cr_e_ase--p-rod.....,..u-ct~V111~-~-~bility:;::-------------------;t--,--,-,--,,,;'~~~~~~,:-~~~~;';:~~~--~-';_-_:r~---_;--_'~--=:~~·-.....---._'. 
I a. Place producta in regional depots 
I b. Paltici ate in r ·on.i faira in Tanzania 
r c. AdvertiH and promote producta 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 

10 YEAR DEVELOPMENT PROGRAM NSC Year 1 j Year 2 

1. Reduce outbound trans rtation coats for customers: 
L Ship by t11il 
b. Establish selling depots in key regions and ship in bulk 

. D. Organization 
1. Structure !he organization to achieve its tar ets,: 

L Mer e into other NOC corr. anies 

'2. 

C) I C)• 0 ol 01 o' C) 

I 

C); o: o, 0' o: o: C). 

e. Hou~ngmaintenance,garden_i_n_g ____________ ~I-..------ -~-..---+--.t--T--r -~~-.--~-~-
f. Vehicle maintenance & repair ! 

-'----------"-~-----~---~ 

Priv•tiz•tion 
1. Prepare com ' ---

C) I C)' o. Oi 0 O· C) ~ 
C) i o. o! O' 01 0 0 c:>_ 

'3. Build a reputation for integrity, adhere to commitments 

: E. Management :i 
1. Flatten the management hierarchy ·- - -+I -.,.1-""[""{"''::l:"',;::::"":;,;"'IPlfl""::::.':"";:: ""<·"".f ... :[ ·:""::'::"'lliLlJ"'"':::'""/.l!r"' I - -----~- • - -· --

a. lncreue the span of control to 5 to 9 for senior management ___ ...,...-+ __._ p:,t):::/_~- . :----~ - ---·-- · -- ·· 
-- ------r-- ---+--r-----,..----..---·------ . 

~-~~~~ue the span of control to 25 to 50 for production ___ .,___.;._J~ /:':': ::::::::::: _ _;_ ___ ~~-~-~----- ___ -· 
' and lower 1kiU levels : · 1 • , 

• c. Eliminate management re1pona~bll__it}'~!J~olition for an~ 1- _;tITJ _:~_ ::=-J---:-_-.:===-=: _ _::_-_-_: 
, _ __polition with leN than 5 persc'ls repo~!'.9. direc11y_. ----· __ --L-; 1 ' ~-- • . r:w:1· .r----r~··~ ____ ---·-~---- .. ---
~ ____ d. Reduce the manegement hierarchy tc_t_h.!_e~ levels, four ____ ___,;___i._.f.-_f:L2ci__;,__. ---·- ;---•- __ .. ... 
. maximum, within the firm ______________________ L__;_ ____ ~ __ L __ . __ . __ 1 -·---··---· _ • 



10 YEAR PEVELOPMENT PROGRAM NSC 

F. Einplo,_a 
1 . Inc- employee involll9ment end commitment 

a. lnltitute tmployee evggestion programs 
b. Estebhh profit-sharing, phentom stock. or employee 

etoclc-ownership programs 

. 2. HeY9l1ID c · naclrana 

L Conduct/obbin e Nlary end benefits SUN!)' 

Year 1 Year2 

i 

b. Colt out benelit I 

f. S&:bdlute profit-Mering, 'phantom-etoc:k." or ESOP l WfUm:t 
for edditionel c:om . I J 

· 3. ANH 1he poailion du8ification system 
I a. Look fo. ·--grading' 

I 
i 
j 

rfis""'N~•'0:•;''""''*'=''iil ·I 
l'~&i:=m;_;ii I 

' 4. Reduce empoyrnent F'\'f':':'''' .,::;;i' .,:;,,,;,,:.;:::csili::=:=:=:'I 
a. Reduu adminiatratiw/overhead personnel. . iii. ::::t::Ol::i':;'::'lf: :•I 

~-b=·:........;Eli;:;:::nu~·~nate=:=~n:::o~n~-~c~ritl=·ca1:;=.~fu~nc11:.=·=o.~ns~.--,------------..;.-~---k..,..,.j~f~t:~·~t~~~l::~;~~"'~·'~t:;aii~------~~-------
__ c_._Eli_nu_·_nat_e_n_on_-~pr_od_u_c:tive_·_~pe_rso_n_n_el_. ____________ -+---"--~_..~~0~·I.'~+~tL--_ ___._~i------~---~ 

i 1. Change the compolition of the Board of Directors e.g.: 
a. lncreue lh• number of private sect:=:7or=-:cm-.;;=an;.:•:;o1a'"''e::.:rsli~1n.:,:ve~st:::o~rs7----t--:---"---1•;.;i:::'::;..?~;f·"":._·•ti: .• ~.i·~'·•=~::::~::;::i.'.!::: ~:;::ii."-:;:::;i.t• "::::~t!!I=. -"'"-\:~rt-~-------

___ b._Re-'-d ..... u:..cc ..... e_the __ n-'-um_be,.:....ors_o'""f.,.g'"'ove~m_m_e_n_t ..... o_ffi_c_.ial_s""'o.:.-,n_lh_.e ..... Bo::....;.car-'-d---•!--~ [::·· ,, • '."':':':' ==::::::,: .\:f ===•.:::::: 
c. lncreue the number of industry knowledgeable members t•..:: :; ·.·.··=·•·•· .• ,.,,.,., •. ,., ....... ::;:::::;:: \;/: 

'G. Finance 
l 1 . Improve cash management 
\a- Limit use of bank overdrafts and short-term debt 

'r---b~-~P_.r~om;7'-':o~te~u~ .. ::..;--°'""7int-=e_.m~w"-'-'re~so""'-u~rc~e~•--..--,-;---::-.,--------f ..... ~~"""="',.,.,...,,,.,,,,,,,,.---;--._j__~--·-~~--~~-
c. Institute and enforce credit and receivables policies 
d. Assist production and marketing to reduce inventory levels: 

, 2. lncreue return on asaata 

' ' 
------+----"---'-~------·---•--.. ---------- --- . 
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would eliminate redundancies in organization and operations within the NOC and help 
solve the recurrent financial weaknesses of the NSC. 

In the second option, NOC would transfer the assets and structure of NSC into 
another organization and retain its structure. Absorption of NSC by a larger company 
as a subsidiary of that company. NSC would exist as a separate entity but would report 
to the larger company and not to NOC directly. 

The second option would retain the character of NSC, but wC'uld place it under a 
company that is stronger and more successful in its importing o~erations than NSC. 
NSC would benefit from more capital strength and more direct supervision of its 
operations. It would be less efficient than Option 1 since more personnel would remain 
in the importing operation unless other rationalization measures were considered. 

In the third optior., the NSC would be eliminated as an operating company, its 
assets sold or tra:1sferred, and its personnel made redundant if suitable positions were 
not available. This offers the greatest immediate cost savings and cash generation, but 
it may be a difficult option to implement politically. 

There exists, of course, a fourth option, which would be for NSC to remain 
operating as is. While easy, this option would be the most costly. First, it maintains 
unnecessary redundancy in operations and personnel at a cost to NOC and its 
companies. Second, NSC can be expected to maintain current cash utilization trends and 
eventually run out of capital. Third, increased competition from the private secior and 
NSC's weak performance record lead one to the opinion that NSC will be effectively 
eliminated unless it is heavily subsidized through favorable exchange rates and increased 
costs to NOC. 

Even within the transfer operations, it is assumed that NSC will need to build up its 
skill base. Its current skill base and strengths include: purchasing knowledge and 
contacts, customer knowledge and contacts, knowledge of government channels, and 
preferential access to foreign exchange at favorable rates. 

None of these strengths, however are unique, and many are duplicated within the 
NOC group in such companies as AL.AF, Steel Rolling Mills, and CMB, among oth9rs. 

Furthermore, NSC has several weaknesses including: cash and cash 
management, purchasing skills, aggressiveness in seeking out market opportunities and 
niches, and inadequate inventory control and management. Current management would 
need to be trained in the abo·:e techniques or new management brought in with the 
requisite skills. To the extent that these skills exist elsewhere in NOC, NOC would be 
advised to place more responsibility in the hands of those companies. Hence, the transfer 
options. 

' 

NOC should consider pressing for changes in the tariff structure that relate to raw 
material imports for value-added industries. This would include the elimination of tariffs 
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on materials re-exported to neighboring countries and on materials that become part of 
a manufactured product for domestic consumption or exports. 

B. Marketing 

NSC must change from a constraint driven strategy to a market driven strategy. 
This requires that it consult more with its customers, identify their requirements more 
carefully, and seek opportunities to add service and value to its commodity products. 
Otherwise, NSC is forced to compete on price; something it wil be ill-· quipped to do in 
the increasingly competitive and open market For strategic reasons, NOC must assume 
that its key competitive advantages in this field - preferential access to foreign exchange 
and artificially low exchange rates - will be eliminated during the next ten years of 
structural readjustment. This means driving down the cost of its operations while 
increasing the value-added of its services. Otherwise, NOC could easily see itself facing 
record losses in its operations when these preferences are fully eliminated. 

The key tesk for NSC is to identify customer needs, order appropriate levels at 
appropriate times, and provide any necessary services to insure expansion of its 
businesses. NSC's current approach is to: 

1) look at historic stocking patterns. 
2) assume a continuing trend, 
3) match demand to foreign exchange and PTA allocations, 
4) eliminate slow moving items, EVEN IF CRITICAL, 
5) order the fastest moving items within the allocations. 

This is an organizational and constraint driven approach to business. It is nm 
market driven. Since it does not meet the demands or requirements of the market, it is 
a losing strategy as demonstrated by NSC's declining shares in unit volume, turnover, and 
customer base. 

C. Production 

As a distributor, NSC has little in the way of production or operations. At the same 
time, if one considers that the processing of materials and supplies is its chief operation, 
then one could develop a strategy for this area. 

The company's key task is to reduce the throughput time (number of inventory 
turns) of its operation. That. means that NSC must reduce the lead times on orders, the 
time it takes to process any document relating to an order in its operation, the amount of 
stock relative to sales of its product lines, increase the diversity of stock, and finally, 
reduce the collection time on sales of product. 
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D. Management 

NOC should consider replacing current management with experienced 
buyers/distributors while current managers are trained in the core skiils of the distribution 
business. 

Management must develop core business skills: purchasing, inventory 
management. cash management, collections, and customer service. A training program 
should be developed incorporating both on the job and long term training. 

E. Human Resources 

NOC should consider absorbing redundant workers in other areas of the NOC 
Group. Current staffing is quite high relative to the volume of sales, the actual workload, 
and private sector distribution companies in Tanzania and abroad. 

If the NOC contemplates other areas of expansion, it is recommended that these 
workers, be given preferential access to those positions within the NOC group. 

F. Bnance 

NOC should consider bringing NSC into a stronger cash position through its 
absorption/subsidiary status within a larger organization. NSC is currently constrained 
by a lack of cash, due primarily to ineffective cash management over the last few years. 

II. FINDINGS AND ANALYSIS 

A. Overview 

National Steel Corporation (NSC) was organized in 1966 as the state trading 
corporation. NOC assumed control in 1973. For years NSC had a monopoly on the 
importation of steel and basic steel products into Tanzania. This monopoly was gradually 
eliminated and now companies may import steel and products directly. Consequently, 
NSC has seen its role and market share fall dramatically. In 1990, NSC imported only 
11,000 tons of steel products. Despite decreasing volumes and turnover since 1985, 
employment has increased over 80 percent during this period. 

During its period of monopoly, NSC had priority access to foreign exchange and 
was able to arrange the "loan· of these funds without putting up matching funds of its 
own. This amounted to a low or no cost loan for working capital. An inability to manage 
its cash despite these subsidies has resulted in a shortage of cash in the NSC. NSC 

, absorbs working capital through its operational costs and by selling products at less than 
their replacement cost. This has also resulted in a downward spiral in its ability to reorder 

' stock. 
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NSC regards itself as an important player in the development of Tanzania although 
the market data seems to suggest otherwise. There does not appear to be a corporate 
philosophy. 

The Company's strategy has been to survey past trends and buy an annual 
consignment of steel to meet historic patterns. This has resulted 1n a hit or miss approach 
to the market's and Tanzania's needs. Products which are slow moving but perhaps vital 
or high profit margin are ignored; while, fast moving but easily found products have been 
ordered. To be fair, foreign exchange allocation methods made rational market planning 
more difficult by requiring NSC to use up foreign exchange allocations quickly rather than 
space out orders throughout the year. 

Cu!Tently, the company appears to be without direction. It is making a number 
of sman diversification attempts includi-] the marketing of products produced by other 
NOC companies. The Company's idea is to develop itself as a one-stop shop for small 
bUllders and construction contractors. Simultaneously, it has attempted to export 
makonde wood carvings, an activity which is completely out of its normal scope of 
operations. 

B. INDUSTRY AND COMPETITOR ANALYSIS 

1. Market Over 'iew 

The market for steel products in Tanzania at present is somewhat limited by the 
size and nature of the economy. None the less, the market does have some significant 
tonnage requirements and requires a wide variety of products within this broad market. 

Demand as estimated by NSC: 

Estimated Total Demand of which: 

1. Aluminum Africa 
GAL CO 
Pl PECO 
STEEL CO 
Subtotal 

2. Bongo Farm Implements 
3. zania AS Kihmo 
4. Body Building Cos. 
5. National Steel Co. Up to 

Subtotal 

6. Other 
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400,000 

75,000 
15,000 
10.()()Q 

100,000 

5,000 
2,000 
1,500 

15.()()Q 
123,000 

276,500 

100.0% 

25.0% 

30.9% 

69.1% 
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2. Customer Characteristics 

End users are primarily metal-working companies and construction firms. 
Customer types include: 

Large, relatively sophisticated organizations who handle their own 
importation of raw materials either diredly from the source or more likely 
through offshore distributors. 

Medium sized companies with inadequate access to foreign exchange who 
must tum to local distributors for supply. 

Small companies and construction firms who buy pr iarily from local 
distributors. 

3. Market Size and Trends 

The market for all types of steel is expanding. This would indicate a ready market 
for NSC's services, were the company more competitive. Also, the diversity of the steel 
market import line is increasing. Until or unless, Tanzania builds a domestic stee! 
production capability, there will be a market for basic steel imports of the range of NSC. 

4. Competition 

Since the dissolution of NSC's monopoly, the largest of its former customers have 
begun to provide the same products and services and have in fact become NSC's 
competitors in certain markets. Furthermore, other private and public companies act as 
importers and distributors of steel products. Within the NOC Group, for example, Steel 
Rolling Mills of Tanga operates a small portion of NSC's yard to sell its steel bars. Steel 
Rolling Mills acts as a di~tributor for NSC and itself in a yard they maintain in Dodoma. 

Competition in this market will grow in the future. Currently, competitors are able 
to obtain the same access to foreign exchange as ~SC. Furthermore, to the extent that 
they are better capitalized, they can invade NSC's core markets. As its larger customers 
grow, they too will move to order directly from suppliers. This leaves NSC with a pool of 
small, manufacturing and construction firms for its customer base. 

Competition will then shift to purchasing skill, delivery ability, service level~. and 
financing capabilities. NSC is weak on all these fronts. 

5. Substttutes 

Substitutes for imported steel raw materials are other materials such as plastics, 
wood, etc. and finished products. In the future, should Tanzania develop primary steel 
production capability, domestically produced steel items would be substituted for the most 
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basic of the product categories. This would further narrow the range of market and 
products serviced by NSC. 

6. Policy and Regulatory Environment 

The policy and regulatory environment has limited competition in this market until 
recently. NSC and other parastatals were protected and given monopoly rights on 
imports, preferential access to foreign exchange and tariff protection. 

While there is currently more liberal access to foreign exchange than previously, 
the Treasury requires a deposit of 100 percent of the foreign exchange purchased in 
Tanzanian Shillings when a letter of credit is opened (OGLs). The funds are not tied as 
are PTA's and other forms of tied aid .. This benefits most companies as they now have 
the ability to purchase from a wider range of suppliers and have faster access to foreign 
exchange. At the same time, companies in a weak cash position, such as NSC, have 
found their costs increased since they must now obtain bank overdrafts at 31 percent per 
annum to cover the OGLs. The bank charges must be fact.lred into their operating costs 
with the end result that consumers must pay a higher amount for steel coming through 
NSC. 

The opening of the import market has exposed NSC to increased competition. 
This is good for the country in that the competition should result in lower pricing and 
improved service relative to the former NSC concession. In this case, what was good 
for the country, was not good for NSC which has seen its margins and share erode. 
The NSC h~ encountered more difficult going in the market as competitors provide an 
equivalent or superior product at a lower cost. 

The tariff on steel products of all types is 30 percent. The Government does not 
distinguish between raw, intermediate, or finished products in this area. Taxation is 
cumulative, raw materials are taxed, sale of the processed materials are taxed, and sale 
of the end product is taxed. The result is to increase the overall cost to the consumer and 
dampen any export potential of the producing firms. There is debate on a rebate of duty 
on raw materials used in products that are exported. If so, this would give a positive 
impetus to exports. 

C. Marketing 

1. Overall Marketing Strategy 

NSC's basic strategy appears to be to wait for customers to order products from 
it. For years they approached their market in much the same way with few changes in 
either product characteristics or channels of distribution. Large buyers were financed with 
credit, much of which r~mains unpaid. 

In the last two years, NSC has faced increased competition from former customers 
and private sector importers. In addition, it has been precluded from importing products 
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competing with NOC companiss. notably Aluminum Corporation of Africa. As a result 
NSC has been forced to find other mark9t niches. 

NSC is contemplating moving downstream into a wholesaling operation. The 
concept is thm NSC will be a ·one-stop outler for smaller construction contractors. NSC 
would broaden its line to carry non-metal products to supply local contractors with all the 
basic materials required in construction. An advertisement in the Tanzanian daily news 
listed the following products are being available: 

electric cables 
electric conduits 
chainlink fencing wire 
chicken wire mesh 
corrugated iron sheets 
furniture pipes 

• 

plastic water pipes 
welded wire mesh 
barbed wire 
nails 
galvanized water pipes 
roofing nails 

NSC has also begun selling a line of locally produced goods of NOC sister 
companies, notably galvanized sheet products. 

It appears that the NSC will attract primarily smaller companies without access to 
foreign exchange. The larger companies can ordAr more efficiently on their own and 
would tend to use NSC only to the extent that those companies encountered foreign 
exchange constraints. Those witt. sufficient access to foreign exchange do not need 
NSC's preferential access to foreign exchange. 

2. Sales Tactics 

NSC does not appear to have any particular sales tactics. It appears to be slow 
in reacting to/or meeting customer demands. 

3. Customer Service 

The products are basic steel products used in construction and downstream 
processing activities. Little, if any, customer service is provided. 

4. Pricing 

Pricing is set by the government's Pricing Commission on a annual basis. Prices 
are determined by taking past import prices, adding duty, taxes, transportation, NSC's 
overhead, and a small margin. Exchange rates are calculated, sometimes estimated, to 
determine the final local shilling price for the coming year. This works until a devaluation 
takes place or until any component of the cost base increases. Then, it is a rather 
involved and cumbersome project to change prices. 

For those products that are not price controlled, the NSC is bounded by market 
competition in its ability to pass on costs. 
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Weak inventory management hc:as resulted in slow turnover of stock. The time 
value of money. changes in the exchange rate, and changes in the replacement cost of 
stock are not taken into account in determining the final price of goods sold. For these 
reasons, NSC has been consuming its ·seed stock• over the last few years by 
underpricing goods. (For example, while NSC may nominally sell a product for more in 
shilling terms than it cost to buy it, the shillings captured are insufficient to purchase an 
equivalent of replacement stock at current prices. Th~s. NSC purchases a decreasing 
volume of steel products annually and has a smaller and smaller base on whici1 to spread 
its overhead.) Conversely, slow moving inventory is kept on the books resulting in a loss 
of working capital. To make up for the loss of those funds, NSC must resort to bank 
overdrafts at an interest rate of 31 percent per annum. 

It is unclear whether NSC has the flexibility to sell product at lower than the set 
price; although, this would might be advisable in the event of slow moving stock. On the 
other hand NSC would benefit were it free to set the pric-es of its stock based upon the 
market exchange rate and the replacement value of stock. 

5. promotion 

The company does little, if any, promotion of its products. 

6. Advertising 

The company does not appear to have a regular advertising program. The bulk 
of the a::tvertising budget was spent on the newspaper advertisement: 

7. Location 

NSC's one and only yard is located in Dar Es Salaam. Two covered warehouses 
are located on the grounds as well as an office building. All storage, sales, and loading 
are done from the yard. 

NSC share~ this yard with Steel Rolling Mills which maintains an eight member 
sales office in Dar Es Salaam. Steel Rolling Mills acts as a distributor for NSC in Dodoma 
where it sells NSC pruducts at a 25 percent markup. 

D. .emctuctlon and Operations 

NSC is not a producer, it is a distributor. At the same time, we can analyze the 
distribution process -- how NSC orders, takes delivery, warehouses, and distributes its 
product. Similarly, we can analyze the ways in which it manages the paper and cash of 
its business as these are critical to managing the distribution process. 

NSC's overall processing strategy can be described as an annual batch process. 
It analyzes the historic sales, attempts to gain foreign exchange, and, based upon the 
two orders roughly a years' worth of inventory at a time. 
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This is a reasonably efficient process managerially and results in a low commitment 
on management's time. Unfortunately, it is an extremely inefficient process for 
determining the correct product mix and does not maximize the use of the firm's key 
constraint-cash. First, the product mix is set for the yoar even if the market changes in 
the meantime. Second, NSC ties up precious cash in inventory. Alternately, it borrows 
funds at 31 percent and cuts into its operating margins. 

The clerical, stocking, and loading operations are labor intensive. Skill levels here 
are quite low. All of the steps involved in the processing of orders should be 
straightforward and reasonably quick. Thus, the number of clerical personnel is puzzling. 

1. Location and Facilities 

NSC has one yard located approximately in the industrial zone of Dar Es Salaam. 
The total facility consists of 3 main buildings. The warehousing facilities consist of 2 
covered and semi-covered warehouses. There is a rail line that connects to the yard. It 
has not been used for 2 years. The change in the customer and product mix, the 
proximity of most customers, and the low volumes of product sold result in all products 
being transported by truck. 

2. Mercbandising Operations 

There is no automation of paper flow, no computerized inventory systems, no use 
of automated management information systems. This is a key weakness in the 
organization since the process should be routine, fast, and efficient to minimize overhead 
costs and waiting in the value-added delivery chain. 

3. Materials Handling 

There is one lorry, 15 skilled and 29 unskilled laborers to handle materials within 
the yard. The process is labor intensive. 

4. Product Quality 

NSC's ability to respond to customer demands, to determine an adequate product 
mix, to manage inventory turns, all suffer in comparison to private sector firms and those 
in the distribution business. 

The Consultant believes that management is responsible for solving the basic 
business problem given the constraints imposed upon them by their system. In some 
cases, these are difficult to change, i.e. foreign exchange allocation procedL1res. Still, 
management can determine better ways of meeting market requirements and the 9urh~mt 
loss in share is not attributable to lack of foreign exchange but to lack of effec•iye and 
cost efficient management. 
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The decline in market share of NSC indicates that NSC's abi':ty to deliver the right 
product in a timely fashion at a competitive price suffers in comparison with other sourcx.s 
of supply. For example, ALAF, SRM, and UFI all order product directly. NSC's share of 
market even to NOC companies has declined. SRM uses NSC's yard, but feels that it is 
better able to market its produ~"ts than NSC. 

5. Product Delivery 

NSC stockpiles goods at its yard. Customers come to the yard to pick up product. 
NSC's lorry is only used to pick up materials from the port and does not serve customers. 

6. Competitive Strengths/Weaknesses 

NSC has experience 1n purchasing, knowledge of the steel market, preferential 
access to foreign exchange. and a position within the NOC Group. Its greatest strength 
is preferential access to foreign exchange. Were thic; eliminated, it is unlikely that NSC 
would survive for long against its more efficient and capable competitors. 

As for weaknesses, NSC lacks the ability to determine appropriate order quantities, 
to respond q11ickly to the market, or to manage its cash cycle ~refully. A key weakness 
is l~ck of aggressiveness in what is essentially a highly competitive industry -- distribution. 

Finally, the cost structure places NSC at a significant disadvantage vis-a-vis local 
competitors since NSC carrie5 a relatively high staff and overhead component relative to 
other distributors. A private sector competitor with equivalent volume for example, might 
have a cost structure that is 20 percent of NSC's. 

7. Strategy and Plans 

NSC is investigating the alternative markets. In one area, the company is 
expanding into a one-stop center for construction contractors. In another, somewhat 
curious move, the NSC has recently tendered for ebony woodcarvings and handicrafts. 

8. Expansion Plans 

The firm has no plans to expand the capacity of its yard or to acquire other yards 
in the country. It has sufficient capacity to handle a 400 percent increase in steel stocked. 

9. Capital Reguirements 

There are no existing feasibility studies for the diversification proposals oescribed 
above. Both would require additional working capital but no capital expenditure. 
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E. Management 

1. Compensation 

Management compensation at NSC is higher than their private sector counterparts. 
Base salaries are low, however benefit packages are quite extensive. Ben£.iits indude: 
housing, vehides, medical, ancf life insurance. As far as could be determined, 
management compensation is not geared to performance. 

Staff welfare and benefits were 159 percent of salaries in 1988, a significant 
increase from 1987 when they were 116 percent. 

2. Other Professional Services 

Legal services are provided by the legal secretary of NOC. 

F. Human Resources 

1. Composition and Skills 

NSC employs 81 persons, in the foilowing positions: 

~ Percent 

Warehousing and yard 
Foremen/supervisors 15 18% 
Unskilled labor 29 36% 

Sales and Marketing 
General and Administrative 

Managerial 28 35% 
Clerical/ other 9 11% 

Total 81 100% 

2. CQm'2§nsatiQn ant:! Tr~nt:is 

The Company is able to attract and retain a qualified workforce for its yard 
operations. Salary levels are set by SCOPO. Turnover 1s low. The compensation 
package retirement, consists of allowances and a base wage, medical insurance, housing, 
transportation. 
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3. Productivity 

Productivity in the firm is low. Output for the firm was as follows in 1988: 

(Ts. 'OOO'sJ 

TS sales per employee 
Profits per employee 

6,714 
715 

2,071 
200 

While NSC appears high in relation to other NOC firms, note that it is a trading company 
and should have high volumes and profits. 

4. Training Programs and Needs 

NSC invests few if any resources in training. 

G. Finances 

1. Sales, Revenue, Profitability 

NSC has shown an upward trend in sales in Ts. terms over the last five years as 
shown in Table VI: Actual Profit and Loss. However, when this is translated into both 
dollar and constant shilling terms, NSC has shown a marked decline in sales. 

Profits have also declined during this period. Again, measured in dollar and 
constant shilling terms, we see a contraction of the Company. The ratio of profitability to 
sales has also decreased during the last several years. 

2. Assets and Liabilities 

How well NSC uses its assets is reflected in its balance sheet and the analysis of 
those assets and liabilities. Good management of these assets should be reflected in 
either financial strength measures such as the current ratios, debt/equity ratios, etc. or 
in productivity measures such as return on assets/return on working capital, etc. 
Weakness is reflected in inadequate cash and low returns on working capital. 

a. Balance Sheet 

The NSC shows some strength in its balance sheet. However the trends in the 
last two years are negative. 

b. Ratio Analysis 

Short-Term Liquidity Analysis shows that NSC has suffered a weakening in its 
liquidity. The current ratio has declined from 1.9 in 1985 to 1.1 in 1989. The acid ratio 
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- cash and cash equivalents divided by current liabilities has dedined dramatically from 
1.0 to 0.2 during this period. This indicates that NSC would be able to cover only 20 
percent of its short-term liabilities in the given year, effectively converting most short
terrn liabilities into long term debt. 

3. Cash Flow 

A review of the financial reports indicates that the sources of cash flow are 
increasingly coming from borrowed capital. Uses of funds are increasingly going to 
overhead costs and to financing charges. 

4. Foreign Excbange and Cm>ital Reguirements 

Virtually all the products sold by NSC require foreign exchange. Steel and iron 
products and coke are all imported with the exception of products produced by NOC 
Group companies. All of these products contain large imported components. 

Foreign exchange to purchase these products come through the OGL and ISF 
mechanisms described earlier. Tied foreign exchange purchases in the past have resulted 
in poor purchasing decisions. 

The Company had preferential access to foreign exchange in the past; but this is 
changing as Tanzania has moved towards a more liberal policy. The company must 
now use the Open General License (OGL) mechanism to obtain foreign exchange which 
requires it to place a deposit in shillings of 100 percent of the value of the foreign 
exchange at the time it obtains the license. (Previously, payment could be staggered and 
was therefore less costly to the company.) Furthermore, the OGL is available for a shor. 
period of time only or it is lost. Thus, the company loses use of cash and/or must finance 
the amounts through overdrafts at up to 31 percent annual interest rates. At the same 
time, the company does not bear any exchange rate risk and effectively locks in the 
current rate at the time of purchase although delivery may be four to six months later. 
This can be an advantage when the currency is devaluing. 

5. Estimates of Valuation 

Book value is Ts. 136 million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of the Company. In NSC's case, 
liquidation of the company would transfer a gain of this amount to the NOC Group balance 
sheet. 

Valued as a going concern, the profits of NSC are used to determine its value. 
Profits are divided by the discount rate to obtain a value of Ts. 135 million NSC's worth 
as a going concern is approximately equal to that if it were to be liquidated. This indicates 
that NSC has limited viability as an enterprise. 

14 



Using a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a seing price, the NSC would be valued at Ts. 580 million. This is the price that 
NSC would fetch on a stock market that valued earnings at this rate. 

H. Summary 

The prognosis for NSC is not optimistic given its current position in the market, its range 
of skills, and its financial position. Key weaknesses include the declining market share, 
declining capital position, the increasing level of indebtedness, the high overhead and 
heavy staffing relative to its competitors. NSC's continued viability as a company depends 
upon three factors: products, a change in the cost structure of the firm, or a change in 
the company's markets. This would be counter to current management's approach which 
has been to in.:rease staffing and costs despite drops in volume. Finally, to attack new 
markets requires a leap of faith in the firm's ability to succeed in an unrelated business 
when it has not shown a track record of success in a protected environment to date. 
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Appendix 9 Attachments: NATIONAL STEEL CORPORATION 

TABLES 

SALES/MARKETING 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS 

PRODUCT BREAKDOWN 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I T.tile Actual sales lation.l Steel Corpor•tion 

I (Millions of shillings) 
Est'd Est'd 

1984 1915 1916 1917 1911 1919 

I 1. Loc•l ... teri•ls 
2. lll!pOrted ... teri•ls 
3. Otller Products 

23 45 37 30 67 10S 
15 75 226 371 241 111 
3 0 0 0 0 0 

I 
4. 
5. 
6. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

I 
7. 
I. 
9. 
10. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 l 0 

0 0 0 0 0 0 

I 11. 

12. 
13. 

0 0 0 0 0 0 

0 0 0 0 0 0 

0 0 0 0 0 0 

I 
14. 
15. 

Tot•l 

0 0 0 0 0 0 

0 0 0 0 0 0 
t.1 120 264 407 315 223 

I i.ti ts/El!lployee • 0 2 4 6 4 3 

I 
I 
I 
I 
I 

I 
I 
I 
I 
I 



Table : Actual Purchases 

Local currency 

1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

7. Raw materials 
8. Spares. & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE II 

1984 1985 

24 3 
0 0 
a 0 
0 0 
0 0 

----- -----
24 3 

9 6 
0 0 
0 0 
0 0 
0 0 

----- -----
9 6 

33 9 

$2 $1 

I 
I 

National Steel Corporation I 
(millions of shillings) 

I Est'd Est'd 
1986 1987 1988 1989 

14 25 70 115 I 0 0 0 a 
0 0 0 0 
0 0 0 0 I 0 0 0 0 

----- ----- ----- -----
14 25 70 115 I 

160 315 460 606 I 
0 0 0 0 I 0 0 0 0 
0 0 0 a 
0 0 0 0 I ----- ----- ----- -----

160 315 460 606 

174 340 530 721 I 
$3 $4 $4 $4 

I 
I 
I 

I 
·I 
I 
i 
I 



I TABLE Ill 

I Table : Actual Investment National Steel Company 

I (Millions of TShillings) 

Capital Expenditures 1984 1985 1986 1987 1988 1989 

I 1. Land & building 3.0 2.5 0.0 4.9 0.0 4.2 
2. Plant & machinery 0.0 0.0 0.0 0.0 0.0 0.0 
3. F umiture & fixtures 0.0 0.0 0.0 1.3 0.0 0.0 

I 
4. Motor vehicles 0.0 0.2 0.0 5.0 0.0 1a.4 
5. Other 0.0 0.3 0.0 0.0 0.0 2.7 

Total Expenditures 3.0 3.0 0.0 11.2 0.0 17.3 

I Source of Funds 
1. Equity - NOC 0.0 0.0 0.0 a.o 0.0 0.0 
2. Equity - Other 0.0 0.0 0.0 0.0 0.0 o.a 

I 3. Loans - Local (Long Term) 1.0 a.a 0.0 0.0 0.0 0.0 
4. Loans - Local (ST/Overdraft) 0.0 0.0 0.0 0.0 0.0 a.o 
5. Loans - Foreign a.o a.o 0.0 0.0 0.0 o.a 

I 6. Grants a.o 0.0 0.0 0.0 0.0 a.o 
7. Seit-Generated 2.0 3.0 0.0 11.2 0.0 17.2 
8. Other. Unaccounted For a.o a.o 0.0 0.0 0.0 0.1 

I Total Sources 3.0 3.0 0.0 11.2 0.0 17.3 

I 
I 

Notes: 
1. Cap. Exps. ($'OaO's) SCI so so $0 $0 so 
2. Cap. Exps./Emp. (Ts:oao·s) 3.0 3.0 0.0 11.2 o.a 17.3 

I 
3. Nominal Index of Capital Expendil 101.0 100.0 0.0 377.1 0.0 582.5 
4. Dollar Index of Capital Expenditur• 92.1 1ao.a 0.0 74.3 0.0 50.0 
5. Debt/Total Sources 122.22% 132.28% 90.74% 0.00% 0.00% 0.00% 

6 Foreign/Total Sources 0.00% a.00% 0.00% 0.00% 0.00% 0.00% 

I 7. Inflation Index 74.6 100.0 132.4 172.1 225.8 29f.3 

8. Ratio: Machinery/Capital Exps. 0% 0% NA 0% NA 0% 

9. Ratio: Vehicles/Cap. Exps. 0% 7% NA 45% NA 60~ 

I 
I 
I 
I 
I 
I 



TMtle Actwl -~a 11r 

Predict 

1 Senior ...,,...,.. 

2 Middle ~rs 

3 ~isors 
4 Clerical 

5 Still9d "8nuel 
6 Unskill9d "8nuel 

Totel 

E.apetriete 

Total E81ployees 

TABLE IV 

.. tiONll St•l Corporetion l 

E81ployees 

1914 1915 1986 1987 1981 1919 

0 2 0 3 0 5 

0 I 0 12 0 16 

0 7 0 5 0 7 

0 15 0 14 0 9 

G 14 0 13 0 15 

0 16 0 ti 0 29 

------------------------------------------
0 62 0 65 0 11 

0 0 0 0 0 0 

0 62 0 65 0 11 
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I TABLE v 
I Tlble Actuel Prof it Ind Loss •ationel StHl CCllllpeny 

I (Millions of TSllillings) 

Profit & Loss 1984 1985 1986 1987 1988 1989 1990 

I llet Sales 36 137 229 434 302 0 0 
Less: Cost of Sales 29 103 178 318 232 0 0 

Cross Profit 7 l4 51 117 70 0 0 

I 
Less: Oper1ting E.1p1n5n 7 33 65 27 40 0 0 

Adlinistretfon 6 11 16 21 28 0 0 
Selling Ind Distritartio 0 0 0 0 1 0 0 
Foreilft bdlange Losses 0 20 45 (10) 0 0 0 I Financial Expenses 0 1 4 15 2 0 0 Depreciation 0 t 2 8 0 0 

~reting Profit <Loss) {0) 2 ( 14) 89 30 0 0 

I 
Add: Other I nccme 1 1 1 2 12 0 0 Less: Other E~siens· 0 0 0 0 0 0 0 

•et Profit lefore Till 1 3 (13) 92 42 0 0 Less: Provision for Tun 0 8 0 46 20 0 0 I Profit After Tu (5) ( 13) 46 21 0 0 

Stat1111nt of Ret~ined Eernings 

I Balance lrought" forward 16 ?6 10 <2> 7 11 11 
Prior Teer Adjustment 0 0 1 0 0 0 0 
Balance lrought forward R 16 16 11 C2> 7 11 11 

I 
Add: llet Profit for the Teer C5J (13) 46 21 0 0 

Profit Aveilllble for Ai:ipr 16 11 (2) 44 28 11 11 
Less: Miscelleneous ASJPrO!""ilti 0 0 0 9 4 0 0 Less: Dividlnds Dec:lerld 0 0 27 13 0 0 I Reteined Eernings Carried 16 10 C2J 7 11 11 11 

I Cost Of Coodl Sold 0 0 0 0 0 0 0 
Llbor 0 0 0 0 0 0 0 Materials 0 0 0 0 0 0 0 

I Other Direct bpensn 0 0 0 0 0 0 0 
Factory OYerheld 0 0 0 0 0 0 0 

I 
Interest 0 0 0 0 0 0 0 
Interest es a I of Prolit O.OI 0.01 0.01 0.01 0.01 llA NA 

In Current Dollar• CCllow.,..> 

I llet Sein 2 8 4 5 2 0 0 
Cost of Saln 2 6 3 4 2 0 0 
Operating E•pensn 0 2 1 0 0 0 0 

I Profit After Ta• 0 (0) (0) 0 0 0 

I 
I 

' 

I: 



TABLE VI I 
I 

rettte a.l--.e !Met ••tionel Steel t:orporat 1an L •••tea 

I Actual 
(Millions of TSllillings) 

hlanc:e Slleet 1984 t915 t986 1917 1918 1919 1990 I t. Met Fixed Assets 14 16 11 16 18 0 0 
2. Current Assets 31 82 122 123 0 0 0 
3. Stocks 3 36 42 51 0 0 0 I 4. Trede Debtors 0 0 0 0 0 0 0 
5. Debtors ..S Prepeymnts 11 36 34 50 0 0 0 
6. cash ..S hnk hlanc:es 17 10 47 21 0 0 0 

I 7. Current Liebi l ities t6 76 154 110 0 0 0 
8. Trede Creditors 7 18 58 7 0 0 0 
9. hnk OYerdraf ts 0 ~ 69 0 0 0 0 
10. Current Maturity of LT 0 0 0 0 0 0 0 I 11. Tues Payeble 1 9 12 6 0 0 0 
12. Other Current Liebiliti 8 50 15 97 0 0 0 
t3.Met Current Assets/Liebil t4 6 (31) 12 0 0 0 I t4.Total Met Assets 29 22 (t5) 29 18 0 0 
15.financed by: 

t6. Share Capital 6 6 6 t2 0 0 0 

I t7. Capital •nerves c (0) (25) 0 ta 0 0 

ta. Profit .,.. LOSS AcC°'61t 23 1t " 17 0 0 0 
19. Long Tel'll La.. 0 0 0 0 0 0 

20.Debt t6 76 t54 110 0 0 0 I 21.E~ity 29 22 (15) 29 18 0 0 

Motes: I 
Revaluation of assets 0 0 0 0 0 0 0 
llew lnvnt~ts 0 0 0 0 0 0 0 

I In Current Dollars 
1. Met Fixed Assets 1 1 0 0 0 0 0 

2. Current Assets 2 5 2 0 0 0 I 7. Current Liabilities 5 3 1 0 0 0 

t3.Met Current Assets/Lilbil 1 0 (1) 0 0 0 0 
14.Total Net Assets 2 (0) 0 0 0 0 I 20.Debt 0 1 2 1 0 0 

21.E~ity 0 2 0 (0) 0 0 0 

I 
I 
I 
I 
I 
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APPENDIX 10: SOUTHERN PAPER MILLS CO .• LTD. 

I. RECOMMENDATIONS AND ACTION PLAN 

The Southern Paper Mills, while being a good idea conceptually, has been difficult 
to implement. The plant is located in an area with plentiful rainfall and sunshine, vast 
timber reserves, and adequate water and power. However, producing paper involves a 
complex set of processes, disciplines, and skills that NOC and Tanzania have yet to 
develop. Marketing the volume of paper that would enable Southern Paper Mills to reach 
break even requires greater access to export markets. Moreover, Southern Paper Mills 
is burdened with high financing costs as a result of under-capitalization during building. 

Southern Paper Mills may eventually be profitable. However, the losses until then 
wl be substantial. NOC should seek an outside partner to invest additional equity, 
expertise, and market access. Eventually, NOC should sell off all shares as Southern 
Paper Mill's products and processes fall outside its core group of skills and customers. 
It should do so soon while the plant is on the upswing so that it might achieve the most 
favorable terms. 

-On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management - usually ir. the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSIS 

A. Overview 

The Southern Paper Mills (SPM) was incorporated in 1978 by the National 
Development Corporation, but production began in 1986. SPM is the only modem, 
newsprint and kraft paper mill in Tanzania. Located in the lmonga region, it is about 500 
kilometers from its main customer base in Dar es Salaam. 

SPM markets basic types of newsprint and kraft paper in Tanzania and neighboring 
countries. Exports accounted for 32 percent of total sales in 1989. It maintains relatively 
little finished goods inventories due to the high demand for its products. 

SPM's plant was originally designed to produce 60,CXlO tons per annum of 8-10 
types of newsprint and kraft paper for the local market. It is currently producing 2 types 
of newsprint and kraft paper with a production of 32 thousand tons in 1989 or 53 percent 
of capacity. Production volumes have been low in the last few years due to problems 
acquiring spare parts, insufficient emphasis on preventive maintenance, and high levels 
of equipment breakdown. 
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Annual sales in 1988 were Ts. 1,951 million versus expenses of Ts. 3,900 million. 
SPM made a loss of Ts. 1,949 million, enough to offset the net profits of the entire NOC 
Group of companies. Currently. the plant has a management contract with various 
managers who provide overall plant supervision, etc. 

The Southern Paper Mills's strategy has been to limit the range of products to 
simplify the skill levels required and to better control production qualitf. It is looking at a 
saw mill and a NFDS dedicated newsprint plant. 

B. lndl!stry and Competitor Analysis 

1. Market Overview 

The market for newsprint and kraft JJaper in Tanzania at present is somewhat 
limited by the size and nature of the economy. Nevertheless, there are some significant 
tonnage requirements in the broader paper market, that is for other types of paper 
products. 

2. Customer Characteristics 

End users are publishers who use the newsprint products for printing daily and 
weekly papers. 

3. Market Size and Trends 

According to SPM, the local market for all types of newsprint and kraft paper 
products is expanding at 3-4% per annum. This would indicate a ready market for SPM's 
services, were the company more productive. Export potential in the region is also 
strong. 

4. Competition 

SPM is the only producer of newsprint and kraft paper in Tanzania and in the 
surrounding region. It has a production monopoly :ocally in newsprint and kraft paper. 

However, the paper industry is composed of a small number of well-capitalized 
foreign competitors, notably Canadian and Swedish companies. These firms are often 
able to gain a fair amount of control over certain market segments such as newsr:rint. 
Attempting to compete in these markets against well-funded competitors who can absorb 
temporary losses would require substantial capital assets on the part of SPM. 

Competition in this market will grow in the Mure. Currently, the competitors to 
SPM are offshore, which means that they have high transport costs as well as slow 
delivery times. Furthermore, they are used to dealing with large order sizes. This 
presents an opportunity for SPM to dominate locally and to export regionally if it is able 
to establish a reputation for reliability, speed, quality, and flexibility; e.g. small lot sizes. 
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It should be noted that SPM will never completely dominate the market for paper 
products in Tanzania or the local areas. That is because there are so many different 
typas of paper and as there are proprietary processes for producing the more specialized 
papers such as glossy finish, rag content, bonds, etc. However, in basic paper products, 
it can be begin to build a position of strength. 

5. Policy and Regulatory Environment 

The policy and regulatory environment has limited competition in this market. As 
the sole local source of newsprint and kraft paper, SPM is protected by import duties, 
sales taxes, and delivery charges on imported newsprint and kraft paper. Furthermore, 
SPM has had preferential access to foreign exchange over the past few years. This 
enables it to purchase inputs and supplies at a subsidized price. 

Macroeconomic policies that affect SPM include exchange rate regulations and 
access to foreign exchange. The Open General License (OGL) system gives SPM equal 
access to foreign exchange so that it is not constrained in its ability to purchase materials. 
SPM does have some cash flow problems, however, that raise the cost of its foreign 
purchases. It must rely on bank overdrafts at 31 percent per annum to meet the 100 
percent cash cover of the OGL 

· SPM has accessed PTA funds and exported products. SPM benefits from and has 
used the currency regulations that enable PTA member countries to purchase SPM's 
products using their local currencies. This has not always worked well, as there are 
apparently some delays and mishaps with the system. All in all, however, such policies 
are a significant support to SPM. Furthermore, it maintains a foreign currency account 
with the Treasury so that it may use export earnings to cover the foreign exchange 
requiraments for spare parts. 

The tariff on imported newsprint and kraft paper products of all types is 30 percent. 
The Government does not distinguish between raw, intermediate, or finished products in 
this area. Taxation is cumulative, raw materials are taxed, sale of the processed materials 
are taxed, and sale of the end product is taxed. The result is to increase the overall cost 
to the consumer and dampen any export potential of the producing firms. 

The Government has debated whether or not to rebate the duty on raw materials 
used in products that are exported. If so, this would give a fur~her, positive impetus to 
exports of SPM products. 

C. Marketing 

1. Overall Marketing Strategy 

SPM's strategy is to produce a few basic products that allow it to maximize 
volumes and that are in high demand in the region. It has sought export opportunities 
and is increasing export.>. At the same time, sales volumes are well under break-even 
level. 
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2. Customers 

Customers for newsprint are publishers and distributors in Tanzania as well as the 
region. It sells approximately 6,000-7,000 tons of newsprint per year locally and exports 
4,000 to 5,000 tons of newsprint 

The Southern Paper Mills uses few sales tactics. Credit is extended for 30 days. 
Collection is generally not a problem as newsprint is lb§ net raw material for a publisher, 
and SPM is the most convenient supplier. 

SPM does not absorb transportation charges for large ordars. Customers in 
neighboring countries are encouraged to make use of the PTA Clearing House. This 
enables them to purchase SPM products using their local currency, which is a significant 
competitive weapon for SPM. 

Customer service is minor. The products are basic and low technology. SPM 
does not maintain a customer service department. 

Pricing is set by SPM to match the landed cost of imported products, or in 
neighboring countries to beat competitor pricing. The products are under control of the 
government's Pricing Commission. SPM has raised prices significantly in the last two 
years and expects to continually raise prices to recoup a loss of margins during 1988. 

Inventory management is usually not a major problem. SPM has a small finished 
goods warehouse that holds no more than a week's worth of inventory at full capacity. 

The Southern Paper Mills does little, if any, promotion of its products. The 
Southern Paper Mills does not appear to have a regular advertising program. Selling and 
distribution expenses totalled less than Ts. 115 million for the years 1986 to 1988. Most 
advertising is for tenders and requests for proposals. 

D. Production and Operations 

1. Geographical Location 

SPM's one and only factory is located in lmongo, about 45 kilometers south of 
lringa. It is located far from its major customers, but is well-situated for production. SPM 
maintains sales offices in the NOC building in Dar Es Salaam. 

2. Eaciltties and Processes 

SPM has a large plant and produces newsprint and kraft paper on a continuous 
flow line. Newsprint and kraft paper making at SPM consists of the following steps: 

1. 
2. 

Debank Chip making 
Chemical/Mechanical Pulp : 
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3. Bleaching 
4. Csustisizing 
5. Mix 
6. Forming 
7. Dry 
a. Place on ~on. 

The process is extremely capital intensive and highly automated. SPM has Ts. 11.3 
million (24,876 : 2,200) of capital equipment invested per employee. Production staff 
numbers about 1,100, about 250-300 persons per shift. Paper is produced on a 
continuous flow-line so almost all materials handling is automated. 

The high capital costs and the automation however, require constant attention and 
careful maintenance. Furthermore, short power interruptions cause significant losses of 
material, up to 5 tons for a few second interruption. 

There is automation of newsprint and kraft paper flow, computerized inventory 
systems, and use of automated management information systems. SPM is better 
equipped than most NOC companies in this area. 

3. Product Quality 

SPM has been making efforts to improve the quality of their products. This involves 
limiting the product line and increasing production volumes. Delivery times can still be 
extended; most buyers probably carry extra inventory to handle such contingencies. The 
increase in export orders is encouraging evidence of increased recognition of SPM's 
product quality and price. 

4. Product Delivery (Outbound Logi~ 

SPM transports the bulk of its products via overland truckers. A limited amount is 
shipped on the T AZARA Rail Line. A spur of the line was extended 100 miles to SPM for 
this purpose. SPM has an agreement with Tazara to ship 9 wagons of product every 
week, however, TAZARA can rarely provide more than four wagons. The cost of 
transportation nas been increasing by 20-25% per year. 

5. Competitive Strengths/Weaknesses 

As for strengths, SPM has adequate water, vast reserves of timber located close 
by, adequate electricity, a relatively new plant, and experienced management. This should 
give it a strong competitive position. 

At the same time, SPM's work force is relatively large and inexperienced; lack of 
maintenance has aged the plant dramatically; lack of equity capital has kept SPM from 
reinvesting in its plant and equipment; a high debt burden further reduces cash flow; and 
it has few capital resources to finance lar;:~ quantities of exports. 
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G. Strategy and Plans 

SPM is attempting to improve the newsprint and kraft paper line with continuous 
measurement device for the paper rolling line. This investment is expected to pay for itself 
in short-order based upon lowered scrap rates. 

7. Expansion Plans 

In 1987, SPM operated at 48% of capacity, and in 1988 at 53% of capacity. As it 
uses only half of its capacity at present, it has room for increased production. 
Nevertheless, the firm has proposed to build a sawmill. A dedicated newsprint plant has 
also been proposed. This would require an outside partner. 

8. Capital Reguirements 

There are no existing feasibility studies for the expansion proposals described 
above. If any of them proceed, the sawmill is estimated to cost $10-15 million; and a 
newsprint plant would co~t in excess of $350 million plus $50 million if an additional power 
source is required. 

E. Organization 

The Company is wholly owned by NOC. 

F. Management 

The General Manager, Mr. J. A. Keith, has worked with SPM for two years as its 
General Manager. He has managed paper plants in various locations around the world. 

1. Management Compensation 

Management compensa~ion at SPM is higher than their private sector counterparts. 
Base salaries are within SCOPO guidelines and are low; however, benefit packages are 
quite extensive. Benefits include: housing and maintenance, vehicles for officers, medical 
care and insurance, life insurance, and many company-sponsored activities. As far as 
could be determined, management compensation is not linked to performance. 

The Board of Directors of SPM is selected by NOC and the Ministry of Industry all 
over lthecs. The Board operates autonomously of the NOC. Presently, the Board 
consists of nine members selected from the Ministry of Finance, the Ministry of Forestry, 
the NOC, the Tanzania Railways, the Ministry of Trade and Industry, the Regional Director 
of Planning, Juawata, and the Chandi JV group. The '3eneral Manager attends board 
meetings as an observer but does not have a vote. 
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Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's Legal Counsel. SPM has 
not made use of consultants from TISCO or the National Productivity Institute in recent 
years. However, SPM does use a number of expatriate experts and technical managers. 

G. Human Resources 

1. Composition and Skills 

SPM employG approximately 2,200 persons. Employment was reduced by some 
200 persons or about 10% in 1990. The level of supervisors to workers is quite high at 
1 :5. In addition, the percentage of overhead, administrative, and other personnel to 
direct production workers is quite high at 46%. This reflects the high cost of ancillary 
services at SPM - the company built and operates a •Company Town· as the factory is 
located in a remote area. 

2. Compensation and Trends 

The Southern Paper Mills is able to attract and retain workers for its operations. 
Wages and benefits are quite high relative to the alternatives in the area. Salary levels are 
set by SCOPO. Turnover is low. 

The compensation package consists of a base wage, medical insurance, housing, 
transportation to and from work, and many company-sponsored services. 

3. Productivity 

Productivity in the firm is low, as shown in the attached table. 

Productivity - 1989 SPM NOC Avg. 

Sales per employee (Ts) 1,228 2,071 
Profits per employee -502 200 

To be fair, productivity appears to have increased in the last few years. As data were not 
available for 1990 or 1991, more historic data has been used. 

4. Training Programs and Needs 

SPM is the only paper mill in Tanzania. As it is one of the most modern facilities 
in the region, it should conduct a fair amount of on-tho-job training to improve the skill 
levels of the work force. Such training should include basic work practices as well as the 
more technical aspects of training. A number of plant operators received 1 year of 
training in Norway at the time of plant start-up. 
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Training is planned for maintenance personnel and is badly needed. Other areas 
for training would include: technical, managerial, sales and marketing, and statistical 
quality control. 

H. FIDIOCll 

1. Sales. Revenue. Profitability 

SPM has shown an upward trend in sales in T. Shilling terms over the last five 
years as shown in Table I. It had an operating loss of Ts. 2.2n million in 1988. SPM 
managed to reduce its annual losses to 1,205 in 1989; however, it still has a long way to 
go to achieve profitability. 

Financing costs are high. While the company managed to make a small gross 
profit in 1988, financing costs in that year exceeded annual revenues. SPM's large short
term debt burden that has made operations quite difficult within the last five years. 

2. Assets and liabilities 

SPM shows considerable weakness in its balance sheet. The Balance Sheet 
reveals that available cash and the value of raw material stocks have declined while 
payables, and accumulated losses have increased. This is magnified when the figures are 
translated into constant shilling and dollar terms. The Debt-Equity ratio graph shows this 
trend. 

The graphs on Financial Structure, Current Assets, and Current liabilities show the 
significant changes at SPM. Cash has declined while stocks have increased. Maturity 
of long-term loans has increased to almost fully cater for current liabilities (1984-1988). 
This gives the company very little flexibility to incur further current liabilities. Material 
stocks have increased in !Jnit volume and in real terms as a prcentage of the firm's capital. 

SPM imports some raw materials. Foreign exchange to purchase these products 
comes through the OGL and PT A mechanisms describe in the main report. SPM also has 
a foreign exchange account that enables it to purchase parts and supplies without going 
through this process. 

SPM had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreign exchange at the time it obtains the license. 
(Previously, payment could be staggered and was therefore less costiy to the Southern 
Paper Mills). Furthermore, the OGL is available for a short period of time only or it is lost. 
Thus, the Southern Paper Mills loses use of cash or must finance the amounts through 
overdrafts at up to 31 percent annual interest rates. At the same time, it appears that the 
Southern Paper Mills does not bear any exchange rate risk and effectively locks in the 
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current rate at the time of purchase although delivery may be four to six months later. 
This can be an advantage when the currency is devaluing. 

3. Estimates of Valuation 

Book value is Ts. 11,226 million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of the Southem Paper Mills. In SPM's 
case, liquidation of the Southem Paper M~ls wocld transfer a gain of this amount to the 
NOC Group balance sheet. 

Valued as a going concern, the profits of SPM are divided by the discount rate to 
determine its value. As SPM has no profits, it has no value as a going concern. Similarly, 
we cannot ap;:>ly a Price Earnings ratio to estimate the worth of the company, since 
earnings are negative. 

I. Summary 

The prognosis for SPM is not optimistic given its declining capital position, the 
heavy level of indebtedness, the weak performance of the Southern Paper Mills over the 
last few years, and its high administrative burden relative to its competitors. The company 
is still struggling despite a local production monopoly and significant advantages in raw 
material costs. SPM's continued viability as a Southern Paper Mills depends upon 5 
factors: continued access to capital infusions despite limited ability to repay, productivity 
improvements, increasing production volume, increasing market share, and access to 
export markets. 

SPM has three basic options: 

The first option, and SPM's current strategy, is to concentrate production on a 
few products. This allows workers to gain intensive familiarity with a few products so that, 
one hopes, productivity will increase and costs will decline. However, it means SPM has 
a less visible role in Tanzania and that the market is left open a wider range of competitive 
imported paper products. 

The second option, SPM's original strategy. is to produce a range of products to 
meet a variety of paper market segments. This allows SPM to meet more market 
segments, opens up more regional export possibilities, maintains a more visible role for 
SPM, and lowers national imports. This strategy is much more difficult to implement. 
SPM would need to make dramatic improvements in production skills and efficiency to 
handle the wider product line. Furthermore, marketing would need to be improved 
substantially to meet a wider range of customers and distribution channels. For these 
reasons, SPM chose to narrow its product line and focus its resources and skills to obtain 
greater volume and success. 

The third option is to continue a market-focussed strategy, but in partnership with 
a major outside firm. SPM has a well-situated plant and what appears to be a strong 
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comparative advantage due to geography. It lacks capital and market access. An 
alliance, partnership, or joint-venture with an outside firm could provide the necessary 
access to export markets, capital infusions, and additional technical expertise. and access 
to the marketing savvy and contacts of the partner. SPM should move to a profitable 
status relatively quickly, since the outside partner would be strongly motivated to stop 
amual losses. The partner would help boost sales through established contacts, assist 
in productivity improvements, and work to reduce overall costs of production. Although 
NOC wot.11d trade debt for outside equity in time, NOC's shares would be more valuable. 

The Team recommends that SPM actively search for a strategic alliance with a local 
or foreign partner. The partner must have sufficient market contacts and financial 
resources to take on an equity position in SPM. NOC needs to boost the earnings of 
SPM while lowering its capital risks. 

There are two main reasons for this recommendation. First, the ongoing capital 
requirements of SPM are large compared to NDC's and Tanzania's financial resources. 
To maintain equipment, to purchase spares, to continually upgrade the facility, and to 
expand into other product lines, SPM will require substantial funds. 

Second, this is a concentrated industry with large, well-capitalized competitors. On 
its own, SPM is a weak player despite its comparative natural advantages. To generate 
foreign exchange requires market contacts and access to multiple export markets. SPM 
must, with its relatively weak track record, break into markets which are dominated by 
Swedish and Canadian companies. This will be an expensive and slow process. SPM 
must produce and sell high volumes of newsprint and kraft paper to reach break even. 
This would be eased dramatically through a strategic alliance or a foreign partner with 
already established markets and customers. It is unclear that SPM could compete 
effectively against such firms despite a possible cost and delivery advantage. 
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Appendix 10 Attachments: SOUTHERN PAPER MILLS CO •• LTD. 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT UABILmES 
NET SALES 



-I TABLE I 

I 
T.tlle ActU9l S.ln Southam Paper Mil ls 

I C•illions of shillings) 
Est'd Est'd 

I 1. Da.estic laws Print 
2. Da.estic Culturals 

1984 19115 1986 19117 191!11 19119 
0 0 67 134 324 515 
0 0 111 162 455 748 

3. Da.estic !Craft 0 0 114 2211 470 712 

I 4. Eaports 
5. 

0 0 230 461 701 942 
0 0 D 0 0 0 

6. 0 0 0 0 0 0 

I 7. 

II. 

0 0 0 0 0 D 
0 0 0 0 0 0 

9. 0 0 0 0 0 0 

I 
10. 
?1. 

12. 

0 0 0 a 0 0 
0 0 0 (i 0 0 
0 0 0 0 0 0 

13. 0 0 0 0 0 0 

I 14. 
15. 

0 0 0 0 0 0 
0 0 0 0 0 0 

Total 0 0 492 984 1,951 2,9i7 

I Uni ts/Eliployff' NA NA NA NA NA NA 
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T.t>le 

1. 

2. 
3. 
4. 

5. 
6. 

7. 

8. 

9. 

10. 

11. 

12. 
13. 
14. 

15. 

Actual Proct.lction 

Prcd,,ct Units Description 
Sack ICr•f t II 0 

Back ICr•ft I 0 

Back ICraf t S 0 

!Craft Liner I 0 

Yellow ICr•ft I 0 

Cultur•l paper 0 

News Print I 0 

Mech. Ptg I 0 

Coloured PTG 0 

M.nilla 0 

Mech. Pt51 S 0 

Duplicating s 0 

11.F. White 0>t9. R 0 

11.F. llHite Ptg. s 0 

11.F. Bond S 0 

Total 

TABLE II 

Southern Paper Mil ls C~y 

(Thousands of tOtWIS) 

1984 1985 19156 19117 1988 1989 

0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 ::.. 0 0 
0 0 0 0 0 0 15 

0 0 0 0 18 0 0 
0 0 0 0 5 0 10 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 7 0 0 
a 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 a 0 0 0 0 0 

0 0 0 0 0 0 7 

0 0 0 0 0 0 0 

0 0 0 29 0 32 



Table : Actual Purchases 

Local currency 

1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign ~urrency 

7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subrotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE 11 louthern Paper Mills 

(millions of shillings) 
Est'd 

1984 1985 1986 1987 

0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 

----- ----- ----- -----
0 0 0 0 

0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 
0 0 0 0 

----- ----- ----- -----
0 0 0 0 

0 0 0 0 

$0 $0 $0 $0 

I 
I 

Est'd 
1988 1989 I 

0 0 
0 0 

I 0 0 
0 0 
0 0 

I ----- -----
0 0 

I 
0 0 I 0 0 
0 0 
0 0 I 0 0 

----- -----
0 0 I 
0 0 

$0 so I 
I 
I 
I 
I 
I 
I 
I 
I 
:I 
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hble Actial Investment 

Capital Expenditurr.l 1984 , 
land ' building 0.0 

2. Plaot l •chioery 0.0 

3. Furniture l fixtures J.O 

4. Motor vehicles 0.0 

5. Other 0.0 
Total Expenditures 0.0 

Source of Ft.nds 
1. Equity · NOC O.:> 

2. Equity · Other 0.0 
3. Loans • local (Long Tenn> 0.0 
4. loans • Local CST/Overdra 0.0 
5. Loans · Foreign 0.0 
6. Grants O.t' 

7. Sel f·Generated 0.0 
8. Other, unaccounted For 0.0 

Total Sources 0.0 

TABLE IV 

Southern paper Mills C~ 

(Mi~lions of TShillings> 

1985 1986 1987 1988 1989 
0.0 0.0 61.7 0.0 1n.6 
0.0 0.0 64.4 0.0 1.on.a 
0.0 0.0 148.5 0.0 5.2 
0.0 0.0 0.0 0.0 21.7 
0.0 0.0 0.0 0.0 o.~ 

0.0 0.0 274.6 0.0 1,228.3 

0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
0.0 0.0 o.c 0.0 o.o 
0.i) 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
0.0 0.0 O.:> 0.0 0.0 
0.0 0.0 274.6 0.0 1,228.3 
0.0 0.0 274.6 0.0 1,228.3 



Table : Actual Manpower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Toal 
Expatriate 
Total Employees 

TABLE sYutttern Paper Mills Co. ltd. 

Employees 
f$t.l e'>M 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

0 6 8 9 12 14 
0 0 12 24 33 41 
0 2 123 243 289 335 
0 2 48 93 235 3n 
0 7 543 1078 1045 1011 
0 0 293 585 605 624 

------------------------------
0 17 1025 2032 2217 2402 
0 0 0 53 0 13 
0 17 1025 2085 2217 2415 
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I TABLE VI 

I hble I: Actual Profit 8lld loss & Trend Southern Papoor Mills Co. 
& Loss/Trand 

I (Millions of TShillings> 

Profit ' LOH 1984 1985 1986 1987 1988 1989 1990 

I 
llet Sales 0 0 405 1,019 1,674 0 0 

Less: Cost of Sales 0 0 546 1,247 1,421 0 0 
Gross Profit 0 0 (142) C227> 253 0 0 

less: Opereting Expenses 0 0 820 1,670 2,479 0 0 

I Adllinistretion 0 0 328 527 649 0 0 
Selling end Distributio 0 0 8 45 62 0 0 
Foreign Exchenge Losses 0 0 0 0 0 0 0 

I 
Fi NnC i el Expenses 0 0 ~84 1,098 1,769 0 0 
Deprecietion 0 0 0 0 0 0 0 

Opereting Profit (Loss) 0 0 (961) ( 1,898) (2,227) 0 0 
Add: Other Ince.a 0 0 15 43 99 0 0 

I Less: Other Expense 0 0 10 0 0 0 0 
llet Profit lefore Tex 0 0 (957) (1,855) CZ, 128> 0 0 

Less: Provision for Tlllles 0 0 0 0 0 0 0 

I Profit After TaJI 0 0 (957) Cl,855> CZ, 128> 0 0 

Statenr-.c of Retllined Earnings 

I 
9alance Broughr Forward 0 0 0 (957) C2,811) (4,939> (4,939> 
Prior Year Adjust1111nt 0 0 0 0 0 0 0 
Balance Brought Forward R 0 0 0 (957> (2,811) (4,939) (4,939) 

Add: llet Profit for the Tear 0 0 (957) ( 1,855) (2, 128) 0 0 

I Profit Available for Appr 0 0 <957) (2,811) (4,939) (4,939) (4,939) 
Less: Miscellaneous Approprieti 0 0 0 0 0 0 0 
Less: Dividends Declared 0 0 0 0 0 0 0 

I Retained Earnings Carried 0 0 (957) <2,811) (4,939> (4,939) (4,939) 

I 
Cost of Goods Sold 0 0 0 0 0 0 0 

Labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 0 0 0 

I Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 

I Interest as a I of Profit llA NA 0.01 a.ox 0.01 NA NA 

In Current Dollar• ( thOUl8"ds) 

I 
Net Sales 0 0 8 12 13 0 0 

Cost of Sales 0 0 11 15 11 0 0 
Operatint Expen1es 0 0 16 20 20 0 0 
Profit After Tex 0 0 (19) C22> (17) 0 0 

I 
I 
·1 

I 



TABLE VII I 
Table S.llftC• Sheet Southern Paper Mills C~ Li•itect I 

Actual 

(Millions of TShillings) I 
Selene• Sheet 19154 1985 1986 1967 1988 1989 1990 

1. ~et Fixed Assets 2,408 3,271 6,901 10,9n 16,349 0 0 

I 2. Current Assets 141 294 594 1,029 1 ,605 0 0 
3. Stocks 79 164 331 426 854 0 0 
4. Trade Debtors 0 0 0 0 0 0 0 
5. Debtors and Prepayments 61 123 229 501 692 0 a I 6. Cash and Bank Balances 1 8 34 102 60 0 0 
7. Current liabilities 254 151 1n 2,590 5,407 0 0 
8. Trade Creditors 249 115 122 201 17.0 0 0 I 9. Bank Overdrafts 6 36 55 n 74 0 0 
10. Current Maturity of LT 0 0 0 2, 147 4,9S5 0 0 
11. Tues Payable 0 0 0 0 0 0 0 

I 12. Other Current Liabiliti 0 a 0 170 204 0 0 
13.Net Current Assets/Liabil ( ~ 13) '.43 417 c1,560> (3,802) 0 0 
14.Total Net Assets 2,294 3,414 7,318 9,411 12, 547 0 0 
15.Financed by: I 16. Share Capital 1 ,281 1,797 2,461 2,992 3,285 o 0 
17. Capital R~erves (718) (1, 157) (3, 126) (6,267) ..• 141) 0 0 
18. Profit lt1d- Loss llcccx.nt 696 5n 1,563 2,803 (4,369) 0 0 

I 19. long Tel'll loans 1,036 2, 197 6,420 9,882 14,m 0 0 
20.Debt 1,290 2,348 6,597 12,4n 20, 179 0 0 
21.Equit) 1,258 1,217 898 (471) <2,225) 0 0 

I 
Notes: 

Revaluation of assets 0 o 0 0 0 0 0 I New Investments 0 0 0 0 o 0 0 

In Current Dollars 

I 1. Net Fixed Assets 133 198 133 131 130 0 0 
2. Current Assets 8 18 11 12 13 0 0 
7. Current Liabilities 14 9 3 31 43 0 0 
13.Net Current Assets/Liabil (6) 9 8 ( 19) <30) 0 0 I 14.Total Net Assets 127 207 141 112 100 0 0 
20.Debt 0 78 45 79 99 105 0 
21.Equi ty 0 16 24 11 (4) ( 12) 0 I 

I 
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I 
I 
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APPENDIX 11: STEEL ROWNG MILLS CO •• LTD. 

I. HCOMMENDATIONS AND ACTION PLAN 

Steel Rolling Mills fits NDC's core group of skills and customers. Unfortunately, 
Steel Rolling Mills is poorly positioned geographically such that it costs NOC and 
customers substantially to transport steel billets and steel rod. 

The Consultants recommend that Steel Rolling Mi~ls be integrated into Aluminium 
Africa. The least expensive strategy would be to move the plant dose to the Steel cast 
group. Alternately, the company could build a new plant in Dar es Salaam that would cast 
directly from scrap to bar or plate. 

There does not appear to be sufficient market dose to T anga to justify its own 
furnace. Steel Rolling Mills would run through all available local scrap in a matter of 
months and then become import dependent. As this would require additional foreign 
exchange, it would only serve to increase the country's overall foreign exchange burden 
for what would be an uneconomical undertaking. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix indudes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSES 

A. Overview 

1. Company 

Steel Rollinq Mills Limited {SRM) was incorporated in 1966. It is a joint venture 
between NOC and Daniel S.P.A. of Italy who own 97.8% and 2.2% of the shares 
respectively. It started commercial production in March 1971. 

The Company manufactures various sizes of reinforcement steel bars {10mm -
25mm) with an installed capacity of the rolling mill at 25,000 tons a year on a single shift. 
Apart from manufacturing reinforcement steel bars the Company has two old projects 
namely the Wire Rods and Wire Products plants which have not been commissioned. The 
installed capacities of the Wire Rods and Wire Products plants are 18,000 tones and 
12,000 tones a year respectively. SRM has a workforce of 383 employees, 183 of them 
in the Production Department. 

Steel Rolling Mills Ltd. plant was originally designed to produce 25,000 tons per 
annum of various sizes of reinforcement steel for the local market. It is currently 

1 
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10 YEAR DEVELOPMENT PROGRAM 

A. General Strategy 
1. Choose a generic strategy 

a. Costleeder 
b. Focus 

8. Marketing 

SAM 

1. Determine product's value to cust~_m_e_r_s_. e_._g_.: _____ _ 
.. Utility 
b. Price 
c. Quality 
d. Deliwry 

Year 1 Year2 --~- ---- -- -

::- ::- ::- ~ ~ ~ --------. 

e. Financ_in~g~-----------------·-----f-------------------------
f. Appearance I ------1 

2. Determine ccmpany s position vis-a-vis competition ~t:::::l.?::il 

3. Develop a Market Program (ZLK model and modify)._!:9:_'._ 
a. Product charact•ristic1 

-------------------------------'-------~--------------b. Pricing 
c. Distributing, etc. 

------~--~--~---------------

4. Increase product vi1ibility 
a. Place product• in regional depots 

T-.ncriiase numbers of per10n1 marketing products I ' 

__ a._ E1tabli1h regional distributor1, agent• 

6. Improve quality of marketing effort. e.g.: 

~___::-: -·-·!·••••••••·1:::::~::·1:::::=:::•,••;.:::~-°'rr~ n-~r:r-~-cj a. Train salespersons and distributors _______ _ 
b. Rede1ign NIH and promotional literature 

7. Implement market intelligence program. e.g.: .LI ::1 \t Ii 
a. Conduct monthly. quarterly. annual survey• i 

---~- -· 

i ~ ti - -~---- - -.; : ::: - ·--- ----· - -

:=;=h; ~~-~~~~:~ : 
8. Improve after-sales service and support 

a. Collect customer feedback 
b. Give input to production to improve product and !!~tures ~=--::-=-~ = ~-=--:~ 
c. Build better product 

' ·---~- ...... ------- - --

d. Train customers in pro~~~...!11d maintenance 
e. Sell related goods and services 

C. Production and Operation• 

, ·i f ~~ r-· 1 ·· }~~~~~ ~ 
.! - - ~-·' ---· _ --~~ve product quali~-- _____ .. .. _ __ •. ____ .• _: . ·.· . • · ··---. __ • 

d. Lower raw material co1ts (Productio~-- ____ ___ _______ _ . :• .... "" . · : ,-.. ·• __ • 
e. Improve equipment mainten~nce and repeir ----- _____ ___ _ L..1 ...... L:J ..... L .......... ,,;;;; ..... ~ i _ • _ • 

1. Lower production cost• __________ _ 
a. Speed throughput time _____ . _. 
b. Eliminete extraneous material and machinH --------------- --

~~~~~-Improve th9-(jUiJltY&ndtfafrun;-Ot~~~~iTcin~1tatf~---~-=~-- · _ ---- :- · ~ ~ 

a. Enroll engineer• and technicians in ME!DA an~_tec~l~~IJ!"i_nar~ ..... ~ ~ 

b. Conduct field trip• for produc~i~_n ·~---- _____ _ ~ ~ 



10 YEAR DEVELOPMENT PROGRAM SAM Year 1 Year2 
11 Ill IV " m ~ J • ~ • -

Inbound logiatH:• =I -=f!er.-o~e_ttie _i_m~~C:-~-~'~.!ctlaSl~lit<>l>r~!i~~i1i1y r-r·] 
·- _ --~ Con~uct en_ in-depth _!rain~.i...P!()Slr~ fO_!...P!O_curement managers _ n~: . . . 
__ -~ Establish_~ enforce__e_!!'ical pr~~me~~~~aros_and practices_ ~ :..-.i~ : :: : 

____ c.__ Work witl_1 ~p.eli~~ ~_c:l_shiPP!!_!~lowe.!_slupping costs _ _ CEJ: - - - ..., 
d. Work with_s.,,p~r• ~d shippers to increa5! lh• fre_quen_cy of del~ .LI:J_ : . ~ · ~ ·,.· ~ - ,-, 
e. Mow the f~~ry_ clo~ to suppliers 

2. Lower raw material costs (Purchasing) ________ _ 
L Build an economic order quantity (EOO) model:__ _ 
b. Form a buying cooperative/pool orders with N_~_c_ompllll_iH 
c. Review/establish quality standards for raw_~ater~•--- _ 

3. Lower procurement coats 
___ L_ !'_ool vehic_!!_an_c:I_ o!'!_er bi~_ '!!_th N~gr~up companies 

Outbound logiatica 

_ 1. Red1_1~ outboun~-~!n_s~rt:a~ol! c:e>!.tif;r_customers: 
___ a_ .. Sh~a._·1____ _ _ _____ _ 
·--~~~tiate volume _disc_o_un_~_wJ_th 011!.rlan~ s~ppe_rs 

c. Establish selling _c:le_eo_!s in ~~Y_!!t9_i()!1! '!_nd s_llip Jn bulk 
___ d_. _Qr!_ent ~ductio'!_ C_l(:I~ to_ s~ng/train__ schedules 

e. Locate fa~t().!Y_C:l()Sltf"_!O_c.1_1_st()!'1ers _ 

D. Organization 

· 1. structure tl!.!..<>!ie_rliiitiin_~ -ach~v!~t8r9!tts.: _ 
, __ .!: O~!!!n outsi~_p_ai:tners ___ _ _ _ ___ _ __ 
·----~- Licen!e te~hno_!_og)'________ _ ___ _ 

c. Sell son1~ sh~_s of_th_41_con1p~n_y to !!1•n'!gement/investors 
d. Me_!ge into otho~N~_£.Ol"l"IP-!'!i.!.• _________ _ 

·--- ---------- -------
- 2. Lower man&jle_rn4!1n_t e_icpt!n_se~ __ 

~:.. _l'!~e_'!!~_-5P'!".-. of- co_nt1 ol 
_ -~ _ _Batten hier_a_!c;hy __ . 

. 3. Lower-adminiStratiVeToverhead ~rOCf'dural costs 
- I.-~ sl!!a_~!iri:8=~1ilnin_i~iratiXe pap_e:~or_~.~: - --

b. ~~mi~t~ P'!P41rw_()r~,_ _ 
c. Automate the routine and voluminous - - - . 

. 4-:- ~~~C!_IJ_CI 'make or buy'° analysis on anci_lla,Y services. e 9 : 
a. Medical 
b. Janitorial 
C. --~eCU!ity_ 
d. Food service• 
e. Housing maintenance. gardening 
t. _'{_~hicle ma1nte_nance & repair 

Priv•tiz•tion 

3. B~_il_c:l!_rep1,1t_ation for int_~grity. adhere to commitments 
a. -~~}' 1uppli4!1r~ on_ti".!'!_ 
b. _Pay 11111nagemen~ _c:_ontracts on time 
d. M_~et or exceed delivery 1chedules and promises 
e. Guarentee product quality 

r-:-:T.--,,---J-c-·1-:-I' ;:._ __ 1 ..... JL. ••••• -···· ---- ____ j, 

j 11-;-CLCJmf:J" ........ r ·--i . . - . .. . . 
., .• - • • ·r • • 

; ~ ~ ~ ~ ~ ~ ~ ~ : ....... . ..... . ~ . - . r·_·J-.-.~.J 
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10 YEAR DEVELOPMENT PROGRAM SRM Year t Year2 
• • 10 

E. Management 
_J_._F_!!!!_en the man_a_g_e_m_e-nt hierarchy ___ ~=-__ _ 
--~.!.(!•re job description• and 1kill level1 required ______ _ 

---------- -- --· 
Eliminate management re1ponsibility/the position for any 
position with less than 5 persons reporting directly. 

____ LJL_ ---------~---- - ----··-·--· 
f. Reduce the management hierarchy to three leve!s. four __ _ --------k:::r I ·--· --=--=-=~~=== 

muimum. within the firm 

F. Employ•H 

-~~~~ig~-f.~::~::m• -=- i _ P~~l:J e• e e 
stock-ownership programs _____ I__ i · ( . 

d. Establish regular employee recognition awards Rm" /::fl 

2. Revamp com~nsation package . ~~! I I r:::~ _ --===---- --· 
a. Conduct/obtain a salary and benefits survev___ ______ , ;::: , 

b. Cost-out benefit components :...L__ - -~---~-:s 

1 1 1 
( :__~~== --· 

c. Set upper-limit on benefit compensation ______ ____.: _ . ·· ~ 
d. Establish •cafeteria plan~ benefits , ~ ".-. ..... , .. ,.. · 

1 

- - - • - - • -- - • 

e. Obtain exemption from SCOPO guidelines ~--=~ :" .... ·· · ·.. . : .. ~ : -=~--=- -: 
f. Substitute profit-sharinuhantom-stock." o~_~SOP ______ , _ ----·~~ ___ ----·- ___ . 

for additional coMpensation ______________ ' ' 

Board of Director• 

1. c_ll~~9~-~~~corli~o-~itlo~c)_f _th• B~ar~: ot Jl~~ciors-e :9: :-
a ... _ln_c~•_! th_e_~umber _o_f J>!ivate ~!cto~ ma~agers/investora 
b .. ~ed1Jce the_ n_umber~! ;olfern~!.f1t_(;)~icials on the Board 
C. !_l'.IC'81H!_ th~ l)Ul!'lber_ Of inciu_S~_IY ~ . ~wl_!dQ!ab)e members 

G. Finance 

1. Improve c_aah managemen_t .. 
1. Limit u1e of bank overdraft• and short-term debt 
b. Promote uee of internal resources .. 
c. Assi;t production and marketing.to reduce inventory levels: 

~ -

I 

I 

L.._.,.,.,__,_ 
; ............ ~: ..... . 

1.· .. _;_-_:_:1.·.~_:.•_ .. i:l.~_·,;" ;~.1.· ·.·.:·.~-~:.~:-'.:.'.'.] ~ ~ ~ 
J •. > .... ··· .··.·. r- . . . 
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10 YEAR DEVELOPMENT PROGRAM SAM 

2. Increase retum on a111-1t• 
L Sell or 1erap ob10leta inventories and ato_c_k_s __ _ 
b. Sell or ac:rap unuaed/underutfiiiedmacilines_lll'l_d__!'i~p__!"ent 
c:. Fund routine and preventive maintenanc:e programs 
d_ Sell off/rent underutilized facilities 

. __ V,ear J ___ _ !~ar 2 __ _ 

,.- ~-_ _l_I_ _1'!_-l~~--'=~"--_!!_l_IV c___3-=-'- 5 I 7_~ _I ,~I, 10 

e. Trade current facilities for smaller ones andcash ____ ------ - ·- :+::;:::;b{:~f..O:::'{ -: -:,:,.,: -- - --r------ -~~=-=-_ :-
f. Fund elimination of bottlenecks to increase production volUine- -------"' .. .. ~=it tL r:\::1:::t!!r)A 
g. Share coats of new sales depots. fac:ilities _______ -_ - - --- -u ~~:;::;:::: ::::<:::::, :/:(l::/:~ "" <=> e e e ~ _ _ 

h. Fund employH suggestion program ---r---~----'--_..._ _________ _ 

~-~-~-----------------------
3. Lower finance c"•t• --------------------

___ L_~P_aLy....:d_:O_W_·~· •_h_o_rt_-_te_rm-,-.d_e_b_t_-,--------~------ ------
b. Convert short-term debt into long-term _d_e_b_t _____ _ 
c. Shorten the cash c:onversion cycle 

~~S~. ~~~~-~~d~~-~-:~-:-:-t~-n=-i·~-~~~1t-:-~-~o-::-:;_s_ie-IJ~-e-.-i~-~-lo_w_e_r _a-ud_i_t_c_o_st-s -----~~~-=--•1t;:.;::::::~i:~~~ -·---~==~ 

_s_._;_:;:~-':'-":--'-~~-:-!-:_,:h-1 :-:-,r:~:=-t:-=-r-:-o-=-.-=---=-~~~- ----~=-----~-~~--------~~ 
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producing reinforce "3nt Steel Bars, Nuts and bolts, with a 4 percent production capacity 
in 1990. Productior. volumes have been low in the last few years due to some problems 
acquiring spare parts, insufficient emphasis on preventive maintenance, and consequently 
higher levels of equipment breakdown. 

Annual sales in 1988 were Ts. 478 million. SAM made a loss of Ts. 97 million on 
those sales. 

2. Corporate Philosophy 

The Steel Rolling Mills is the only company producing reinforcement steel bars, so 
it plays an important part in the construction industry in Tanzania. Their corporate 
philosophy is to produce as much volume as possible to satisfy market demand. 

3. Corporate Sill~ 

The Company strateg~· for the Mure is to increase production of reinforcement 
steel bars and to commission the Wire Rods and Wire Products Plants (products include 
nails, wood screws, fencing wires, galvanized wire. wiremesh, weld mesh and barbed 
wires). However, due to trade liberalization and the OGL facility, some importers are 
putting the company in a difficult position due to the low prices of imported products. 

B. Industry and Competitor Analysis 

1. Market Overview 

The TISCO demand projections for various kinds of steel is estimated to be 200,000 
tones in 1991 with a growth rate cf 10% per annum for subsequent years. The As this 
study is not based on particularly realistic data, the company should carry out another 
market study in the future. 

2. Customer Characteristics 

The primary customers of steel reinforcement bars are as follows: 

a. Building Contractors 50% 

b. Regional Trading Companies (ATC) 15% 

c. Government Institutions 10% 

d. National Steel Corporation 20% 

e. Others e.g. Small Builders 5% 

Almost all bars end up in housing or building as reinforcement rods or security bars. 
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3. Markt.. 3ize and Trends 

As indicated by TISCO, the market size should increase by 10% per annum for all 
steel products. These steel products could be sold to neighboring co~ntries which lack 
production facilities e.g Uganda, Burundi, Sudan etc -- but SAM is a high cost producer 
and will find it difficult to capture these markets. 

4. Competition 

SAM is the only producer of steel bars in Tanzania. It has a production monopoly 
locally in the products. However, the steel bar industry is composed of a small number 
of importers. These firms are often able to gain a fair amount of control over certain 
market segments such as tensile bars. 

Competition in this market will grow in the Mure. Currently, the producers are 
offshore which means that they have high transport costs as well as slow delivery times. 
Furthermore, they are used to dealing with large crder sizes. This presents an 
opportunity for SAM if it is able to establish a reputation for lower costs reliability, speed, 
quality, and flexibility; e.g. small lot sizes. 

It should be noted that SAM will never completely dominate the market fo:- steel bar 
products in Tanzania or the region. This is because steel bar is a basic product, there 
are many low-cost competitors, and transport costs for steel bars and billets are roughly 
equivalent on a tonnage basis. However, in basic steel bar products, it can begin to build 
a defensive position through first, response and second, value-added service 
enhancements. 

Steel Rolling Mills is competing with the National Steel Corporation and some 
private companies which act as importers and distributors of steel products with cheap 
prices. Competition in this market will grow in future. Currently, the t;Ompetitors to SAM 
are able to obtain the same access to foreign exchange for purchase of steel products 
as does SAM. 

However, the company should make all the efforts to commission the Wire Rods 
and Wire Products plants as soon as possible to cater for products like fencing wire, 
barbed wire, nails etc, to the construction industry. 

5. Substitutes 

The construction industry requires reinforcement steel bars, and there are no 
substitutes for these products. 

6. Estimated Market Shares 

Thera are no established market shares for these products as the National Steel 
Corporation and private companies also import the same products. 
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7. Sales History 

Tshs 

1115 

195,835.760 

1111 1117 

296,678,956 331,319.as& 

8. Policy and Regulatory Environment 

1111 

478, 101,289 

1911 1990 

1,JW>,016.000 

Historically, the policy and regulatory environment has limited competition in this 
market. As the sole local source of Steel Bar, SRM was protected by import duties, sales 
taxes and delivery charges on imported Steel Bars. Furthermore, SAM has had 
preferential access to foreign exchange over the past few years. This enabled it to 
rurchase inputs and supplies at a subsidized price. Not until 1986 were other companies 
and private individuals authorized to import and to distribute steel products such as 
reinforcement steels. 

Macroeconomic policies that affect the SRM include e>tchange rate regulations and 
access to foreign exchange. The Open General License (OGL) system gave SRM equal 
access to foreign exchange so that is was not constrained in its ability to purchase 
materials. SRM does have some cash flow problems, however, that raise the cost of its 
foreign purchases, since it relies on bank overdrafts at 31 percent per annum to meet the 
100 percent cash cover of the OGL. 

SAM would benefit from the currency regulations that enable PTA member 
countries to purchase SRM's products using their local currencies if it had competitive 
prices. 

The opening of the import market has exposed SRM to increased competition. This 
is good for Tanzania in that the competition should result in lower pricing. It does 
however place great pressure on SRM to lower its prices and costs. 

c. Marketing 

1. Overall Marketing Strategy 

SAM's basic strategy appears to be wait for customer to buy, even though they 
have yards in Dar es Salaam and Dodoma. It is not an aggressive marketer of its 
products. It produces a few basic products that allow it to maximize volumes and tha~ are 
in high demand in the region. It has not aggressively sought export opportunities. At the 
same time, sales volumes are well under break-even level. Prices are set to match, but 
not exceed, landed import prices. SAM has sought diversification in wire products. 
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2. Sales Tactics 

The Company has introduced a sales policy as follows: 

Company shall strive to sell at price offered by National Price Commi·ssion. When 
such prices are not adequate, the Board's approval shall be sought to se;1 at profitable 
prices from the factory. 

Sales on payment before delivery either by bank cheque/drafts/T.T. etc. 

Credit sales must obtain GM's approval. 

A quantity discount of 1 % on the invoice value exceeding purchase 100 tons is 
offered. 

3. Customer Service 

Little if any customer service is provided. 

4. Pricing 

Pricing is set by the Government's pricing commission on request of a price 
increase. The pricing policy of SRM is to set the price almost equal to those of imported 
steel products. Short length bars will sell at an ex-factory price less a discount of 15%. 
Retail prices at selling depots are set by adding a mark up of 10% on the ex-factory price 
plus freight. 

5. Promotion 

The company does little if any, promotion of its products. 

6. Advertising 

The company is using the local Dailies (Uhuru and Daily News) for advertising the 
Company and, secondarily, its products especially during important National holidays and 
festivals. 

7. Location 

SRM i~ located in Tanga about 400 km from DSM. Due to this location, transport 
costs significantly increase product prices. Billets have to be transported from DSM to 
Tanga and then finished steel products from Tanga to DSM where the primary Customer 
base is located. Overall, consumers in Dar Es Salaam must pay an additional percentage 
for steel bars to support NRM's poorly chosen location. 
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8. Distribution 

SRM sells its products through several channels. Main customers and their 
approximate sharing of sales are: 

a. Building Contractors 50% of sales 

b. Regional Trading Companies 15% • 

c. Government Institutions 10% • 

d. National Steel Corporation 20% • • 

e. Small Builders (Individuals) 5% • • 

D. ProductlQn 1nd 0RtratiQnl 

SRM produces reinforced steel bars of sizes ranging from 1 Omm - 25mm in 
diameter. 

1. Geographical Location 

Ravv materials (billets) from Steel Cast {ALAF) must be transported to T anga for 
rolling. Then, finished products must be transported back to Dar es Salaam where most 
customers are located. 

2. Facilities and Progress 

The total facility consists of six buiidings. The Rolling Milling is housed in one 
building with open ends to facilitate material flow and circulation of air. There is a rail line 
siding that connects the rolling material intake. The process flo-.v of production of 
reinforced steel is as follows: 

a. Shearing 

b. Heating 

c. Rolling (Several Passes) 

d. Cooling 

e. Bending 

The process is capital intensive and fairly auto. nated. SRM has Tsh 6,857 of capital 
equipment invested per employee. Production staff numbers 183 persons per shift. 
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The capital equipment are over 20 years old and require constant attention and 
careful maintenance. Furthermore, short power interruptions cause significant losses of 
material. 

There is limited automation of Steel Bar flow. SRM does not use computerized 
inventory systems, or of automated management information systems. Relative to a 
similar operation elsewhere, it is under automated in the basic Steel Bar work processes. 
Additional effort in this area should make such processes more routine, faster, and 
efficient to minimize overhead costs and waiting in the value-added delivery chain. 

3. Materials Handling 

Incoming materials are being handled by forklifts and cranes while the finished 
products are being bent to size by laborers (from 40' to 20' size in double). 

4. Production Cost 

Following are the actual direct production costs for the year 1990, relative 
percentages. 

Direct Labor 
Electricity 
Water 
Repair and Maintenance 
Fuel Oil 
Depreciation 
Other Direct Costs 

TOTAL EXPENSES 

5. Product Quality 

1990 
.(QUQl 

16,860 
19,750 

114 
46,530 
64,550 
30,360 
27,620 

205,784 
--------------

% 

8.2 
9.6 
0.1 

22.6 
33.4 
14.7 

.JM 

100.0 
======= 

The quality of SRM products is determined by the quality control section of the 
Production Department. Customers on these products tend to look first on the price per 
ton rather than quality, so competitors at cheap prices win the market. 

SRM has not made significant efforts to improve the quality of their products. It 
appears that products may fall under standard, bars are slightly thinner than specifications 
to produce excess short bars which are sold at a good price. Delivery times can be 
delayed; most buyers probably carry extra inventory to handle such contingencies. 
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The decrease in market share of SRM indicated that SAM's ability to deliver the 
right product in a timely fashion at a good !Jrice has decreased in the last few years. 

6. Product Delivery 

SAM has two depots in Tanzania, one at Dodoma and one at DSM (the NSC yard). 
Customers come to the yards to pickup products. SAM's trucks are used to pick up 
billets from the port or Steel Cast (ALAF) and, on their return, they carry products to the 
DSM yard. A limited amount is shipped by rail, the least costly method. 

7. Competitive Strengths/Weaknesses 

As for strengths, SRM is the sole local producer of steel bar, has experienced 
craftsmen, and has political goodwill. This should give it a strong competitive position. 

At the same time, SRM's work force is relatively large and inexperignced in 
comparison to its offshore competitors, lack of maintenance has aged its plant 
dramatically, lack of equity capital has kept SAM from reinvesting in its plant and 
equipment, lack of marketing strategy means it competes on price, and excessively high 
transport costs and lack of capital resources have rendered it unable to finance large 
quar.tities of exports. 

8. Strategy and Plans 

SAM hopes tlJ produce more wire rod products. It has a full plant that has never 
been commissioned due to a series of disputes with its partner and supplier Daniel. The 
Company awaits funds from the government or Italian aid for the rehabilitation and 
commissioning of the project. 

E. 

1. 

Management 

Organizational Structure 

TECHNICAL 
DEPARTMENT 

Supervi10r1 
Skilled/Unllcilled 
ArtlNnl 

MANPOWER 
DEPARTMENT 

BOARD OF DIRECTORS 

GENERAL MANAGER 

PROCUREMENT 
DEPAATMENT 

8 

FINANCE 
DEPARTMENT 

'AARKETING 
DEPARTMENT 



2. Management Compensation 

Management compensation at SRM :~ higher than their private sector counterparts. 
Base salaries are within SCOPO guidelines and are low. However, benefit packages are 
quite extensive. Benefits for senior managers include: Housing and maintenance, 
vehides for officers, 1nedical care and insurance, life insurance, and an entertainment 
allowance to supplement their base salaries. As far as could be determined, management 
compensation is not linked to performance. 

3. eoarct of Directors 

The Board of Directors of SRM is selected by the Ministry of Industries through 
NOC. The Board operates autonomously of the NOC. The current composition of the 
board consists of six (6) members elected to three year terms. They represent the 
following areas: 

a. 
b. 
c. 
d. 
e. 
f. 

University of Dar es Salaam, (FOE) 
Treasury Department 
TDFL Member 
Juwata Regional (Mkoani) 
NOC Member 
Ministry of Industries and Trade 

5. Supporting Professional Services 

Chairman 
Member 

Member 

Member 

Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's Legal Counsel. SRM has 
not made use of consultants from TISCO or the National Productivity Institute in recent 
years. SRM's main consultants are Daniel of Italy who also supply machines and spares. 

F. Human Resources 

1. Composition and Skills 

SRM employs 391 persons. The break down is as follows: 

Technical Dept. 
Manpower Dept. 
Procurement Dept. 
Marketing Dept. 
Finance Dept. 

1990 % 

183 
98 
47 
36 

_zz 

3fil 

9 

46.8 
25.1 
12.0 
9.2 
~ 
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The Technical Department (Production) has 183 employees. 

Engineers 
Technicians 
Skilled 
Unskilled 

2. Compensation and Trends 

3 
4 

40 
136 

All salary levels are set by SCOPO. The compensation package consists of base 
wage (salary) overtime, free medical care, housing allowances, transport allowances, 
medical allowances, heat allowances, bonus (aet:arding to target). All these allowances 
are used extensively to avoid the 50% tax rate on wages. 

3. Productivity 

Productivity in the firm is low, due to low plant capacity utilization. In 1990, 
production was 49% of planned capacity. This is not due to low workers' morale but 
mainly due to plant down time. 

4. Training Program and Needs 

SAM invests substantially in manpower training. For local training, workers 
(s~lected) attend symposia, seminars and workshops in their respective fields, while 
others get scholarships such as SADCC/PTA to Angola. Also, others attend long courses 
to obtain Diplomas, Degrees, etc. in their respective fields. 

G. Finances 

1. Sales. Revenue. Profitability 

SAM has shown an upward trend in sales in T. Shilling terms over the last five 
years~ shown in Table VI: Profit and Loss. However, when this is translated into both 
dollar and constant shilling terms, SAM has shown a marked decline in sales. See graph: 
Net Sales. 

Financing costs are high. Financing costs in 1988 exceeded annual revenues. 
This is due to low profitability and an excessive reliance on short-term borrowing to cover 
the short-term. This places a large debt burden on SAM that has made operations quite 
difficult within the last five years. 
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2. Assets and Liabilities 

SRM shows considerable weakness and a worsening trend in its balance sheet. 
At first glance, the balance sheet has shown an increase in total assets and liabilities. 
However, doser analysis reveals that availab!e cash and the value of raw material stocks 
have dedined while receivables, payables, and accumulated losses have increased. SRM 
is on a downward trend. This is magnified when the figures are translated into constant 
shilling and dollar terms. 

Dependence on short term debt has increased from 22 percent of total liabilities 
in 1984 to 9 percent of total liabilities in 1988. Material stocks have declined in unit 
volume and in real terms as a percentage of the firm's capital. 

Short-Term Liquidity Analysis shows that SRM has suffered a weakening in its 
liquidity. The current ratio has declined from 0.42 in 1984 to .15 in 1988. (This means 
that it has insufficient funds to cover short-term liabilities.) The acid ratio -- cas~ and cash 
equivalents divided by current liabilities has declined dramatically from .08 to .01 during 
this period. This indicates that SRM would be able to cover only 10 percent of its short
term liabilities in the given year, effectively converting all short-term liabilities into long term 
debt. 

3. Estimates of Valuation 

Book value is Ts. 253 million in 1989. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of the Company. In SRM's case, 
liquidation of the company would transfer a gain o1 this amount to the NOC Group balance 
sheet. 

Based on the 1989 value3 presented in the NOC consolidated Group company 
plan, the profits of SAM are used to determine its value. Profits are divided by the 
di~count rate to obtain a value of Ts 42.2 million. SAM is worth more as a going concern 
than were it to be liquidated. 

H. Summary 

The prognosis for SAM is not optimistic given increasing competition, low rates of 
production, an overly large workforce, and a weak financial position. The declining capital 
position, the heavy level of indebtedness, the weak performance of the company over the 
last few years, and its high administrative burden relative to its competitors. SRM's 
continued viability as a company depends upon several factors: ability to reduce costs 
continued access to capital infusions despite limited ability to repay, productivity 
improvements, and increasing market share. 

SAM does have three key factors in its favor: A low cost labor market, a 
prefe(ential access to foreign exchange and capital, and political support. 
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TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I Table Actuml Siles Steel Rolling Mills 

I 
(millions of shillings> 

Est'd Est'd 
198"0 1985 1986 1987 1~88 1989 

1. Reinforc..ent Steel blrs 88 186 253 321 833 1,345 

I 2. Bolts Ind lluts 0 0 7 14 23 33 
3. Wire Products 0 0 0 0 0 0 

4. Wire Rods 0 0 0 0 0 0 

5. Others 0 0 0 0 3 5 
6. 0 0 0 0 0 0 
7. 0 0 0 0 0 0 

I 
8. 0 0 0 0 0 0 
9. 0 0 0 0 0 0 
10. 0 0 0 0 0 0 
11. 0 0 0 0 I) 0 

I 12. 0 0 0 0 0 0 
13. 0 0 0 0 0 0 
14. 0 0 0 0 0 0 

I 
15. 0 0 0 0 ~ 0 

Tot1l 88 186 260 335 858 1,382 

I 
Units/En.,loyee 0 2 4 
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I TABLE II 

I Table Actual Prcd,,ction Steel llool ing Nil ls Coqiany 

I 
CPrcd,,ction in Netric Tornes) 

Est'd Est'd 
Prcd,,ct Units Description 1984 1985 i986 1987 1988 1989 

I 
1. Reinforcement Steel B•rs 0 G a, 180 11, 900 10,527 9, 153 5,325 1,496 
2. Bolts and Nuts 0 0 12 0 199 397 199 0 
3. Wire Products 0 a 0 0 a 0 a 0 
4. Wire llods 0 0 0 a 0 a 0 a 

I 5. Others 0 0 0 0 a 0 265 529 
6. Sia: 0 0 a a 0 0 0 0 
7. Seven 0 0 0 0 0 0 0 0 

I 
8. Eight 0 0 0 a 0 0 0 0 
9. Nine 0 a 0 0 0 0 0 0 
10. Ten 0 0 0 0 0 0 0 0 
11. Eleven 0 0 0 0 0 0 0 0 

I 12. T..el ve 0 0 0 0 0 0 0 0 
13. Thirteen 0 0 0 0 0 0 0 0 
14. Fourteen 0 0 0 0 0 0 0 0 

I 
15. Fifteen 0 0 0 0 0 0 0 0 

Total 8, 192 11,900 10,n5 9,550 5,788 2,025 

I 
Capacity Utilization NA NA NA NA NA NA 
Units per E~loyee NA NA NA NA NA NA 
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Table : Actual Purchases 

Local currency 

--------------
1. Raw materials 
2. Spares & accessories 
3. 
4. 
5. 

6. Subtotal 

Foreign currency 

----------------
7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE 11 lteel Rolling Mills 

(millions of shillings) 
Est'd 

1984 1985 1986 1987 

0 108 111 113 
0 8 12 15 
0 0 \) 0 
0 0 0 0 
0 0 0 0 

----- ----- ----- -----
0 117 122 128 

0 3 66 129 
0 0 6 13 
0 0 0 0 
0 0 0 0 
0 0 0 0 

----- ----- ----- ------
0 3 72 142 

0 119 194 270 

$0 $7 $4 $3 

Est'd 
1988 

358 
25 

0 
0 
0 

-----
383 

220 
38 

0 
0 
0 

-----
259 

fj42 

$5 

1989 

603 
35 

0 
0 
0 

-----
638 

:;;12 
63 

0 
0 
0 

-----
375 

1,013 

$5 
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I TABLE IV 
Table : Actual Investment Steel Rolling Mills 

I (Millions of TShillings) 

I 
Capital Expenditures 1984 1985 1986 1907 1988 1989 

4 Land & building 28.2 0.5 0.0 1.? 0.0 0.0 '· 
2. Plant & machinery 77.8 4.6 0.0 0.0 0.0 0.0 
3. Furniture & fixtures 0.0 0.0 0.0 1.1 0.0 2.4 

I 4. Motor vehicles 0.0 0.0 0.0 0.0 0.0 0.0 
5. Other 40.6 2.7 0.0 0.0 0.0 0.0 

Total Expenditures 146.6 7.8 0.0 2.8 0.0 2.4 

I Source of Funds 
1. Equity - NOC 44.3 0.0 0.0 2.8 0.0 0.0 

I 2. Equity - Other 0.0 0.0 0.0 0.0 0.0 0.0 
3. Loans - Local (Long Term) 102.3 0.0 0.!l 0.0 0.0 0.0 
4. Loans - Local (ST/Overdraft) 0.0 0.0 0.0 0.0 0.0 'l.O 

I 
5. Loans - Foreign 0.0 0.0 0.0 0.0 0.0 0.0 
6. Grants 0.0 0.0 0.0 0.0 0.0 0.0 
7. Self- Generated 0.0 7.0 0.0 0.0 0.0 8.8 

I 
8. Other, Unaccounted For 0.0 0.8 0.0 0.0 0.0 (6.4) 

Total Sources 146.6 7.8 0.0 2.8 0.0 2.4 

I 
I Notes: 

1. Cap. Exps. ($'OOO's) S8 $0 so $0 $0 so 
2. Cap. Exps./Emp. (Ts.'OOO's) 146.6 7.8 0.0 2.8 0.0 2.4 

I 3. Nominal Index of Capital Expendit 1,879.5 100.0 0.0 35.9 0.0 30.8 
4. Dollar Index of Capital Expenditur• 1.712.8 100.0 0.0 7.1 0.0 2.6 
5. Oebt,Total Sources 60.81% 30.90% 25.33% 0.00% 0.00% 0.00% 

I 
6 Foreign/Total Sources 168.92% 0.00% 0.00% 0.00% 0.00% 0.00% 
7. Inflation Index 74.6 100.0 1~2.4 172.1 225.8 296.3 
8. Ratio: Machinery/Capital Exps. 53% 59% NA 0% NA 0% 

I 
9. Ratio: Vehicles/Cap. Exps. 0% 0% NA 0% NA 0% 
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Table : Actual Manpower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

T A§!n~m,¥ Mills Limited 

Employees 
Es+~ E.~t .. 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

6 5 4 3 5 6 
14 13 14 14 13 11 

106 10 9 8 13 17 
32 48 42 36 33 30 
55 117 127 136 141 146 

136 148 143 137 139 140 
------------------------------

349 341 338 334 342 350 
1 0 0 0 0 0 

350 341 338 334 342 350 

I 
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I TABLE VI 

I Table Actual Profit ..t Losa & Trend Steel Rollinv Mills Co. 

& Loss/Trend 

I 
(Millions of TSl'tiilinvs> 

Profit ' LOSS 1984 1985 19M 1987 ~9118 1989 1990 

Net Sales 118 196 297 331 478 0 0 

I Less: Cost cf Sales 71 147 221 282 456 0 0 

Gress Profit ~7 48 76 50 22 0 0 
Less: Operating Expenses 26 39 65 91 119 0 0 

I ldllinistraticn 19 25 34 46 65 0 0 
Selling ..t Distributio 4 a 14 14 16 0 0 
Foreign Exchange Losses 0 0 0 0 0 0 0 

I 
Financial Expensn 3 6 17 30 38 0 0 
Depreciation 0 0 D 0 0 0 0 

Operatinv Profit (LOSS) (10) 9 11 (41) (97) 0 0 
Add: Other lncme 3 3 a 15 24 0 0 

I Less: Other Expens• 0 0 0 0 1 0 0 
Net Profit Before Tax en 12 19 C26> (73) 0 0 

Less: Prevision fer Taxes 0 7 a 0 0 0 0 

I 
Profit After Tax (7) 6 11 (26) (73) 0 0 

Statement cf Retained Earnings 
Balance Braught forward 4 <5> 2 11 (31) l 105) (105) 

I Prier Year Adjust..nt (2) (2) (15) 0 0 0 
Balance Braught Forward R 2 (4) 0 (4) <31) (105) (105> 

Add: Net Profit for the Year (7) 6 11 C26> (73) 0 0 

I Profit lvai~able for Appr (5) 1 11 (30) (105) ( 105) ( 105) 
Less: Miscellaneous Apprcpriati 0 0 0 0 0 0 0 
Less: Dividends Declared 0 0 0 1 0 0 0 

I 
Retained Earnings Carried (5) ,, <31) (105) C'.C5> (105) 

Cost of Goods Sold 0 0 0 0 0 0 0 

I Labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 0 0 0 

I Factory Overheed 0 0 0 0 0 0 0 

!ntereu 0 0 0 0 0 0 0 

I 
Interest aa • I of Profit O.OI O.OI O.OI O.OI 0.01 Ill Ill 

In Current Oollara (thoualnds> 
Net Saln 5 12 6 4 4 0 0 

I Cost of Sal n 4 9 4 3 4 0 0 

Operating Expensea 1 2 1 1 1 0 0 

Profit After Tax (0) 0 0 (0) (1) 0 0 

I 
I 
I 



TABLE VII 

Table Bal111Ce Sheet Steel Rolling Mills Li•~ted 
ACtUlll 

(Mi LL ions of TShil lings) 

Balance SllHt 1984 1985 1986 1987 1988 1989 1990 
1. llet Fixed Assets 203 210 350 l.80 656 0 0 
2. Current Assets 78 89 138 148 118 0 0 
3. Stocts 45 63 70 81 78 0 0 
4. Trade Debtors 0 0 0 0 0 0 
5. Debtors and Prepay11ents 18 25 66 65 30 0 0 
6. Cast! end BW\lt Bal1nees 15 2 2 2 10 0 0 
7. Current liabilities 182 209 399 587 808 0 0 
8. Trade Creditors 63 68 101 84 162 0 0 
9. I.it Overdrafts 40 25 48 71 n 0 0 
10. Current Maturity of LT 62 71 217 352 517 0 0 
11. Taxes Payable J 7 3 5 2 0 0 
12. Other Current Liabiliti 18 39 26 75 55 0 0 
13.llet Current Assets/Liabil (104) (119) C261) (439) (690) 0 0 
14.Total lie~ Assets 101) 91 88 42 (35) 0 0 
1~. Financed by: 

16. Sllare Capital 2~ 25 25 25 25 0 0 
17. Capital Reserves (1) (1) ( 1) <2> (1) 0 0 
18. Profit and loss Account 28 23 29 (12) (59) 0 0 

I 19. Long Tena Loans 47 43 35 31 0 0 0 
20.Debt 229 252 434 618 808 0 0 
21.Equity 52 47 53 11 C35) 0 0 

I 
Notes: 

Revaluation of assets 0 0 0 0 0 0 0 I llN lnvest111ents 0 0 0 0 0 0 0 

In Current Dollars 

I 1. Net Fixed Assets 11 13 7 ~ 5 0 0 
2. Current Assets 4 5 3 2 1 0 0 
7. Current Liabilities 10 13 8 7 6 0 0 
13.llet Cwr·~t Assets/Liabil (6) (7) (5) (5) <5> 0 0 I 14.To!al Net Asse!s 5 5 2 0 CO> 0 0 
20.0ebt 0 14 5 5 5 4 0 
21.Equi ty 0 3 0 (0) 0 

I 
I 
I 
I 
I 
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APPENDIX 12: TANZANIA CABLES. LTD. 

I. RECOMMENDATIONS 

Tanzania cable is a well-run company that produces key products for both the 
construction and industrial markets. It should remain a part of the NOC group. 

Attention should be paid to further reducing production costs and to selectively 
increasing the range of products produced. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes th6 specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management - usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSIS 

A. OVervlew 

Tanzania cable Ud. (TCL) was organized in 19n by the National Development 
Corporation. It is jointly owned by NOC (51%), Paper Products (29%), TOFL (10%) and 
TANESCO (10%). TCL is the only modern, wire and cable producer in Tanzania. Located 
in an industrial park in Dar Es Salaam, it is close to its major customer base. 

TCL markets 5 types of aluminum and copper wire and cable to TAN ESCO (electric 
power utility) and construction suppliers. Demand is high and TCL maintains relatively 
little finished goods inventories. 

The plant is currently producing 5 types of wire and cable with a production of 671 
tons in 1989 as opposed to planned production, no tons. Production volumes has been 
ina'easing the last few years, mainly due to increase in demand generated by the 
construction sector. 

Annual sales in 1989 were Ts. 446 mil. TCL made a profit of Ts. 25.0 mil on those 
sales. Until 1981 the plant had a management contract with Comcraft Services Ud. who 
provided overall plant supervision, etc. 

The Company's strategy has been to focus on several product lines to simplify the 
skill levels required and to better control production quality. It is looking at the potential 
of a telephone cable line. 
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B. Industry and Coh.11etitor Analysis 

The market for wire and cable products in Tanzania is highly dependent on the 
extension of electric and telephone cables and secondarily on the construction market. 
These markets had been relatively stagnant until recently. But, large scale projects have 
been proposed and the construction mark~~ has been expanding. This expansion would 
indicate a ready market for TCL's products, were the com~ny more productive. 
Furthermore, the volume and diversity of the wire and cable market in Tanzania is 
expanding. Export potential in the region however is limited. 

Competition in this market will grow in the future. Currently, the ccmpetitors to TCL 
are offshore which means that they have high transport costs as well as slow delivery 
times. Furthermore, they are used to dealing with large order sizes. This presents an 
opportunity for TCL to control certain portions of the market if it is able to establish a 
reputation for quality, reliability, speed, and small lot sizes. 

It should be noted that TCL will never completely dominate the market for wire and 
cable products in Tanzania or the local areas. There are many different types of wire and 
cable and there are proprietary processes for producing the more specialized wire and 
cables such as glossy finishes, laminated wire and cables. 

Substitutes for wire and cable are radio and transmission media as well as fiber 
optics. These have not been a serious threat to date; although, costs are coming down 
dramatically in both of these markets. 

The legal and regulatory environment has limited competition in this market. As the 
sole local source of wire and cable, TCL is protected by import duties, sales taxes, and 
delivery charges on imported wire and cable. TCL adds significant value to its raw 
material inputs so that it has some protection from offshore competitors. 

Policies and environmental factors tha: affect the TCL include exchange rate 
regu1ei~ions, access to foreign exchange, and tariff regulations. The key problem has been 
that the official rate overvalues the Tanzanian Shilling relative to the parallel or market rate 
so that it makes exports noncompetitive and discounts factor prices -- it encouraged 
greater use of imported products by those who had access to subsidized foreign 
exchange. 

The OGL system gives TCL and other companies equal access to foreign 
exchange so that it is not constrained in its ability to purchase materials. TCL does have 
some cash flow problems, however, that raise the cost of its foreign purchases, since it 
relies on bank overdrafts at 31 percent per annum to meet the 100 percent cash cover 
of the OGL. 

The tariff on imported wire and cable products of all types is 30 percent. The 
Government does not distinguish between raw, intermediate, or finished products in this 
area. Taxation is cumulative, raw materials are taxed, sale of the processed materials are 
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taxed, and sale of the end product is taxed. The result is to increase the overall cost to 
the consumer and dampen any export potential of the producing firms. 

The Government ha; debated whether or not to rebate the duty on raw materials 
used in products th~t are exported. If so, this would give a positive impetus to exports 
of TCL products. 

c. Marketing 

1. Overall Marketing Strategy 

TCL's strategy is to produce a few basic products that allow it to maximize volumes 
that are in high demand in the region. 

2. Customers 

End users are the utilities, electrical goods manufacturers, and building construction 
companies. 

3. . Sales Tactics 

Sales are usually on a cash basis. TCL does not absorb transportation charges 
for large orders. 

4. Customer Service 

Customer service is minor. The products are basic wire and cable products. TCL 
does cut down the size of rolls so that its smaller customers can handle the wire and 
cable more easily. 

5 . Pricing 

70 percent of TCL's products are regulated by the Pricing Commission. Prices are 
set through a process of negotiation. The other 30 percent are free of pricing restrictions; 
but are bounded by the import price of goods. This has not been a major probler.i to 
date. 

Inventory management is usually not a major problem. TCL has a small finished 
goods warehouse that holds no more than a weeks worth of inventory at full capacity. 
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D. Production and Operations 

1. Facilities and Processes 

TCL's factory is located in an industrial area of Dar Es Salaam, close to its primary 
customers. TCL has a large plant and produces wire and cable on a continuo~s flow line. 
The process is moderately capital intensive and automated. The high capital costs and 
the automation however, require constant attention and careful maintenance. Short power 
interruptions cause significant losses of material. 

2. Materials Handling 

Wire, moves through the plant to the far end where it is rolled onto drums. The 
only significant material handling involves ~lacing the feeder rolls and moving the wire and 
cable rolls out of the plant. 

3. Production 

In 1989 TCL imported raw material worth Ts 362 mil., over 98% of its total 
purchases. Were TCL to compete on a level playing field where the controlled currency 
is not overva:ued, this would have little effect on the profitability of the company. 
However, TCL could run into few problems if a fall in demand is experienced in the near 
future. 

4. Product Quality 

TCL has been making strong efforts to improve the quality of their products. This 
involved limiting the product line and concentrating on a limited range of wire and cable 
products. Product quality has been a sticking point between TCL and TANESCO. 

The increase in production volume incicates that TCL's ability to deliver the right 
product in a timely fashion at a good price has improved in the last few. years. The 
physical and electrical properities of each coil is tested in a l~:Joratory dedicated for this 
purpose. Emphasis on product quality assures a product suitable for potential export 
markets. 

5. Product Delivery (Qutbound Logistics) 

TCL ships the bulk of its wire and cable rolls on overla~d truckers. Customers 
handle most of the outbound logistics problems. 

6. Competitive Strengths /Weaknesses 

As for strengths, TCL has reasonable priced copper from Zambia, a relatively new 
plant, and experienced management; This should give it a strong competitive position. 
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At the same time, TCL's work force is relatively large and it has few capital 
resources to finance either plant reinvestment on large quantities of exports. 

The firm has no plans to expand the capacity of its facility. The consultants were 
not able to review any feasibility studies for the projects described above. 

E. Management 

The General Manager, Mr. U. R. Sankaran, has worked with TCL for several years, 
as its General Manager. He has a B.S. in Engineering frcm the University of Dar Es 
Salaam. 

Management compensation at TCL is higher than their private sector counterparts. 
Base salaries are within SCOPO guidelines and are low; however benefit packages are 
quite extensive. Benefits include: housing and maintenance, vehicles for officers, medical 
care and insurance, life insurance, and travel and entertainment allowances. 

The General Manager attends board meetings as an observer but does not have 
a vote. There are no persons with distribution experience or experience in running a 
business on TCL's board. 

Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's legal secretary. 

F. Human Resources 

1. Composition and Skills 

TCL employs 92 persons. The management to employee rate is normal and at an 
acceptable level. However, there are too many clerical positions and not enough factory 
supervisors. 

2. Compensation and Trends 

The Company is able to attract and retain a reasonably qualified work force for its 
operations. Salary levels are set by SCOPO. Turnover is low. 

The compensation package consists of a base wage, overtime, medical insurance, 
transportation allowance to and from work. 

3. Productivity 

Productivity in the company is good. The following table illustrates this trend. TCL 
is among the top 3 companies in NOC with respect to the profit/employee ratio. 
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Productivity - 1988 
!CL NOC 

Total Revenue (Ts. Mil) 446 148 

Revenue per employee (Ts. 'OOO's) 4,850 1,478 

Profit per employee Ts. ('OOO's) 842 95 

4. Training Programs and Needs 

As TCL is the only wire and cable-making facility in Tanzania, it should conduct a 
fair amount of on-the-job training to improve the skill levels of the work force. Such 
training should include basic work practices as well as the more technical aspects of 
training. 

Training is planned for maintenance personnel and is badly needed. Other areas 
for training would include: technical, managerial, sales and marketing, and statistical 
quality control. 

G. ·Rnances 

1. Sales. Revenue, Profitability 

TCL has shown an upward trend in sales in Shilling terms over the last five years 
as shown in Exhibit VI: Income Statement. However, when this is translated into dollar 
terms, TCL has shown a decline in sales. 

TCL has been able to maintain a consistent level of profit for the past several years. 
Administered expenses have remained at acceptable levels and financial cost generated 
by short term borrowing have been controlled. 

The cost of goods sold, however, has increased as a percentage of net sale over 
the past 5 years. In 1986 Cost of Sales/Net Sales was at 40%, and in 1989 it rose to 
62%. This increase can be cleJrly attributed to the increased dependence of TCL on 
imported raw materials. 

2. Assets and Liabilities 

The TCL balance sheet is stronger than most NOC companies. Total assets have 
been increasing at a consistent rate, receivables and payables have increased but at a 
slower rate than sales. Due to the fact that TCL has not accumulated large short term 
liabilities it has been able to maintain a positive net current asset balance. 
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cash has declined from 9 percent of total in 1985 assets to 2.4 percent of total 
assets in 1988. Dependence on short term debt has increased from 12% of total liabilities 
to 24% percent of total liabilities. 

Short-Term Liquidity Analysis shows that TCL has been able to strengthen its 
liquidity position. The current ratio has increased from 0.79 in 1985 to 2.03 in 1989. This 
means that it has sufficient funds to cover short-term liabilities. The acid ratio -- cash and 
cash equivalents divided by current liabilities -- has, however, dedined dramatically from 
0.47 to 0.12 during this period. This indicates that TCL would be able to cover only 12% 
percent of its short-term liabilities in the given year, effectively converting all short-term 
liabilities into long term debt. 

TCL uses foreign materials for the majority of its raw materials. Foreign exchange 
is used to purchase copper, wire, aluminum, PVC, foreign exchange to purchase these 
products come through the OGL and PTA mechanisms described in the main report. TCL 
also has a foreign exchange account t.,at enables it to purchase parts and supplies 
without going through this process. 

The Company had preferential access to foreign exchange in the past; but this is 
changing as Tanzania has moved towards a more liberal policy. The company must now 
use Open General license (OGL) to obtain foreign exchange which requires it to place 
a deposit in shillings of 100 percent of the value of the foreign exchange at the time it 
obtains the license. (Previously, payment could be staggered and was therefore less 
costly to the company.) Furthermore, the OGL is available for a short period of time only 
or it is lost. Thus, the company loses use of cash or must finance the amounts through 
overdrafts at up to 31 percent annual interest rates. At the same time, the company does 
not bear any exchange rate risk and effectively locks in the current rate at the time of 
purchase although delivery may be four to six months later. This can be an advantage 
when the currency is devaluing. 

3. Valuation 

Let us examine various indicators of TCL's worth as a company from a financial 
perspective. The political factor of maintaining employment despite losses have not been 
considered in these estimates. 

Book value is Ts. 484 Mil. This is what the assets less the liabilities are nominally 
worth and indicates the liquidation value of the Company. In TCL's case, liquidation of 
the company would transfer a gain of this amount to the NOC Group balance sheet. 

Valued as a going concern, the profits of TCL are divided by discount rate to obtain 
a value of Ts 7.75 mil. TCL is worth more as a going concern than were it to be 
liquidated. This indicates that TCL has general viability as an enterprise. 

Using a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a selling price, the TCL would be valued at Ts. 25 mil. This is the price that TCL 
would fetch on a stock market that valuf3d earnings at this rate. 
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H. ~mmary 

The prognosis for TCL is optimistic given its unique position in the market, its range 
of skills, and its financial position. Key weaknesses indude the insufficient generation of 
capital, higher thari average scrap rates, and the heavy staffing relative to its competitors. 
TCL's continued viability as a company depends upon 3 factors: an equity infusion 
productivity improvements, and increasing product range. Careful attention to quality 
control and close relations with its major customers should secure its position. 
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TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PROOUCTBREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERA TING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I hble Actual sales Tanzania Cables Ca.pany Ltd. 

I 
<•illions of shillings> 

Est'd Est'd 
1984 198S 1986 1987 1988 1989 

1. Pr~t A 8 5 41 n 119 161 

I 2. Pr~t I 

3. Pr~t C 

15 18 29 40 124 207 
9 21 32 43 54 65 

4. Other Pr~ts 5 5 10 15 15 14 

I 5. Teiec:• cables 
6. 

0 0 0 0 0 0 
0 0 0 0 0 0 

7. 0 0 0 0 0 0 

I 
a. 
9. 

10. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

11. 0 0 0 0 0 0 

I 12. 
13. 

0 0 0 0 0 0 
0 0 0 0 0 0 

14. c 0 0 0 0 0 

I 
15. 

Total 

0 0 0 :> 0 0 
37 48 111 175 311 446 

I 
Uni ts/~loyee. llA NA NA llA llA llA 
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I TABLE II 

I hble Actuel Proci.lct ion hnunia C.tlle C°"*"f 

I 
(Pr~tion in TCll'W1H) 

Est'd Est'd 

Proci.lct IA'ti ,. Description 1914 1985 1986 1987 1981 1919 

1. Prom..:t A 0 0 107 46 23 0 0 0 

I 2. Proci.lct I 0 0 166 271 136 0 0 0 

3. Prom..:t C 0 0 70 115 58 0 9 0 

4. Prom..:t D 0 0 36 35 1a 0 0 0 

I 
5. ACC/ACSI 0 0 0 0 185 370 363 l)6 

6. PVC wires 0 0 0 0 98 195 234 273 

1. Po...er C.t>l es 0 0 0 0 49 97 67 l6 

I 
V• E..-lled Wires 0 u 0 0 19 38 22 6 

9. Telecom C.tiles 0 0 0 0 0 0 0 0 

l\J. 0 0 0 0 0 0 0 0 

11. 0 0 0 0 0 0 0 0 

I 12. 0 0 0 0 0 0 0 0 

13. 0 0 0 0 0 0 0 0 

14. 0 0 0 0 0 0 0 0 

I 
15. 0 0 0 0 0 0 0 0 

Total 379 467 584 700 686 671 
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Table : Actual Purchases 

Local currency 

--------------
i. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

----------------
7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE 11 ~anzania Cable Company 

(millions of shillings) 
Est'd Est'd 

1984 1985 1986 1987 1988 

0 0 0 0 2 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 

----- ----- ----- ----- -----
0 0 0 0 2 

15 7 54 102 248 
0 0 14 28 14 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 

----- ----- ----- ----- -----
15 7 68 130 262 

15 7 68 130 264 

$1 $0 $1 $2 $2 

1989 

5 
0 
0 
0 
0 

-----
5 

395 
0 
0 
0 
0 

-----
395 

399 

$2 
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I TABLE IV 
Table Actual Investment Tanzania Cables Limited 

I (Millions of TShillings) 

I 
Cap."tal Expenditures 1984 1985 1986 1987 1988 1989 

1. Land & building 1.0 O.il 0.0 0.0 0.0 35.8 
2. Plant & machinery 1.9 0.1 0.0 0.0 0.0 0.0 

I 
3. Furniture & fixtures 0.0 0.0 0.0 0.0 0.0 0.0 
4. Motor vehicles 0.0 1.4 0.0 4.1 0.0 5.0 
5. Other 0.1 0.1 0.0 0.1 0.0 1.0 

Total Expenditures 3.0 1.6 0.0 4.2 0.0 41.8 

I Source of Funds 
1. Equity - NOC 0.0 O.il 0.0 0.0 0.0 0.0 

I 2. Equity - Other 0.0 0.0 0.0 0.0 0.0 0.0 
3. Loans - Local (Long Term) 0.0 0.0 0.0 0.0 0.0 0.0 
4. Loans - Local (ST/Overdraft) 0.0 0.0 0.0 0.0 0.0 0.0 

I 5. Loans - Foreign 1.9 0.0 0.0 0.0 0.0 0.0 
6. Grants 0.0 0.0 0.0 0.0 0.0 0.0 
7. Self-Generated 1.1 1.6 0.0 4.2 0.0 41.8 

I 
8. Oth.ar. Unaccounted For 0.0 (0.0) 0.0 (0.0) 0.0 0.0 

Total Sources 3.0 1.6 0.0 4.2 0.0 41.8 

I 
I Notes: 

1. Cap. Exps. ($'OOO's) $0 $0 so $0 $0 $0 
2. Cap. Exps./Emp. (Ts.'OOO's) .;.o 1.6 0.0 4.2 0.0 41.8 

I 3. Nominal Index of Capital E"pendil 187.5 100.0 0.0 262.5 0.0 2,612.5 
4. Dollar Index of Capital Expenditur• 170.9 100.0 0.0 51.7 0.0 224.1 
5. Debt/Total Sources 80.00% 137.21% 24.14% 32.41% 40.08% 151.52% 

I 6 Foreignf(otal Sources 4.44% 111.63% 0.00% 0.00% 0.00% 0.00% 
7. Inflation Index 74.6 100.0 132.4 172.1 225.8 296.3 
8. Ratio: Machinery/Capital Exps. 63% 6% NA 0% NA 0% 

I 9. Ratio: Vehicles/Cap. Exps. 0% 88% NA 98% NA 12% 

I 
I 
I 
I 
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Table : Actual Manpower T ~l-Ja Mbles Limited 

Employees 
E'std E'std 

Product 1984 1985 1986 1987 1988 1989 
------- ---- ---- ---- ---- ---- ----

1 Senior Managers 3 3 3 3 3 3 
2 Middle Managers 5 5 5 5 5 5 
3 Supervisors 2 3 3 3 3 3 
4 Clerical 16 16 17 18 18 17 
5 Skilled Manual 50 50 55 60 51 42 
6 Unskilled Manual 9 9 9 9 14 18 

------------------------------
Total 85 86 92 98 93 88 
Expatriate 9 3 0 4 0 4 
Total Employees 94 89 92 102 93 92 



I TABLE VI 

I Table Actuml Profit end Losa & Trend Tanz1nia Cable~ Co. Ltd. 
& Loss/Trend 

I (Nill ions of TShil lings> 

Profit & LOH 1984 1985 1986 1987 1988 1989 1990 
Net sales 39 47 88 184 291 0 0 

I Less: Cost of Sales 20 23 35 90 167 0 0 
Gross Profit 20 24 53 94 124 0 c 

Less: Operati"I Expenses 12 12 16 26 40 0 0 

I Adlini 1tratior1 I 10 14 19 21 0 0 
Selli"I end Distributio 0 0 1 1 3 0 0 
For•il" E•cll.,.. Losses 0 0 0 0 0 0 0 

I 
Financial Expenses 4 2 2 6 9 0 0 
Depreciation 0 0 0 0 0 0 0 

Operati"I Profit <Loss> I 13 36 68 84 0 0 
Add: Other Ince.a 1 z 2 2 6 0 0 

I Less: Other Expense 0 0 0 0 0 0 0 
Net Profit lefore T ... 9 15 31 70 89 0 0 

Less: Provision for r ... es 5 9 19 40 45 0 0 

I Profit After r ... 3 6 19 30 45 0 0 

Stateaent of Retained Earni"ll 

I 
Balance lrought For..ard 10 11 15 24 51 82 82 
Prior Year Adjustllent (0) 0 (2) 2 0 0 0 
Balance lrought For..ard R 10 11 13 26 51 12 82 

Add: llet Profit for the Year 3 6 19 30 45 0 0 

I Profit Available for Appr 14 17 33 55 95 82 82 
Less: Miscellaneous Appropriati 2 2 9 5 13 a 0 
Less: Dividends DeclarOld 0 0 0 0 0 a 0 

I 
Retained Earnings Carried 11 ts 24 51 82 82 82 

Cost of Goods Sold 0 0 0 0 0 0 0 

I Labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 
Other Direct bpenses 0 0 0 0 0 0 0 

I Factory Overhead 0 0 0 0 0 0 0 

lnterut 0 0 0 0 0 0 0 

I 
Interest as a X of Profit o.ox a.ox a.ox a.ox 0.01 llA NA 

In Current Dollars Cthouaandl) 

·1 
Net Salu 2 3 2 2 2 0 0 
Cott of Sain 1 1 1 0 0 
Operetfnt ExPINH 1 0 0 0 0 0 
Profit After '!'u 0 0 0 0 0 0 0 

I 
I 
·1 

I 



TABLE VII 

Tlble la I .nee Sllfft TM2Mi• Cables Li•ited 
Actial 

(Millions of TSllillings) 

S.lence Sheet 1914 1985 1986 1987 1988 1989 1990 
1. Net Fixed Assets 104 99 105 394 376 0 0 
2. Current Assets 19 20 60 128 1n 0 0 
3. Stocks 12 9 34 99 110 0 0 
4. Trede Debtors 2 0 4 19 31 0 0 
5. Debtors w1d Prepayments 4 1 22 8 26 0 0 
6. Cast! end lri lalMCes 0 9 1 2 11 0 0 
7. Current Lillbilities 24 19 48 96 87 0 0 
8. Trede Creditors 4 7 2 44 30 0 0 
9. Bri Overd,..f ts 6 0 18 1 12 0 0 
1C. Current M•turity of LT 5 3 11 13 0 0 0 
11. Tues Peyllble 5 9 17 31 44 0 0 
12. Other Current Lillbiliti 4 0 0 0 0 0 0 
13.Net :urrent Assets/Lillbil <5> 12 32 90 0 0 
14.Total Net Assets 99 1(!0 117 426 466 0 0 
15.Financed by: 

16. Share Capital 12 12 18 18 18 0 0 
17. Capital Reserves (0) (0) 0 0 0 0 0 
18. Profit .rd Loss·Account 79 83 92 407 448 0 0 
19. Long Term Loans 8 5 8 0 0 0 0 
20.Debt 32 24 55 96 87 0 0 
21.Equity 91 95 110 425 466 0 0 

Note:o: 
Rev•luetion of •ssets 0 0 0 0 0 0 0 I Nev Investments 0 0 0 0 0 0 0 

In Current Dollars 

I 1. Net Fixed Assets 6 6 2 5 3 0 0 
2. Current Assets 2 0 0 
7. Current Liabilities 1 1 1 0 0 
13.Net Current Assets/Lilbil (0) 0 0 0 0 0 
14.Total Net Assets 5 6 2 5 4 0 0 
20.Debt 0 2 0 1 0 0 
21.Equity 0 6 2 3 2 0 I 

I 
I 
I 
I 
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APPENDIX 13: TANZANIA ELECTRIC GOODS 

I. RECOMMENDATIONS AND ACTION PLAN 

Tanzania Electrical Goods is a well-run company that produces transformers for 
utilities and industrial concerns. It is a key company to Tanzania's industrial and 
economic development and should be held be NOC. 

At the same time, NOC could benefit from additional outside expertise and capital. 
NOC should sell shares to its partners and take a minority position. Alternately, it could 
arrange licenses to produce more complex transformers and products. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix indudes the specific actions required by this company, and 1s a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a cor.certed effort is required by management - usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. 

A. 

FINDINGS AND ANALYSIS 

Overview 

1. Company 

Tanzania Electric Goods {TEG) was incorporated in 1978. It is a local/foreign joint 
venture among NOC (60%), EB National Transformers of Norway (20%) and TANESCO 
(20%). It started commercial production in 1981. 

The company manufactures '!ai"ious electrical goods such as distribution 
transformers of 11 kV and 33kV, switch gears of 11 kV and electric cookers. The installed 
capacities are 1,040 and 240 units of the distribution transformers and switch gears per 
annum respectively. 

2. Corporate Philosophy 

TEG is the only Tanzanian company producing electric transformers which are 
important to the energy power industry in Tanzania. However, it appears there is no 
corporate philosophy. 

3. Corporate Strategy 

The Company strategy for the Mure is to increase the production of electric 
transformers for the domestic market and for export to neighboring countries such as 
Kenya, Uganda, Zambia, Malawi, Mozambique, Zimbabwe, Rwanda and Burundi. 

1 
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10 YEAR DEVELOPMENT PROGRAM Year t Year 2 

A. Ge•eral Slral•IJ 

B. ltarllell•g 
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•· U!ill!y 
b. Price 
c. QualitJ 
d. Delivery .. Financinp 
,_ Appearance 

2. Oeter•ine co•pany'• po•ltion •••-•-•i1 co•pebt1on :----
'· Iner•••• product •iaibtlity 

a. Participat• in regional faire 1n Tanzan1& ~=~~=. 1 
~~-b_.~P~a_n_i_c~iP_•_t_e_i_n_r_•~9_io_n_a_1_r.~"-•_•n~S_A~O~C~C~tP~T_A_c~o~u~n_t_r._e_•~~~~~--<~~~-+-~~-f'·~;t~~t-~-'-'!~~~..---~-.-~'-~~~~ 

c. Adven•H and pro111ote product• ' -:::;:;:; o· 

5. Iner•••• nu•b•r!...!!..!._ereon1 marketina oroduct• 
a. Replace non-productive 1al•• 1taff 

I. l111prowe qualilv of Mark1t1n9 1flor\. 111 . 
a. Train aale1pet101H and diatttbutora 

b. Rede1agn •••••and oromotional kterarure 

1 1 llllDl•ment market intelligence proar•"'· •a.: 
! a. Conduct monthly, quarterlv. annual aurveya 

I 

, 

'.--~-'-·~C_o_l_le_c_t_c_u_a_!_o_111_1_r_f_1_1_d_b_a_c_k~~~~~~~~~-~~~~~~~+--+i~-l~~~~· ;~t~t4.-l~ __ _.__,·1.___.._~~~~~~~~~~~ 
~~- Give input to production to improve product and reature1 .;.·. i I 
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L C. Production and Operation• 

Lower prodwctlon co1t1 

a. Spied throughput tim1 

1 2. Improve the q1.1altty and training or production atan [;:; :·:;:i: /J[:};:,:1;::::::;:t;: c::·I:' }J: 0 I 0 0 0 0 0 0 I 0 

a Enr~n eng1neen and techn1c1an1 '" MEJDA and technical 1e1111nat1 t:;::/:J::Vi:OI :;;:o J Q 0 0 0 0 0 => 0 = 
~ b. Conduct n11d tripe for production atafl 

I 

~:"::at: ::::"I 0 0 ' 0 I 0 .E. 0 ' 0 I 0 0 0 0 
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B. Industry 1nd Competitor Analysis 

1. Market Overview 

Although Tanesco has figures for national demand for transformers of all capacities, 
TEG's line of tran.sformers only satisfies part of that demand. It appears that TEG has not 
carried out studies to determine the demand for its products. The company should carry 
out a market study in the future. 

2. Customer Characteristics 

In addition to its joint venture partners, TEG's primary customers are Noremco, 
Kilombero Sugar Company, Tanganyika Planting Company and the Canadian Wheat 
Project of Arusha. 

3. Market Size and Trends 

TEG expects to capture about 50% of the domestic market and export 50% of its 
production capacity in 1991. Exports, like the domestic suppli6s, are projected to fall far 
short of the market size and demand. 

4. Competition 

Currently TEG does not have competitors for switch gears and transformers. 
However, competition in this market is likely to grow in the Mure. Now, its competitors 
are able to obtain the same access to foreign exchange for purchase of switch gears, 
transformers and cookers as TEG is. 

5. Substitute_s 

There are no substitutes to TEG products at present or in the foreseeable Mure. 

6. Estimated Market Shares 

Virtually 100% of the market in Tanzania is available to TEG as there are no other 
manufacturers of cookers, switch gears and transformers 

7. Sales History 

Actual Sales (Net) in millions Ts. for the past 5 years are as follows: 

Year 1985 1986 1987 1988 1989 1990 

Ts. 83.0 110.2 215.1 379.1 678.8 919.8 

2 



8. Distribution Channels 

The traditional distribution channels are: 

HOSCO 
BIASHARA CONSUMERS LIMITED 
BHESCO and 
RETAILERS 

9. Policy and Regulatory Environment 

The policy and regulatory environment limited competition in this market until 
recently, when other private individuals and companies were authorized to import and 
distribute such products through the liberalization of trade. The open:ng of the import 
market has exposed TEG to increased competition. 

Macroeconomic policies that affect TEG include exchange rate regulations, access 
to foreign exchange and an overvalued exchange rate for the import of copper and spare 
parts. Although there is more liberal access to foreign exchange than previously, the 
Bank of Commerce requires a deposit of 100% of foreign exchange purchased in 
Tanzania shillings (Cash Cover) when an Open General License letter of Credit is opened. 

The tariff on copper products of all types is 30%. The government does not 
distinguish among raw, intermediate or finished products in the establishment of tariffs. 
Taxation is cumulative and raw materials, the sale of processed materials and the sale of 
end products are all taxed. The result of such tariff policies is increased overall ccst to 
the consumer and dampened export potential to the firms. 

c. Marketing 

1. 

2. 

Overall Marketing Strategy 

TEG's marketing strategy is one of production only to meet standing orders. 

Sales Tactics 

The company sells only on the following terms: payment before delivery. 

~tomer Service 

At present there is no customer service on TEG products. However TEG 
management is planning to introduce a service unit for transformer maintenance and 
repair. 
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4. Pricing 

As stated above, pricing of TEG products is not set by the government's Pricing 
Commission. Selling prices are fixed at a competitive level yielding a satisfactory profit 
contribution. 

5. Promotion 

The company does little, if any, promotion of its products. It does, however, use 
the local dailies (Uhuru and Daily News) to advertise itself and its products, especially 
during important national holidays and festivals. 

D. Production 

TEG is an electrical manufacturing venture. It manufactures power transformers, 
switch gears and electric cookers. 

1. GeograQhical Location 

· TEG's factory is situated in Arusha about 600 km from DSM. Raw materials 
(copper products) from DSM port are transported to Arusha for manufacture. Again 
finished products are to be transported back to Dar es Salaam where there is a primary 
customer base location. 

2. Facilities And Processes 

The total facility consists of one industrial shed with the following manufacturing 
departments: 

Light Equipment 
Bending 
Welding 
Pressure room 
Painting 
Assembly 
Stores 

3. Materials Handling 

Both incoming raw materials and finished products are being handled by forklifts 
and cranes. 

4. production Cost 

Following are the actual direct production costs for the year 1990 with relative 
percentages. 
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1990 ('000) % 

Direct Labor 25,000 38.2 
Electricity and Water 19,500 29.7 
Repair and Maintel'lance 8,500 13.0 
Other Direct Costs 12.550 ...1U 

IQtil 65.550 ~ 

5. Product Quality 

The quality of TEG products is determined by the quality control section of the 
Assembly Department. 

6. Product Delivery 

As mentioned above TANESCO and other industrial companies comprise the bulk 
of the market for the electric transformers produced by TEG. Customers come to the 
company premises in Arusha to pick up the products. 

7. · Competitive Strengths/Weaknesses 

Strengths 

Weaknesses 

Sole producer of Electric Transformers and switch gears 
Availability of experienced craftsmen 
Political goodwill 
Technical Assistance by NORAD 

Located in Arusha far from source of raw materials 
Transportation to customers 

8. Strategy and Plans 

TEG plans to continue manufacturing more electric transformers and switch gears 
at affordable prices and to compete in both local and foreign markets. The strategy to 
achieve this objective is to further strengthen the quality control section in order to ensure 
the high quality of the products. 

9. Expansion Plans 

There are no future plans to expand TEG activities. 
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10. Capital Reguirements 

During the coming years the company plans to complete the new transformer 
repair and maintenance projects. It is expected that foreign donors, through the 
government, will provide the required funds for improvements. Other capital expenditures 
will be financed partly through equity injection and through self generated funds. 

E. Organizational Structure 

F. 

1. 

2. 

The organizatinal structure of TEG is as follows: 

TECHNICAL MANPOWER 

SUPERVISORS 
SKILLED /UNSKILLED 
ARTISANS 

Management 

BOARD OF DIRECTORS 

GENERAL MANAGER 

PROCUREMENT 

Key Management Personnel 

FINANCE MARKETING 

The general manager is Mr. R. Silversten who has been with TEG for several years. 

Management Compensation 

Basic management salaries are according to SCOPO directives. However, senior 
managers are provided with housing, transport, medical care and entertainment 
allowances to supplement their basic salaries. 

3. Board Of Directors 

The Board of Directors of TEG is selected by the Ministry of Industries through 
NOC. The Board operates autonomocsly of the NOC. The current board consists of 
eight {8) members elected to three year terms. They represent the following areas: 

1. TANESCO 
2. Ministry of Industries and Trade 
3. University of Dar es Salaam 
4. Tanzania Investment Bank 
5. EB National Transformers 
6. National Development Corporation 
7. East African Development Bank 
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8. JUWATA 

The General Manager attends Board Meetings as an observer but does not have a vote. 

4. Supporting Professional Services 

Accounting Audits are conducted by the Tanzania Audit Corporation. Legal 
services are provided by the Corporation Secretary of NOC. TEG consults EB National 
Transformers especially for technical assistance with machine supply and spares. 

G. Human Resources 

1. Composition And Skills 

TEG employs 230 people. These are broken down as follows: 

19W 

Senior Managers 8 
Middle Managers 12 
Supervisors 30 
Skilled/manual 90 
Unskilled/manual 00 

Total 230 

2. CQmg:ensatiQn And Trends 

All salary levels are set by SCOPO. The compensation package consists of base 
wage (salary), overtime, free medical care, housing allowances, tra"lsport allowances, 
medical allowances, heat allowances, and bonus (according to target). 

3. Productivity 

Productivity in the firm is high in view of its production capacity utilization, which for 
1990 production w~ 67% of planned capacity. This is due in part to worker morale but 
mainly due to management supervision. Revenues per employee in 1989 were Ts 
3, 168,000 and profits per employee were Ts 563,000. 

4. Training Program and Needs 

TEG invests substantially in its manpower training. For local training, workers 
(selectfld) attend symposia, seminars and workshops in their respective fields, while 
others get scholarships such as NORAD to Norway. Others attend long courses to obtain 
diplomas, degrees, etc. in their respective fields. 

' 
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H. FINANCES 

1. Sales. Aeyenue. Profitability 

TEG has shown an upward trend in sales in T. Shilling terms over the last five years 
as shown in Table VI: Profit and Loss. In 1989 TEG made an after tax profit of Ts 61.0 
million. Where TEG has increased its cost at a faster rate than sales is for financial 
expenses. In 1988 these amounted to Ts 79.0 mmion. 

TEG shows that administrative costs have remained steady over the past 5 years. 
As can be seen from Table VI, administrative costs have increased at a slower rate than 
sales. The cost of goods sold has remained steady as a percentage of sales since 1984. 
Even though in 1984 TEG imported Ts 322 million worth of raw materials, it has been able 
to generate enough foreign exchange to pay for these imports. In 1984 TEG exported Ts 
384 rmllion worth of products to neighboring countries. 

Financing costs are high. Financing costs in 1988 exceeded annual revenues. 
This is due to an excessive reliance on short-term borrowing to cover the short-term. This 
places a large debt burden on TEG that has made operations difficult within the last five 
years. In 1989, however, finance charges decreased as a percentage of net profit. 

2. Assets And Liabilities 

Dependence on short term debt has decreased from 21 % of total liabilities to 1. 7% 
of total liabilities. However, long-term loans stood at Ts. 254 million, a 49% increase over 
the 1988 value. 

Short term liguidity 

Short-Term Liquidity Analysis shows that TEG has strengthened its liquidity position. 
The current ratio has increased from 0.53 in 1985to1.01in1988. (This means that it has 
sufficient funds to cover short-term liabilities.) The acid ratio -- cash and cash equivalents 
divided by current liabilities has increased slightly from 0.02 to 0.25 during this period. It 
is still too low; a more acceptable rate would be closer to 1.0. This indicates that TEG 
would be able to cover only 25 percent of its short-term liabilities in the given year, 
effectively converting all short-term liabilities into long term debt. 

3. Cash Flow 

Analysis of cash flow indicates that the sources of cash flow are increasingly 
coming from borrowed capital. Short-term borrowing has decreased as a percentage of 
total cash since 1984. 

8 



4. Foreign Exchange and Capital Reguirements 

Sources and Uses of Foreign Exchange 

TEG imports most of its raw materials. Foreign exchange to purchase these 
products comes through the OGL and PT A mechanisms describe in the main report. TEG 
also has a foreign exchange account that enables it to purchase parts and supplies 
without going through this process. Unlike several of the other NOC companies, TEG has 
substantial export earnings which it can use to support the high cost of imported raw 
materials. 

TEG had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of ttie value of the foreign exchange at the time it obtains the license. 
(Previously, payment could be stagg13red and was therefore less costly to the company.) 
Furthermore, the OGL is available for a short period of time only or it is lo.at. Thus, the 
company loses use of cash or must finance the amounts through overdrafts at up to 31 
percent annual interest rates. At the same time, it appears that the company does not 
bear any exchange risk and effectively locks in the current rate at the time of purchase 
althoogh delivery may be four to six months later. This can be an advantage when the 
currency is devaluing. 

5. Estimates Of Valuation 

How well TEG uses its assets is reflected in its balance sheets and the analysis of 
those assets and liabilities. Good management of these assets should be reflected in 
either financial strength measures such as the current ratios, debt/ equity ratios, etc. or 
in productivity measures such as return on assets/return on working capital, etc. 
Weakness is reflected in inadequate cash and low returns on working capital. Returns in 
TEG should exceed the costs of financing them; and at least match the opportunity cost 
of capital. 

Balance Sheet 

At first glance, the balance sheet has shown an increase in total assets and 
liabilities as shown in Table VII: Balance Sheet. In 1989, net fixed assets increased from 
Ts 203 million to Ts 412 million. This is mainly due to the company's factory expansion 
program. Capital expenditure in 1988 as shown in Table IV amounted to Ts. 94.6 million. 
In 1989 total expenditures amounted to Ts. 111.5 million. The majority of these 
expenditures have been financed by long-term loans. Even though the cash balance has 
increased, the value of trade debts has also increased dramatically. The value for trade 
credits has increased by 60% to Ts 406 million in 1988. 
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Ratio Analysis 

i. Book Value 

Book value is Ts. 280 million. This is what assets less liabilities are nominally worth 
and indicates the liquidation value of the company. In TEG's case, liquidation of the 
company would transfer a gain of this amount to the NOC Group balance sheet. 

ii. Going Concern 

Valued as a going concern, the profits of TEG are used to determine its value. 
Profits are divided by the discount rate to obtatn a value of Ts. 1.9 million. TEG is worth 
more as a going concern than it would be were it to be liquidated. This indicates that 
TEG has general viability as an enterprise. 

iii. Price Earnings Ratio 

Using a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a selling pnce, the TEG would be valued at Ts. 603 million shillings. This is the 
price that TEG would fetch on a stock market that valued earnings at this rate. 
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TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERA TING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I Table Actual Sales TM1zania Electric Goods C~y 

I 
C•il lions of stli l lings> 

Est'd Est'd 
1984 1985 1986 1987 1988 1989 

1. Transformers 18 41 95 1.;.9 322 495 

I 2. Swi tchgemrs 
3. Coolters 

6 10 9 9 55 102 
24 18 42 67 64 61 

4. Other Prcd.lcts 25 13 9 4 13 21 

I 
5. 
6. 

7. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

8. 0 a 0 0 0 0 

I 9. 
10. 

0 0 0 0 0 0 
0 0 0 0 0 0 

11. 0 0 0 0 0 0 

I 
12. 
13. 
14. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

I 
15. 

Total 
0 0 0 0 I) 0 

73 82 155 228 454 679 

Units/Eq>loyee NA NA NA NA NA NA 
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I I At:IL~ II 

I hble Actual Production T81'1uni1 Electric Goods lllenlfecturint CCllllplny 

I 
(Production in Units) 

Est'd Est'd 
Product Units Description 1954 1985 19116 19117 19118 19119 

1. Transfo,._rs Nos. 0 240 458 549 639 392 145 

I 2. Switchgeers Nos. 0 0 0 53 105 249 392 
3. Cookers Nos. 0 14,000 12,227 61,709 111, 191 57,596 4,000 ... Flight Services Nos. 0 580 !I 0 0 0 Q 

I 
5. Light Fittings Nos. 0 60,000 19, 963 9,982 0 0 0 
6. Others Nos. 0 0 0 0 0 0 0 
7. 0 0 0 0 0 0 0 0 

I 
8. 0 0 0 0 0 0 0 0 
9. 0 0 0 0 0 0 c 0 
10. 0 0 0 0 0 0 0 0 
11. 0 0 0 0 0 0 0 0 

I 12. 0 0 0 0 0 0 0 0 
13. 0 Q 0 0 0 0 0 0 
14. 0 0 0 0 0 0 0 0 

I 
15. 0 0 G 0 0 0 0 0 

Total 74,820 32,648 n,292 111,935 58,236 4,537 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



Table : Actual Purchases T AB~tini! ''ectrical Goods Company 

(millions of shillings) 
Est'd Est'd 

Local currency 1984 1985 1986 1987 1988 1989 

--------------
1. Raw materials 1 1 0 0 13 26 
2. Spares & accessories 0 0 0 0 0 1 
3. Fuel oil 0 0 0 0 0 0 
4. 0 0 0 0 0 0 
5. 0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
6. Subtotal 1 1 0 0 13 27 

Foreign currency 

----------------
7. Raw materials 29 36 18 0 161 322 
8. Spares & accessories 1 1 0 0 2 3 
9. 0 0 0 0 0 0 
10 0 0 0 0 0 0 
11. 0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
12. Subtotal 30 37 18 0 163 325 

13. Total 31 37 19 0 176 352 

14. In Dollars $2 $2 $0 $0 $1 $2 

Notes: 
1. 
2. 



I TABLE IV 

I Table Actual Investment iil'lunia Elec:tric•l Goods Manufacturing 

I 
Cllillions of TS~illings> 

Ci;!ital Expenditures 1984 1985 19156 1987 19158 1989 
1. Lind & building 0.0 ? .7 0.0 0.0 0.0 4.5 

I 2. Plant & 111Khinery 0.0 0.2 0.0 0.0 0.0 74.3 
3. Furniture & fixtures 0.0 C!.O 0.0 0.0 0.0 0.0 
4. llotor ~icles 0.0 0.1 iJ.O 2.5 0.0 14.5 

I 
5. Other 0.0 0.4 0.0 0.3 0.0 1.3 

Total Expenditures 0.0 2.4 0.0 3., 0.0 94.6 

Source of Funds 

I 1. E"-'i ty · llOC 0.0 0.0 0.0 0.0 0.0 36.0 
2. E"-'ity · Other 0.0 0.0 0.0 0.0 0.0 26.0 
3. Loans • local CL:ing Ten11) 0.0 0.0 0.0 0.0 0.0 16.5 

I 
4. Loans · Local CST/Overdra 0.0 (LO 0.0 0.0 0.0 0.0 
5. loans • Foreign 0.0 0.0 0.0 0.0 0.0 0.0 
6. Gr.,,ts 0.0 0.0 0.0 0.0 0.0 0.0 

I 
7. Self-Generated 0.0 0.0 c.o 3.1 0.0 5.9 
8. Ot~er, Unacc~ted For 0.0 2.4 O.:> (0.0) 0.0 10.2 

To:al Sources 0.0 2.4 0.0 3.1 0.0 94.6 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



Table : Actual !\A an power Tan!,~eb..~1 Vaods Manufacturing Co. I 
Empioyees I E'std E'std 

Product 1984 1985 1986 1987 1988 1989 

I ------- ---- ---- ---- ---- ---- ----
1 Senior Managers 0 8 6 3 6 8 
2 Middle Managers 0 8 7 5 9 12 

I 3 Supervisors 0 13 8 3 8 13 
4 Clerical 0 17 18 18 18 18 
5 Skilled Manual 0 69 65 60 93 125 I 6 Unskilled Manual 0 42 26 9 22 35 

------------------------------
Total 0 157 128 98 155 211 
Expatriate 0 3 0 4 0 3 
Total Employees 0 160 128 102 155 214 



I TABLE VI 

I Tab~e Actual Profit end Lost & Trend Ten11ni1 Electric Goods 
& LOSS/Trend 

I CMil lions of TShi ll ir19s) 

Profit & Loss 1984 1985 1986 1987 1988 1989 1990 
Net Sales 73 83 110 215 379 0 0 

I less: Cost of Sales 42 48 64 126 243 0 0 
Gross Profit 31 35 :.6 89 136 0 0 

Less: Operating Expenses 36 38 53 66 136 0 0 

I AC-.inistr•tion 22 27 41 37 50 0 0 
Selling and Distributio 1 2 7 7 0 0 
Foreign Exchenge losses 9 0 0 0 0 0 0 

I 
F i nar.e i 1 l Expenses 5 10 10 22 79 0 0 
Depree i st ion 0 0 0 0 0 0 0 

Oper1tine Profit (loss) (5) C2) (7) 22 (0) 0 0 
Add: Otner lnca.e 3 4 20 44 104 0 0 

I Less: Other Expense 0 0 0 45 0 0 0 
~et Profit Before Tex (2) 1 13 22 104 0 0 

Less: Provision for Taxes 0 0 0 0 so 0 0 

I Profit After Tax C2) 13 22 54 0 0 

~tatement of Retained E1rnings 

I 
Bal1nce Brouvllt Forward <23) (27) C26) (13) 9 (8) (8) 
Prior Yea1· Adjustment (2) 1 0 0 (71) 0 0 
BalanC'e Brought Forw1rd R (25) (27) C26> (13) (62) (8) (8) 

Add: Net Profit for the Ye1r (2) 13 22 54 0 0 

I Profit Available for Appr (27) (26) (13) 9 (8) (8) (8) 
Less: Miscellaneous Appropri1ti 0 0 0 0 0 0 0 
Less: Dividends Decl1red 0 0 0 0 0 0 0 

I Ret1ined E1rnings C1rried <27) (26) ( 13) 9 (8) (8) (8) 

Cost of Goods Sold 0 •) 0 0 0 0 0 

I labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 a 0 0 

I Factory Overheld a 0 a a 0 0 a 

Interest a a a 0 a 0 a 

I 
Interest 1s 1 X of Profit a.ox o.ox a.ox a.ox o.ax NA NA 

In Current Doll1rs <thousands> 

I 
Net Siles 4 5 2 3 3 a a 
Cost of Siles 2 3 1 2 2 0 0 
Operating Expenses 2 2 1 1 a a 
Profit After Tax (0) a a a a 0 0 

I 
I 
I 
I 



hble Balance Sheet Tanzania Electrical Goods M~nufacturing C~ny Limited 

Actual 
(Millions of TShillings) 

Balance Sheet 1984 1985 1986 1987 1988 1989 1990 

1. Net Fiaed Assets 90 85 149 218 203 0 0 

2. Current Assets 45 64 130 251 548 0 0 

3. Stocks 22 26 50 167 279 0 0 

4. Trade Debtors 0 0 0 0 0 0 0 

5. ~ebtors and Prepayments 21 32 70 76 131 0 0 

6. Cash and Bank Balances 2 6 10 7 138 0 0 

7. Current Liabilities 84 93 1511 328 540 0 0 

8. Trade Creditors 50 68 102 254 406 0 0 

9. Bank Overdrafts 18 13 26 32 9 0 0 

10. Current Maturity of LT 7 7 18 26 45 0 0 

11. Talles Payable 0 0 0 0 46 0 0 

12. Other Current Liabiliti 8 4 10 16 34 Q 0 

13.Net Current Assets/Liabil (39) (29) (26) en, 8 0 0 

14.Total Net Assets 51 56 122 141 211 0 0 

15.Financed by: 

16. Share Capital 38 38 38 38 49 0 0 

17. Capital Reserves (6) (6) (6) (64) (0) 0 0 

18. Profit and Loss Account (24) <23> (10) 9 (9) 0 0 

19. Long Term Loans 44 t.7 100 159 170 0 0 

20.Debt 128 140 257 487 710 0 0 

21.Equity 7 9 22 (18) 40 0 0 

Notes: 
Revaluation of assets 0 0 0 0 0 0 0 

New Investments 6 6 6 0 0 0 0 

In Current Dollars 
1. Net Fixed Assets 5 5 3 3 2 0 0 

2. Current Assets 2 4 3 3 4 0 0 

7. Current Liabilities 5 6 3 4 4 0 0 

13.Net Current Assets/Liabil <2> <2> ( 1) (1) 0 0 0 

14.Total Net Assets 3 3 2 2 2 0 0 

20.Debt 0 8 3 3 4 0 

21.Equity 0 0 0 0 (0) 0 0 
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APPENDIX 14: TANZANIA OXYGEN LIMITED 

I. RECOMMENDATIONS AND ACTION PLAN 

Tanzania Oxygen, Limited produces industrial gases that are a key component in 
construction and industry. It has a monopoly position at present, is extremely profitable, 
and is well-run. NOC should keep the company and expand its production. 

Logistically, Tanzania Oxygen should look to placing smaller plants in geographic 
regions as a means of forestalling competition. While production costs are higher for the 
smaller facilities, the savings in transportation costs and response time will grow more 
important to the customer as Tanzania develops. 

On the next few page.s, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. . FINDINGS AND ANALYSIS 

A. Overview 

The Tanzania Oxygen Tanzania Oxygen Company (TOC) was incorporated in 1966 
by the East Africa Company /British Oxygen Company. TOC is the only modern, medical 
and industrial gases plant in Tanzania. Located in Dar Es Salaam, it is close to its main 
customer base. 

TOC markets types of medical and industrial gases to industrial companies and to 
hospitals in Tanzania. It maintains relatively little finished goods inventories in gases due 
to the high demand for its products. It also engages in trading of welding and medical 
consumables and equipment. 

TOC's instituted capacity in 1986 was 4830 tons. During 1989 the company 
produced 676,000 ml of gases and ASU products, 231,000 ml of dissolved acetylene 
and 1,068,000 tons of carbon dioxide. In 1&90, it produced 800,000 ml of atmospheric 
gases and 300,000 ml of acetylene. Total capacity for atmos~heric gases is estimated 
to be 1,081,600 ml. (Calculated by multiplying 130 ml/hr (168-8)X52 which assumes 8 
hrs of down time per week and 3 shifts.) Thus, the capacity utilization is approximately 
74%. Volumes have been erratic in the last few years due to some problems in utility 
access and higher levels of equipment breakdown. 

Annu&ll sales in 1989 were Ts. 519 million. TOC made a profit of Ts. 228.1 million 
on those sales. 

1 
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10 YEAR DE'IELOPMENT PROGRAM TOL Year 1 Year 2 -- ~--~-·- ~-----

NOC Compani•• 

A. General Strategy 

1. Choose a generic s_tr_a_te_gy~---------------------=-: J -- -- -·----, --=-=-- ------=-~ : 
a. Focus 

--~-----------

B. Marketing 
1. Determine product's value to customers. e.g.: 

.. Utility 

' b. Price 
--· c. Quality ---~---....-

d. Delivery 
e. Financing 
f. Appearance 

2. Determine company's oosition via-a-via competition 

-.:-TrlCrease produ_c_t_Vl_-~si_b_ih_.ty.___~----------------~--
a. Place products in regional depots 

5. Increase numbers of persons marketing products 
a. Establish regional distributors. agents 

7.lmplament market intelligence program. e.g.: 
___ a. Conduct monthly. quartarl}',__ann_u_a_I _su_rv_ey~s ______________ _ 

' 

_ 8. Improve attar-sales service _and sup~~========-=--==.: 
a. Collect customer feedback 

~ --~- Give input to ~duction to ~m-proVe~~-rod-Uci8rldTeatur8S--~~~~-===-~-
- - .5.:~i~~ene~~~------ ________________ ------·---- _ 

C. Production and Operations 

·-2 ~wer:~'ir!i~teri~I c_o_~t~~urcnaaing) --- . - . 
a. _B~i~~n-e_cQ_~'!:'ic_()r~~r_qusntity (EOQ)_ mo_~el: 

3. Lo~e_r_p!()~ur~men~ ~o_sta_ _ . .. . _ 
a. ~()~!_vehicle and ()the_r bids with NOC gro_up_companies 
b._ U_~elifa:-cycla cost_~IDspacrfications 



10 YEAR DEVELOPMENT PROGRAM TOL Year 1 Year 2 
-----------~----- --

I llllllYI 111111Yl458 :::- ----=- -=---=---~--= -=-:....- -==--- -- -

c. Establish selling depots in key regions ano ship in bulk 
d. Package pro.:;uct to minimize trans~_rt~c~o~s~ts~-------

0. Organization 

Structure the organization to achieve its targets,: 
a. license technology 
b. Negotiete management c_ontracts ______ ~_ 
c. Sell some shares of the company to management/investors 

2. lower management expense: 
a. Reduce corporate staff positions 

~nduct 'make or buy" analysis on ancil:ary services. e.g.: 
a. Medical 
b. Janitorial 

------;----·----

• • 10 

-------,------------------------------------------------·-------- ---
c. Securi 

-------~-1r------

d. Food~•~e_M_·c_e~•------------- -------------~-~---,----- -----------------
•· Housing mainten_a_n_ce~·:---g~a_r_d_ec_n_in_..g.__ ______ _ 
f. Vehicle maintenance & repair ----' ----~---- -------

Privatization 

rr'£i~!~7:~~l~4~: .. ,,,.w .... , •• ,,~ ___ . L _ '.3,'-f I~E~r~~~-:- ~ _ :_~~• 
Cl. Prepare commlJnic~tion program for employees _____ -------- : ; EIE:'i ~- '='------'? _ ~._=:-._ . ..., . 

2. Establish goals for _privatizatio_n ___________ ·----"--=BIT:C:.J8£E21 ___ ,~- =-=--= ===~---~ _ : 
a. Equity infusion ____:;____ __ _ 
b. Realization of capital appreciation on invested assets 

c. Broaden share-ownership in TanZ'l!1_!_• ___ ~-=------=-==-=--~ 

----~---------------- -

E. Management 

.. 1. Flatten the management hierarc-"'Y__--=-===-~-=-=~- --~----:--=Ist·rJ.L .. ~r:r.=rr_==~-~-
---~_!1ere workload~_r_e_~~.__!.~and iob descrip_~ns !~~!11sp_()ns_i~il~-- _J:.... .. __ -__ : __ -~ ______ .. -·· _ _ _ _ . _ 
___ _!I..:_ Elim!!!_~•- management responsibility/the position fo_!: ~ny _________ ., __ ·- _ _____ i.~;~J ___ ____ _ ... __ -· 
. _ --~sition with 1ess than s persons re~J!in9 di~11ct1y. ________________ -· ______ -·· _ ... -I.,...,.. ___ ·----. _ 

c. Reduce the mana~m~_n_!_ hier!fchy to three levels, lo_~_ ~- ---·- ··- _ L.~ ___ ,;;i ___ ,, ____ • 
maximum. within the firm , 

F. EmployeH 

:_1· -~!!as~_empl~~~J_riVOtV8m.nt ~ndC0-rT1mltm&nt ___ --
. __ a. Institute employee s~_g~s~n--~~!!!1.!..______ _ _ 
__ -~- Es~a_!?lisl!_p__r_~t-1~~!1S,.£h__a_!:!t__~m_stock-'--<?_!:_eI!!_RLoy~_e_ 
• _______ atoc_!:~wnerohiE__Pr_oa~~~-

~ ?· _ A.,_~~~~-~!!'j~·n1~i~1~p~~-ka9~·~- __ _ _____ . _ 
• ____ _! __ Co_!:!~uc:_!i'_ol)~i!! _a -•~l~f}'__a~_ t>_enefits_ aury~ _ 

_!>_:__.fo•t-_out ~nefit_~omp_o __ nent• _____ _ 
~- -· ~et_ upp_ar_:: li~i_t__()n J>!~f_il CO'!'P~!1•_81io __ n __ 
d. --~•tab~sh 'cafeteri_a 13lan' of be11_efit• __ __ __ 
e. Obtain exemetion _f!om _SCOPO guideline_s 
f. _S_ut>stitut~ profit ... s_haring. '_ehantom- st()ck.' or ESOP 

for ~ddili()n__al_compen~ation 

.. ,, 

., 
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10 YEAR DEVELOPMENT PROGRAM TOL 

4. Reduce employment 

~ 5. 

L Reduce number of managers_.-,-------
b. Reduce administrative/overhead personnel. 

c. Eliminate non-critical functions-''--------·----
d. Eliminate non-productiYe personnel, 

Manage the employment reduction process 
L Early retirement 
b. Voluntary incenlivea 

Board of Direc:tora 

1. Change the compoaition of the Board of Directors e.g: 
L lncreioae the number of private sector managerstinvestors 
b. Reduce the numbers of government oificials on the Boa'd 
c. Increase the number of industry knowledgeable members. 

G. Finance 

------------·--~---- -- -~---·--

Year 1 Year2 

____ __,....___ ---------------

1. Increase return on assets 
L Share coats of new nles depots. facilities 
b. Fund employee suggestion..._p_ro_,g,._r_a_m _____________ +-----~-~~-~~--~--------

'2. Strengthen capital structure 
a. Issue shares ----------
b. Offer shares 



The r anzania Oxygen Company's strategy has been to focus on a limited range 
of gases produced in one highly automated plant. It is looking at expanding production 
dramatically in 1992. 

B. Industry and Competitor Analysis 

1. Market Overview 

The market for medical and industrial gases in Tanzania at present is strong and 
growing. Industrial gases are used for welding, cutting, and heating operations. They 
are a critical element to local industry. For example, last year when TOC suffered from 
equipment problems, industrial production in fabricating companies was halted. 

2. Customer Characteristics 

End users of industrial gases are primarily industrial concerns, automobile repair 
shops, and many small industrial producers. Also, hospitals and clinics are the primary 
consumers of medical gases. However, this report will focus exclusively on the industrial 
gases market. 

There is some export potential to Zambia and neighboring countries. 

3. Competition 

TOC is currently the only producer in Tanzania; four other facilities run by the 
military and others have ceased production. TOC management attributed this to lack of 
maintenance and motivation. 

There is no foreign competition. Transport costs for gases are high, containers are 
expensive, and it is cost-prohibitive to ship them long distances. Thus, TOC has strong 
geographic protection. 

Competition in this market however, is likely to grow in the future. Currently, the 
competitors to TOC are offshore which means that they have high transport costs as 
well as slow delivery times. However, it is conceivable that one or more companies would 
enter the market. Certainly, TOC would be vulnerable to regionally sited, small-scale 
plants. TOC could prevent this through careful siting of additional capacity. 

4. Substitutes 

Substitutes for TOC's products are other gases -- in some cases, specialized 
welding gases. These have not been a serious threat to date. 
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C. Marketing 

TOC's strategy is to produce a few. Jasic, highly automated products that allow 
it to maximize volumes - and that are in high demand in the region. It has not 
aggressively sought exµOO opportunities. 

Product Mix 1990 

Industrial Gases 
Medical Gases & Equipment 
Welding Gas Consumables 
Transportation 

Total 

Exports: TS. 24 million to Zambia 

Potential Exports: Argon Gases 

Ts. mil. 

686 
50 

200 
ill 

1,093 

62.7 
4.6 

18.3 
14.4 

100.0 

Customers are industrial concerns and medical facilities. As can be seen from the 
list below most are strong in the construction or transportation fields. 

Customers 

Steel Cast' {ALAF) 

Others, including: 

Tanzania Railways 
Tanzania Harbors 
T AZARA (Railways) 
National Engineering 
Gas Manufacturer 
Steel Rolling Mills 
Light Source Manufacturers 

70% 

TOC uses few sales tactics. If it cannot meet demand, it imposes careful rationing 
policies on its customers to insure market coverage. TOC provides transportation for 
large orders with its own fleet. As it is the only producer in the country. regional 
customers incur significant transportation costs to use TOC products. 

NOC Company 

3 



TOC does provide some customer service in the form of technical advice; but, this 
is limited. TOC does not maintain a customer service department. 

TOC can set its own prices. Pretax margin is 29% of sales. 

Inventory management is not a problem. TOC has a small warehouse for supplies. 
Gases are sold immediately to TOC carries less than a few day's inventory. 

The increase in market share of TOC indicates that TOC's ability to deliver the right 
product in a timely fashion at a good price has improved in the last few years. 
Furthermore, the number of export orders is encouraging evidence of demand for TOC's 
products. 

D. Procluctlon and Operations 

1. Geogrm>tlical Location 

TOC has one factory located in Dar Es Salaam, close to its major customers. A 
second, small plant is located in Mwanza. 

2. Facilities and Processes 

TOC has a large continuous process plant in Dar that produces 130 ml per hour 
of nitrogen. The Mwanza plant produces 30 ml per hour. 

The process is extremely capital intensive and highly automated. TOC has Ts. 
429,000 (Tables IV & V: 53.2 million/124) of capital equipment invested per employee. 
Production staff numbers just one person per shift; the plant operates three shifts a day. 

The high capital costs and the automation however, require constant attention and 
careful maintenance. Furthermore, power interruptions of greater than 30 minutes cause 
significant production losses. TOC had many problems with power interruptions in 1990. 
However, new lines are expected to sa"e this problem. TOC has also asked for a backup 
generator to provide full reliability. 

3. Materials Handling 

Gas cylinders are moved using manual labor. 

4. Processing Costs 

TOC produces gases by drawing them from the atmosphere. In some cases, 
chemical reactions are used to produce gases. Most raw materials are m. Labor costs 
are insignificant. Production costs are primarily utilities and capital. 
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5. Product Delivery (.Outbound Logistics) 

TOC relies on customers to pick-up its products. It also has a truck fleet to delr C3r 
products and it makes a fair amount of revenue on the transportation. 

6. Competitive Strengths/Weaknesses 

As for strengths, TOC has geographic protection, a relatively new plant, experienced 
management, a monopoly position, and a product vital to industry. This should give it a 
strong competitive edge. 

At the same time, transportation costs are significant and there is an opportunity 
for competitions to beat TOC on a transportation cost basis in the more remote parts of 
the country. 

7. Expansion Plans 

The firm plans to expand the capacity of its facility from 130 ml per hour to 600 ml 
per hour by 1992. This will be a $6 million investment. TOC expects demand to outstrip 
this production by the seventh year. 

E. Organlzatfonal Structure 

Administratively the Tanzania Oxygen Company is divided into five departments: 
administration, finance, purchasing, sales, and production. 

F. Management 

The General Manager, Mr. T.E.D. Parking, has worked with TOC for 17 years, two 
years as its General Manager. 

Management seems to be very knowledgeable, aggressive, and innovative. For 
example, they recently installed an integrated network of PCs to better manage 
administrative tasks. 

Compensation at TOC is higher than their private sector counterparts. Base 
salaries are within SCOPO guidelines and are low. However, benefit packages are quite 
extensive. Benefits include: housing and maintenance, vehicles for officers, medical care 
and insurance, and life insurance among others. 

As far as could be determined, management compensation is not linked to 
perforl'T'ance productivity, on profits. Nonetheless, the management team was well
motivated. A management contract with BOC lapsed in 1988. The terms of payment to 
BOC, which were 1-1/'l!'lo of turnover and 3% of profit~. was recently renegotiated. 

The Board of Directors of TOC is selected by NOC. the Ministry of Industry and 
Trades, the Treasury Department of the National Bank of Commerce, and Jawata. The 
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Board operates autonomously of the NOC. The current composition of the Board 
consists of seven members, and indude one person from each of the following entities: 

British Oxygen Company 
Ministry of Trade and Industry 
National Developmem Corporation 
Chief Medical Officer /Government 
Treasury Department 
National Bank of Commerce 
Jawata 

Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's Legal Counsel. TOC has 
not made use of consuitants from TISCO or the National Productivity Institute if" recent 
years. 

G. Human Resources 

1. Composition and Skills 

TOC employs 124 persons (1989). TOC went through a personnel reduction 
program in 1984, reducing the workforce from 150 to 118 over a nine month period. 
Employment has remained flat over the last five years. 

The percentage of overhead, administrative, and other personnel to direct 
production workers is quite high at 40%. This is due to a highly efficient production 
department. Most labor is unskilled and is used to move and transport the heavy gas 
cylinders. 

2. Compensation and Trends 

The Tanzania Oxygen Company is able to attract and retain a reasonably qualified work 
force for its operations. Salary levels are set by SCOPO. The compensation package 
consists of a base wage, medical insurance, transportation allowances, and other benefits. 
This package has resulted in relatively low turnover in positions over the last few years. 
Labor costs are quite low overall compared to TOC's other costs; less than 2% of 
revenues go to labor. 

3. Productivitf 

Productivity in the firm is very high. TOC had the highest level of profits per employee 
in the NBC Group in 1989 -- Ts. 1.8 million It was fourth highest in revenue per employee 
-- Ts. 4.2 million. 
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Productivity - 1988 

TOC 

Revenue (Ts. millions) per 4.2 mn. 
employee 

Profits per employee (Ts 
millions) 

4. Training Programs and Needs 

1.8 

Avg. NDC 

2.1 mn. 

.2 

Training has been conducted for computers and software. Management seems well
trained so it appears that TOC and BOC made significant investments in these areas. 

H. Finances 

1. Sales. Revenue. Profitability 

TOC has shown a:i upward trend in sales in Ts. terms over the last five years as 
shown in Table VI: Profit and Loss. However, when this is translated into both dollar and 
constant shilling terms, TOC has shown little revenue growth. TOC still, is quite profitable, 
has min;mal debt, and low operating costs. 

Financing costs are minimal. This is due to this strong cash position and its 
reliance on self-generating earnings. 

2. Assets and Liabilities 

a. Balance Sheet 

TOC shows considerable strength. Total net assets shows that TOC has no long
term debt. Current liabilities breakdown shows a moderate amount of bank overdrafts. 

b. Ratio Analysis 

The significant changes at TOC are: Cash has declined 39% of total current asse!s 
in 1984 to 4.4% of total current assets in 1988. Dependence on short-h~·m debt increased 
from 0% of total current liabilities in 1984 to 26% in 1988. 

c. Short term liquidity 

Short-term liquidity analysis shows that TOC has improvea liquidity slightly. The 
current ratio has increased from 0.94 in 1984 to 1.16 in 1988. (This means funds to cover 
short-term liabilities increased very slightly.) The acid ratio-cash and cash equivaients 
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divided by current liabilities has declined dramatically from .37 to .05 during this period. 
This indicates that TOC woula oe able to cover only 5.1% of its short-term liabilities in the 
given year, effectively converting all short-term liabilities into long-term debt. 

3. Cash Flow 

Analysis of Table IV indicates that the sources of cash flow are almost exdusively 
self gA11erated. Uses of funds are almost exdusively used for overhead. This situation 
remaned the same between 1984 and 1988 and has shown no signs of improving. This 
indicates a serious financial weakness in the company. 

4. Foreign Exchange and Capital Reguirements 

TOC imports 94% of its purchased raw materials. Foreign exchange to purchase 
these products comes through the OGL and PT A mechanisms described in the main 
report. TOC also has a foreign exchange account that enables it to purchase parts and 
supplies without going through this process. Foreign Exchange has not been a problem 
for TOC. TOC has cash to cover such amounts. 

5. Estimates of Valuation 

Valuation shows various indicators of TOC's worth as a Tanzania Oxygen Company 
from a financial perspective. 

i. Book Value 

Book value is Ts. 497 million. This is fourth highest in the NOC Group although the 
company ranks only 7th in assets and 8th in revenue. This is what the assets less the 
liabilities are nominally worth and indicates the liquidation value of the Tanzania Oxygen 
Company. In TOC's case, liquidation of the Tanzania Oxygen Company would transfer 
a gain of this amount to the NOC group balance sheet. 

ii. Going Concern 

Valued as a going concern, t.he profit:; of TOC are used to determine its value. 
Profits are divided by the discount rate to obtain a value of Ts. 6. 7 million. TOC is worth 
more as a going concern than were it to be liquidated. 

iii. Price Earnings Ratio 

Using a price to earnings ratio of 10, the number of times earnings are multiplied 
to obtair. a selling price, the TOC would be valued at Ts. 2,281 million shillings ($12). This 
is the price that TOC would fetch on a stock market that valued earnings at this rate. 
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I. Summary 

Tanzania Oxygen Company is in an enviable position. It has: 

• A monopoly position in a key and growing industry. 

• 
• 
• 
• 

Relatively modem plant, well-maintained . 

Strong, progressive management. 

A small, highly productive workforce . 

High profit margins . 

• M;:iimal debt. 

Thus, it is well-positioned to take advantage of market opportunities in Tanzania. 
As it generates high profits, it could be a significant source of cash for other NOC Group 
companies - either through a share offer or through dividends. 

9 
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TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I Tlble Actual Saln Tanzania Oxygen C~y 

I 
(millions of shillings) 

Est'd l!c;t'd 
1984 19e5 1986 1987 1988 1989 

1. ASU ProclJc ts 0 60 52 44 185 325 

I 2. Acetyl-
3. Carbondioxide 

0 31 35 38 99 159 
0 3 14 26 13 0 

4. Other ProclJcts 0 0 64 128 81 34 

I 
5. 
6. 
7. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 a 0 

. 8. 0 0 0 0 0 0 

I 9. 
10. 

0 0 0 0 a 0 

0 0 0 0 0 0 
11. 0 0 0 0 0 0 

I 
12. 
13. 
14. 

0 0 0 a a 0 
0 a 0 a Q 0 
0 0 0 0 0 0 

I 
15. 

Total 
0 0 0 0 0 0 
a 94 165 237 378 519 

Units/~loye• NA NA NA NA NA NA 
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I 
! - TABLE II 

I Tible Actual ProO.;ction Tlnuni• Oxygen Coql8ny 

I (Production in Units) 
Est'd Est'd 

Product Units Description 1984 198r; 1986 1987 1988 1989 

I 
1. AS UGH M•] 0 0 638,000 631,500 625,00C 650,500 676,000 

2. Acetylene M•] 0 0 160,228 186, 114 212,000 221,500 231 ,000 

3. Carbon Dioxide Tons 0 0 510 608 705 887 1,C68 

4. Four 0 0 0 0 0 0 0 0 

I 5. Five 0 0 0 0 0 0 0 0 

6. Six 0 0 0 0 0 0 0 a 
7. Seven 0 0 0 0 0 0 0 0 

I 8. Eight 0 0 0 0 0 0 0 0 

9. Nine 0 0 0 0 0 0 0 0 

10. Ten 0 i) 0 0 0 0 0 c 

I 
11. Eleven 0 0 0 0 0 0 0 0 

12. Twelve 0 a 0 0 0 0 0 0 

13. Thirteen 0 0 0 0 0 0 0 0 

14. Fourteen 0 0 0 0 0 0 0 0 

I 15. Fifteen 0 0 0 0 0 0 0 0 

Total 0 798,738 818,222 837, 705 8n,887 908,068 

I 
capacity Utilization NA NA NA NA NA NA 

Units per E~loyee NA NA NA NA NA NA 

I 
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Table : Actual Purchases 

Local currency 

1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

.·'" I -
I ,,-

TABLE 
11,anzania Oxygen Co;npany 

(millions of shillings) 
Est'd Est'd 

1984 1985 1986 1987 1988 1989 

24 2 3 4 2 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

----- ----- ----- - ---- ----- -----
24 2 3 4 2 0 

9 28 28 29 14 0 I 0 1 16 32 16 0 
0 0 0 0 0 0 
0 0 0 0 0 0 I 0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
9 29 45 61 30 0 I 

33 31 48 64 32 0 

$2 $2 $1 $1 $0 so I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I TABLE IV 
Table : Actual Investment Tanzania Oxygen Limited 

I (Millions of TShillings) 

Capital Expenditures 1984 1985 1986 1987 1988 1989 

I 1. Land & building 0.0 5.0 0.0 4.7 a.o 7.3 
2. Plant & machinery 0.0 1.8 0.0 9.8 a.a 3.5 
3. Furniture & fixtures o.a a.o 0.0 0.0 a.a 0.0 

I 4. Motor vehicles 0.0 2.5 0.0 19.6 0.0 23.6 
5. Other 0.0 a.9 0.0 1.2 0.0 18.8 

Total Expenditures 0.0 1a.2 0.0 35.3 a.o 53.2 

I Source of Funds 
1. Equity - NOC a.o a.o 0.0 0.0 0.0 a.o 

I 
2. Equity - Other a.o a.o 0.0 0.0 a.o a.o 
3. Loans - Local (Long Term) 0.0 a.o 0.0 0.0 a.o 0.0 
4. Loans - Local (ST/Overdraft) a.o 0.0 0.0 o.a 0.0 0.0 

I 
5. Loans - Foreign 0.0 0.0 0.0 8.1 0.0 G.O 
6. Grants 0.0 0.0 0.0 0.0 a.o a.o 
7. Self-Generated 0.0 10.2 0.0 27.2 a.o 53.2 
8. Other, Unaccounted For 0.0 0.0 0.0 0.0 a.o 0.0 

I Total Sources a.o 10.2 0.0 35.3 0.0 53.2 

I 
I Notes: 

1. Cap. Exps. ($'OOO's) sa $1 $0 $0 $0 $0 
2. Cap. Exps./Emp. (Ts.'OOO's) a.a 10.2 0.0 35.3 0.0 53.2 

I 3. Nominal Index of Capital Expendit a.o 1ao.o 0.0 346.1 a.o 521.6 
4. Dollar Index of Capital Expenditur• a.o 100.0 a.o 68.2 0.0 44.7 
5. Debt/Total Sources ERR 0.00% o.aO% -0.44% 0.00% 0.00% 

I 
6 Foreign/Total Sources ERR 0.00% 0.00% -0.89% 0.00% 0.00% 
7. Inflation Index 74.6 100.0 132.4 172.1 225.8 296.3 
8. Ratio: Machinery/Capital Exps. NA 18% NA 28% NA 7% 

I 
9. Ratio: Vehicles/Cap. Exps. NA 25% NA 56% NA 44% 
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Table : Actual Maripower 

Product 

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Tobi 
Bcpatriate 
Total Employees 

TA@LE Y .. 
anzania Oxygen L1m1ted 

Employees 
E'std E'std 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

10 0 8 5 6 5 
13 0 10 6 7 4 
12 0 13 13 8 4 
6 0 18 30 18 18 

41 0 56 71 28 0 
60 0 30 0 62 93 

------------------------------
142 0 134 125 129 124 

3 0 0 1 0 0 
145 0 134 126 129 124 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I TABLE VI 

I Table Actual Profit end Loss hnzeni1 Oxygen Coqiany 

(Thous1nds of TSh ill ings) 

I Profit ' LOSS 1984 1985 1986 1987 19815 1989 1990 
llet Sales 63 94 135 243 356 0 0 

I less: Cost of Sales 28 40 56 135 173 0 0 
Gross P:-ofit 35 54 79 11l8 183 0 0 

Less: Operrting Expenses 20 21 30 45 79 0 0 

I 
Adllinistr1tion 19 20 30 45 79 0 0 
Selling end Distributio 0 0 0 0 0 0 0 
Foreign Exchange Losses 0 0 0 0 0 0 (i 

Financ:i1l Expenses 0 0 0 0 0 0 0 

I Oepreci1tion 0 0 0 0 0 0 0 
Oper1ting Profit (LOSS) 16 33 49 64 104 0 0 

Add: Other lncame 0 0 0 0 0 0 0 

I 
Less: Other Expense 0 0 0 0 0 0 0 

~et Profit Before Tax 16 33 49 64 104 0 0 
Less: Provision for T1xes 15 18 2~ 50 55 0 0 

Profit After Tix 15 16 24 14 48 0 0 

I Statement of Retained Earnings 
Balence Brought Forward 23 26 36 53 57 95 95 

I Prior Ye1r Adjustr.ient 0 0 0 0 0 0 0 
Balence Brought Forw1rd R 23 26 36 53 ~7 95 95 

Add: llet Profit for the Ye1r 15 16 24 14 48 0 0 

I 
Profit Av1ilable for Appr 31 42 60 67 106 95 95 

Less: Miscellaneous Appropriati (I 0 0 0 0 J 0 
Less: Dividencls Decl1red 5 6 7 10 11 J 0 

I 
Retained Earnings Carried 26 36 53 57 95 95 95 

Cost of Goods Sold 0 0 0 0 0 0 0 

I Labor 0 0 0 0 0 0 0 
M1teri1ls 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 u 0 0 0 

I 
Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 
Interest 11 a X of Profit o.ox o.ox o.ox o.ox o.ox llA NA 

I In Current Doll1r1 c tllousends > 
llet Sales 3 6 3 3 3 0 0 

I Cost of S•ltt 2 2 2 0 0 
Oper1ting Expenses 1 1 1 1 0 0 
Profit After Tix 0 0 0 0 0 0 

I 
I 
I 
I 



TABLE VII 

Tlble lal111ee Stl~t T.mania Oxygen Li•ited 

Actual 
(Millions of TSllillings) 

lalance Slleet t984 1985 1986 t9a7 1988 t989 1990 

t. Net Fixed Assets 55 57 95 390 39Z 0 0 

z. Current Assets 54 83 90 137 25t 0 IJ 

3. Stocks 15 1a 43 at 13Z 0 0 

4. Trade Debtors t5 Z3 46 52 i05 0 0 

• 5. Debtors and Prepaymen~s 4 17 1 4 3 0 0 

6. Cash and lank Balances 2t 25 0 0 11 0 0 
7. Current Liabilities 57 76 94 127 2t6 0 0 

a. Trade Creditors 24 36 60 60 79 0 0 
9. •-* Overdrafts 0 0 0 1 56 0 0 
10. Current Maturity of LT 0 0 0 0 0 0 0 
tt. Taxes Payable a 16 24 47 56 0 0 
12. Other Current Liabiliti 25 25 10 19 25 0 0 
t3.Net Current Assets/Liabil (3) 6 (3) to 35 0 0 
14.Total Net Assets 53 64 9i 400 426 0 0 

15.Financed by: 

t6. Sllare Capital 17 17 20 26 26 0 0 
t7. Capital Reserves 26 CO> (0) (0) (0) 0 0 
ta. Profit and Loss Acc°'-f\t 4 42 60 362 400 0 0 
19. Long Te,.. Loans 4 4 tt lZ 0 0 0 
20.Debt 61 80 105 138 216 t' 0 
21.E~ity 4a 60 at 3a9 426 0 0 

Notes: 
Revaluation of assets 0 0 0 0 0 0 0 
New lnvestmer.ts 0 0 0 0 0 0 0 

In Current Dollars 
1. Net Fixed Assets 3 3 2 5 3 0 0 

2. Current Assets 3 5 2 2 2 0 0 

7. Current Liebilities 3 5 z 2 2 0 0 

13.Net Current Assets/Liebil (0) 0 (0) 0 0 0 (, 

14.Total Net Assets 3 4 2 5 3 0 0 

20.Debt 0 ' 2 1 1 0 

21.E~ity 0 3 3 2 0 
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APPENDIX 15: TANZANIA WATCH ASSEMBLY CO .• LTD. 

I. BECOMMENDATIONS AND ACTION PLAN 

Ta."lZ81lia Watch Assembly Company does not fit either NDC's core skills or its 
customer bases. The company is small, unprofitable, and in debt. It does not benefit 
from NDC's reporting structure; although, it has benefitted from NDC's access to debt 
capital. 

NOC should sell the Company to it's managers and employees. This would i~"Olve 
the managers and employees assuming both the assets and debt. Alternately, it could 
sell the key asset of the company, its location, pay off the debts, and close the Company. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
S.Jbset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management - usually in the first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. RNDINGS AND ANALYSIS 

A. Qvervlew 

The Tanzania Watch Assembly Tanzania Watch Assembly Company (TWACO) was 
incorporated in 1978 by NOC. TWACO is the only modern, watch assembly company in 
Tanzania. It is located in Dar Es Salaam. 

TWACO sells watches and watch bands, and repairs watches. In 1988, TWACO 
produced at only 15.5% of capacity. Production volumes have been low due to a low 
quality product, lack of capital, and lack of management. 

Annual sales in 1989 were Ts. 25 million. TWACO made a loss of Ts. 11 million on 
those sates. The company's strategy has been to focus on extracting the maximum 
amount of revenue and benefits for management and employees. 

a. Marketing 

TWACO does not have a marketing strategy. It is located on an intersection in 
downtown Dar Es Salaam and it waits for customers to visit. At the same time, sales 
volumes are well under break-even level. TWACO provides the following products and 
services: 

1. Assembled watches. 
2. Watch repairs. 

1 



3. Watch assembly. 
4. Engraving Work 

Customers are watch owners. TWACO demands a deposit to examine a watch. 
A fair number of free repairs, up to 25% of entries, are listed in comparly log books as 
·Rework·. This either indicates low quality work or a we;itcness in financial and 
management controls. 

Pricing of assembled watches is set by TWACO on a •cost-plus· basis. 

Inventory management is not a major problem. Watches take little space; however, 
TWACO does have some repared watches that have been in inventory for over two years. 

The Tanzania Watch Assembly Company does not promote or advertise its 
products. It does not to clean its showroom or signage or windows in order to attract 
customers. This is in strong contrast to pictures of the showroom when it was under 
prt,'8te management. At that time, the facility was clean, orderly, and well-stocked. 

C. Production and Operations 

1. Geographical Location 

TWACO's repair iactory• is located in the showroom. A small rocrn in the back 
is :.JSed to make leather watch bands. The company is not able to provide repairs for 
electronic watches. 

2. facilities and Processes 

TWACO has a shop of less than 150 square meters. It has a staff of 21 
employees, including a technician staff and four production staff. The watches are 
assembled from kits. 

3. Product Quality 

Judging from the low volume of repairs and sales, and the high percentage of 
·Rework· items, quality is low. TWACO has made no apparent effort to improve the 
quality of their products. 

4. Competitive Strengths/Weaknesses 

As for strengths, TWACO has a prime location, some skilled technicians, and 
several unique pieces of equipment. 

At the same time, TWACO's work force and overhead are high, and its productivity 
low in comparison to its competitors. Lack of maintenance has aged the showroom 

2 
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dramaticaly, whie capital rescuces were invested in a vehicle for the general manag6i's 
benefit. 

TWACO has no production strategy or plans. 

D. Organlptlon 

TWACO is fuly owned by NOC. Administratively the Tanzania Watch Assembly 
Company is divided into fcxx departments: administration, accounting/cfericaj, sales, 
production and promotion, and repair. 

E. Management 

The General Manager, Mr. Shetuli. has worked with TWACO for over six years, as 
its General Manager. 

Base salaries are within SCOPO guidelines. However benefit packages are quite 
extensive. Benefits include: a vehicle for the General Manager, medical care and 
insurance, and life insurance. Subsidized lunches were, however, recently stopped. 

As far as could be determined, management compensation is not linked to 
performance. The number of management positions as a percentage of the total 
company work force have decreased from 47% in 1985 to 23% in 1989. However, seles 
and production figures do not reflect this apparent emphasis on a more production
oriented manpower strategy. 

The Board of Directors a: TWACO is selected by NOC and the Ministry of Industry 
and Trades. The Board operates autonomously of the NOC. The current compos.:oort 
of the Board consists of 6 members. They represent the following areas: 

Ministry of Trade and Industry 1 
National Development Corporation 1 
University of Dar Es Salaam 1 
Treasury Department 1 
National Bank of Commerce, 1 
Jawata 1 

Accounting audits are conducted by the Tanzanian Audit Corporation, a 
government corporation. Legal services are provided by NDC's Legal Counsel. TWACO 
has not made use of consultants from TISCO or the National Productivity Institute in 
recent years. 
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F. Human Resources 

1. Composition and Skills 

TWACO employs 21 persons (see Table V: Manpower for details of the personnel). 
Employment has remained flat since 1984. Workers are significantly underemployed and 
there are several umecessary clerical positions. 

The company is able to retain a reasonably qualified work force for its operations. 
Salary levels are set by SCOPO. Turnover is low. Compensation consists of a base 
wage, medical insurance, and transportation allowances. 

Productivity in the firm is about half of the NOC average. 

Productivity - 1989 
{Thousands TShillings) 

TWACO NDC 

Revenue per employee 

Profits per employee 

1,176 

-510 

2,071 

200 

TWACO has the dubious honor of losing more per employee than any other NOC 
company; even more than Southern Paper Mills. 

2. Training Pro~rams and Needs 

Even though TWACO is the only watch assembly company in Tanzania, ongoing 
training of its employees is minimal. Technical assistance is provided by suppliers, namely 
Rado, Omega, Tissot and Nivandu. The amount of training received by the staff is directly 
related to the training program providP d by the suppliers. 

G. Finances 

1. Sales. Revenue. Profitability 

TWACO has shown an upward trend in revenue in T. Shilling terms over the last 
I 

five years as shown in Table VI: Profit and Loss, although revenues stalled in 1989. I 
However, when this is translated into both dollar and constant shilling terms, TWACO has 
shown a marked decline in sales. 
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TWACO lost money in 1989. TWACO shows that although administrative costs and 
overheads increased slower than annual inc-eases in sales, 3o"% versus 40%; financial 
costs increased dramatically in i 989. 

Financing costs are high. In 1989, financial charges were 8.9 Ts. million. This is 
due to low profitability and an excessive reliance on short-term borrowing. This placed 
a large debt burden on TWACO that has made operation-; quite difficult within the last two 
years. 

2. Assets and Liabilities 

TWACO shows considerable weakness and a worsening trend in its balance sheet. 
At first glance, the balance sheet has shown an increase in total assets and liabilities. 
However, closer analysis reveals that available cash and the value of raw material stocks 
have declined while receivables, payables, and accumulated losses have increased. 
TWACO is on a downward trend as shown in the Grcph: .:,crut-~quity. This is magnified 
when the figures are translated into constant shilling and dollar terms. 

The significant changes at TWACO are: Gash has declined from 20% of total 
assets to 3% of total assets; and dependence on short term debt has increased from 10% 
of net assets to 182% of net assets. 

TWACO has suffered a weakening in its liquidity. The current ratio has declined 
from 7 in 1985 to 1.1 in 1989. (This means that it has insufficient funds to cover short
term liabilitiss.) The acid ratio -- cash and cash equivalents divided by current liabilities 
has declined dramatically from 2.0 to O during this period. This indicates that TWACO 
would be unable to cover its short-term liabilities in the given year, effectively converting 
all short-term liabilities into long term debt. 

TWACO imports most of its raw materials. Foreign exchange to purchase these 
products comes through the OGL mechanism described in the main report. 

TWACO had preferential access to foreign exchange in the past; but this is 
changing as Tanzania has moved towards a more liberal policy. It must now use Open 
General License (OGL) to obtain foreign exchange which requires it to place a deposit in 
shillings of 100 percent of the value of the foreign exchange at the time it obtains the 
license. (Previously, payment could be staggered and was therefore less costly) 
Furthermore, the OGL is available for a short period of time only or it is lost. Thus, the 
Tanzania Watch Assembly Company loses use of cash or must finance the amounts 
through overdrafts at up to 31 percent annual interest rates. At the same time, it appears 
that the Tanzania Watch Assembly Company does not bear any exchange rate risk and 
effectively locks in the current rate at the time of purchase although delivery may be four 
to six months later. This can be an advant~ge when the currency is devaluing. 

5 



3. Estil'T'.ates of Vafuati,"'Q 

We now E>xamine various indicators of lWACO's worth as a Tanzania watch 
assembly company from a financial perspective. The economic factors of linkages or the 
political factors of maintaining employment despite losses have not been considered in 
these estimates. 

Book value is Ts. 6 million. This is what the assets less the liabilities are nominally 
worth and indicates the liquidation value of the Tanzania Watch Assembly Tanzania Watch 
Assembly Company. This probably understates lWACO's value as it is possible that its 
location could be quite valuable to another business. The other assets, however, would 
probably not cover lWACO debts in a liquidation. 

To value TWACO as a going concern one divides its profits by the discount rate. 
As TWACO has no profits, it has no value as a going concern on this basis. 

Using a Price to Earnings Ratio of 10, the number of times earnings are multiplied 
to obtain a selling price, the lWACO would be valued at Ts. O shillings ($0). This is the 
price that TWACO would fetch on a stock market that valued earnings. 

H. Summary 

The prognosis for TWACO is not optimistic given increasing competition, low rates 
of production, an overly large workforce, and a weak financial position. The declining 
capital position, the heavy level of indebtedness, the weak performance of the company 
over the last few years, and its high administrative burden relative to its competitors point 
to increasing losses. lWACO's continued viability depends upon five factors: active, 
aggressive management, lowered costs, increased production, a smaller work force, and 
improved marketing. 

TWACO does have three strengths: a valuable location, some skilled technicians, 
and a government owner willing to lose money. Only the last has permitted lWACO to 
survive. 
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I 10 YEAR DEVELOPMENT PROGRAM .WA 
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~ __y_e_ar_1 _ _,__Y_e_ar_2 _J 
I I II nr IY ' II Ill IV ' 3 • 5 • 7 • • 10 
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I 
A.. General Strategy 

I B. Marbling I 

1. ChooH a generic strategy 
L Focus 

I 
-' ·-~_te_Util..,.rm~. ~~--'pr'---od_uc_t_'s_vai_·ue __ to_c_u_sto __ m_e_n-'-._e_,.gL. __ : ---------~ ... ik ... VEff] o: of o e o 

b. Price 
c. Quality 
d. Delivery 

I 
2. Determine com~~sition via-a-vis compe"'tit'""".o"'""-'-----

I 3. lnc:reaH product vi5ibility 
L Advertiu and promote products 

I 
4. Increase numbers of oeraona marketin roducts 

-,----,-,---,,-,-.,--~--:-~-,---------_._-.~_.,.,,.,..._....L-__ ~-~-11------,-~~---~--~ 
L Find marketing-oriented individuals wi1hin the company 

5. 

I 
L 

b. 

I 6. Im 

I 
I 

L 

7. Im 
L 

b. 
c. 
d. 
e. 

rove after-sales urvice and su rt 
Collect customer feedback 
Gille input to production to improve product and features'--___ . ._1 ---.--

Build better product ~ : 
1 

Train customers in proper uu and maintenance : ' 

f. Sell related goods and services 

I 
I 

' C. Production and Operation• ! 
1

. :~wi:~~:~::i~i!~~:atena1 and machinH ----- ---..:r"';;'""'"l:"' .. :""]"':·"'.:1j"':I"":"""~"'' "'. _"'l"' .. "' ... ,"'f"''"':.:·"'l"''""::" ... ~-0--_-0-~---0---,~~~~ 
c. Improve product Q~~-- ~ t I · 1 · If 
d. Lower raw material costs (Production) _______ --;;-1 -, -.t .j(: .·. ':· ~ -----~-------------=-~------~.· 
e. Improve equipment maintenance and re~p_ai_r___ ~ ' _ _ ! __ _ _ _ _ _ _ _ 
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Inbound logi•tic• 
_ 1. Recognize lhe~i-m_po_rt8nc_ •of purchasi~o_!i_taj)!fili_--=.._:::_:_ I?fTJ- -- ~ .. - --~~: ~=- _: 

a. Establish and enforce ethical e!OCurement stand~<!! and p_ra~tice~ _________ t_:.:l;:J _ __ ~ __ 

::'! __ ?·: °'--~-- ~ ._.? ... =:?' - -~ - ~ ~ 

' 

3. Lower procurement costs ------ ------~----. 
a. Pool vehicle and other bids with NOC group com_2!nies 

~r====="" 

D. Organization 

1. Structure the organization to achieve its targets.: 
a. Sell all shares to managers/investors -----r--

--------- ----- - -----

_2_. -~-o_-_s_~_~_am_m_:~_-,!._s_trad_a_':9_i~_~s_v:_:'9_tive_--a~dpape~p~r_o_~_e_:_~k_r~_c_o_•_ts _______ -- i !g=:::l':t.'.il;::;;:!:l:i-~~~;1~:=;:;;1~1f ,{~ o o o 

3. Conduct 'make or buy" analysis on ancillary services, e.g,;___ ___ _ to:::j\ :: IF:i:U:::;:::f=:::r::'l .... ::::::: .... =:::I __ _._ __ ·----
a. Medical 1 

b. Janitorial 

-c._S.=-c_uc-nty_· ~o-------------
d. Food services 

·--------+-----r------,r-----
I 

•- Housing maintenance. gardening_______ ___ -_-_-=--------~~---_-_,r--_~-~-=-~ _ _.._ _____ _,_ ______ --~--
f. Vehicle maintenance & repair ---------

Prinliz•tion 
1. Prepare company for privatization 

a. Improve operating ~_rm_an_c_e ___ _ 
b. Prepare communication program for employe_e_s __ _ 

2. Establish goals for privatization --=~==-=-==--- __ ' -_:___ (: T-__} =:::pt:! --------·-·- ... ---- -
•- Increase err:iployee i!!volvemen_!~d CO'!'~tmen_!_ ____________ : _______ _ 
b. Broad11nshare-ownershipinTan~~~a _____________ ---...--=--
c. Rid company of assets/companies that no lo_!19!_f_:t.!!'_ ________ ~ __ 

•~·.r~]g!~~;~·;E::~UH · H:__ -:;~:~:,_· ~~;:~:-~~:-~~:: 
e~ ~~~_l!t~roduc_t q_11ali_ty~--~-~ . ===~~~-~ -~~ ~=- __ _ 

E. EmployHe 
-·-·---------

. ~-__ _!!!cre~se em_p~ee involv!ment and_~~mmitme_ri_!____ _ __ 
_ _ _ a_. __ l_!l!!i!IJ!! employH .u119Htion P_!O_i~~_! ____ -----·-- .. _ 

~- E~~t>li_~h-~!51.!.it:" sharirig,_p~&!l_!O!'!. sto~~· or employee _ 
_ -.. --~toc~:-~wnership proa!_a"!_I_ ______ .. _ __ _ 
_ ~-~·-~i_s-~~~~!!!~ognJt~n sw~rd~ 

: 2. ~_!!evam~om~nsation packaii__ ___ :: ~:: 
. _ _ e_._ ~ndu~~btain a Nl~~nc:t be_n~fi~• su_rv~y 

-~- _f_ost-out_ b!riefit co~ne~ll___ _ _ _ _ 
c. __ Set IJP..P!!_-limit O!!_~fl_!f~t eo'!'~ns_ation _ 
d. E_stablis_'!_ 'caf~te_!!a pl•n' of bene_fit• __ _ 
e. _Ot>tain_~~.!'_'!'..P_tion fro_'!' S~()~O guidelines . 
f. Su~atit_':'_l_!I F!rofl!_-: s~~~n11._ 'phantom-_stock.' or ESOP 
__ fo_r addit!_~nal e_ompenaati_on 

3. .Revise the-e_oiitio-n cla~iifi_cation syitem 
s. Look for 'over-11rsdit111' _ 
b. E1t~b~1_h more general, flexible position descriptions 

.L2[: -
' .. ... . . 

q ... --·~-- ·- . . ,..._. mEb 
• " • J.J.IJ .. 

... ·~ . 
•• • • • '1 
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10 YEAR DEVELOPMENT PROGRAM TWA 

~-· Reduce em~E•nt -~~~-=~ _ ~- ~- _ 
___ -~~duc_e _ _a:fmini~tra~/owl'head_J>!:~~·I. _ 

b. Eliminate non-c.ritical functions. - · 

--~c_. -=Eliminat8-n~11~ produ~nV; P!..,.,o~n.1. =~ -
d. Reduce num~ of prod1,1c~_~r_!'.ers, __ _ 

------------
__!__ _Mana_.9!_ th• ~'!'11.~~t reduction process 

a. Eartyretirement ____________ _ 
b. Voluntary incentives 
c. Redistribute to .iroWi.119.E~mp~ies. tUnl'.tiOrij - _ 
d. Prc.vide retraininp Jl!()llrams _________ . __ _ 

Board of Director• 

:J.:.....Qi~• the _compositi0.:nofth41 ~~d of .Ri_r~ctors ;~a:.;_-~ ___ _ 
a. lncreaH the numt>e_! of ~te_ HCt()!_'!!~i!rslinve~o.!s ___ _ 
b. Reduce the _num~!• of_gcivernm•.!'! oflicial._~11 th41 £3oerd 
c. lncreaH the nu'!!._b!r ~_indus_~o'!!ecjg41_ab~e_ '!!.•.n!be_r 

F. Finance 
1. lmprovecas.!l_manageme11t _______ ·--· ... 

a. Limit use of bank overdraft• and 1hcrt-torm debt 
-- ----- -------- -

b. Promote use of internal resoun:e1 
c. Institute and enforc4!._credjt~([r~c_e_i\(ables-~~ici~~ :- __ 
d. Assist produc~on_ and mark.!_li!'i. to reduce _!_nyent()ry levels:_ 

~•· ~~rt 1hort-term_debt_!O long_::_t~!!" __ _ 
__ f._ Sell~ le~~ bal'.k plar1_t an_d ~-~ipmen! 

2. Increase return on assets 

• a. Sell or.~ ob~.i!!!_i!!vento~s_an~~tock~ ~~=-· . 
• --~~ell o.r_ S~llf'_Uf11JH~/un_de_~l_ized '!!_a~~i1141s a11~ equipment 

c. Sell off/rent underutilized facilities 
---d -Trade current facilities for. smililer-ones and. cash 
:=_-=_ e. Fund_•~fi1~y~e_ suggestion -e_r<>_qr!fn · ~-~-- -- -

. 3.- Lower finance coats - -- --

: -~-=-~~~e.!!.!_~~-:Uiio11~ 
. __ ~~- ~011v_e_rt~e_b~<>_~q_u~ty . _ . 
. -~ _ P~do~n_ short-tar"! qe_bt _ . .. . . . 

A _Conv_!rt s_hort::_te_rin ~e_b! i_n!()_ lo_119=!e!_m de_bt . 
~ Sh<>_~-"--~!:ash_£_O_'!lfer~io_n cy~le 

: ~- _s~!~a~ii_~_el>11~g!_ting_~a~d-pt~n-ningpro_ce~s· 
- . •:_~ee.a.! .. _rn~'!t!lly budg~· !O_!_ tl!._e_Y.!•L - -- - - -· . 

.'!>.:....~~-·~·five year target~ vwith r~11ning_f!!~nt~_ll comparisons on 
_ k~r.perforlTlance meaaur~. ... . . _ _ . . 

c. ~r!•!e_ ~sh fl~w. t_emplates to_ide11tif)' !inancing requirements 
for the next twelve months 

5. Reduce admini1tratiVe eo1t1 
•~ · ~u~~f!iit .. financial record_-: keeping 

13. Strengthen capital 1t~cture . 
a. Offer 1hare1 
b. Pay-ofi Clei:>i. 
c. Sell aHet1 

Year 1 Year2 
II 111 IV !V l ~ . I. I . tO 

I I ~~ I! ! _?_;._~.?._~ Lr:~ : --- ----~-. 
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Appendix 15 Attachments: TANZA.~IA WATCH ASSEMBLY co .. Lm. 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
COST OF SALES/NET SALES 
OPEP.ATING EXPENSE BREAKDOWN 
NET SALES 



I TABLE I 

I Table Actuel Sales Tanz1nia watch Asseneling C~y 

I (millions of shillings) 

Est'd Est'd 
1984 1985 1986 1987 1988 1989 

I 
1. Watches 
2. Clocks 

3. Straps/Buckles 

0 2 6 9 15 21 
() 0 0 0 0 0 

0 0 0 0 1 1 

4. Repairs/Services 0 0 0 1 2 3 

I 5. 
6. 

0 0 0 0 0 0 

0 0 0 0 0 0 
7. 0 0 0 0 0 0 

I 15. 

9. 

0 0 0 0 0 0 

0 0 (I 0 0 0 
10. 0 Q 0 0 0 0 

I 
11. 

12. 

13. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

14. 0 0 0 0 0 0 

I 15. 

Total 

0 0 0 0 0 0 

0 2 6 10 17 25 

I 
Uni ts/En.,loyee• NA 0 0 

I 
I 
I 
I 
I 
I 
I 
I 
I 
' 

I 



I TABLE II 

I hble Actu.l Procllction Tanzani1 witch C~ny 

I 
(Production in Units> 

Pr-ocllct Units Description 1984 1985 1986 1987 1988 '.989 

I 
1. Wrist Watches Pcs 0 0 1, 101 0 1,655 0 972 
2. Le1ther Witch Streps Pcs 0 0 0 0 0 0 30,000 
3. Clocks Pcs 0 0 0 0 0 0 0 

'· 0 0 0 0 0 0 0 0 

I 
5. 0 0 0 0 0 0 0 0 
6. 0 0 0 0 0 0 0 0 
7. 0 0 0 0 0 0 0 0 

I 
8. 0 0 0 0 0 0 0 0 
9. 0 0 0 0 0 0 0 0 
10. 0 0 0 0 0 0 0 0 
, 1. 0 0 0 0 0 0 0 0 

I 12. 0 J 0 0 0 0 0 0 
13. 0 0 0 0 0 0 0 0 
14. 0 0 0 0 0 0 0 0 

I 
15. 0 0 0 0 0 0 0 0 

Total 0 1, 101 0 1,655 0 30,9n 

I 
I 
I 
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- ------

T3ble : Actual Purchases T AB~~anfallatch Assemb!y Company 

(millions of shillings) 
Est'd Est'd 

Local currency 1984 1985 1986 1987 1988 1989 

--------------
1. Raw materials 0 0 0 0 2 4 
2. Spar ?S & accessories 0 0 0 0 0 0 
3. Fuel oil 0 0 0 0 0 0 
4. 0 0 0 0 0 0 
5. 0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
6. Subtotal 0 1 0 0 2 4 

Foreign currency 

----------------
7. Raw materials 0 1 4 8 4 0 
8. Spares & accessories 0 0 0 0 0 0 
9. 0 0 0 0 0 0 
10 0 0 0 0 0 0 
11. 0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
12. Subtotal 0 5 8 4 0 

13. Total 0 5 9 7 5 

14. In Dollars $0 $0 $0 $0 $0 $0 

Notes: 
1. 
2. 



I TABLE IV 

I T.tlle Actual lnvest~t Tanz1nia Watch Assellbling COlllPll\Y 

I 
(Millions of TShillings) 

Capital Expenditures 1984 1985 1986 19117 t91111 1989 
1. Lind & building 0.0 0.0 0.0 0.0 0.0 0.0 

I 2. Pt~t & mchinery 0.0 0.0 v.O 0.0 a.o 0.1 
3. Furniture & f iatures a.a 0.0 0.0 o.a a.a 0.0 
4. Motor vehicles o.a 0.0 o.a c.a a.a 0.0 

I 
5. Other a.a o.a a.o 0.0 a.o a.a 

Total Eapenditures a.o 0.0 0.0 o.a a.o 0.1 

I 
Source of F..nB 

1. E"'i ty - llDC a.o a.a o.a o.a a.o o.o 
2. E"'ity - Other o.a a.:> a.o 0.0 0.0 0.0 
3. Loans - Local (Long Ter11) 0.0 a.ii a.o o.a 0.0 0.0 

I 4. Lo.ns - Local (ST/Overdra 0.0 a.:J a.o o.a 0.0 0.0 
5. Loans - Foreign 0.0 o.a a.a o.a a.o 0.0 
6. Gr1nts a.o a.o a.o a.a 0.0 o.a 

I 
7. Self-Ge:ier~ted a.a o.a a.a 0.0 0.0 0.0 
II. Other, Unaccounted For a.o 0.0 a.a a.a 0 • .1 0.1 

Total Sources a.o 0.0 a.o 0.0 0.0 0.1 

I 
I 
I 
I 
I 
I 
I 
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I 



T cable : Actual Manpower 

Prod'-Jct 
-------

1 Senior Managers 
2 Middle Managers 
3 Supervisors 
4 Clerical 
5 Skilled Manual 
6 Unskilled Manual 

Total 
Expatriate 
Total Employees 

T ~lan'Fa xch Assembling Company 

Employees 
E'std E'std 

1984 1985 1986 1987 1988 1989 
---- ---- ---- ---- ---- ----

0 6 4 2 3 3 
0 0 1 1 1 1 
0 2 3 3 2 1 
0 2 2 1 3 4 
0 7 7 6 7 7 
0 0 2 4 5 5 

------------------------------
0 17 17 17 19 21 
0 0 0 0 0 0 
0 17 17 17 19 21 

I 
I 
I 
I 
I 
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I TABLE VI 

I Tlble Actuel Profit 9'1d LOU .. Corded/Trend Tlnuni1 W.tdl c~ 

I (Millions of TSllillings> 

Profit & i.OSS 1984 1985 1986 1987 1988 1989 1990 

I 
kt Sales 3 3 1 a 24 0 0 

L.ess: Cost of Sales 2 1 0 ' 15 0 0 

Cross Profit 2 2 1 ' 9 0 0 

Less: Opentine Eapenses 2 5 5 ' 7 0 0 

I AG!inistr1tian 1 3 3 3 7 0 0 

Selline 9'1d ~istributio 0 0 0 0 0 0 0 

Foreign ~cMnae Losses 0 0 0 0 0 0 0 

I Finencial Expenses 0 0 0 0 0 0 0 

Depreci1tian 1 2 0 0 0 0 

Operating Profit (loss) (0) (3) (4) 0 2 0 0 

I 
Add: Ottler Inc- 0 0 0 0 0 0 0 

Less: Other Expense (0) 0 0 0 0 0 

Met Profit hfore Tu (0) (4) ;5) 0 2 0 0 

Less: Provision fOl' Tues 0 0 0 0 0 0 

I ?rofit After Tu (0) (4) <5> 0 0 0 

Stata1ent of Retained Earnings 

I 
lalance lrougllt" Forwrd 1 1 <3> <I> (7) (6) <6> 
Prior Ye1r Adjus~t (0) (0) 0 0 0 0 0 

lalance lrougllt Fo,,..rd R 1 1 <3> <I> <7> (6) (6) 

I 
Add: Met Profit for the Ye1r (0) (4) (5) 0 0 0 

Profit Av1illble for Appr 1 <3> Cl> (7) (6) (~) (6) 

L.ess: Miscellaneous Appropri1ti 0 0 0 0 0 J 0 

Less: Dividends Decl1red 0 0 0 0 0 0 0 

I Retained E1rnings Carried (3) (8) (7) (6) (6) (6) 

I 
Cost of Goods Sold 0 0 0 0 0 0 0 

Labor 0 0 0 0 0 0 0 

Materi1ls 0 0 0 0 0 0 0 

Otllorr Direct Expenses 0 0 0 0 0 0 0 

I Factory Overlleld 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 

I Interest as 1 I of Profit O.OI 0.01 0.01 0.01 0.01 MA NA 

In Curr.nt Doller• CthOUHnds) 

I 
Met Siles 0 0 0 0 0 0 0 

Cost of Sales 0 0 0 0 0 0 0 

Operlt i"' Er.penMS 0 0 0 0 0 0 0 

I 
Profit After Tu (0) (0) CG> 0 0 0 0 

I 
I 
I 



TABLE VII I 
T.tile hlenc• Sllfft Tenunie W.tch Assabling CCllllS*'Y Ltd. I 

Actuel 
(Nillions of TShillingsJ 

I 1914 hlence Slleet 1915 1986 1987 1988 1989 1990 
1. •et Fixed Assets 0 4 4 3 13 0 0 

I 2. Current Assets 0 7 10 2t 46 0 0 
3. Stocks 0 3 10 19 34 0 0 
4. Tr.te Debtors 0 0 0 2 0 0 0 
5. Debtors end Prepe~ts 0 2 0 0 7 0 0 I 6. Cult end IMlk lalences 0 2 0 0 0 0 0 
7. Current Li•ilities 0 1 " 1a 42 0 0 
a. Tr.te Creditors 0 0 3 s 4 0 0 

I 9. 1-* Overdref ts 0 , 3 10 31 0 0 
10. Current •tur i ty of l T 0 0 c 0 0 0 0 
11. Tun Peyeble !) 0 ;) 0 1 0 0 
12. Other Current Li.tliliti 0 0 3 3 6 0 0 I 13.•et Current Assets/Li.tail 0 6 2 3 4 0 0 
14.Totel •et Assets 0 10 6 6 17 0 0 
t5.Finenced by: 

I 16. Share Capiul 0 13 9 ? 9 0 0 
17. Capi tel Reserves 0 (0) (0) ( 14) (0) 0 0 
ta. Profit end Loss lcce1111t 0 <2> C3J 11 a 0 0 

I 19. Long Tel'll Loans 0 0 0 0 0 0 0 
20.Debt 0 a ta 42 0 0 
21.E~ity 0 10 6 6 17 0 0 

I 
llotn: 

leveluetion of essets 0 0 0 0 0 0 0 I •ew lnvest.,,ts 0 0 0 0 0 0 0 

In Current Dollers 

I t. Net fixed Assets 0 0 0 0 0 0 0 
2. Current Assets 0 0 0 0 0 0 0 
7. Current Li•ilities 0 0 0 0 0 c 0 
13.Net Current Assets/Liabil 0 0 0 0 0 0 0 I 14.Total •et Assets 0 0 0 0 0 0 
20.Debt 0 0 0 0 0 0 0 
21.E~ity 0 0 0 0 0 0 0 I 
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APPENDIX 16: UBUNGO FARM IMPLEMENTS 

I. RECOMMENDATIONS 

Ubongo Farm Implements has been a successful, productive company. It fits one 
of NDC's three recommended target market areas -- agriculture -- and is a key company 
in improving agricultural productivity in the country. 

Currently, it faces strong import competition and a leveling of demand for its 
products. To survive, it must cut costs, improve quality, and broaden the range of its 
products. Cutting costs will be the key. Marketing needs to be improved substantially. 

An association or merger with Zana Za Kilimo and Mangu'la Mechanical and 
Machine Tools is recommended to lower costs, broaden product range, and increase 
marketing strength. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in the first 
two years The arrows indicate areas where an ongoing effort will be required. 

II. 

A. 

1. 

FINDINGS AND ANALYSIS 

Overview 

Company 

Ubungo Farm Implements (UFI) was incorporated in 1968 and went into 
commercial production in 1970. Its share holding is 100% NOC. The plant was supplied 
by the Chinese and produces mainly round eye hoes, ploughs, plough parts, hatchets 
and shovels. The capacity of the plant is 1.98 mil1ion hoes and 20,000 ploughs. 
Machinery for production of shovels and hatchets were installed in 1968 wit~ ,e capacity 
to produce 240,000 shovels and 600,000 hatchets per year. In terms of tonnage, the 
attainable capacity is 4,050 tons of product per year. 

2. Corporate Strategy 

The Company strategy is to move' from production of hand farm implements to 
automated or motorized farm implements'using the existing technology. 

' 
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10 YEAR DEVELOPMENT PROGRAM 

A. General Strategy 
1. ChooM a generic strategy 

a. Cost leader 

8. Marketing 

1. Determine product'• value to cuatomera, e.a.: 
.. Utility 
b. Price 
c. Quality 
d. Deliwry 
e. Finwing 
f. Appearw1 

UFI 

2. Determine comnanv'1 oosition via a via comoetition 

Year 1 ii 
II · Ill: IV ij I 

F~ 
:M;t:;i.g(<'!I o I o t ol 
11 I 

I 
! ! 
i 
I 
I I 

·'.m. I H 

Year 2 l 
11: Ill IV~ 3

1 
4 · 5, I 7 . • • 10 

:--r : ii : 

o 1 01 01 o' oi 0 0 0 o~ 
! l ! 
i 

I 
I I i 

I 
I I I ! 

i I H I i I 

~ c::> c::> c::> 0 0 c::>i ol 0 ! ol 0 i o! 0 

i I 
J. Dewlap a Market Progr1m (ZZK model and modify), e.9 .. "-: -------ii---!"''"""'=11-=::+-=f--=-t-'=-l!---=f-=+=+-=+-=::+=-'_:;;;~=-. 

a. Product characteristics I 
b. Pricing II I I I I 

__ ~ Diatributing, etc. " I 

4. lncre1M product visibility i ::~ ·,;,.< •• ::::::t-:::: =~=~~:=:: I I 
a. Piece products in regionai deoota i 'Wi ! : I 
b. Arrange .. t1dit progr1m to ship and 1111 exce11 inventories ! ~~:~ ! : 

c. Arrange consignment sales to distributors and agents w~ I I I 
__ d_._Particip1te in regionll fairs in Tanzania ~~m I I 

e. Participate in regional fairs in SADCC/PTA countries ·=?:*i~ Q ! I i 
f. Adv9rtiM and promote products ;w.: ol I : I I I 

5. Increase numbers of oereons marketina oroducts I ', : 

' 
:~:~:f :-.:.:::::::: WH .. 

=~~f::#:t.==~=f== :-:.;-:.:-: 
~ 

W;{;· Wt.@ I i 
1. Appoint marketing managers to all vacant slots 
b. Find marketing-oriented individuals within the company 

~~f~:~: :.:· ::::·: I i 
I ,·::#:li::?.::f:· ~=¥.<:~ ~~~{-=::: I I i i 

c. Replace non-productive .. 111 staff 
d. E1tabli1h regio1.·..:al;=d:;::ic:,1tr::Cie:'b::....ut7'0:::.r:::.1,=-a.::.1g= .• ::..:n7ts-------------f-+---f"'"""-.""r.,mt=±iw.d=~f---+-"t"--t--+--t·-.__~--' 

b. Aedeaign 11le1 end promotion!ll literature : ['=t)::(:\I f::}/=· !f/J ((] F j 

-'-:.,~l~mjp~le~m~e.:.:nt~m"-'=ar'-k~e..:;;.t~in~te~l'-lig~•~n-'-c:..:e~p~r...;;o.g~r•~m~·:....:e~·aQ·~: ___________ .,..____.__+---.--1--iv,~:=~=t~~~~~~~'~"l~\:~<~d~f'~'.'.J~:1~-~--+i-~---+--.---+----. ~ 
1. Conduct monthly, Quarterly, annual survevs I II i I 

......!'.:8.'....-Cl::.:m.'.lp~r;;-ove~~aft:.::•~r--_~•~al~e'.!1'....'!se~rvi~·c;:e~~an~d=•~upi=ipo=rt.!.---___________ *-4_.._+~',i;;(;iii;'=::'.~if""?""A~:' i:o.;:;:"",~:?.'4!= ""+"'::=:=~:1 ,,t""'?l4' -+--.-~+--~-' -~ 
a. Collect cuatomer feedback ' -1 '''''''''''' , ! i 
b. Giw input to production to improve product and featurH 1 __ .....,.... ' .:,:,::,:,: }:}:= i 
c. Build better product kn I : 
d. Trlin cu1tomer1 in proper uae and maintenance : ii'?', 

--e-.-.T•r·.;'-""n--'M'-""M~.c'-e-'-m;;_;,,.;;1n-"-'-to-"-'re-"p:....:ai7-.r...;;12~..:;;.=1u~ic~k~lv~-'-an=-"-:..:d~'-c:..:o~-'-r.:.:r-'-e:..:c~t,;-l"-v'-_-_-_-_-:_-_-_-_-~_--_-_-!:*1 ~_-:,.__-_-~~--:_,+-,,_-_ __,~~-----i:_-_~;_-_-i~"'i·'"':·:~~: ... ·.,.·1
1J.i~m .... =:'::"'::~?:::"':::~t----_+._-~~1 ·-+--....! -~1-

___ f._Se_l_l r_e_la_t_ed~g~o_o_d_1_an __ d_11_rvi_·c_e_1 ________________ _..,.._~-~-~~-~i --~-'-----'~··=~::·-= _____ ~...;.i_---r-:=c= _ _,__: -_.r-_~ 
C. Production and Operation• 
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I 10 YEAR DEVELOPMENT PROGRAM UFI Year t Year2 

i I II Ill IV L I 

I 
I 
I 
I 
I 

e. Work with 9Upp!iers and shippers to !c~-==- ~~ipE!~.Y ;~:t: 
d. Work with suppliers and shippers to increase the frequency of del4 

e' o: .,,. ~~' =- =- 0 0 

o! O· =- ' 
0 ~~ =- 0 ""-

o' 0 0 ~~-~-i 2. _Lower raw meterial coat• (Purehaliilgf 
a. Build an economic order uan · EOO model: 
b. Form a buying cooperative/pool orders with NOC com anies 

I c. Review/establish uar standards for raw materials 

3. Lower procurement costs 

I 
I 

e. Use life-cycle cost BID soecificationa 

1. Reduce outbound trans ortation costs for customers: :::=: f{< ~:t::;:=: =:::::=:=:=: 

I 
I 

a. Ship by rail ?:'''• Io, o: ol o o! o: o· =-~~ 

i~~~~~-~-~-:-'.-:-~-u-~---------~~·-i_z~~~:-~~j~f~1~l~i-l~l-l-:-i-~-:-J~o-:_o_·_o~~~:-~ 
CJ. Organization 
1. Structure the organization to achiev~ e-t-,---------i------,,"':::"":::"',::•'"'>""'··••:~.·'·"'···"'··""· ..,.,,,.,,,,,.,,,,,...,,,.,,,.,,,:""::,:,"':.: .... --=-=---==-

I 
~ License technology -+-
- b. Sell some shares of the company to management/investors ---~~-----
: c. Merge into other NOC companies +: ___ _ 

I 
I 
I 
I 
I 
I 
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10 YEAR DEVELOPMENT PROGRAM UFI Year 1 --4-- Year_!_ __ 
----==-~__!~_, _ __!_ _• m ~'.__,3 ___ ~ ~- _5_,._ •- 1 • • 10 

Printizalion 
--=-------:-----,~,-:-------------- -- ------ -- ----,,...,,,,....,,.,.....= .... """="""'="..,-.,..-

, . Preper9 compMY fof privatization 

2. Establieh goals for privatization 
L AccH• to emmal marketa 

. ' b. lncre ... employee involvement end commitment 
c. Broaden share-o-rship in Tanzania 

E. Menage•ent 

1. ~tten the management hierarchy 
L Prepare job descriptions and skill levels required 

anc:l lo-r skill levels 1 

•· Eliminate management responsibility/the position for any ~\d 
position with less than 5 persons reporting directly. 

f. Reduce the management hierarchy to thrH levels. four lif'T'~\P 
maximum. within the firm 

F. EmployeH 

1. Increase emDlovee involvement and commitment 
L Establish cross-functional groi;ps to solve key problems 
b. Institute emptoyH suggestion programs 
c. Es•ablish profit-sharing, phantom stock, or employee 

stock-ownership programs 
d. Establish regular employee recognition awards 

--~~----~-------------

2. Revampcompensationpackage ____ -• f ~f f,;1.1 ·---- _ 
a. Conduct/obtain a salary and benefits surv!Y ___________ -~--~-.L I ___ _ .• -·-- _____ _ 
b. Cost-out benefit components ---------------- _ f ____ :...._ ___ ·---·---- __ 

e. Set upper-limit on benefit compensation _ _ : ~ , __ __ ____ __ -· 

d. Esta~lish •cafe!eria plan• of benefit~ . -·--- ' g: · ... , (I~ --- ----· ·- -· 
s. Obwn exemption from SCOPO guidelines _______:_ . -_ _ _ ~ 
f. SubstiM• profit-sharing, "phantom-stock," or ESOP __.;_._.~--- _ · __ ---· __ ·---·- _ . 

for additional compensation _____ _____ I -----------·-----·-

3. ReviH the position classification system 
a. Look for •over-grading' _ _ _ _______ +,-
b. Establish more general, flexible position descriptions ___ -......---

--------------- ----- - ---· 4. Reduce employment __________ _ 
a. Reduce number of mana9ers_. _______________ _ 

__ b. Reduce administrative/overhead pers~nn!I. ____ . 
c. Eliminate non-critical functions. 
d. Eliminate non-produc~_e!r~i~~~-=--=---~-~- ~-
•· Reduce ~~~~~~~o!1_~r!_~-· ______ _ 

'T~ M•~~gett-.eemp~~~t_r_e~~tion_p~~._, --~~~-- -
:._ ____ a. Early ret!!'•ment_ _ ___ _ _ __ __ _ __ _ __ _ __ 
~ __ p. __ _yolunta!}'. incentivH ___ _ ___________ . ___ _ 
~ __ ~· Redistribute to _ir0Wi!'9_ ~0_'!1£_a~!_t._ ~U_'!~li~f!I .. 
~--~rovic!~~l_!!ining prO_Q.f!'!_l_I _______________ _ 
~--- •· Encourage ex-!!".e~o_yee~ ~-bid on c~_ntr~_e_!• _ 

·--. - .....------- ··--·- ~ - -- -
- - _.:____ Ll,~::::: .. : ...... ~·:':';.;.''''',.·=--"4'"""'-'..___ 

- ______ ,..:: ... >: ... ::::,~~:,..:'.~::,.,.,f:'="'*'~_,,.,..._ 
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10 YEAR DEVELOPMENT PROGRAM UFI Yew 1 Yew 2 
iJ R -~'!c-=~·-· U W IY ·. l 4 5 I •. •. •o. 

Bo•d of Directora 

a. Limit u .. of benk oYefdtlfta and lhort-•rm debt 
b. Promo• u• of nt.mel raeoun:e1 
c. lnslitut. and enforce credit end raceiwbles policies ___ _ 
d. Aniat production and merlleting to raduce inventory levels: 
e. Conwrt 8hort-term debt to long-term 

•. ;tre!t~;:;t~~~~~~:~: e~~~~~~~=~~~-- ~~-~-~I :_,,ti::~~-=-;i!lE:I--; ~:~~:~~~~~ ~: ~·~~ ~ 
_ impec:t. l!Ving• of major investmentSJo~~~itur!!__ ... ~---- • . .. __ , _ • _ _ _ • 
__ c_. Rank and Mlect projects by payt>Kk. IRA. or NPV calculations _ _J_ _____ . _____ · ! . 'l>>:J o. ,..,. . ,..,. ,.,. . ~. ~ _ ,.., 

___ d_. ~troduce 1ife-cyc1e costing into bid 1pecific:ation1 ________ --i,____ · L: :4 .i(',:/] __ . ____ . ____ . 
e. Prepare fiw yeartarget1 with running monthll__comparisons on -~~-J l _l ___ ~ ... ....;._... ___ ·- . __ . .. ·- . 

key performance meaaurH _____________ ----·-· _ __...____ __ _ _______ ,L ______ _ 

___ f._~eatecalhflowtemplate1toidentifyfinanci!'V_!!<fuiremen~s __ . ____ V LJ -· __ --l-----. 
for the next twelve months ---- - ------- ---~-~ ---- ----

5. Reduce administrative costs ----------- ... _ --Iii I 1: ! !- l] ----- ----
·- 1. Automate financial record-k~---==-~~~ ----!--·- _ _ __ _ _ 

b. Contract with NOC or out1ide firm to provide p_a~ll · 
- --c:-.- lmp•ove_d_o_!:~~~!'~on~~em•~ ~~e~a!'_di!c:~s~-- · ·- ·- · ·r· 
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B. Industry Ind Competitor Analysis 

1. Market ()yerview 

A number of market studies to determine the demand for fann implements in the 
country have been undertaken by TISCO, UA, and a team of Swedish experts. It is 
unfortunate to say that the said demand figures do not agree. UA believes that the 
demands for hoes is about 2,500,000 pieces while TISCO says the demand for hoes is 
4,700,000 amually. The Swedish team of experts has put the demand between 2.6 and 
3.1 million. The Goverrment has decided to take UA figures as the national demand 
figures for farm implements. 

2. Customer Charaderistics 

Main customers of farm implements are farmers, constituting 95% of the country's 
population. 

3. Market Size and Trends 

The market size for the major farm implements is estimated as follows: 

Hoes 
Pk>ughs 
Shovels 
Axes 
Hatchets 

2,500,000 pieces 
50,000 pieces 

300,000 pieces 
224,000 pieces 

1,200,000 pieces 

Annual market growth is estimated to be at 10%. 

4. Competition 

Ubungo Farm Implements is competing with Zana Za Kilimo Mbeya, also an NOC 
group company. Due to trade liberalization, private individuals have imported farm 
implements (e.g. Cock brand and Crocodile brand hoes) which are very popular with 
farmers. Other small Companies like Themi Farm Implements in Arusha, also produce 
hand farm implements. 

5. Substitutes 

In the medium term, motorized farm implements should be looked at as viable 
substitutes for hand farm implements. 

6. Estimated Market Shares 

UFI had maintained a monopoly on hand farm implements for almost 20 years. But 
recently the market shares have been divided up between Mbeya Farm Implements and 
other small farm implement companies. There are no figures to elaborate the shares. 

2 
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7. Sales History 

1986 1987 1989 1990 

294,9'6,614 519,212,389 720' 000' 000 

8. [)istribution Channels 

Ubungo Farm Implements has its traditional distribution Channels: 

Through Regional Trading Companies' (RTC's). 
Co-operative Unions. 
Tanganyika Farmers Association (branches). 
Appointed Agents. 
Depots e.g. Makambako. 

9. P<>licy and Regulatory Environment 

Until recently the policy and regulatory environment limited competition in this 
market. Now private individuals have been authorized to import such products through 
the liberalization policy. The opening of the import market has exposed UR to increased 
competition. This should result in lower market prices which would be good for the 
country in that the competition should result in lower pricing and imported services. 

Macroeconomic policies that affect UFI include exchange rate regulations, access 
to foreign exchange rate and an overvalued exchange. UFI depends on imported raw 
materials, especially steel. 

The tariff on steel products of all types is 30%. The Government does not 
distinguish between raw, intermediate or finished products in this area. Taxation is 
cumulative, raw materials are taxed, sale of processed materials are taxed, and sale of 
end products are also taxed. The result is to increase tt-.e overall cost to the consumer 
and dampen export potential of the firms. 

C. Marketing 

1. Overall Marketing Strategy 

The demand for farm implements has grown faster than population. Ubungo Farm 
Implement's basic marketing strategy is to sell the products direct to the customers 
{farmers) by using the co-operative unions and the RTC's. 

2. Sales Tactics 

Regional Trading Companies will continue to be the UFI selling centers in the 
Region. However, UFI shall also sell through TFA and their branches, co-operative 
Unions and the appointed agents. UFI shall award clean RTC's with credit facility of 30 
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days. 1he Company has opened sale centers in various strategic region to enhance cash 
sales and improve liquidity. 

3. 

UFI sales persomel travel from one region to another to offer after-sales service 
to the customer. 

4. Pricing 

Pricing is done by the price commissioner. 1he price commissioner allows for a 
normal 15% profit margin on products. 

5. Advertising 

1he company uses local newspapers to advertise their products. Also, it distributes 
pamphlets. 

6. Oistnbution 

·Rail and road transport is the major means of UFI distribution of farm implements 
in the country. Emphasis on distribution by rail should be fostered for cost minimization. 
Efforts to acquire lorries to promote Van-Selling should continue. 1he market for UFI 
products is far from its factory in Dar es Salaam. 

D. Proctuctlon and Operation 

Ubungo Farm Implements produces agricultural implements such as hand hoes, 
ploughs and plough parts, hatcJlets etnd shovels. 

1. Geographical Location 

UFI is situated in Dar Es Salaam along Morogoro Road about 1 O km from the City 
Center. 

2. Facilities and Progress 

The Plant is made up of a number of divisional plants, including: 

Old Line. 
New Line. 
Shovels and Hatchets. 
Machine Shop. 
Foundry. 

Production process flows are separated into the following processes: 
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Material Preparation. 
Forging Line. 
Grinding Line. 
Heat Treatment.. 
Painting. 
Assembly. 
F<Uldry. 

Plant capacity attainable is 4,050 tons broken into various machinery capacities, 
as follows: 

PRODUCTION DEPARTMENT AGE OF CAPACITY ON 8 HOURS 
MAJOR PLANT ITEMS EQUIPMENT SHIFT, 300 WORKING DAYS 

(MT) 

INSTALLED ATTAINABLE 

4,500 4,050 

1. Material Preparation I 20 yrs 1,240 1,116 

2. Material Preparation II 10 yrs 2,480 2,232 

3. Forging and Pressing I 20 yrs 1,020 918 

4. Forging and Pressing II 10 yrs 1,350 1,215 

5. Forging and Pressing Ill 10 yrs 1,350 1,215 

6. Heat Treatment I 20 yrs DIES DIES 

7. Heat Treatment II 10 yrs 2,900 2,610 

8. Grinding and Polishing 20 yrs 2,900 2,610 

9. Oil Painting I 20 yrs 1,013 912 

10. Oil Painting II 10 yrs 2,900 2,610 

11. Shovel/Hatchet Plant 5 yrs 780 702 

3. Maintenance 

A sudden high level of capital expend:ture on plant and machinery in 1989 (see 
Table IV) indicates that maintenance is quite poor. It would be be~eficial to UFI to spend 
more time and money on ma)ntenance of their plant and machinery which would aJlow for 
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increased capacity utilization, more production, lower costs, higher sales, more revenues 
and possibly increased profit 

4. Production Cost 

Following are the production costs broken down for the year 1990 with 
percentages. 

5. 

Direct labor 
Bectricity 
Water 
Repair and maintenance 
Fuel Oil 
Parking Materials 
Other Direct Costs 

Product Quality 

1990 
('000') 

42,704 
23,533 
6,325 

10,733 
20,745 

1,679 
29.no 

135,507 
--------------

31.5 
17.4 
4.7 
7.9 

15.3 
1.3 

.z:L9 

100.0 
------------

The Department of Design and Quality Control handles all aspdcis of quality control 
from the design stage to the packing stages. 

6. Product Delivery 

As mentioned above the market for farm implements exists in rural areas where 
small farmers use hand implements. De1i,;3ry of the products to the customer is mainly 
through the RTC's and the appointed Agents in. !he regions. It is very important that the 
product reach the customer before the farming season. 

7. Competitive Strengths and /Weaknesses 

Strengths 

Weakness 

Located in Dar es Salaam. 
Politically motivated. 
Chinese technical assistance. 

Market segments scattered all over the Country. 
Technology drawbacks (hand tools only). 
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a. Strategy and Plans 

In order to achieve production targets and plans the company's production strategy 
is that: 

Production and maintenance activities shall be maintained in oraer to minimize idle 
time and other production costs. 

Spares parts shall be made within the UFI workshop. 

New incentives for production crew and other workers shall be explored. 

9. Expansion Plans 

Ubungo Farm Implements, due to financial limitations, has no expansion plans 
except for the purchase of Tempering Equipment, worth Tshs 56 million. Capital is 
required for this purchase is provided for by a Chinese grant. 

E. 

1. 

2. 

3. 

Management 

Orga'lizational Structure 

lllTERllAL 
ALOIT 

ACCOUNT MARKET 
DEPARTMENT DEPARTllEllT 

DESI GM 
DEVELOPMEllT 

MACHlllE 
SHOP 

BOARD OF DIRECTORS 

GEllERAL MANAGER 

TECHlllCAL 
DEPARTMENT 

MAlllTENANCE 

ADMINISTRATION 
DEPARTMENT 

PR(l)UCTI ON 

Key Management Personnel 

The general manager for UFI is Mr. C. Mwakalinga. 

Management Compensation 

QUALITY 
CONTROL 

MATERIALS 
DEP 'RTllENT 

FClJNDRY 

Like other state corporations UFI enjoys the same benefits as stipulated by 
SCOPO. 
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4. Board of Directors 

Following is the Institutional composition of the Board of Directors: 

Chairman Business man (Former Gen. Mgr. of NMC) 
National Development Corporation 
CARMATEC 
Solcoine University of Agriculture 
Ministry of Industries and Trade 
JUWATA 

5. Sugporting Professional Services 

Accounting Audits are conducted by the Tanzania Audit Corporation. l ~al 
services are provided by the Corporation Secretary of NOC. Other Consulting se:vices 
are from TIROO and TISCO. 

F. 

1. 

2. 

Human Resources 

Composition and Skills 

UFI employs 946 persons. They are broken down as follows (1990): 

Numbers ~ 

Senior Manager 6 0.6 
Middle Manager 25 2.6 
Supervisors 30 3.2 
Clerical 65 6.9 
Skilled/Manual 704 74.4 
Unskilled/Manual ill ~ 

Total 946 100.0 

Com'2§n~atiQn and Tr~na~ 

The compensation package is similar to other state companies and consists of: 

A base wage 
overtime 
medical insurance 
housing allowance 
transportation allowance 
meal allowances 

Benefits and allowances are used extensively to avoid the 50% tax rate on wages. 
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3. Productivity 

Productivity in the firm is very low. Output for the firm is as follows (1990): 

Tshs sales per employee fOOOs) 
Profit in Tshs per employee ('OOOs) 

4. Training Programs and Needs 

UFI 

605 
(183) 

NOC 

1,478 
95 

The Company, through external financing, was able to have five of its employees 
trained outside the Country for periods ranging from one month to six years. Local 
training included on the job training for operatives as well as part time training at various 
institutions such as the Chang'ombe Vocational Training Center, Dar es Salaam Technical 
College, and National Institute of Transport. Ubungo Farm Implements spent Tshs 
2,'.DJ,OCXJ/ =during 1990 out of Tshs. 3,500,0CXJ/ = budgeted for training during the year. 

G. FINANCES 

1. Sales. Revenue. Profitability 

UFI has shown an upward trend in sales in T. Shilling terms over the last five years 
as shown in Table VI: Profit and Loss. However, when this is translated into both dollar 
and constant shilling terms, UFI has shown a marked decline in sales. 

UFI loses money and the loss was growing through 1989. In 1989 UFI lost Ts. 
68.1 million. Table VI shows that administrative costs and overheads have increased 
markedly faster than increases in sales. The Cost of Goods Sold also increased 
dramatically, mainly due to the increase in imported raw materials. This reflects a rise in 
the foreign exchange component. As this was higher than the per ton selling price of the 
steel products, it shows that UFI is not able to pass along its raw material price increases 
to the consumer. The main reason for this is price import competition. 

Financing costs are high. Financing costs in 1986-1988 exceeded annual 
revenues. This is due to low profitability and an excessive reliance on short-term 
borrowing to cov~r cne short-term liabilities. This places a large debt burden on UFI that 
has made operF..tions quite difficult within the last five years. In 1988 UFI had an overdraft 
of Ts. 279 mill:on. 

2. Assets and Liabilities 

How well UFI uses its assets is reflected in its balance sheet and the analysis of 
those assets and liabilities. Good management of these assets should be reflected in 
either financial strength measures such as the current ratios, debt/equity ratios, etc., or 
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in productivity measures such as return on assets/return on working capital, etc. 
Weakness is reflected in inadequate cash, and low returns on working capital. 

a. Balance Sheet 

UFI shows considerable weakness and a worsening trend in its balance sheet. At 
first glance, the balance sheet has shown an increase in total assets and liabilities as 
shown in Table VI: Balance Sheet. However, closer analysis reveals that available cash 
has increased only marginally as compared to receivables. In 1988, UFI had Ts. 1,095 
million outstanding for current liabilities. This situation has greatly affected UFl's ability to 
meet working capital requirements. 

b. Ratio Analysis 

Cash has remained close to 3% of total assets for the past several years. 
Dependence on short term debt has increased from 0% of total liabilities to 25% percent 
of total liabilities (1984-1988). Materiai stocks have declined in unit volume and in real 
terms as a percentage of the firm's capital. 

c. Short term liquidity 

Short-Term Liquidity Analysis shows that UFI has suffered a weakening in its 
liquidity. The current ratio has declined from 1.37 in 1985 to 1.08 in 1988. (This means 
that it has insufficient or barely sufficient funds to cover short-term liabilities depending on 
its debt collection performance). The acid-test ratio -- cash and cash equivalents divided 
by current iiabilities -- has remained at a dramatically low level of 0 for several years. This 
indicates that UFI would not be able to cover its shcrt-term liabilities in the given year, 
effectively converting all short-term liabilities into long term debt. 

3. Foreign Exchange and Capital Reguirements 

a. Sources and Uses of Foreign Exchange 

UFI imports most of its raw materials, totaling Ts. 606 million in 1989. Foreign 
exchange to purchase these products comes through the OGL and PTA mechanisms 
desr,ribed in the main report. UFI also has a foreign exchange account that enables it to 
purchase parts and supplies without going through this process. 

UFI had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exc:1ange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreign exchange at the time it obtains the license. 
{Previously, payment could be staggered and was therefore less costly to the company.) 
Furthermore, tt)e OGL is available for a short period of time only or it is lost. Thus, the 
company loses, use of cash or must finance the amounts through overdrafts at up to 31 
percent annual, interest rates. At the same time, it appears that the company does not 
bear any exchange rate risk and effectively locks in the current rate at the time of 
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purchase although delivery may be four to six months later. This can be an advantage 
when the currency is devaluing. 

4. Estimates of Valuation 

i. Book ValU9 

Book value is Ts. 165 million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of the Company. In UFl's case, 
liquidation of the company would transfer a gain/loss of this amount to the NOC Group 
balance sheet. 

ii. Going Concern 

UFI has shown a decreasing trend in its profit after tax figures (Table VI) showing 
that it has been a ialling• company since 1984. Its marketability on the whole is low. 

11 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Appendix 16 Attachments: UBUNGO FARM IMPLEMENTS 

TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
COST OF SALES/NET SALES 
OPERA TING EXPENSE BREAKDOWN 
DEBT /EQUITY 
NET SALES 



I TABLE I 

I Table Actual Siles Ublrigo Far11 l~lements C~y 

I C•illions of shi,lings) 
Est'd Est'd 

1984 1985 1986 1987 1988 1989 

I 
1. RCUld Eye HOH 
2. Ploughs 
3. Upset/Flit Shires 

90 35 160 284 279 274 
25 ) 9 13 45 78 
12 5 6 7 19 32 

4. Shovels 0 0 6 11 47 83 

I 5. M1tchets 
6. Other Products 

0 0 1 90 179 
2 46 92 46 0 

7. l~rt Siles 168 112 56 0 0 0 

I 
8. 
9. 
10. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

11. 

I 12. 
13. 

0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

14. 0 0 0 0 0 0 

I 15. 
Total 

0 0 0 0 0 0 
296 158 283 408 527 646 

I 
Uni t.s/Eq>loyee • NA NA NA NA NA NA 
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I TABLE II 

I Tlble ActUlll Pr~tfan utg,go Fa,,. I11Pltmnts c~ 

I 
CP,.GQ,ction rn Tlloustnds af Unit 

Est'd Est'd 
p,.~t 1984 1985 1986 ''Y87 19S8 •999 

1. Hoes 1,0SO 1,l60 1,5l9 1J17 1,o.59 1,200 

I 2. Plaugtls 20 7 8 9 15 20 
l. Flit/Upset Shires 200 206 118 30 i5 0 ... PlQU911s s~res Q 54 27 0 0 0 

I 
5. Sllavels 0 0 l2 64 n 80 
6. N1tchets Q 0 9 18 34 50 
7. Otlle,. P,.oducts 107 Q 60 120 160 'OO 

I 
8. 0 J 0 0 0 0 
9. Q 0 0 0 0 0 
10. 0 0 0 0 0 0 
11. 0 0 0 0 0 0 

I ~2. 0 0 0 0 0 0 
13. 0 0 0 0 0 0 
14. 0 0 0 0 0 0 

I 
15. 0 0 0 0 0 0 

Taul 2,007 1,627 1, 793 1,958 1, 754 1,550 
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Table : Actual Purchases T ABLl;gJJlm Implements 

(millions of shillings) 
Est'd Est'd 

Local currency 1984 1985 1986 1987 1988 1989 --------------
1. Raw materials 0 0 17 35 19 1 
2. Spares & accessories 42 0 6 11 12 12 
3. Fuel oil 0 0 c 0 0 0 
4. 0 0 0 0 0 0 
5. 0 '1 0 0 0 0 

----- ----- ----- ----- ----- -----
6. Subtotal 42 0 23 46 31 15 

Foreign currency 

----------------
7. Raw materials 47 0 120 240 423 606 
8. Spares & accessories 63 0 8 15 24 32 
9. 0 0 0 0 0 0 
10 0 0 0 0 0 0 
11. :.. 0 0 0 0 0 0 

----- ----- ----- ----- ----- -----
12. Subtotal 110 0 127 255 446 638 

13. Total 152 0 150 301 477 653 

14. In Dollars $8 $0 $3 $4 $4 $3 

Notes: 
i. 
2. 



I TABLE IV 

I Table Actuel lnvtStment 1Jb1-.o Fara llll)lcment• ltd. 

I 
<Mill ions ot TShi ll ings) 

Capiul Expendfturn 1984 1985 191!6 1987 1988 1989 
1. land ' building 0.7 o.8 0.0 3.7 0.0 0.0 

I 2. Pl~t & -.chinery 2.6 2.2 o.c 3.7 0.0 64.5 
3. Furniture & fiati..:res 0.0 0.0 0.0 0.0 a.a 8.1 
4. llotor veflicles 1.1 0.3 0.0 1.1 0.0 13.6 

I 
5. Other 1.1 0.4 0.0 0.0 0.0 0.0 

Total Expenditures 5.5 3.7 0.0 8.5 0.0 86.2 

I 
Source of Fuids 

1 • Equity · llDC 0.0 0.0 0.0 0.0 0.0 0.0 
2. Equity • Other 0.0 0.0 0.0 0.0 0.0 0.0 
3. loans · local (long Ten11) 0.0 0.0 0.0 o.c 0.0 0.0 

I 4. Loans • local CST 1<h·erdra 0.0 0.0 0.0 0.0 0.0 0.0 
5. loans - Fo~eign 0.0 0.0 0.0 0.7 0.0 0.0 
6. Gr~ts 0.0 0.0 o.a 0.0 0.0 64.0 

I 
7. Self-Generated 5.5 3.7 O.ll 9.8 0.0 22.1 
8. Other, Unacc~ted For 0.0 0.0 0.0 C2.0> 0.0 0.1 

Total Sources 5.5 3.7 0.0 8.5 0.0 86.2 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



Table : Actual Manpower T Al~li KiVmo Company <Ubungo) 

Employees 

Prcduct 1984 1985 1986 1987 1988 1989 
------- ---- ---- ---- ---- ---- ----

1 Senior Managers 5 5 6 6 6 6 
2 Middle Managers 10 12 13 13 17 20 
3 Supervisors 34 25 24 23 24 25 
4 Clerical 87 73 00 46 51 56 
5 Skilled Manual 342 399 464 528 264 
6 Unskilled Manual 144 104 111 117 146 17'=' 

-----------------------------
Total 622 618 676 733 508 282 



I TABLE VI 

I Table Actual Profit rd Losa utulgo Fa,.. l~l.-nts COllpW\y 

I 
(Millions of TShillinvs> 

Profit ' LOSS 1984 1985 1986 1917 1988 1989 1990 
llet S•les 270 221 295 450 519 0 0 

I Less: Cost of Sales 127 117 199 305 315 0 0 
Gross Profit 144 103 96 145 204 0 0 

LHS: Oper•ting Eapenses 96 63 95 142 227 0 0 

I 
Adlinistration 60 45 47 70 109 0 0 
Selling rd Distributio 10 6 24 29 36 0 0 
Foreign Exchange Losses 0 0 12 14 0 0 0 

I 
Financi•l Expenses 26 13 12 29 82 0 0 
Depreciation 0 0 Q 0 0 0 

Oper•ting Profit (LOSS) 48 40 1 3 <23> 0 0 
Add: Other lnccme 9 11 18 17 17 0 0 

I LHS: Cther Eapense 0 0 0 0 0 0 0 
llet Profit Before Tall 56 51 20 20 (6) 0 0 

LHS: Provision for Talles 2a 26 10 10 0 0 0 

I 
Profit After Tall 28 26 10 10 :6> 0 0 

Statement of Ret•ined Earnings 
Balance Brought Forvard 1 57 68 66 72 66 66 

I Prior Tear Adjust111ent 33 0 0 0 0 0 0 
Balance Brought Forward R 34 57 68 66 72 66 66 

Add: llet Profit for the Ye•r 28 26 10 10 (6) 0 0 

I Profit Av•ilable for Appr 62 82 78 76 66 66 66 
Less: Miscellaneous Appropriati 0 0 0 0 0 0 0 
Less: Oividends Declared 5 14 12 4 0 0 0 

I 
Retained Earnings Carried 57 68 66 72 66 66 66 

Cost of Goods Sold 0 0 0 0 0 0 0 

I Labor 0 0 0 0 0 0 0 
Materials 0 0 0 0 0 0 0 
Other Direct Expenses 0 0 0 0 0 0 0 

I Factory Overhead 0 0 0 0 0 0 0 

Interest 0 0 0 0 0 0 0 

I 
Interest as a I of Profit o.~ 0.01 o.~ 0.01 0.01 llA NA 

In Current Dol lara (thousands) 
Net Sales 15 13 6 5 4 0 0 

I Cost of Sal" 7 7 4 4 2 0 0 
Operet Ing Expens" 5 4 2 2 2 0 0 
Profit After Tax 2 2 0 0 (0) 0 0 

I 
I 
I 
I 



TABLE VII 

hole lal811Ce Sllfft ICi..andl Cha z- Za ICi limo ~o 
Actual 

(Millions of TSllillir.gsJ 

hlanc:e Slleet 1984 1985 1986 1987 1988 1989 1990 
1. Net Fixed Assets 46 51 58 59 330 0 0 
2. Current Assets 266 288 303 655 1, 168 0 0 
3. Stocks 133 180 140 270 nl 0 0 
4. Trade Debtors 0 0 0 0 0 0 0 
5. Debtors and Pl"epaymnts 132 107 161 376 405 0 0 
6. Cuh and lank lalanc:es 1 3 9 12 0 0 
7. Current Liabilities 194 210 235 581 1,095 0 0 
e. Trade Creditors 194 167 230 399 75:. 0 0 
9. Bri Overdrafts 0 41 4 105 279 0 0 
10. Current Maturity ~f LT 0 0 1 1 G 0 
11. Taxes Payable 0 0 0 46 32 0 0 
12. Other Current Liabiliti 0 0 0 30 29 0 0 
13.Net Current Assets/Li~il n 78 68 73 93 0 0 
14.Total Net Assets 118 129 126 132 423 0 0 
15. F inanc:ed by: 

16. Share Capital 13 44 44 44 f.4 0 0 

17. Capital Reserves 56 COJ (0) 0 0 0 0 
18. Profit and Loss•Account 47 84 82 88 379 0 0 
19. Long Ter11 LOatlS 2 1 0 0 0 0 
20.0ebt 196 210 236 582 1,095 0 0 
21.Equity 116 128 126 132 423 0 0 

Notes: 
Revaluation of assets 0 0 0 0 0 0 0 
New Investments 0 :> 0 0 0 0 0 

In Current Dollal"s 
1. Net Fixed Assets 3 3 1 3 0 0 
2. Current Assets 15 17 6 8 9 0 0 
7. Curl"ent Lillbilities 11 13 5 7 9 0 0 
13.Net Current Assets/Lillbil 4 5 1 1 1 0 0 
14.Total Net Assets 7 8 2 2 3 0 0 
20.Debt 0 12 4 3 5 6 0 
21.Equity 0 7 2 2 2 0 
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APPENDIX 17: ZANA ZA KIUMO. LID. 

I. BECOMMENDATIONS 

Zana Za Kilimo has been a successful, productive company. It fits one of NDC's 
three target market areas - agriculture - and is a key company in improving agricultural 
productivity in the country. 

Currently, it faces strong import competition and a leveling of demand for its basic 
products - hoes and shovels. Zana Za Kilimo did make a smart move in diversifying its 
product line into wheelbarrows which now account for a substantial portion of sales. 
Still, to survive, it will need to further reduce costs, improve quality, and broaden the 
range of its products. 

An association or merger with Ubongo Farm Implements and Mangu'la Mechanical 
and Machine Tools is recommended to lower costs, broaden product range, and increase 
marketing strength. 

On the next few pages, a ten-year development program is presented for the 
company. The matrix includes the specific actions required by this company, and is a 
subset of the larger matrix presented for NOC in the General Volume. The shaded blocks 
indicate areas where a concerted effort is required by management -- usually in t;1e first 
two years. The arrows indicate areas where an ongoing effort will be required. 

II. FINDINGS AND ANALYSIS 

A. Qyerylew 

1. Company 

Zana Za Kilimo (ZZK) was incorporated in 1974 and is 100% owned by NOC. Its 
main line of business is the manufacture of different types of farm implements such as 
hand hoes, pick axes, pangas, grass slashers, shovels wheel barrows, sack trolleys, 
wood planes and tractor drawn ploughs. 

2. Corporate Strategy 

The Company's objectives for production is to produce high quality products at 
affordable prices and to compete in both local and foreign markets. To achieve these 
objectives ZZK will: A) strengthen the quality control section in order to ensure that the 
quality of products is high before reaching customers; B) develop new production 
techniques in order to reduce production costs in terms of time and in-puts; and C) co
operate with Ubungo Farm Implements of with a view to optimizing distribution. 

1 
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10 YEAR DEVELOPMENT PROGRAM ZZK Year t Year!.__J 
__ 00~~~~Hl-~~~-l ___ l!0~1ll_IV_~~-~~---·5 I 7 1 __ 1_10 

A.. Gener .. Strategy 
1. ChooM a generic 1trategy ___ --_-_-=_:__= (]. 

a. Coatlaadar ----------------
8. Marketing 
1. Determine product'• value to cu1tomera, e.g.: 

.. Utility 

--------------~------ ·- - - - ---

+-- ~--===-=·: b. Price 
c. Quality 
d. 0.liwry .... -----~---.-.----..--
e. Financing 
f. Appearance 

---t------~-----~-----
-2 ___ 0._ta_rm_i_ne_c_o_m_pany __ .-.-po-eitio ____ n_Vl-.• -_-a---Vl-.S-C_O __ m_pe_ti_ti_~_n ______ _,.,f:~1~"l~f~i~J'-.~-"-------.._ ____ _ 

I 

3. lncraaM product vieibility 
a. Place producte in regional depots 

+---""'"""~"""'""--,,,:""":,:::;:.r--~--- ~ ----- - . 
J;.;;;."""""'"""""""''""""L---------- -

5. Improve quality of marketing effort. e.g.: 
a. Train salaspersons and distributors 
b. Aedasign salas and prorr.otional literature 

--+----
---------r------. 
-------~~--

! 

6. lmplementmarketintelligencf'~_'!"~..!Jl:_ __________ -==----=-~~ J f T 'l'<'L ______ :_-_-=_~~-
a. Conduct monthly, quarterly, annual surveys ______ ---~---- ___________ .. 

·y- ~~p~~e~~~:,::~:r..:~::a:~d support -=-=-~--=- ·.! ::::t:r~-~ -~L~ -_-_-=-_--_-_· - :-__ -~---=-- -_ _._--_-~ 
b. Give input to production to improve product and faaturH _ .... _ _ _ 

·- ~: ~~:~ :::.~::;;,di~c~roper UM and maintenance · ~=-~-~[-_-:---· = ~=~~--:r __ --~-'AT--~:: __ :: 
a. Train aarvicaman to repair quickly: and correc~----- _ ·- _ .. ----· ~.-...J 
I. Sallrelatedgood1andMrviC!~------- ____ _-_L .=_ ___ .. __ 

C. Production and Operation• 

. 1. Lower production co1t1 _________________ _ 
~---_!:_~throughputtime _______________________ _ 

b. Eliminate extraneou1 material and machines 
~-- c. Improve product quality _ ____ --~ -:--~-:- -~~- -· -

·-- ~--Lower raw material co~~~~~c_ti~~----
. __ -~~ __!!!_l_P-rove !_q~~an!_'!!ain!!_~~-~-1!-~nd re~r- _ 

[r_!_mprove ihequality and traiiii~gof P!~~~-etio-ni!~!f_ _ __ _ _ ~
• H _ !:._ __ Mova NOC HO engi~~-~·.!~.t~ ~~.!_8.ti!'lgl~e_~h!'ic~I po1iti~f1~. u L 
·--- ..!>.:. _§_nroll engi_!'aars end tachnie~a.n• in_ ~EIDA __ e_~d tec~nical aeminara + 
~ __ ~- _Conduct!'!I~ trip~ for_p_r_~~~~tion_~t~. _ ... .;_ 
. ___ _d: __ <;:onduct in-houae_~~!n!r~- _ · 
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10 YEAR DEVELOPMENT PROGRAM ZZK L Year 1 __!Hr~--
=============================o;J~'==·==ra=rv_. r A_ .. _IV L_3_ ~ ' 5 1 _ 1 1 • _ •o 

L 

b. 
c. oj 

-----
0 0 c => 0 => _ __E__~-~. 
0 ol 0 0 => 0 ==---=-:__~? 

d. 

2- Lc-r raw material coata (Pun;huing) 
L Build .r economic order qumttity (EOQ) model: 
c. Form a buying cooperaW./pool orders wi1h NOC comp!llies 
d. Review/Htabliah qu81ity standards for raw materials 

~------- ------
3. Lo-r proc•:·~ment c . .:o~s7t1~-------:-..,...,----------+_; _ _p._i»>li..,~~g...-~-+---......;.. ____ _ 

__ 7L:.._~lnc,""'re~a_11--,~w~11'-"o_f~ca~talo-~g"--"'and---"-7.o~pe:..;;_;.n~--o~r~d~a~r_bid~·~s,__...,-.......,,,--------+--'-----f.~t;(!;;!!!t;,,.,,,r:<...r-------------· 
b. Reduce the number of suppliers to tho11 delio.19ring the ·-+---------f""-~---~-----------

·---~o~p~ti~·m~.i-:-:!'~~od~uc":"-:::t~q~ual::"-ity;..':.'::'. pn~-c~e~.~de--'::;1"'9;:--':ry~. an'='d~te:-:;-rm~s~c~o~n~tr~ac~_ts"'---+-~--~-"'°':<iE~r-----:r-~----- -~- ---
c. Conduct more multi-unit bids wi1h ~taggered de1"'9ry 
d. Pool ,,.hicle and oitler bids wi1h NOC group companies 

1. Reduce outbound transportation costs for customers: 
L Negotiate volume discounts wi1h overland shippers ---L-
b. Establish 11lling depots in key regions and ship in bul~-----r----~-.i'-.t;,;,;M---_,,.------------. 
c. Package product to minimize breakage -----!"-t!!':.,.,.·"'.,,,.,,,'""'~----;----------------
d. Package product to minimize transport costs I L.-rf."-!-•':''~'''''~..,,._ 
d. Orient production cycles to shipping/train schedules 

D. Organization 

1. Structure the organization to achieve its targets.: 
L licen11 techno!ogy 
b. Sell aome shares of the c~mpany to management/investors 
c. Merge into ether NOC companiH 

2. Lower management expense: 
a. lncrea11 span-of-control ~=---=-- _-t-~1m1.:.1::·;;1=:!•::: ___ ~=-~-~~-~--~~~-~ ~:~ ---

~:-:~w~::::r=!~~~:~~=~---- ~~ ~ -t i -::!:] :!!([;~ ~: ~: ;: : : : : : : : 
·---z-AutOmite 'iheroutineandvoluminou.------- -- - --~-~ --~:::·)i.:=::L: .. j::..:__- · - · · · - · 

----- ------- -··-- --- .,....--....·--- ~-., 
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10 YEAR DEVELOPMENT PROGRAM ZZK Year t Ye9!_2 __ 

I--~--·~, 

2. Establi•h go.ii for privatization 
a. Equity infulion 
b. Accau to axtamal merkall 
c. lncraw emplove- involwment end commitment 

__ d""'_---'Bro:.c.-=-ade=;_n'-lhere"-"'"-'----o"'-='-''-'-rship='--..__in_T-'~:c....:::""-'--.;::__---------..------"-! ------~------- _____ _ 

J_ Build a raputetiOn for intagrity. 9dhera to commitmanu 
a. Guarantee product qualitY 

,_ ~1an;;.:;.m::;:;~~.'::~kiU 1aw1s rasuire·-d-;---------i-1 r"'",:::o:""t:.,.:1f"";;:;,""::: .. "''""'''-.. l•"!': '""
1""""1 ... i"'""A""J .. s ... :}""?E ..... · ... 4 .. ~--r-• -·---

to determine the needed requirements __ ~__,...,.,.,...,,,..,r---:-----
b. Where workload• are low. expand job clesc!!E!!_ons and responsibil""'--='',., ... , ... , ... , .. :,:,'.,.'·-...--------+------------
c. Increase the span of control to 5 to 9 for senior management (./:; 

d. Increase the span of control to 25 to 50 for productio~- ---~·-------"""-."'""'----+--------
and lower skill laval1 

I 
-~,--

f. 

F. EmployeH 

t. Increase amployee invoklement and commitment 1: ... 

a. Establish cro11-functional groups to solve key problems ________ ;--';;.:~··::~'''·t-----+1 ____________ _ 
b. Institute amployea suggestion rrograms I ,.__1,.,;·:.: .. ,"'i...,,._....,.,,,.,..,i.,,.,,~------------------· 
r.. Establish profit-sharing, phantom stock. or employea ____ :____ '':::0::1::: ::'']{}]!( ::.1 

stock-ownership program• ______ ----.------
d. Establish reguler employea recognition awerds 

' 
·_:-c ..... :--:i~~--~-_,__.(-,_:::--,..._:1 ::o_-=,,,=--=-"'-=-"'---o-~--;;_ 

------.::-::".".'T-,,.,..,'"'T"~,.,,,,,,...,.,,.,.,--------------- . 
-~ Revamp compensation package __ -=----------------- ~f"-(,.,.·:::...,_"""''''-': ~· +--0;.;...o;._"","'·.·:.._·-'-;::-'"'::::.,,__ ______________ _ 

a. Conduct/obtain a salary and band'ts survey _ _j_ f:O::: . · · 
-~ Cost-out benefit comp<-nants i i . ---------
- --~- Satup.P!_r-limiton banafitcompenaation =------~:r""·:~::,::_'""""'~""""""~,..-- ___ ·---·--·-

d. Establish •cafeteria plan• of benefits ---·----t------- ---="4"""'+Ht-;;;;+-~- _____ -·-
•· Obtain exemption from SCOPO guidelinH __________ -·--- ·-- [:· ·'·'"' ::---:,:·:· 

- --;:- Substitute profrt-shari1'.!9. •phantom-stock." or ESOP _ ____ .:., ____ ------. ------ ':::::::'.::-:·:.·· 
foraddition~l-~ompenaation ·---- ____________ .. -----------·-·-- . ___ ____j__ ______ _ 

-3.ReviM the position cla11ification system ·- ___ --~ ~-~--=--~-~ _ :_--=-:-_ kdd~ H __ • ··--· _ -~:-~ ~ • 

----~~k for •over-grading• ___________________ -~-- __ ·, · ·· · .. :· ·- . _ ·- ___ :._ ______ • 

·--· b. Establish more general. flexi~.!! position d~~E~tions__ _ .t----- _ ~: :. .. ! . _ • _ ·-- ·- _ J_ ____ • __ _ 

~~:.- ---~!~~-· emj,loyment ._~~-~~~~~~- ----- ------·-
• __ ~- _ Redu~~_numbar of manage ·s._ _ ____ . _ 
. ___ ~.:. _ Reduce administrative/overn•~__.P!rso,,_~!· ____ _ 

c. Eliminate non-critical functions, 
:----=~·- :~liminaie no_!l-pr~uci~~~sci~l!L--__-

_.!: _Re~~c• n~'!!~!~fp~~cti~ri_w~~~s_,_ _ 

5. ~ari~11!J~__!ri:l.P!~~~-r;_c1~~""P!~~·-~·· - - - -· --·- -- --

~--~~~t!!.•m•nt__ ____ _ _____ _ 
~·- _'l~l~!'ta~ 1_n~.!_ntiv•~--- _ __ ____ _ .. 

. _ _ _c_.:__ ~~S~_!.i~u_t• t~~o'!i!'g_c_Ofl'lpar1ies, _f_unc~i()_'!S 

·---~f!~vid•!!!'~!'.'~11_£rog!~_ll'l...! ___ . -- -- -
. ___ !: _ ~c~~rag•~! :- ~!!IP.I~•~.!_ lo b~d_51_11_ contract• 

-r ·-r -·- -. 
·"41t-- ---

+ -• 
T - -·-- --
~ - . -- - ----- --
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Bowd of Director• 

t. Chenge the compolition of the Bon of Directors e.g.: 
L lncre ... the number of private Metor managersfmvestors 
b. Reduce the ~berw of government otlic:iela on the Boerd 
c. Increase the number of indusb'y knowledgeable m«mbers 

G. f"1nance 
-~~~<=~~~~~------------1. Improve cash menagement ------f!~;;;'fl»'>liill~~ .... '""11""'""~"+-~e:__:::""'..__:::~~-~~--~ 

L limit UM of benk overctr.rts end short-term debt 
'----;:'b'-. -Pro:;::..:c:.:.m:..o:--;t:='•-u:..M-=-'"'o=.f':-in::;te:::-::'m.i:-:";'-=r•..:ao=:..:"urc-::=:e-=a.:=:.:.....:::..._:..:..:..:... ______ ~~~- ---.----c---r----------------

v. lnatitute and enforce credit end receivables licies 
d. Aaaiat prod<JC:tion end merketing to reduc:e inventory lewls: 
•- Conv9rt lhort-term debt to long-term 

. 2. lncreaM return on -ta 

. 3. 

d. Fund elimination of bottlenecks to increase roduction volume 
'· Share costs of new sales depots. fecilities 
f. Fund employee suggestion program 

---------------------------

5. Reduce administrative co1t1 

a. Automate financial record-ke~L__ _:_--=-=-~~ 
b. Con_ttact with NOC or outside firm to provi~~-1_1 ___ _ 

___ c_._ l"'!Prove documentation _~ptema to lower audit costs ___ _ 

I 
=::I-~--·-_-_----

---....---- --·--~--

---~ --~--------·- -
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B. 

1. 

Industry and Competitor Analysis 

Market Qyerview 

A number of market studies for demand of farm implements in the country have 
been undertaken by TISCO, UFI and a team of Swedish experts. It is unfortunate to say 
that the said demand figures do not agree. ZZK will need to make it's own market survey 
in future. 

2. Customer Characteristics 

The main buyers of farm implements are farmers who constitute 95% of the 
country's population. ZZK products emphasize the requirements of the four main 
Agricultural Regions, namely Mbeya, Rukwa, Ruvuma and lringa. 

3. Market Size and Trends 

The Company was unable to estimate either the market size or its share of the 
market. They are now comparing with those of Ubungo Farm Implements. 

4. · Competition 

Zana za Kilimo competes with Ubungo Farm Implements which is also an NOC 
group Company. There are other small Companies, such as Themi Farm Implements in 
A.~sha, which produce hand farm implements. Furthermore, due to trade liberalization, 
private individuals are now importing farm implements such as Cock and Crocodile brand 
hoes which are very popular with farmers. 

5. Substitutes 

Ox-ploughs and tractors substitute for hand-held implements. Both have a small 
but growing market share. ZZK, in collaboration with Mbeya Oxenization Projects, plans 
to initiate production in these areas. 

6. fQlicy and Regulatory Environment 

The policy and regulatory environment limited competition in this market. Until 
recently, ZZK and UFI had priority access to foreign exchange, and imports of hoes and 
hand-held farm imp:ements were blocked. Now, private individuals are authorized to 
import such products under the Trade Liberalization Policy. The opening of the import 
market has exposed ZZK to increased competition. This is good for the country in that the 
competition should result in lower pricing; however, it has placed downward pressure on 
ZZK's revenues and margins. 

Macroeconomic policies that affect Zana Za Kilimo include exchange rate 
regulations, access to foreign exchange rate and an overvalued exchange rate. ZZK 
deperids on imported raw materials especially steel. 

2 



The tariff on Steel products of all types is 30%. The Government does not 
distinguish between raw, intermediate or finished products in this area. Taxation is 
cumulative, raw materials are taxed, sale of processed materials are taxed, and sale of 
end products are also taxed. The result is to increase the overall cost to the consumer 
and dampen the export potential of the firms. 

c. 

1. 

2. 

3. 

MARKETING 

Sales History 

Actual Sales (Net) in Tshs for the past 5 years. 

Year 1985 1986 1987 1988 

Tshs. 11,427,990 18,848,198 

Distribution Channels 

ZZK distributes products through the following channels 

- Direct Sales 

- Sales Agents 

- Sales Depots 

- Sales on Consignment. 

Overall Strategy 

1989 1990 

225, 182,000 

A data base with important information on customers and markets has been 
established with the aid of a Swedish technical assistance team that left in 1990. It 
facilitates both product development and market operations. Sales approaches to 
customers are through company presentation materials and by practical sales services. 

4. Sales Tactics 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

The Company is progressively orienting itself towards manufacturing products I 
which are less seasonal in nature and which have higher contribution margins and 
comparatively less competition. At the same time, ZZK is seeking to share the past I 
marketing experience of its sister company, UFI. 
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5. Customer Service 

ZZK sales personnel travel from one regic·1 to another to offer after sales service 
to the customer. 

6. Pricing 

The company can now set its cwn prices as it is not controlled by the price 
commissioner. The company policy is to fix prices at competitive level yielding a 
satisfadory profit contribution. 

7. Promotion and Advertising 

The company uses local newspapers to advertise their produds. It uses Crocodile 
as the prodUd logo and MAMBA as the brand name. 

8. Distribution 

Rail and road transport are the major means of distributing the farm implements 
produced. The present economic situation - i.e. poor infrastructure and a shortage of 
haulage equipmem -- leads to distribution problems for the company, and customer 
complaints. 

D. Production and Operation 

Zana Za Kilimo Mbeya produces agricultural implements such as hoes, pick axes, 
grass slashers, wheelbarrows, sack trollies, pangas, shovels, wood planes, sickles and 
other jobbing spare parts. 

1. Geographical Location 

ZZK is located in Mbeya some 800 km from Dar Es Salaam. Major customers are 
in the Big Four Regions namely lringa, Mbeya, Rukwa and Ruvuma. 

2. Facilities and Processes 

The company is comprised of six permanent workshop sheds housing the following 
production sections: 

- Finishing 
-Tool room 
- Maintenance 
- Furnace and Presses 
- Foundry 
- Finished Products warehouse 
- Design 

4 



3. Materials Handling 

The material flow from storage to working areas is inefficient and causes difficulties 
in planning material flow and work in progress. This is due partly to workshop sheds 
being located far apart. 

4. Production Cost 

Production costs for the year 1990 were: 

199Q('QQQ's) % 

Direct labor 8,500 15.8 
Electricity and water 22,000 41.0 
Repair and maintenance 7,700 14.3 
Other direct costs 15,500 ...28:9 

53,700 100.0 

5. Product Quality 

The Technical Department includes a Quality Control section which handles all 
aspects of quality of products from the design stage to the packing end. The quality of 
ZZK's products, however, is lower than that of competing imports. 

6. Product Delivery 

The market for the farm implements exists in rural areas where small farmers""~ 
farming using hand implements. Delivery of the products to the customer is mai'. 
through the Regional Trading Companies (RTC's) and the appointed agents in the 
regions. 

7. Competitive Strengths/Weaknesses 

Strengths 

- Technical assistance 
- Marketing skills 
- Close to border for exports 

Weakness 

- Product quality 
- Production layout and efficiencies 
- High costs of products 
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a. Strategy and Plans 

The Company's objectives are to produce high quality products at affordable 
prices and to compete in both local and foreign markets. The strategy to achieve this 
objective is to further strengthen the quality control section in order to ensure that the 
quality of the products is high before reaching the customers. The strategy also 
encompasses continued development of new production techniques in order to reduce 
production costs in terms of time and in-puts. 

9. Expansion Plans 

There are no future plans to expand ZZK activities. 

10. Capital Reguirements 

The Company will use 9CX>,OOO Swedish krones for foreign capital expenditure for 
its modernization program. The equipment to be procured will be a furnace for hardening 
forged products and additional personal computers. 

E. Organizational Structure 

Zana Za Kilimo is 100% owned by the National Development Corporation. It is 
structured as follows: 

Finance 
Manager 

Production 
Engineer 

Material 
Manager 

BOARD 
OF 

DIRECTORS 

GENERAL 
MANAGER 

Technical 
Manager 

Maintenance Quality 
Engineer Control 

Engineer 
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Marketing 
Manager 

Design 
Engineer 



F. Management 

1. Management Compensation 

ZZK, like other state corporations, enjoy the same benefits as stipulated by 
SCOPO. Salaries are low but benefits are extensive and include vehicles ~or officers, 
housing and transportation allowances, pension plan, life and medical insurance. 

2. Board of Directors 

The Institutional composition of the Board of Directors is: 

Chairman Retired GM (Former GM of Tanzania Cable Company (TCC) 
National Development Corporation 
Ministry of Industries 
Ministry of Agriculture 
TuFL 
Tanzania Investment Bank 
CARMATEC 
National Bank of Commerce 
JUWATA 

3. Supporting Professional Services 

Accounting Audits are conducted by the Tanzania Audit Corporat!on. Legal 
services are provided by the Corporation Secretary of NOC. Other consulting services 
used recently were from TISCO and the Mbeya Oxenization Programme. 

G. Human Resources 

1. Composition and Skills 

ZZK employs 243 persons, including one Swedish expert in tool and die design and 
making. These are broken down as follows: 

.1m % 

Senior Manager 5 2.1 
Middle Manager 13 5.3 
Supervisors 13 5.3 
Clerical 21 8.6 
Skilled/manual 150 61.8 
Unskilled/manual ..il 

243 100.0 
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2. 

3. 

See Table V for a historical perspective. Employment has increased by 8% 
in the last five years. 

Compensation and Trends 

The compensation package consists of: 

- base wage 
- overtime 
- medical insurance 
- housing allowance 
- transportation allowance 
- meal allowances 

Benefits and allowances are used extensively to avoid the 50% tax rate on wages. 

Productivity 

Productivity in the firm is low. Output for the firm is as follows: 

Tshs sales per employee (Ts. '000) 
Profit in Tshs per employee (Ts. '000) 

ZZK .!J..E! MQC 
Avg. 

704 605 1,478 
(74) (183) 95 

4. Training Programme and Needs 

Training of ~he Company workforce is undertaken on the basis of the Company's 
training needs one and financial c.apability on the other. On-the-job training is given the 
most emphasis. 

H. Finances 

1. Sales. Revenue. Profitability 

ZZK has shown an upward trend in sales in T. Shilling terms over the last five 
years as shown in Table I: Actual Sales. However, when this is translated into dollar 
terms ZZK has shown a marked decline in sales. 

ZZK has been losing money for the past several years. In 1989 ZZK registered 
a loss of Ts. 44.6 million. Cost of goods sold remains at about 90% of Net Sales. This 
reflects a rise in the foreign exchange component. In 1986 this ratio rose to 1 SO°k of Net 
Sales. ZZK was unable to pass along this increase in cost of sales due to stiff 
competition from local as well as foreign companies. 
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2. Assets and Liabilities 

ZZK shows a worsening trend in its balance sheet. At first glance, the balance 
sheet has shown an increase in total assets and liabilities as shown in Table VI: Balance 
Sheet. However, closer analysis reveals that available cash and receivables have 
declined while payables and accumulated losses have increased. ZZK is on a downward 
trend. This is magnified when the figures are translated into constant shilling and dollar 
terms. The graph on Debt-Equity shows this trend. 

The significant changes in the ZZK balance sheet are: Cash has dec~ined from 
0.6% percent of total assets to 0.4% percent of total assets in 1989; dependence on 
short term debt has decreased from 42% of total liabilities to 33 percent of total liabilities; 
supplier credits have been increasing at a faster rate due to the increased inability of 
farmers to pay on time; and material stocks have declined in unit volume and in real 
terms as a percentage of the firm's capital. 

Short-term liquidity analysis reveals that there has been a slight increase in ZZK 
liquidity position. The current ratio increased from 1.0 in 1985 to 1.1 in 1989. This ratio 
is still far below the recommended value of 2. {This means that it has insufficient funds 
to cover short-term liabilities.) The acid ratio -- cash and cash equivalents divided by 
current liabilities -- has remained at zero since 1985. This indicates that ZZK would not 
be able to cover any of its short-term liabilities, effectively converting all short-term 
liabilities into long term debt. 

ZZK imports the majority of its raw materials. Foreign exchange to purchase these 
products comes through the OGL and PTA mecharisms describe in the main report. 
ZZK also hc:is a foreign exchange account that enables it to purchase parts and supplies 
without going through this process. 

ZZK had preferential access to foreign exchange in the past; but this is changing 
as Tanzania has moved towards a more liberal policy. It must now use Open General 
License (OGL) to obtain foreign exchange which requires it to place a deposit in shillings 
of 100 percent of the value of the foreign exchange at the time it obtains the license. 
(Previously, payment could be staggered and was therefore less costly to the company.) 
Furthermore, the OGL is available for a short period of time only or it is lost. Thus, the 
company loses use of cash or must finance the amounts through overdrafts at up to 31 
percent annual interest rates. At the same time, it appears that the company does not 
bear any exchange rate risk and effectively locks in the current rate at the time of 
purchase although delivery may be four to six months later. This can be an advantage 
when the currency i~ devaluing. 

3. Estimates of Valuation 

Book value is Ts. 424 million. This is what the assets less the liabilities are 
nominally worth and indicates the liquidation value of the Company. In ZZK's case, 
liquidation of the company would transfer a gain this amount to the NDC Group balance 
sheet. ' 
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ZZK has not made a profit for several years. In 1989 it registered a loss of Ts. 
44.5 million. This indicated that is a going concern ZZK is worth less than were it to 
liquidate. This indicates ZZK lacks general viability. 
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TABLES: 

SALES/MARKETING 
PRODUCTION 
PURCHASES 
CAPITAL 
HUMAN RESOURCES 
PROFIT AND LOSS 
BALANCE SHEET 

GRAPHS: 

PRODUCT BREAKDOWN 
PLANNED vs. ACTUAL PRODUCTION 
CAPITAL EXPENDITURE 
COST OF SALES/NET SALES 
OPERATING EXPENSE BREAKDOWN 
TOTAL NET ASSETS 
DEBT /EQUITY 
CURRENT ASSETS 
CURRENT LIABILITIES 
NET SALES 



I TABLE I 

I Table Actual Salu Zane Za IC i l i lllO Coq:iany 

I 
(millions of shillings) 

Est'd i:st'd 
1984 1985 1986 1987 1988 1989 

I 
1. R1.619W Hoes 
2. Ufipa Hoes 
3. Rou-d Eye Hoes 

90 0 2 5 12 19 
0 1 2 3 7 10 

0 1 3 5 36 68 

4. Ox Ploughs 25 0 0 1 6 11 

I 5. Planters 
6. Wheel Barrows 

12 0 0 0 0 0 
0 2 15 28 36 45 

7. Others 2 6 11 16 21 26 

I 
8. I,..:iort Sales 
9. 
10. 

168 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 

11. 0 0 0 0 0 0 

I 12. 
13. 

0 0 0 0 0 0 
0 0 0 0 0 0 

14. 0 0 0 0 0 0 

I 15. 
Total 

0 0 0 0 0 0 
296 10 33 57 118 178 

I 
Units/E111>loyee· NA NA NA NA NA NA 
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I TABLE 11 

I Table Actual ProcU:tion Z~ ZA Kil i_, (Mbeya} CCJ11P811Y 

I (Proca,ction in Thousands of Units) 

Est'd Est'd 
Prom,ct Units Description 1c;34 1985 19156 1987 7988 lY89 

I 
L Rungwe Moes •ooo• 0 0 7 14 22 33 54 
2. Ufipa Moes '000' 0 0 15 45 74 42 10 
3. RO\.Wld Eye Moes ·ooo• 0 0 0 12 23 l39 255 
4. Ox Ploughs '000' 0 0 0 0 0 0 0 

I 5. Planters '000' 0 0 0 0 0 0 0 
6. Wheelbrrovs '000' 0 0 4 6 6 5 
7. Pick Axes '000' 0 0 0 9 18 9 0 

I 
8. Gross Slashers •ooo• 0 Q 0 2 5 20 36 
9. Sack Trolley:. '000' 0 0 0 0 1 1 0 
10. Pabgas '000' 0 0 0 1 2 7 13 

I 
11. Shovels •ooo• 0 0 0 0 0 0 0 
12. Mand Axes •ooo• 0 0 0 0 Cl 0 0 
13. Wood Planners •ooo• 0 0 0 0 0 0 0 
14. Garden Rakes •ooo• 0 0 0 0 0 0 0 

I 15. 0 0 0 0 0 0 0 0 
Total 0 23 87 151 262 374 
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Table : Actual Purchases 

Local currency 

1. Raw materials 
2. Spares & accessories 
3. Fuel oil 
4. 
5. 

6. Subtotal 

Foreign currency 

7. Raw materials 
8. Spares & accessories 
9. 
10 
11. 

12. Subtotal 

13. Total 

14. In Dollars 

Notes: 
1. 
2. 

TABLE Ill 

1984 1985 

0 0 
0 0 
0 0 
0 0 
0 0 

----- -----
0 1 

0 0 
0 0 
0 0 
0 0 
0 0 

----- -----
0 0 

0 1 

$0 $0 

Zana Za Kilimo Ltd. I 
(millions of shillings) I Est'd Est'd 

1986 i987 1988 1989 

I 2 5 4 3 
3 7 15 23 
0 0 0 0 I 0 0 0 a 
0 0 0 0 

----- ----- ----- ----- I 6 11 18 25 

I 
15 30 46 62 I 3 5 18 30 
0 0 0 0 
0 0 0 0 I 0 0 0 0 

----- ----- ----- -----
18. 35 64 92 I 
23 46 82 117 

$0 $1 $1 $1 I 
I 
I 
I 
I 
I 
I 
I 
I: 

' 

I: 



I TABLE IV 

I Tlble Actuel Investment z.,,. ICi limo (Mbey1) l i11i ted 

I 
(Millions of TSh ill i ngs) 

CiPit1l Expenditures 1984 1985 1986 1987 1988 1989 

I 
1. Und ' building 0.0 'J.O 0.0 0.0 0.0 1.2 
2. Plant ' Mchirwry 0.0 8.3 0.0 0.0 0.0 0.0 
3. Furniture & fixiures 0.0 c.o 0.0 0.0 0.0 0.0 
4. Motor vehicles 0.0 1.5 0.0 0.0 0.0 45.0 

I 5. Other 0.0 1.4 0.0 0.0 0.0 2.0 
Tot1l Expenditures 0.0 11.2 0.0 0.0 il.O 48.2 

I 
Source of Funds 

1. Equity • NOC 0.0 O.:J 0.0 0.0 0.0 0.0 
2. Equity · Other 0.0 0.0 0.0 0.0 0.0 0.0 
3. loins • lOCll (long Ter.11) 0.0 9.7 0.0 0.0 0.0 0.0 

I 4. loans · local (ST/Overdra 0.0 0.0 0.0 0.0 0.0 0.0 
5. loans • Foreign 0.0 0.0 0.0 0.0 0.0 0.0 
6. Grants o.o 0.0 0.0 0.0 0.0 0.0 

I 
7. Self·Generated 0.0 1.5 0.0 0.0 0.0 0.0 
8. Other, unaccO\.nted For 0.0 0.0 0.0 0.0 0.0 48.2 

Total Sources 0.0 t 1.2 0.0 0.0 0.0 48.2 
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TABLE V 

Table Act1111l Ma~r Zana za Ki limo Limited (Mbeya) 

Ef'l)loyees 
E'std E'std 

PrldJct 1984 1985 1986 1987 1;88 i989 

Senior Managers 0 4 0 r) 0 9 
2 Middle Managers 0 5 0 0 0 13 
3 Supervisors 0 13 0 0 0 13 
4 Cleriul 0 10 0 0 0 21 
5 Skilled Maroal 0 153 0 0 0 150 
6 Unsk il led Manual 0 40 0 0 0 48 

-------- ---- -- .. --- .. -- ----- -- --- -- ---- ........... 
Total 0 225 0 0 0 254 
Ellpetriate 0 0 0 0 0 0 
Total Eq>l.Jyees 0 225 0 0 0 254 
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Table B: Actual Profit and Loss & Trend 
& Loss/Trend 

Profit & Loss 
Net Sales 

Less: Cost of Sales 
Gross Profit 

Less: Operating Expenses 
Adllinistration 
Selling and Distributio 
Foreign Exchange Losses 
Financial Expenses 
Depreciation 

Operating Prof it Closs) 
Add: Other Income 
Less: Other Expense 

Net Profit Before Tax 
Less: Provision for Taxes 

Profit Atter Tax 

Statement of Retained Earnings 
Balance Brought Forward 
Prior Year Adjustment 
Balance Brought forward R 

Add: Net Profit for •he Year 
Protit Available for Appr 

Less: Miscellaneous Appropriati 
Less: Divider.els Declared 

Retained Earnings Carried 

Cost of Goods Sold 
lab-Jr 
Materials 
Other Direct Expenses 
Factory Overhead 

Interest 
Interest as a l of Profit 

1984 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
c 
0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
0 

0 

NA 

In Current Dollars (thousands) 
Net Sales 0 

0 
0 

0 

Cost of Salts 
Operating Expenses 
Profit After Tax 

1985 
11 

10 

l 

9 

0 

0 

0 

9 

0 

(7) 

0 

0 

(7) 

0 

(7) 

0 

0 

0 

( 7) 

(7) 

0 
0 

(7) 

0 

0 

0 

0 
0 

0 

0.0% 

1 

l 

(0) 

TABLE VI 

Zana Za Kiimo C~any Limited 

(Millions of TShil~ings) 

1986 1987 1988 

19 0 0 

36 0 0 
(17) 0 0 

14 0 0 

4 0 0 

2 0 0 
0 0 0 
8 0 0 

0 0 0 
(31) 0 0 

4 0 0 

0 0 0 

C27> 0 0 
0 

(27) 

(7) 

0 

(7) 

(27> 
(3~) 

0 

0 

(35) 

0 

0 

0 

0 

0 

0 

o .or. 

0 

0 

( 1) 

0 

0 

(35) 
0 

'.35) 
0 

(35) 

0 

0 

(35) 

0 

0 

0 

0 

0 

0 

NA 

0 

0 

0 

0 

0 

0 

(35) 
0 

C35l 
0 

(35) 
0 

0 
(35) 

0 

0 

0 

0 
0 

0 

NA 

0 

0 

0 

0 

1~89 

0 

0 

0 

0 

0 

0 

0 

0 

0 
0 

0 

0 

0 

0 

0 

(35) 
0 

(35) 
0 

(35) 

0 

(35) 

0 

0 

0 

0 

0 

0 

NA 

0 

0 

0 

0 

1990 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

(35> 
0 

(35) 
0 

<35) 
0 

0 

(35) 

0 

0 

0 

0 

0 

0 
NA 

0 

0 

0 

0 



TABLE VII I 
hble S.lence Sheet Zen. Za Kili1111 Liaited I Actual 

(Millions of fSlli ll ings> 

I Bal.nee Sheet 1984 1985 1986 1987 1988 1989 1990 
1. Net Fixed Assets 0 162 129 249 0 0 0 
2. Current Assets 0 45 14 94 0 0 0 I 3. Stocks 0 41 39 93 0 0 0 
4. Tr.cle Debtors 0 3 0 0 0 0 0 
5. Debtors and Pre.;- 'y!llents 0 0 15 0 0 0 0 

I 6. Cash and Bank Balat'l:H 0 (40) 1 0 0 0 
7. Cur~ent Liabilities 0 45 11 82 0 0 0 
8. Trade Creditors 0 26 5 27 0 0 0 

I 9. Bank OVerdraf ts 0 19 0 27 0 0 0 
10. Current Maturity of LT 0 0 0 0 0 0 0 
11. Tun Payable 0 0 0 0 0 0 0 .. 
12. Other Current Liabiliti 0 0 6 29 0 0 0 I 13.Net Current Assets/Liabil 0 (0) 3 12 0 0 0 
14.Total Net Assets 0 161 131 261 0 0 0 
15.Financecl by: 

I 16. Share Capital 0 33 15 176 0 0 0 
17. Capital Reserves 0 (0) (0) 51 0 0 0 
18. Profit and Loss Account 0 85 70 0 0 0 0 
19. Long Tera Loans 0 43 47 34 0 0 0 I 20.0ebt ii aa 58 116 0 0 0 
21.Equity 0 118 85 227 0 0 0 

I 
Notes: 

Revaluation of assets 0 0 0 0 0 0 0 

I Nev lnvntments 0 0 0 0 0 0 0 

In Current Dollars 
1. Net Fixed Assets 0 10 2 3 0 0 0 I 2. Current Assets 0 3 0 0 0 0 
7. Current Li~bllities 0 3 0 1 0 0 0 
13.Net Current Assets/Liabil 0 (0) 0 0 0 0 0 I 14.Total Net Asiets 0 10 3 3 0 0 0 
20.Debt 0 0 2 1 0 0 
21.Equity 0 0 2 2 0 0 

I 
I 
I 
I 
:1 
' 
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