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Ia aoat incluatriea the lack of capital is an hindrance against growth 

of the buaineaa. Capital is often felt lacking - not alvqs because it 

ia not there, but 110re so because it is not efficientl7 utilized. 

If the capital is not efficientl7 uti1ised, the profits will decrease, 

119.7 be also tUl'll negatiYe, and ...,- ~auae the comp&D7 to become insolYent 

of the.: ca.pi tal is hence of 

utlloat illportance. 

Coat of capital 

Capital alvqs coat, and it costs for -:-ery dq whether it is used or 

ia idle. I~ Indoneeia the cost of capital ia particularly high be~auee 

of our high rates of interest. Hner think that "in this case" it 

does not coat because it is not borrowed mone7. 

AaJ co11pan7 will haYe loans or financing from external reao111"••• of 

... kind or another. The capital can normall7 be considered to be as 

costl7 as the highest rate-'interest the company is paying - because it 
~ 

one could aaYe on the capital one would normall7 have the possibilit7 

of gettiag ri4 of the aoat expenai•e of the looa - the loan with the 

highest rate of interest or the toughest conditions. 

If the co•pan7 ia in the •Zi9•Ptional aituation that it doea not borrow, 

the moae7,if not inYeet8' coul4 ha•• been lent out or depoaited in a 

bank to gain intereat aa an alternati••· BoweYer, if not used for the 

iateaclecl purpose one has the poeaibilit7 of eagaging the capital in 

alteraati•• increase of the buaineaa, gaining interests higher than the 

bank 4epoait interests and higher than the borrwing interests. It is 

therefore aoraal.17 fair to calculate inYeataent interests at a f airl7 

high rate of inter•at., uking : Vhat would ve clo with the capital if not 

tor thia fll!'PO•• ancl what interests voulcl that ha•• gained 1 

( 

i 
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capital for Fixed IaYeataenta. 

Do not inYeat in a project j11st beeaue it is profitable, without 

fia4iag out wbithe~ •barking all pother project or impleaentiug the 

project in a d.ifferent vq vou1d be aore profitable I Both the capital 

and also 70ur OWJa inYolTeaent capacit1 is limited, so 7011 haYe to llake a 

choice, 7011 cu aot iRYOlY• in eYe~hing that is profitable I 

~ 
Whether or not bg the nev .. chine 

' Oil• aq thi:11k that tla• aone7 ia aYailable, ud that one alvqa rill get 

so•• profita'bl.a joba on the .. chine,aacl alao that it i• ai•ed at 

attraotia.g outomer. oarr.yiag also other joba along with; ao vh7 not 1 

A coapaJl1' boagllt,for aYailable aeaae,a aachille at Vi I ,00.000 &11d 

u:pectecl to operate it at least 200 hova/7ear at \ll I 100 per hour 

which voalcl giYe aa add.itional iuoae of I 20,000 p.a. 

B•t what the coapaa7 did not calculate va.s the following fixed :oats 

that followed th• aaohine (coats that would reaaia whether the 11achiae 

ie 1189' or not) i 

- Iatereate, ae of the aoat expeaaiYe capital, 

I 300.000 x 30 " • I 90.000 p.a 
- Interests oa nece••&rJ acltlitional inyestaent 

ill lifting eqPipaent, installation, etc 

I 40.000 x 30 • • I 12.000 p.a 
- llent for oocapiH apace in the vorkahop 

200 a2 x 20 I 

- Depreciatioa of equipaent 

I ,i.o.ooo x 5 • 

~otal 1•arl7 fixed coat• whether operating 

the machine or llot 

• I 4.000 p.a 

• I 17.000 p.a 

• 1123.000 p.a .................. 
Bence Olle can co119ider that the •achine auat operate at I 123.000 

100 
:! \'C}...'1ic no""~ ~·O... ~<- ~'hoe·t;"fQ. ~o ~-1"C1.. 

\ ' I t>.Y'l7 f ro~•t. 

' 
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The queation w-1 coal.d oae haTe uaed. th• aTail.able capital. differeatl.7 

to giY• better reaulta ? And the question rellaiaa: Bov caa one ael.l 

thia 1187 workiag llo11ra p.a ? Th••• questions are of course aore rel.eYaat 

before thaa after bV 7 i.ag the machine. 

lel.eotioa of Teoluaolop. 

The queatioa ia aot whether to inTeat in capital intensiTe or l.abour 

iateaaiYe techaolo~, but to fiad out 11aich techaololJ' is most 

profitaltle. !he more ue of capital. the leas inYolveaent of labour. 
~ 

A coapariaoa •aai.17 b• doae like this: 
>-

Yearl.7 costs for 3 different 
techaolosr:ies (mill 111). 

_; ~ 

ilternatiY• A ilternatiYe B ilteraative 
Higla tech- In between c, Low Tech· 
uolo'"' DOJ.O.r? . 

Variable coata: 

- Coat of operations with connected 

OYerh•acl•• 2 5 20 

- Cost of electricit7 2 1 0.5 

- Coat of llaiatenance and conauaeablea 2 1.5 1 

Total Yariable coat 6 7.5 21.5 

!'incl Coata: 

- Depreciatioa 15 5 2 

- Iatereat of laYeataent '° 10 4 

• Rent for OCC1lpied ISP~•, etc. 1 2 5 

!otal f ix9' coat 46 17 11 

Total. 7•arl7 coat ,2 2,.., ,2.5 



I 
Ia th• priciple the aelection technolo17 1evel can be visualised aa 

followa: 

I 
'"' c. Q..r: ~ ~' ,.., <:-. 

OVTIM.~M 
1 \-~V'~'- o? 

'TEc..\\ tJOLt> ('!7\'I 

The optia1111 level of techuolog can be underateo4 aa where the total 

7earl7 coats are the lowest. Because our labour coat• are lov, the 

ecoaoaical level of technolo17 will alwaJa reaaia aore labour intensive 

than in more developtHI cowitriea. 
It is in the exaaple obvious that the (A) alternative ia not fit. 

But what i• aore econoaical of (B) and (C) depends on to which extent 

the plant vill be utilized, aeea aa followa: 

~~L--~=:::=:'-+-.e::.:::::::::~~~ 
\\ f"'\ • 
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Vh•ll tll• work load is uncertain, it ie safer to use alternatives 

vith lover capital costs. 

Coapare th• eoollO!J of the different products or departaenta. 

'.fhe induat17 has regularl7 a tendenc7 to aanufacture too !!DJ 
diff ereat procl•cta. '!laat aeana that oil• vill not get till• to develop 

eA7 of th .. into fuctional coapetitiT• executione, and one vill lack 

'behind i• th• competitiou. ilao the aerial si.z8" will 'be too SIRall- and 

tll• productiou l•- ecoaoai.cal. 
Th• reaaoa for thi• aort of apreaclia.g of tile efforts ia in aoat cases 

th• lack of proper aark•ting. Concentrating on fever 'better c1 .. elopecl 

procl11cta alao iaproT•• the poaai'bilitiea of getting a reasonable share 

of the aarket. 
When checking the contribution to the profit fro• the different pro-

clucta, i• it q11it• normal to find that one or 2 product• cater for the 

aajor inco••• 
It ahoal.cl therefore in aoat caa•• 'be eaa1 to concentrate all aajor 

attention to th••• producta,ancl ~ be to abandon aoae of the others. 

But to do thia
1
it ia quite iaportant to kaov how the econoa7 is 

distributed. KY•• if not operating an7 !ull7 pledge aanageaent 

accountiag a7stea, i• it alv.,-a poaaible to find the approsiaate 

figur•• to fill into a table lik• this, expreaaecl in aillioa Ru.pi.ah 

per 7ear: 
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Yearl7 net Alee, deducted comdeaions and sales e:z:penae• 

Net . 

Saterial costs 

Labour costs 

Bl.eetr1cit7 cost 

poas~.ble other variable costs 

~otal ·'781'iable costs (B + C + D + E) 

yeerl7 contribution towards covering of fixed costs 
(J. - P) 

The figures of this simple chart will often be 
satisfactory as a ma~or background for increased 
specialization 

Further consi.deration.s to ease the selection 
can. be dODeJ e.g the following : 

Market share tor the product (% Of the total 
local. market) 

Bincling of working capital Rp. 

llanagement attention requirement \~ of tiae 
dnoted to the production of ta particul.ar 
product) 

Contribution/Binding worJd..aa capital-ratio i 
ContributioD/llanagement-ratio ~ 

Posribl• illcre... 1n production ancl Ml•• if 
abancloni.ng the less interesting product alter-
native, 1.ncreui.Dg othens, consideri.ng the 
•ount ot work:i..Dg capital, manag ... nt ti.lie 
and production capaoit1 that than w.Ul be freed. 

Jet 1earl7 contribution po•sible when concen-
trati.ng the production to the moat prospective 
product• Rp 

Cllo 

I .. ... .. • 0 1- -!~ 
0 :s .g Ila octc t<' 2 2 2 

Pt Pt Pt Pt 

I 

I 

J. B c D 
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Should we take the order at a too low price ? 

Normally the answer to this simple question is no I The appearance 

of the question may a1so indicate that too poor marketing activities 

are done. If however there is a genuine question whether one shou1d 

accept an order on top of the normal sa1es programme at a lower price, 

than calcu1ate the order contribution to see if it wi11 bri.Dg at least 

a reasonable contribution towards covering of the(not mentioned)fixed 

expenses. However, do not accept such a price for a standard product, 

it may ~oo easily be repeated-and can crea'te a disaster ! 

WORXDG CAPITAL UTilIZlTIOH 

The working capital are normally tied up in the following matters 

- Raw material stock 

- Prepaid raw 111ater1al orders 

- Work in progress 

- Product 3tock 

- Debtors 

- Bad debts 

- Scrap and irregular proiiucts and raw materials 

- Equi.pment out of use 

- Pixed Investments 

- Less cl'ftditors 

It the production volume is dependent on the available working capital, 

the capital must be brought to revolve as many times as possible per-year. 

The wro11,;. disposition of working capital is normally a serious hinderance 

against increase 1n sales. Bindi.Dg of the capital to win&cessary purposes 

and WUlecessarily slow rotation of the capital is a regular and serious 

limitation ot business Tolume. 
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Inadequate binding of working capital: 

.&.re your regularly checking the following ? 

List al.l the inadequate capital binding, find out it& Talues and 

hov you can sell or use it. Than make sure it is donel Inadequate 

capital. binding in~ludes: 

- Rav materials and components not required any longer, and wrongly 

purchased material.• or components 

- Faulty or damaged raw materials 

- Uncompleted products, unaecsessful prototypes, faulty products, 

off-standard products, acandoned customer-orders. 

- Unidentified objects, containers with unknown content 

- Scrap and wastes. Machinery out or regular use, obsolete 

equipment 

- Bad debts and payment disputes. No longer required deposits. 

Having got rid of inadequate capital binding, something that require 

frequent checking, try to economize the capital use. Economical serial 

quantities in purchase and production are important, and so are 

syncronisation of production and sal~s, limitation of product building time, 

selection of suitable payment conditions for purchase and sales, as vell 

as the prevention of customers over-sitting payment dates. 

Purchase Order size and minimWD stock 

The raw material storage can for continously used raw materials be visualize4 as 
follows: 

.... 
I ' 

f1~0A.\M\/""' 
"t> e. \.\ v i. r..:1 
t,.C\..~""f. I 

·-· 

T\ HE 

t'\\N\ MV M 
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The Minimum quantity should be just big enough to secure against be

coming out of stock in the event of possible late arrival. That means 

that the more reliable supply, the lover minimum &tock may be kept. 

If suppliea were 100 % reliable no minimum stock vould be required. 

The order time must be vell in advance to allov sufficient delivery 

time. The order quantity should be balanced between order costs and 

storage costs. Orde1· costs include costs for confirming of quotation, 

requesting for supply, follow up, transport component, receival, and 

accounting. The storage costs includes primarily interests, inaurance 

au space cost. 

Optimum order quantity in number of units (if nov quantity price 

reduction exist) can be calculated as: 

z 200Be!' 
a. l 

If order coat F, e.g is I 25,and storage cost 1 is 40 °,t p.a ,than the 

optimum order quantity Zin no.of units per order would be: 

·,., 
Unit cost a Yearly requirement no of 

J/unit units. B " 

100 1000 10.000 100.000 

1 100 
I 

3.50 1.000 3 • .500 

10 35 100 350 1.000 ' I 

100 10 35 100 3.50 
! 

I 

I I I I 

If quantity discounts will be given or special opportunity offer 

exists, this picture may be cirastically charged. 



,, 

~ 

L 

f 

- 10 -

Production serial Sise selection. 

In a continuous production with short production time, the optimum 

serial size can be calculated similarly. The serial start cost F than 

vill include: Preparation for production, machinery adjustments (in

cluding losses due to production stop) and extra start up material 

consumption. 

In machine building one also can use a different system seen as follows: 

l\'\c.. p 0-.1 """" ~ ~"" 
0.: 
Ql 

Jd' 
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"' --o tz 
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The cost can be calculated approximately- as f'ollows as an example : 

I:nterest per Pr.:>duction Interest + production 
Unit, t ste.rt cost sta...-t cost per unit 

per unit 

1 Unit : Interest for $1.000 
at .30~ in 4 months 100 $ 400 500 

2 Units t Interest for 
150 • 200 350 11.000 at 30; in 6 months 

I 
3 Unit& : Interest for t1.0001 

at 30~ in 8 months : 200 $ 133 333 

4 Units : Interest for $1.000 
250 • 100 350 at 30% in 1 O months 

5 Units s Interest for $1.000 
300 $ 80 380 at 30~ in 12 months 

In this example ) units bui.lt in a aerie would be the most eco.nomical. 

With different interest rate and production start costs the result would 
be different. 

SmchroAize Sales and Production with each other 

Pirst of all start to manufacture what there is a demand for~ease listen 

to the salesman~ When the production of a product is established, than do 

not any longer make what is requested, but rather put pressure on selling 

what is on the production programme I Concentrate on as few products as 

possible for filling the production capacity. Do not an7 longer listen 

so much to the salesman about the big demand tor everything else
7
but 

concentrate on selling what you a.re al.ready manufacturing r 
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Do a good timing of start and completion the manufacturing series, so 

that as many uni.ts as possible can be supplied as soon as they are ready. 

That means r Consider the market throughly to determine when to start. 

Have you first started, than concentrate the sal.es efforts so that as many 

units as possible can be sold without too much delay. Make up a sales 

plan according to the production progr8111De, end the binding of working 

capital can be greatly reduced. 

Ratio.aal.ize Product Building Time 

A long building time for th~ products binds capital and space unnecessarily. 

The total production programme can be greatly increased if the building 

time can be reduced. It will often pay to draw a time plan for the product 

billlding, finding out how the different activities are linked together, 

and trying to reduced the total time as much as possible. Use a ~annt 

plan or a f ert network plan. 

Optimalize Pa.yment Conditions for Purchase and Sal.es 

Do not oversit the agreed payment times for your purchases. That damages 

the confidence and you will only be refered to more stiff pa1J11ent terms 

in the future. But at the time of purchase negetiate so much delayed 

pa1J11ent as possible. You pay eEpensive interests for your working capital, 

so why not release a small portion of 70ur interest gai!l to the suppliers 

in the form of a slightly increased price, omitting of cashs discount or 

what ever. But however, do not accept this without checking that what 

you pay extra to him is more than compensated in interest reduction for 

7our bank loan. 

The same is the case for your sales. Give e:z:tra discounts for timely 

payment. It is much better to give early payment discounts on a slightly 

higher price than tc charge extra interests for over due pay:ient. At the 
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saoe time, when finalizing the contract, agree on very clean regulations 

v:i.th you custo~er :ror the calculation of overdue interests. Do not wait 

with that-you will than be implementing annop:ing punishment regulations 

which cay cause you to loose a good customer ! Again make sure that 

the allowances are clearly within the frame of the interests you pay. 

llaintain PaY!D!nt Limits 

It is quite normal to wait with reminding the customers about payment 

until i;he matter is very much overdue. That not only affects your working 

capital seriously, it also shows the customer that you are not tco 

particular about the conditions and tnat it is possible for him deliberately 

to delay the payments to you. 

Therefore stick strictly to the conditions and make him to understand 

that you will do so. However, always keep a very friendly contact with 

him and make sure that you ll.lways notify him in due time before takinb 

ru:iy action. 

Follow the regulations above ru:id you will find out that the workin8 

capital you already have can stretch to a very much bigger production 

with less problems' 

Jal:arta, 29 

~nig, 
Induotri.al. Engineer UliIDO. 
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