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INVESTMENT OPPORTUNLTIES IN MR-2

How to Find and Evaluate Them

AGENDA

Sunday, June 27, 197):

Depart Saigon by Air America - Flight 521 - for Nhatrang.

Personnel: G. Edward Thompson
Frank A. Flower
Richard L. Kranker
Walter E. Plerce
Nguyen Dang Khoi

Accommodations and tramsportation to be provided by
DEP/CORDS /Nhatrang ~ MR-2.

19712

Welcome and introduction by DEP/CORDS.

5. Edward Thompson: Opening statements:

The USAID Industry Division description, #nd general
explanatlon of agzncies for promotion of industries.

Mr. Nguyen Dang Khol: The IDC (IDE) and MDE. their

mission and operation.

Frank A. Flower: Assesswent of Industrial Possibilities
in MR-2,

Coffee breal.
Film "Wietnam on *he Road of Indugerialization™,

Richard L. Xranker: The Commercial lmport Program.

Walter £ Piern»: The AID Forestry Frogram.

Frank & Flowe.: Case Study, pro;-ct vriting "Analyzing

An Investment rroject'™.

1300
Honday. June 2§,
6800 - (510
D810 - (830

N
0850 - 913
0915 - 1000

000 - 103
1015 - 1115
1135 - 1215
1230 - 1430 Lanch
1430 - 7530
Lol B30

530 - Lid3

Coffee breax



Investwent Opportunties -2 -
in MR-2

1645 - 15920 Frank A. Flower: (ase Study, project writing "Analyzing
An Investment Project™.

Tuesday, June 29, 1971:

0200 - 1000 Frank A. Flower: Review and analysis of class case study.
1000 - 1015 Coffee break. |
1015 - 1215 Frank A. Flower: Review and discussion of Case Study-
12153 -~ 1230 Closing Statemects: DEP/CORDS and G, Edwasd Thompson

1230 - 1400 Lunch.

1400 - 1500 Staff avsilable for consultation.
1500 End of Seminar.

1600 Depart Nhatrang for Saigon.

1730 Arrwe Suigon.

Handouts.

CICCC Flow Chart.

Application for Equipment Procurement.
0SB Notice.

MOE Communique of July 18, 1970.
USAID Orcder 11.15 of &,/27/70

tconomic Indicator of Vietrnam.

List of lndustrial Priorities.

IDB Technical Assistance.

DB List of .urremt Prices and Fees.
Doing Business in Vietnam.

Potential and Development ¢f Forestry Resources in MR-2.
Case Studies.

IND: FAFlower ‘pnh /6 /17 /71
2¢ - FLIIE

CHRON
L0 RFE



MR~2: ASSESSMENT OF INDUSTE1AL POSSIBILITILS

e L 1103
MR-2 is wll off in terms of natural resources. MR-2 timber stands
include not only hardwoods but romercially important pine stands as
well., MR-2 has a truly remarksb’e range of land elevation and climate
so that tropical crops may be ra .sad along the coast; subtropical to
wid-latitude species in the higiands. This diversity has been tested
and prov d at commercial scalx: =.2-, in the Ninh Hoa, Ban Me Thnot,
and Dalat areas with crops ranginz from bananas to coffee and strawberries.
Then. of course, there is glass sand, or bettur, at Cam Ranh Bay
zlong with the makings for the finest harbor in Vietnam; excellent saltern
sites along the coast; widely distri uted deposita of limestone and clay
good encuzh for a variety of buiiding materials; may be the best bortom
i1ishing fa S5.E. Asia or erabs and lohsters and certainly the largest
marine fish catch in Vietoam wita rearly 170,000 MT landed in CY 1970.

Cattle Raizing

One must ncw add to this tu- potential of the Central Highlands in
cattle raising. Preliminary indications are that MR-27s Cemtral Highlands
coeld ropk with the werld’s brst cattle producing areas. Ten native
cattle feed grasses grow in sbundance and this feed i{s of exceliamt
guality: The ovarall temperatur: and rainfall is - ideal for high
profit cattle raising. The ewstimated productivity potentizl cf grains,

feeds and cattle is estimated to msateh that of {owa.
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Experts performing the survey consider this semi-tropic area one
of the world’s best for cattle raising. The terrains and land holdings
are conducive to large scale modern farming.

Animal Feeda

Cattle raising cbviously leads to the gubject of animal feeds.
Feeds are also reguired for chickens, ducks, and swine which are being
raised in quantit - * .. There appears to be reason to emphasize
the immediate desirability of extensive cultivation of sorghum, peanuts;
and so ', Contract farming on sorghum has started in a small way
and fhe farmers are reali ing & greater return on sorghum than on any
other ¢x p type. The recently imposed imported corn tax has been a

factor in this important development .

Recent experimental teste or the use of erushed limestone oo pean ts,

soyabeans snd sorghum by USALD/ADFA and the GVNMLRAFD have oroduced
axcallent results. An in-depth study indicates agricultural limestone
preduction would be a profitable venture requiring modest carital. The
nilitary may have unnsed or -  plus rock crushing facilities that could
be used for this purpose. Rock crushing is an fndustry requiring modest
technical skil.s.

In MR-2 limestone deposits exlet at Nha-Trang, Fhan-Rang, Ninh-Hoa,
Phw-Ben. Pleikm and 36 miles west of Ban-Me-Thuot. Some of these
decosi.: wre located clese by aighwsy, water and rail facilities. These
facters are impertant because *raasportetion within I'-!R-z but may be
inportarty <or shipment of agrical:iral iimestone to MR-2 where no known

tirestore cdeposits exist.



Bdible and Industrial Oils

The edible and industrial oil component of animal feeds, i.e. oil.
derived from the cake cr hran used for feeds, may be almost a3 important
in economic impact, az the feeds slone. Tied into the problem of human
food, anima) feed and feed mills and, even less cbviously, into leather
tanning, paper and textile processing, glue, metal vorking, paint and ink
ssnufacturing, pesticide and medicimal solvents and other industrisl uses,
the produzticn of these 0ils is almost totally neglected except for the
use of cocomut oil in local socap amnufmcturing, very limited use of peangut
(groundaut) o1l for cooking end peanut oll ceke, and raw rize bran for
anim] feeds.

Cooking 01l 15 a food staple in Southeast A3lan countries. Sesams,
soya and lard were the earlier staples, peanut oil is & later arrivel.

Peatut oil is pressed by the crudest lmaginable methods in Vietnam
and‘grwhg areas have suffered ezpeclally from VC activities. Ilard
suppliaz are increasing with USAID's swine development program, but it is
8t111 in very short supply at exorbitamt prices. Cocomut oil (from the
dried copra) apparently goes almost entirely inte loesl zcap production
or 1& exported as copra. NReithes soys nor zeamme olls are found in any
commercial quantities in lozal merkets.

Rice hran is the ouly frequently listed oll bearing praduct used in
animal feeds ard there {s no cwrently operating rice bran oill extractor
on record. A plant in Cholon heér never been in commercisl production.

4 peamut ofl evtra:tion plant, xlso ip {hcion and equipprd in 1367 with

U.8. moufactured aachinery, is !noperative claiming lack of raw materials.



In the face of food and feed shortages and in view of the immediate
utility of both soys and peanut oil fer busan consumption and the waste
cikes for animal feed, it does seem that investment opportumities would exist
in these areas.

Rice bran merits a special investigation. Already used as it comes
fron the uill as hog, chizken and duck feed, Juantities will increase
linearly with the new rice, which neang it will aoon be an excess by
product. The only known profitable method of extractiag oil from rice
bra: 12 by petroieun solvents in a sealsd and less than simple aystem of
carefully designed proce;a piping. The rewards; however, if the extractor
is properly deaigned, bullt, and operated, and the bran is nct 20 0ld as
¢ be rancld, are a stadbls, high grade premium sajiad and cooking oil. The
process will also yield an equailly atable bran cake that bhas been considered
the e?ui\'llent. of whe Dest feed corn for cattle; fimally, the extracting
of fiah ofils, bigh ir vitamins eves 7from waste fish, is another entirely
zeplected poasibility.

Brick, Cemeat Flock, Aggregates and Cther Bullding Materials

Mii-2 has ample clay deposits vo produce high quality brick, tile and
aggregertes for many types of building comstruction. A survey conducted
deveral yenrs ag indicated & grecs need for lncreased capacity and improved
quality of Jire rement block and Tirebrick.

One phase of construction woi<hy of consideretiom ts mechanization
of cement block maiing cu machines novw avaiiable via CIP impcat at a

variety of pricesd snd capacities to fit i1he buyer’:s pocketbook.



Bandoraft

Handcrafts could be of great importance to MR-2 if the industry were
organized and properly directed. There is great demand for good quality
andcraft items of all kinds, especially those with a Momtagnard background.

Woodem Pishing Boats

As has been pointed out, MR-2 accounts for the largest catch of marine
fish in Vietnmm. Recent developmentis favor the construction of larger
inproved design wooden fishing boatz. These are:

l. The CIP program now makes it possible to purchase machinery and
gear..

2. The USAID/IND steel boat plass are now Leing adepted by the Fisheries
Directorate for wooden boat construction. These adapted plans will be
made avallable to wooden boat builders in Vietnam. ,

?“ CARIC shipyard has agreed to cost wooden fishing bowts of various
sizes in accordanze with USAID/IND bost plans and state they can construct
woodsn hoats without interference with now on-going steel boats both as to
yard facilitiesa snd labor supply.

h. Agricultural Development Baak cf Vieinam {ADBV) has an interest
in modernization of wooden boat building and will consider financing power
tools and construction of larger wooden boats.

5. Investors now are conzidearing woolden bosis up to 110 ft. fully
equipped with refrigerated holds, salt weater ice making machines, flash
Ireczera for ahrimp travlers, fiab finders and on board peckaged fish aeal
grinding unita.

6. Portunately, the cost of power tocls i3 moderate ami wooden fish

bhoat dbuilding is not Saigon comcentrated.



7. The pecessary lador skille ary available in sany fishing ports.
Reports from reliable sources indicate excellent fiszh catch potential in
the South China Sea. Tt is importent therefore that Vietnsm muster a modern
fishing fleet in these waters. Reports indicate increased fishing competition
in Vietnamese waters by boato from Thailand and Cambodia.
Present situation
1. Because of steadily increased lumber production, ths availabillity
apnd cost of lumber has made wooden boat building competitive vith other materials.
2. The recent price increases in cement and redar have taken some
of the competitive edge from ferre cement boata.
3. Vietnaxese fishermen have been convinced of the merits of larger
boats, moderu equipment, wechanization, new fishing techniques, and deep
sea Tishing.
iscellanecus Opportunities

Other posaible private sector investmeut projects bavimg a base in
MR-2's oatural resources are:
Slaughterhouses~svine, chickens, duck & beef
Match factory
Motorbike and scooter assembly
Mszh meal plants
Batton making (mother of pearl)
Alusinum zorap conversiuve {pots & pans!
Attached iz & list of studies prepared by IDC whick includes these
projecta and othera cf posaible inierest #o MR-? entrepreneurs.
PROBLEMS AND: PARTITAL SOLUTIONE

In viev of MR12's conziderable agriculrural and irdustrial potentials

the question of wvha:t bas retarded or preverted their developmont immediately
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comes up. Sou# angwers are all too cbvious - (1) security. especially
economic stebilization problem, shortage of capital, cnrealistic exchange rates.

Fish Port Deve lopment

The need for better fish landing and handlin: facilities at all VN
fishiag ports i1s all too bvious. INI''s nlan to mount a survey of some
ten port areas (to indicate cost/benefit ratios for possible future
port improvement projects) will get under way in the next few months.
Five MR-2 ports are now included in the study of the Initial survey:

Qui-Nhon

Nint-Hoa Nha-Trang

Cam-Ranh

Fhan-Rang /Phan-Ri-Cua

Phar.-Thiet |
Edible Oils and Feeds

It should be possible to set up a pilot operation feeding steers
on local grasses and then moving them into special feed lots before
slaughterin:. Based on preliminary indications of the feasibility of
cattle raising, it would appear that feed lot operations might be
profitzble. Information is already available from IND regarding a
variety of oil seed presses and extractors, on board and on shore fish
meal processing equipment and markets for edible or industrial oils. A
USAID funded report on. limestone processing for fertilizer and road
building is available from USAID/IND.

Wooden Fishing Boats

Initiative should be taken in the wooden fishing bost cons ruction

project as follows:
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1. Suggest to ishing ventures attem ting to purchase boats that
they might consider wooden boats. |
2. Promote the idea with several of the larger boat building

yards who have expressed interest ia constructing wooden fishing boats.
3. The larger yards can build gtandard size and style boats in
volume more economically by the use of templatea. Promote this method
of construction which will materially reduce costs.
4. Xeep Iln touch with the architectural section of the Direet. rate
of Fisheries which is enthusfasti~ as to the merita of this project.
| §. By means of the Flsheries Provincial Service Chiets, disseminate
to boat builders throughout Vietnam the progress made in the Saigon pilot
operations.
6. Work with GVN and the JSAID’IND Forestry expert to determine
ae ava:lab ility of the best boat bullding lumber at the lowest prices.
Salterns
As early as November 1965, IND had recommended to MR-2 CORDS, ateps
t t might be taken to impravi: the qualit; and roductivity of the Ninh
Hoa (upper peninsula) salterns. [Ibese were simple, inexpensive improve-
ments to be izplemented followinz a survey by a still available incountry
team oi experts to be recru-ted from the GVN Bureau of Mines, the Long
Khanh Rubber Lsb, VIS, i IDC.
Since then two comprehbensiv.: reports have been written and distributed

thirough IS0 or 75D on the larger dimensions of completely mdernized salt
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production systems, one by the Japanese for the Cana salterns betwecn
Phan-Rang and Nha-Trang and the other, USAID funded., st Ba-Ria near
Vung-Tau. Still another study by an ROC team published in 1965 is also
available. .  reports are available at IND. Either report could
be applied in some substantial part to several other salteru aites

on the VN coast.



Seminar, ¥R-2, June, 1971- ¢

ANALYZIRG AN INVESTMENT FPROJECT

. A. PURPOSE

Provide J.B. field personne] with an insight of how and what to look
for in an industrial project proposal, how to bring it t9 life, bow to
judge its \wh!, weaknesges, sad practical feasibility:
B. SCOPE

The discuaai?n will be centered primarily upon industrial projerta to
be submitted to USATD/CICCT (Commercial Dmport Capital Commodity co-ni:e'e)
applying for equipment import valued at US$100,000 and over.

During the discussion, the urierlying principles ¥ill be broadly
presented a7 as to enhance their &;plicabllity to all brenches and sizea

of manufscturing and non-senufacturing ladustries.

C. BENERAL
1. Pre-investment surveys: -

Befare an investment 1 wade in & plent & feasibility amalysis
should be corducted, This requires some siilled ecoomic and engineering
expe'rience, but mcatly good business judgrent ard common sense. The
foilowing 11lluatreies the range of queetion= to which anavers must be
obtained, whether the project is srall or large.

Hlnt 1s the extent of the present demand for the product? How
is ~he meiket now being satisfied!

Will the market absorb tne producticn of the new plant?
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Wili the estimated saler price and quality of the product make
it competitive?

¥What is the merketing and distribution plan, and t> vhom will
the product be gold?

What 1a the niture of the plan to finance the plant? Complete
details required.

ms a realiztic time schedule for comstruction, delivery of
equipment, obtaining of materials and supplies, training of persomnel, and
the start-up of the plant been developed! A time chart should illustrete
thia.

Have trrangements been nadz to obtaln needed materials and supplies?

Are trained persornel avalleble?

Do adequate transportation, storage, power, commmnications, fuel,
vater, and other facllivies exist?

Has a sound plan for equipment; design, comstructim, and opera-
tions been developed?
\ ‘ave proper manageacnt comtrols for design, production, quality-
control, a:d other factors been developed?

Will the industry fit ioto the development plans for the area?

Fally documented informntion to these snd other additiooal
technical questions should be available to the investor before he proceedz
wih implecentatlon of an industrial project.

The first essentis] part of this paper will cope with this basic
problen of "how to atert a btualners” wizh speclial interest 1a “pre-invest-

ment feasibility study”.



2. Project writing:

Conditions in different areas ury-ndwmectthtoptiu'
plant size, the type of plant and equipment, the kinda of materials used,
utilization of power, organization of transport, etc. Local costs may also
vary for rav materials, ladbor, plant snd equipmesnt. Thos, the very first
step of bow to start a business is to put the project om paper in an orderly
manner. Often, sevaral successive drafts of & project may bave to de
undertaken by the iavestor, for his owa sake, t0 ensure proper assesmments
of actual situations and to help make proper investment decisions.

Purther, without & written project, it is prectically impossible
for an investor to obtain outside assistance, whether it be fimancial,
technical, legal, or administrative. He would waste his own and other
periona’ tin: and effortz by just presemting bis project vertally.

" Generally speaking, an isdustrial project includes the following
1iems to be developed ip as much dxtail as pouib:_l.e: ) ‘

8. General information about the fature company sctup and the
investor and his qualifications.

b. Market analysis.

¢. Product and production pleaning.

d. FMancig] and economic study.

¢. Time framne for project implementation.

The second part of this paper will deal with the matter of how
to £111 out the currently used format "Application For Equipment Import
under USATD/CIP" which by itsel? i3 a condensed industrial project proposal.



3. Project analyais:
The project once comprebensively written is normally submitted
t0 a credit institution for a loan, to the local administration for the

operating permit, to GVN for investment privileges, to USBAID for equipment
import, and to other persons or agencies for various ressons. In most
instances, solicited people will look very clossly imto the information,
data, statements, and estimates contained in the project, sad decide
whetbar or not they will support the venture or grant the faror requested.
The third part of this paper will show how GSAID specialists
noraally analyse an industrial project proposal and cause it to be approved
or disspproved.
During the course of dipcussion, the whole procedure for applica-
tion for efuipment import under USAID/CIP will alzo be presented.
D, ‘PRE-INVEPTMENT SURVEYS

1. Identifying an Investmeni Jpportunity:

To be sure, starting a business, you need to have money. But,
for all practical purposes, money should not bde the foremost important
factor in investigating an investaent opportunity. Before dsciding how
much money will be required for a certain type of busineas aad who will be the
stock holders, or partners, an investor should worry about something else.
To begin with he needs to bave a “good ldea”.
the "good idea” mmy be a new or betier product, a aew or
unexploited source of raw oaterials, an undeveloped invemtion, or new
needs due to techrical and ecororic progreas, or providing a service, etc.

de all know that no ampunt of movsy will start a tusiness anl keep it golag
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if this particular business does not satisfy some need or demnd. Peyond
the ability to secure sufficient capital, the most fundamental requisite
is the statement of the ressom why the founders of the business think the
venture could succeed.

A. KNew and Better Products: A product not manufmctured and

aarketed anyvhere else is sometime called a novelty. The capability of
releasing such product can be the basis for the business. However, the
basis for a new venture need not be a new product. A better, improved
product may also justify the stard of a new business. It iz often difficult
to distinguish between novelty and improvement or & cambimation of both in
& product which is new, at least, to the market. This is un:mportant for,
if the product or service meels certain requirements and if ihere is a
potential merket, there is a basis for the business.

b. Hew or Unexploited Sources of Bawv Materials: If a new

source of mterials that supplisz a mapufacturer at a lower coat becomes
aveilable, & buriness can de developed about this circumstance. If the
new source of rav materials 1s 30 much cheaper than existing supplies
that new domestic or foreign markets can be cpened, this will favor a
aexv venture. If the new scurces supply waterials that make an improved
prcduet potsidle, this will comiribuce to new or better products.
Scoetimesd & new source of materisls is essential because prerious sources
of supply have been exhausted. Development of unexploited sources at
howe, thus relieving dependence upon importe, is another important factor

Justifying the purault of & produn:;ive activivy.
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¢. Inefficiency of Existing Operations: 8Study of the

operations of existing businesses often leads tc the conviection on the

part of an entrepreneur that the business could be so operated &s to

expand the market, reduce operating costs, and thus show a greater

annual profit. Often the entry of a new businesa makes the clder

busineases study their operations and determine on long-overdue improvements.

d. Nev needs due 10 technological and ecomomic progress:

With the progress of modern {echnology and/or an increasing

standard of living, a wide runge o products can now be marketed which a
few years back would have been awnilable only to the wealthy. Technological
and economic progress often calls far nuserous investment opportunities.

e. Peculiar Personal Experience of Promoters: The individual

or callective experience of a group sometimes furnishes the principal
notiv\ntim for a business venture. Many former government employees who
have served in various tax units or other apecialized functions enter
into businezses auch as importing and exporting, tax comsulting, or other
sperialized techanicml services. Similarly, a former employee of a hat
manufacturer say open his own shop to repair, clean, and block hats.

r. Caution to General Optimism: UWo ope would ever start a

buainess 1f he were not optimistic about the sucess of the venture,
Yeatires that bave 6o other justification but optimism aseldos: succeed;
instesad, they contribute to the large number cf busineas fallures.
Unjustified optimism as the principal reaszoa for a venture makes & poor
substitute for a well develnped idze and & proper investigation of

possitle markets for the product »r servive.



2. Market Analysis:

Many an inventor or promoter "falls in love"” with his product
or service. If the public does not share his enthusiaswn, there may be
ao market. Consumers must buy the product because of a readily apparent
need or must be induced to want the product through advertising and sales
promotion. Product analyais or tbhe rtudy of the marketability of a product
ghould be the first important consideration when undertaking market
anslysis.

In mddition to gaining 2 .lear comprehenaion ¢f the advantages
and limitations of the proposed product or gervice, the market (mature,
size, geographic distridbution, etc.) must be determined. Too often the
public fails to share the promoter s snthuaissa for his produ:t or servirce
eved After 3 great deal of monsy bas been spent in advertising and sales
promotion. Statistical informaticn regarding population, local production,
past imports, trends in consumptice, etc. should be extemsively utilized
to wake & first estimate of market demand.

The price obtainable muxt be decided upon glven proper conside-
ration to competi<ion, and cost of mamufacture. %The price at which the
product or service is offered indicstes what income groups may be considered
as omrkets. The pature of the product will slso determine what educational
ievel group can be interested. Prejudices and practices of racisl, age,
sex, professiomal or religiocus crigin may create or eliminate markets.

Some preferences and prejudices of the public are difficult t> analyze,
but, must be taken into ~onaidersticn when analyzing the markeia.

Legislation, patent cights, local regulavions,. diaripted

comnualcations, et~. alan affect the marxet
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Besides analyzing the product and market, the methid by which
the product reaches the purchaser requires study. Ordinarily, the choieé
of the distribution channels is not campelling at the time of organizing
a new business becmuse of the many possibilities and the constantly
changing pattern. However, it is important %o bave an idea of the
channels availalle a2t the early stage of the project conception.

3. §ize of Operation:

Businesses may start very small and grow, or they may siart
lonediately as large ventureszs. Io starting a business on a very smll
aca.l'e, obviously very little iaitial capital is required, and it ias
relatively simple *o raise thiz capital through various sources. This
in especially true for the smmll venture wvhich raises capita. by taking
in a number of partners or investors. However, it is possib.e that the
ver-y\mll enterprlse wili never live to grow iap, due to maritet decline,
coapetitive pressure, money tightoess, disruption of supply, ete.,
it my go nto the red and end up in bankruptey.

On the other hand, to start a business on & large scale is not
s guarantee of itz success. Unless all the principles of good organization
have bean followed and there is reml merit in the proposition, the

business will not succeed merely because it kag been founded on & large

scale. To found & business on a large scale requires a huge, immediate

agaregate of capital. 7This involvesz a much more complicated procedure

ihan the start of small business and may involve public fimancing.
There are certain types »f business which camnot b: atarted

small, for the bighly technicsl pature cf the processes 1s wuch that the
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large and expensive ejuipment required cannc” be bought cheaply on & small
decale basia, Mcdern mass productlon requires large sca.]_.e organization .
because of the large expensive equipment needed. high labor -oat, sad
keen competition.

However, every day a amall busineas is started which, if the
product lends itself to mass productiom, will somedsy grow iantco another
indastrial glant. On the cther hand, certain industries, by their nature,
fua~tion best remaining as a amaller organizaticn. This is true
particuiarly in distribution and servicing iodustries. Small manufacturing
pMs my often start if the equipment needed iz not too techmnical and
i3 avallable in relativeiy small sire production units, and if the cost
of transportaticn snd importance of prompt servi-e are such thmt in many
cades the smaller operctor has s distinct advantage cver the larger
pltn’c. In otbher instancexr, larger operativns rely on ssaller plants
10 4upply them with needed mmteriasl: and components, or to process further
their products into diversified ecd use -onsumer products.

4. Locating the business:

Busipess may locate in & particular town simply becasuse the
foirnder or founders of ithe business live irn that town, are familiar with
itz environs, and find it easy to secure fipancia) and other types of
assistance from the people who knew them. For a small business, this
may be & very scund way of lookiry at the probilem. However, there are
certain tyoe=s of lcdustries which cannot aurvive unlese specific roaditlons

are favorahle.
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Factors that commonly infiuence locAtion are:
Rav materials
Power
Labtor
Capital
Markets
Transportation
Climate
Local restrictions and inducements
Urtan versur suburban area
Other special aituations.

a. Rav materiala: Jf importance in the location of many

ipduatries are raw materials and thelr transportation, for these ltems

Yy ccinpriu & very ~onsiderable portion of the manafacturing cost cf a
product. For exampie, deep freerirg planis and canneries are normally

lorcated where the crops are avallable; mining operations are carried on
at points vhere the mineral is locaied.

Water i3 not only & source of power but alsgo an iaportant
ravw mAterial in many industries; thus an ample supply of water is often &
factor in determinizg location.

b. Power: Mcst industities rejuire large quantities of power
in order to operate machinery. The installation of independent geperatorsa
i3 sometimes codtly. The question of power has been simplified by the
fact that a great many industrizs run their macklaery with purchased
electric goves 7t 1g essential for “hesde incdustries toav they be within

“he reach of power lines of publiec tiiixy systems. Aa a rule, where
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electric power is cne of the principal ccsts, &3 in caleium carbide
production starting from limestone, location may depend principally on
availability of cheap power with proper coverload capacity and adequate
current frequency and voltage.

¢. Lsbor: The Quantity of labor available may be quite
importent, for while it is possible to transport labor from one community
to another, this is not feasible if there are no iiving accimodations for
employees in the new locality. An industry that empl&rn a large number of
people must consider thia problem carefully. Another consiceration in
connection with labor 13 the prohiem of highly skilled persctmel who
may prefer not to work in remcte, unsecure areas. JIndustries not requiring
highly skilled labor may find no iabor problem, provided that the locatiocn
has sufficient population to work the plant, and provided that the labor
force is not contaminated by undue religiocus or political agitation.

d., Capital: Capital is wore readily available in large centers
than in small centers. Capital ia nore saslly obtained for & business
with which the banks are thorough'y acgquuinted than for a new veature.
Herice, there i3 an advantage in locating in a center vhere sany other
firms in the sane line of business are estadlizhed because this will mske
it much espier tc obtain capital.

e. Markets: One of the biggest factora that male it
necessary for certain types of iudurtries 1o be located near & market is

product perishability and transportatcion costs.
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The distance people will travel to a market is ancther
important consideration. In this respect, :ertain regional small industries
bave a aistinct advantage over larger operaticns located far avay and
baving t0 rely upon inefficient dissribution networks.

f. Transportation: Tranaportation can be accomplished by

water, rail, air and truck. Very bnlky saterials or products make it
necessary to choose locations on waier because of the relative cheapness
of that method of transportation. For sany other items, the selection of
a location serviced by a good ground transportation system is required.
For sny business that has a large provlem in connection with means and
costs of trensporfation {of materialis, supplies and finished products),
careful selection of plant site must e considered.

g: Climate: Climate may or may not be a factor in determining
plant location. Netural climate is never so satisfactory as srtificial
climate wvhich can be created through air conditioning systems. Many
bhusinegses such ag cotton weaving and chocolate manufacturing require
certain specific conditions of temperature and humidity. Todsy these can
be all secured artificially. In the casze of agricultural procducts, climate
is still a very izportant factor, and this in turc determines the lccation
of dependent industries such as camning and deep-freezing.

7t is difficult to determine the exact effect, if anmy, of
*lirate on the productivity of worker:. Many studies have been made which
seen to indicate that excessive heal: ¢ cold reduces productivity. In the

smal]l plants without air conditioning faciiities, this may be a factor.
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It is noted that wi ihin a given area; there may be one plant jite more
suitable than another for industrial operation.

h, Local resirictions and inducements: Restrictions are

usually legisiative, such as zoning which bars certain industries from
specific areas. Inducemenis urually consist either of a reduction or
elimination of taxes for a certain period of time in order toc develop a
glven city or area, or of iower rates for the electric power, or of the
proaise of cheap and abundant labor, or of the promise of cheap and
abundant space for the erection of factory bulldingsa. Inducements such
as these may cause many industries to migrate from one section of the
country to another. It must be remembered that many of these adwantages
are purely transitory.

1. Urban versus suburban area: The esaential factors in the

chciée betveen an urban and & suburban location are the relative costs
and avajlability of labor, land, trausportation, services and utilities,
the overall costs of construction, and the posaibilities of expansion.
Expansion possibllities are greater where laod is cheaper and where
space is available. Cheap land is esgential for one story comstruction.
The guestion of utilities such ag water, power, and sewage disposal may
or may not be serious, depending upoa the nature of the buairess.

Jo Special situations: For certain types of cperstiom, it

is not only importamt to pick a city but alac to pick & specific locaticn
in that city, within a certain discrict. The side of the street on which

the shop ir situnted ie gometines = tactor.
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Other businesses may want to be azsociated with :ther firms
in the same induztry and in related industries. Association may be of
& pumber of firm: offering the same line of procducts, or of firms vhose
products or services are complementery. This facior may also determine

the selection of plant location.

5. Ilaitial problems of piart engineering

In the organization of & business venture, the next problem
after location 1s bullding design cr selertion. A.dl:l.tt.edly, this can be
hest, done after the functionas of ‘he business; e.g., mmpufacturing, seliing,
purchasing, personnel, accounting, etc., have been studied. However,
building design is not completely possible at the inceptiom of a business.
T is the old problem of which comes firast, the chicken or the egg. Despite
the desirability of comstructing the building around a going successful
buai:;eu, this is obviously impoasible. At the inception of a businesa,
some rough design is necessary to determine the order of magnitude of
iavestment and/or the annual ctarges for spaca, although the design may
e altered uany timas before actual constructicn. BSome consideratiom
of the prodactiori function is esseptial for this pwrpose, The followlng
serves &2 & Qquick check liat for initiasl pln—nt engineering problema to
be resclved.

a. Fvoduct Study: %he term "manufacturing” ias not a ctorclusive

descriptive one, and iz often loosely applied. Lt may cover firms that
produce items starting #ith the basic rew materials on through to the
finished prodvct o the “age of many :mall veniures, however, it may

ccver purely an assembly operation for which the manufacturer buys all
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prefabricated compcrent parta and merely puts them together to form a
Tinished product.

Any manufacturer engagling in busineaz or engaging in the
mapufacture of & new product must firat consider which parts he will make
in his own plant end which par¢s he will buy. There can be, of course, no
_ general rule. The more prefabricated parta the manufactursr buys, the
iess space, equipment,, and labor he will require; hen?e the inpitial capital
regquirements and the initial risk are materially reduced. Hcowever, in buying
products already sarufactured by other peuple, the manufacturer
1ndlfeet1y pays their overhead costs and their profit. It is ressonable
to assume that if the manufacturer is efficient. he can at least gain the
bepefit of the profit of the other peoplie by undertaking to zake the
prcducts himeelf. Also, if he is more efficient than the other suppliers,
he may be sble to manufacture the products at a lower cost than his suppliers.
It iz noted that, often, many larg: manufacturere find it much cheaper to
buy certain parta made by other people than tc make them themselves.

Congiderations ms to which parts to manufacture and which
parts to buy already manufa~tured are not static, and a review of this
situation is necazssary at fregquens intervals. However, in the preliminary
planning stage, the investor must “irmly decide upon this mstter since
it will affect ail other planning regarding techni~al process, inventory,
equipment, labor, atilities, and construction reguirements.

b. Rav materials requi:enents: More generally, in determining

ths manufactaring process of a produ:t, considerstion muist be first glven

tc the raw materials which are goiag to be used. The materials used will
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alsi0o deternine storage requirements depeandent c¢n the units of pur:h;se,
weight, and bulk, ard thke inveatory that must be stcred.

Producta may be made by widely different methods. It is
also perfectly possible to consider different materials for the same product.
For example, a chair can be made of wood, rattan, bamboo, steel, aluminum,
magnesiun, and plastic; and a wooden chair can te made according to
different. processes and designs.

The cholce of the material that ir used ﬁepends upon mAny
factorg: {1) the choice of material wili affect the technical process and
the réquired xnov how; {2} the cost of the material plus the cost of
operation may have a profound effect on the selling price; (3) the type
of material chosen may affect the end use or function of the product, which
is a very important factor in product design; and (4) the choice of
material, to a large extent, may be dependent on style considerations,
which is ancther importanmt factor in product marketability.

¢. Equipment required: Intimately tied up with tae problems

of rav materials selection and technical process to be adopted are eguipmeat
requirements. 7The equipment needed varies, depending upon coisiderations
regarding ravw materials, technical process, capacity of production, quality
of product, availadbllity of skilled labor, capiiai requiremenis; etc. The
equipment selected will materially influence plant layout and butlding
deaxgn, and heace the total cost of investment.

In esatabiishing the =g¢uipment list, atiention is focused

on the following: (1) besides the omein process equipment, cereful selection



- 17 -

of preparatory, finishing, packaging, material handling, lmboratory testing,
quality control, waier treatment, pover and stean generating, and other '
auxiliary equipment is often required; (2; the proposed equipment should

be of modern design, properly sized, and standardized so as to facilitate
the resupply of spare parts for subsequent repairs and maintenance; and -
(3} the proposed equipment should allow for future plant expansion and/or
product divexrsification.

d. Labor required: Once baving determined the necessary

equipment; based on conaiderationa previously discussed, the labor required
rust alsc be determined, not only with respect to quantity but also with
regpect to skills which are essential to do certain types of work. This raises
further questions of the availability of labor and/or 1ts training.

Estimates of manpower requiremsents and costs car de
summarized for convenient reading under the headings of managesent,
technical, administrative, skilied and unskilled personngl and their annual
remuneration.

e. Land and bullding requirements: In determining the land

area and buildiag rejquirements, thought should be given first to posaibilities
of future expansion of the vpusineas.

With this in mind, “bhe next paramcunt consideration is costs.
1and can be rented or purchased. Besides its cost, industrisl) lard wsually
requires site improvements. Buildimga ran alsc be rented, pvrchased, or
specielly constructed. Industrial construction can be made of wood, concrete

or steel, with one atory or multi-stcory deaign.
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In determining the building requirements, consideration
should be given to the following factors: .

8. Tbe plant/equipment layout adcpted.

b. The floor ¢characteristics required by the process

c. 3Safety and comfort of workers.

d. Codes and ordinances applicable to the area.

e. Cost of subsequent alterations/modifications.
6. Financis] organization

Of the various problems to be solved in starting & business, the
Question of its financing is caturally of decisive importance.

When cnly & small amount of capltal is necessary, the msthods
of obtalning it may be guite informml.

When relatively large amounts of capital are required, public
financing may be necessary. Under these circumistances; strangers to the
original emtrepreneur is) are solicited to furnish capital and become
owuers or creditora of the enterprise.

a. Types of fimancial organization: there are many types of

financial organizaticn possible under existing lawa and reguiations.
However, only three forms are in wide current use: 7The individual proprie-
torship, the limited liability parinership, and the corporatioa.

The choice of a specific organization depends upon nany
fe:iors: 3ite cf operstion, personal financial strength of promoter (s),
expense of organization, possibility of high in-ome tax, and the extent

of 1iabliity.
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It is outside the purview of this paper to be involved in
a detalled amalycis of advantages and disadvantages of a specific type of.
financial organizaticn. PFor further reading, please refer to the publications
released by the GVE Industrial Deveiopment Center under booklet formas.

b. Mxed Capital Requirementa: The capital used for land,

buildings and equipment procurement is comsonly called firxed capital. These
tools of industry are expected to last for some length of time and are not
jmmedigtely consumed in production as are rav materials, supplies, and
labor. Also, under existing regulations, the following expenies can be
capitalized as amortizable fixed assets: Organizatiomsl and preliminary
expenses such as legal, technical and architect fees; training and start

up expenses; fimancial organization expenses; interests om borrowed

noney for the year of plant construction {as opposed to fimancial burden
incurred during the years of actual commercial operatiom).

If the project bas been properly analyzted and if competent
counsel, lacluding engineers and architects as well as attorneys, is
exployed, fixed capital requirements can be estimated with resasooable
accurecy. The preparation of proper plans for all buildings and equipment,
and the obtaining of firm bids or serious quotations om equipaent and
bulldings are essential in determining the capital required. BRids or
quotations for building and egquipment often come under the form of
pro-forma invoices. It should be remsmbered that poor initial planning
which required changes during constructiom in building, egquipsent, or
iayout of equipment will lead to extra expenditures, and thus to an

overvhelming finaucial burdem for the investor{s).
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Horkicg caplial requiremenida: .7n ontrast with fixed

capitad, working sepl sl tx regquired for the Jay-to-day operstion of tha '
business, without regard tc the fixed asseis v h a8 bulldic:, eQuipment
axl machineiy. Working -apital flompcea the pur-aaes of materizls and
supplies, and vhe wvages »f the woreers. Working apital 1¢ ae essdry
berause the incoee and the expesa!tuve do not oincide. There is en
eiapaed tize be.l.'dee-n the ztart of pr--Au:%icr and its completion. There ia
£%111 andther tims inumerval betwera telivery to and Mnt by the
customer. In the meantime, mate:ilais &cd asupp.ies must be pur -nesed and
p&yrﬁu; taxed, and public utilitienm bl Lig, et .. nmust be pald immediately.

Leteisary workine sapitai often reguires a detalled study.
Deupite paseible difficultiez dur te underestimatring fixed ~apital, a project
mAy etill be complieted. However underestiomti:sn of working capital may
Plusge & venture inic difficulties from which extriation ig difficult if
noy impossiblie.

3. Bources of fund: TIhe wmoat common method of fimancing an

tedustrial (roJect in Yietnam, 1r additlion to the entrepreneur’'s eguity

.cautribntim-._ i ic Me~ure ahort-term loau from benn{a;, and medium or long-

verm losnd rither from the "Industrial [evelopmwn: enter {IIC;” or from

“he "Souiete Finan:-iere Your Le jevelopmest jndustriel du ¥ietoas {SOPIDIV:".
Jommer:is. Leaks ususlly r0mn ou? mney for a three to six

nonth perind. interer: ‘harges vary fron 105 1 244 per year plus &

| variable commisoica averaging 1% of the loan mancunt. IDC ani SOFIDIV

car, grant .rad1! aaglitarice wito ¢ flve *C tes-yemr repayment period.

oune to two-vear grace 22 ay. and 125 1o .5 taferedt rete plis 4 commisaion

of 1% per /ear.
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Except in special cases, comsercial banks will only loan
out money to match the working capital requirements, while IDC and SOFIDIV
can financially assist up to T0% of the fixed capital requirements.

7. Economic study:

Nov comes the time for ewaluating the economic feagibility
of the project. In order to properly assess the econtmic value of a
project, one should undertake some comprehensive computations.

The first calculations are intended to show the profitability
of the future business. These are normally included in a proforms profit
and loss statement projected over at lsast three years of productive and
commercial operation. Detailed study of this data vwill be discussed
during the second essential part of this paper.

The ensuing calculations are designed to show the denefits to
the national economy through foreign axchange savings or sarnings, and
through taxes and salaries paid, incremental purchases of local goods and
services, and generation of incremased economic sctivities, ste.

8. Estimation of time requirements:

Please refer to the attached chart which can served as a
starting point for an actual estimete of time requirements for setting
up an industrial undertaking.

E. WRITIEG AN INDUSTRIAL PROJECY: (ROW 70 DO IT)

l. Formmt:

Under existing regulations, there are several formats appliceble,

should an investor desire cutside assiztance.
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CHART
Time requirements for setting up an industrial undertaking

HE ;Eltll'ilﬂtl'd time requirenients for setting up an Industrial undertaking,

"7 Many sequentlal transactions arc involved from the prelimlnary project study to ithe
of the planned Industrial factory and to the production stage.
Chart which attempts to estimate their time requirements.
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i

-

19 20 21

§ et e

' oo o me e
s i e L e

$ Industriat Profect Study and
Eaboration.
& Comatitution of the Company

deed.
2 Project Approval by Investment
Commission,
4 Industrial Credit apptication
sad approvel.
. @), Por projccts needing onty
. laary approval both
jects necding
’N:l:ary approval and
sdmission Into Investment
privileges.
€ Iatemational prica bidding for
- imdustrial equipment hinport
Heonce :

. 1 du!.llng technleal specifica-
. tion.

) invitation to Bid,
@) selection of Bid,
+f) approval of selecled bid,

fting of Purchasing Contract
Import Licence.

. Equipment transportation,
Equipment Assenmbling., -
Factory Building Peimit,
Factory Coostruction Works
Starting from :

&) For projocts nocding only
- iminary approval.
B) ¥For projects necding both

°  pretiminary approval snil

admissing Into In:cstment
_ privileges.

—————

§ e tme e b

PR

13 14 15

} i
i d

e h Mes b by -

il

e

——r—

-

i
1

e wow
et mam v | —eimen s e |-

-

c A pmyamy

—————.

i N L .



-23 -

The Inlusiriel Development Center ;IDC! requires different formata
for application for loan depending on wheather ihe applicant 1s a proprietor-
ahip, limited liadility, or incorporated company; whether it ia a new inveat-
ment or expansion project, and vhether the company is located in Saligon or
in a provincial area.

The Miniatry of Economy (MOR) utilizes a standard format for ail
projects applying for investment privileges.

SONADEZI {Societe Natiomale Pour Le Development Des Zones Indus-
trielles) haa another format applicable to any application for land alloca-
tion in the state--administered industirial parks.

For the import of imdustrisl eguipmen:t valued at US$100,000
and over, both MOE and USAID require the use of the “"Application for Equip-
ment Procurement (USAID/CIP)” format. This particular procedure has been
set forth according to NMOE Communique #14k of July 18, 1970, end USAID
Ordar #11.15 of §/27/70. These formats and official documents are attached
for reference and guidance.

Ths nev investor should not be bewildered by these apparently
cmhcrnﬁ varied requirements. JIn fact, providing the inves.or knows in
advance wvhat he wvants to do, he skould not have any real difficulty is filling
out the forms as required. In spite of some ainer difference;, the contents
of all formats are very simijar.

This paper will discuss in detail how o fi1} out the "Application
for Equipment Procurement under USAIL/CIP" format.
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4 LI OF VEETNAX- Ssigon, July 18, 1470 - .". f
V',"mu, mw ) '.’ ,.
Vit 59 Gia Long, Seigon. .- : Mo m/m/ln'r/'rs" 9
COMMUNIQUE ' AN
On import of industrial machinery & oqutm vis AID . ‘
Ref.: Official Lettor No. BIN/AKT/NTLXN/CK of Feb. &, 1970, Doy

SR As provided by the above-mentioned official letter, the procedurss for . -
-~ . mport of industrial machinery and equipment worth US$100,000 or over under AID,
. -require a complete project for considerstion in the fields of market, tochnica. '

- finance and economic interests.

) ¥any investors have lately suhnitted incomplate or inadequate files. On
o tl;;.ot.h;:n hand, consultation on the bosis of those filss nve delayed proper con-
'~ sideretion.

S . Thus, to simplify and eut short the langth of time for . consideration of

‘.0 filss requesting import of machinery and equipment worth US$100,000 or over, the
SR H‘:::htryo;lt Economy has, with the agreessnt of USAID, deeided to enforee the l'ol:l.ov-
SR procedures :

Io- ‘ } '
mw; Tom Khuech Truong Ky Nghe (Industrial Development Center) 40-42, Nguyen

. Hue, Saigon, will be charged with helping investors draft projects and files re-
[, .~ Questing 0SB price consultation in English.

e =
.._ﬁ—_‘..-.—. i

Lo -

o Investors mav also dratt projocts and files requesting for 0SB price con~
<3, sultation mentioned above if in A position to do so. Projects and files must be

' .. drafted according to model available st the Industrial Development Center and the - - .
i7; Directorate of Technics (Zconomy Ministry). oo
o I1.~SFMISSION OF PROJYCTS & BID FILES
S Projects accompanied with bid files include five(5) projects and ten(10) = =

F-: . .ppncatim for 0SB price consultation (in Buglish) must be hubmitted at ¢ -

- Nha Ky Tnuat (Directorate of Technics), Bconomy Ministry .. .°
SORTIEN 59 Gia Long. Ssigom P
T i
bar III.~ PRELIKINARY EXAMINATION COMMKITTEE : :
b " Projects and price consultation files will beruveented to the Prelininary

Co
i . Sxamination Committes for considerntion on the required contents and estimste on Kl
i~ the contribution of the project towards the development of natiomal economy. C o

.ﬁ;:?{ _ This Committee is composed of the repressntatives of the Directorate of - ]
..~ Technics, the Directorate of Industrial Supply, the Ipstitute of Standsrdisstion,
tmmudhmmmmmmmm
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IV.-_‘O NT COPW!!!F:S H -
Prvjocts conaldered and passod by tho Pro

Z. for import of imachinery and oquipmont.

This Cormittoo will xoottwico each month.

V.= NOTTFICATION ¢
Tho results of consideration by the sbove

y7

- L
-

limhm'y.umimtion Committes are -

to be reforrod to tho Joint Committco for considerntion on _grant of foroizn exchange

i ) )
This Gosmittee is composed of the reprosontatives of the Directorate of
'l".,ehntcs, the Dircctorate of Industrial Supply, the Diroctomte of Commercial Asd,
. the Industrial Development Contor snd USAID (Industry and CIP). '

)

Committoos will bo cammunicatod

" by letter to investors {and the Sapplomont of CHKT). In case of approval, the pur=

- chase of machinore and cquipmont is alroady approved ty the Zconomy Ministry snd

4" 7" "USAID. 0SB bid filcs of investors already approved
and machinery and equipment will be imvorted through AID procedures. - cesfose

V1.~ DNEORYATION :
Investors can contact:

- TRUNG TAN KHUECH TRUONG KY NGHE

" for advice and help. :

will bo carried out promptly

—

S - NHA KY THUAT (Directorate of Technics)

(Irdustrial Devolopment Center)

VII.- This commnique will be applicable towards invegtment projscts with ..
&achinery and equipment worth below US$101,100. However, the Economy Hinistiry re= 3
ninds investors that they should not divide the requirements of such prvjscts in
‘order to bypass theso procedures. Machinery and equipment for new projects or for
extending existing enterprises, must conform to.these prosedures if the sntire -
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machinery and equipment are worth U5$100,000 or over. _ :

Vios Minister for Craft & Ipdustry
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UNITED STATES AGENCY FOI INTEiNAﬂONAI. D!VEI.OPMIH?

T USAID QRDEW

W l-nﬂn""‘l
| . Al l | J USAID MISSION 10 VIHNAM e =
e - - TRANSMITTAL Ne . QLR Me 11.18
i BmET 341 .
%7, Commercial Import Copital nsut ”"9/].[70 mrecrive oan 8/27/70
) Commodities Comsnittec [sortnsens
LFEAENC
weonsmus orce:  ADCCA/CTP " aApp. 0 12241
- : o ——————
I. Pu ce - : ) - -'_,'*.

T2 establish a Commercial Import Capital Cozmodities Committee (CICCC)
in order to review, analyze and evaluate specified promrenert proposals
subaitted to USAID for CIP funding.

Bacground

A significent increase in appncationl for the financing of machinery
and equipment through the Commercial Isport Program has made it necessary to
develop and issue adequate reviev procedures. Prudent judgment requires that
such procurement proposals be analysed to determine thmt they will be effectively
utilized in production activities. The recognition of this anmalytical require-
.ment has resulted in the development and issuance of the procedures established
herein.

II.

III. chsftion of Committece

The Committee is chaired by the Associate Director for Commercial and
Capital Assistance or his designee. In addition, eoe representative each froa
the following USAID elements vhich constitutes the permanent members:

ADCCA/Capital Assistance (Vice Chairman) -
ADCCA/Industry

ADCCA /Commercial Import Program

ADCCA /Engineering

ADPROG

-

At the discrction of the permancnt members, the Chairmean may include sthor
appropriate representatives from the USAID. A representative of the Joint ‘
- Economic Office will be expected to attend vhenever substantial economic issues
are involved. .
Iv. Functions
| The functions of the.Commorcisl Isport Capital Commodities Commitiee arc
as followsi
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T> review all epplications far end-uaer imports.of machinery and B
equipment and/or capital commodities to be used in significant . . "¢ |
‘expansion of production or new production or involving equipment -

- expenditiire in excess.of $100,000 or any other pracure-ent vhich
" may be referred to the CICCC.

Ts anal.vte propssed procurcments for suitability of AID fina.neingl

+
|

1. Valuc to the cconomy of the provosod added production. in
~ gt of known and established national priorities.

2. lanegement and finaneial ressyrces of the prospecbive user,
3. Technical feasibility. and '

L. whelher the specificatisns ensure the procurement of suitable
- equipment, .

To report in writing the results of such analyses to tac AD/CIP

_egtating the criteria employed in the CICCC review. and the findings

of the CICCC with respect to these criteria.

' .In cases involving $1 million or more. prepard an action memorandum
_ {rom the ADCCA to the Orﬂce of the Director requesting the latter's

autharization.

" To request by cable or airgram ulvmu mthorintion by AIDNN of

propssals worth §2 million or more.

.‘-.'\t. gleuentation

A

c.

CICCC analysis and findings are prepared on the basis >f inputs
to be provided by Industry. Engineering. cmmmuunce and
other sources of USAID expertise.

The Chairman determines who is responsible for preparing the initial

draft of the Committee's mnalysis and findings.
The Capital Asaistance Division is responsible for:

1. preparing the final documents and obt.a.i.ning- clearanves from each

of the Committee members. ADEFP and the Legal Advisor;

2, presenting the final document to the Associate Director for
- Commercial and Capital Assistance;

3. preparing the action memorandum for the Director; and
&, forwarding all final documentation to AIDN.
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- De The Chelrman determines the Office repregsented on the Comittee
) which is responsible for follow-up on the progress of the
_ pro.lcct and assures that the machinery »r equipmont is
. . ubtilized in accordance with the propou.‘l. as npprwad w the
' l €ICce. ' _
i

Distribution: USAID X
- . CORDS XAB
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W.203 APPLICATION FOR SEC NOTICE OF PROPOSED PROCUREMENT

Toy Oftice of Small Business, ¢ip| I. Date . . DO ‘NOT WwWRIilE IN IS MOCK T j
* UNITED STATES A.L.LD. MISSIO : _ " N
SAIGON = VIETNAM .
2. Signetwe
3. importer
& Address )
5.  Meiiculation Ne, ‘. Telaphone No.
7. Commodity end 2-digit Cods No. 8. Estimated
Totel C4F Cont
| I 3
e
Quasticy  Uair 10-digit Cede No. Description & Specificatioas i
[ ]
Van
o \
; L
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2. Applicaticn for Equipment Procurement Under MZCIP:

Let's assume that the investor bas carefully made his pre-invest-

ment survey and decided upon vhat course of action to take regarding the
technical and financial aspects of his venture.
With all related mro;'ution and data availahle o band, now
let's have a close look at the official format.
The format generally contalns the following items:

The heading

(1) Information about the applicant and company.

(2) Information about the principals of the msiness.

(3) General descriptioca of project.

(k) Capacity and process of production.

{5} Equipment required.

(6) Quality and/or standard of products.

(7) Raw materials required.

(8) Lland, buildings, and utilities.

{9) Period of plant comstruction.

(10) Manpower requirements.

(11) Marketing.

{(12) rinancing.

(13) Fioancial estimates.

(14) Puast financial records in case of an expansion.

(15) Estimated foreign exchange savings.

{16} Statement of intention of implementing toe project.

The signature block.
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The application will be typed and submitted in five copies. The
procedure for its submission and processing wili be discussed later. Attached
to this application are 10 copies of an "Applization for BBC Motice of
Froposed Procurement”, more commonly called "03B Notice", or just “OSB".
(OSBE means Office of Small mnn;u in Washington. SBC weans Small Business
Circular). Bach OBB Notice must be typed twice as the regulations call for
two ]2) originals and legible carbon copies.

In filling ocut the appli-ation format, the following instructions
should be kept in wind:

| a. Follow the format as closely as possible.

b. Fll in as much detall, explanation, substantintion, and
Justification as possible.

¢. Be conszistent in your agaumption and estimates throughout
Zhe project.

d. Dc not heaitate to attach copy of supporting documents.

e. Do not besitate to add nev paragraphs or items, if it is
feit this will contribute to a detter understending/clarification of the
project.

The ensuing discussion will be concerued with features that are of
importance and ofter overlocked in filling out, item by item, the official
format .

3. Filling out the Formmt:

a, The Heading
Indicate whether it is a new investmenmt or an expanasion

projact by deleting the non-appli-able item. Alac 4o not forget to date

the project application.
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b. The Applicant and His Company

Clearly state the legal structure of the future company
and the proposed plant location. Tndicats whether or not the company
has been legally established, and if land has been bought or other

srrangesents have been made regarding land apd/or building occupancy.
c. The Principals of the Venture

UBAID and MOE will welcome any background information or
character reference regarding the major shareholders of the future company.
d. (Qeneral Description of Project
Summarize the project in a few short paragrephs, indicating
for example the proposed production capacity, the estimated equipment cost,
the total requirements for rav aaterials end labor, the market justifica-
tion, and the benefits provided by the project to the country.

e. Capacity and Process of Production

Describe the proposed technical process adopted, and attach
a flow process chart. Indicate the volume of production in units which
will be marketed, for both primary and secondary products, if any.
f. Equipment Required
List major items ard estimated costs. If need be, attach

a detailed listing. It is noted that, due %o restrictive use of GVN's om
foreign exchange, almoet all industrial equipment will be imported with
CP funds fyrom U.5. sources of supply. The proposed equipment should be
computed C&F (CIF in scwme special :ases} for the estimated dollar cost,
end with proper impcrt taxes and exchunge rates for the estimated plaster

cost. It iz s pormal practice that the appii:ant be ready to furnish a proforma
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invoice or a tentative quotation from a potertial equipment supplier.
USAID would welcome the providing of such document.
h. Quality of Products

Whenever possible, indicate the applicable intermatiomal
standard. If not feasidble, describe the qualities of the future products
vhich would enhance the product marketadility.

i. Bav Materials Required

Careful listing of all direct and indirect materials utilized,
with their proposed scurces of procurement and estimated dollar and piaster
costs, is adsclutely necesaary. It should be remembered that a number of
materials vhich can be obtained in Vietnam mctually represent imported
comodities; for example, chemicals, sugar, steel sheets, etc. Thus, their
estimated dollar cost should be indicated.

J. land, Building, and Utilities

Special care ahould be given to estimating the areas and costs
~of land and building. As mentiocned earlier, land and building should be
suitable not only for present opersationm but for future expansion as well.
As for utilities, it is recommended to utilize pudblic emergy as much as
possible. If the applicant wants to operate with his owm electric generators,
he should have obtained concurrence from the (GVN) Vietnam Power Compeny,
and presemt a strong justification ir the project. liater surply and waste
disposal may be a serious problem. If applicable, give detalls of how to
cope with these problems and the estimated ccsts.

ks Parliod of Plant Comatruction

Summarize the timing of project implementatior.
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1. Manpower Requirements
The estimated total annuval piaster cost and the dollar

component should be indicated at the end of the estimate for manpowver

Utilize as much statistical information as possible to
support the market projections. Make a careful and realistic comparison
of the product selling prices vs. prices of similar imported products
and/or prices of such products on the international market.

n. Fioancing

Explain the sources of equity capital, and assign proper
interest rates for borrowed money. Give full details for working capital
requirements.

O. Hoancial Estimate

This is actually & proforma profit and loss statement. Delete
all non-applicable sections. For taxes, compute 7.24 production tax over
groas sales, 1% license tax over net sales, and 28.9% corporave tax over
groas profit. Otber local taxes may also apply. Repairs and maintenance
normally account for 2-5% of equipment and dbuilding valuss. epreciation
can be calculated on the maximun suthorized basis of 10% per year for
equipment, 5% for building, 33.3% for transportation facilities, and 30%
for organization and preliminary expenses. Miscellaneous may encompass
sales expenses (1-~5% over sales) and administration expenses (2% - 5% over
cost of operation). The returm on total investment is obtained by dividing
net profit by total cost investment and can be expressed in percentage

figure.
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p- Past Financial Records

No special comsents. Applicable to expansion projects only

9. Estimate of Foreign Exchange Saviogs
It is noted that fuels conpumed should be compited as &

Toreign exchange demand. This is «lso true even if electric energy is
bought from public utilities since it represents an additional demand
over axisting consumption level.

r. JFinal Statement

Bo comment. Just reproduce it as it is
a. Signature Block
It is smmzing t0 note the number of applicaticng not duly
signed and dated. This necesaitates the return of the application causing
unnecessary delays.
t. The 08B NBotice (U.S. Bidding Document)

The technical specificationa of each piece of s:quipment must
be completely deascribed in such a way that sny U.S, manufacturer can bid
for the proposed procurement. Alsc in this respect, any too restrictive
or proprietary specifications must bde avoided. Concerning moat new invest-
ment projects, preference should be given to "functional™ rether than to
"descriptive™ specifications. The functional 0SB does not describe each
individual plece of equipment; instead it states the production performance
requirements, quality or grade of fipished products needed, types of raw
materials used, and a tentative listing of major : ;emsof equipment. 1In
response to & "functional" 0SB, the euipment manufacturesr usially makes an
offer for a complete "package” including techni:al services for installistiom,
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atart up, and training, and a provision of spare parts for one t¢ two
years of normal operation.

To conciude this part of the dia-usaion, it is remsembered that
TSAID stands avallable to lend, free of any charge, technical assistance
and advisory services tc any sericus investor intending to start » new
industrial enterprise. 7The entrepreneur can, of :ourse, call on the
Industrial Development Center (Te-hnical Department} for assistance. In
this case, & nomipal fee will Ve charged for any significant assistance
provided (for example, equipment specifications book, project writing;
preparation of bidding documents, pre-engineering work, etc.). Other
routine inguiry services provided by IDC are free.
?. ABALYZING AN INIUSTRIAL PROJYCT:

Although all applications for egquipment procuremeat imvelving USAID/CIP
funds are to be processed by MOE and USAID/Saigon, it will be of great
assistance if those applications coming from the provinces could be first
gcreened by U.S. field personnel acrively engaged in regiooal economic
develcpment .

Praliminary screening of industrial projects often reveals veaknesses
and shortcomings such as technical misjudgment, inadequate fipanrial estimates,
errors in calculations, and inconsistencies among data and information
reported throughout the project. Early rorreciicna of these and nf others will
greatly benafit the investors belng sdvised, thus saving time and effort

by all conceruned.

*he following. showing how UAID/ Industry Civision usually analyzes
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an industrial proje.i, can serve as a guide.ine for interested 5.3 field
personnel .

General (riteria Applied:

l. Technical Feasibility

a. Is this a standard and oormally accepted use for the.
equipment being purchased?

b. Does process/equipment fcllow modern practice; i.e.,
process/equipment not obsolete or about to become so?

¢. Is process/equipuent adequate ¢o meet quantity of
production and quality output requirements as forecasted?

4. Is process/equipment oversized or excessive in terms of
guantity and quality standard for equipment itself and production requirement?

e. Is there availalle, or means deing made available, to
provide competert instaliation, start-up, operstion, treining, and main-
tenance of process/equipment?

f. VWhat is the useful life of the equipment being purchased?

2. Economic Feasibllity

a. Does a market exist for the product at the quantity,
quAlity and price levels mspecified and proje:ted?

b. Are cost and selling price projections realistic in
terma of product-iv'e capacity, market penetration, and profit returns?

¢. Do adequate plans exist for marketing th: product?

d. Is 3he enterprise sufficiently financed to carry long-

term debt service and working cagital requiresents?
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e. The following ratios should be identifled:
Debt to BEquity {Debt -- Equity).
Projected net profit to Het sales (Net profit —-
Net sales).
Beturn on equity, : Het profit — lqﬁ.tty)
Return on investaent (Net profit --Cost of investament).
f, What is the capacity of the project to generate and/or
save foreign exchange! (See page 10 of “Application for Equipment Procurement”™)
{1} Does the project bave at least a reasomsble
expectation of long-ters economic feasibility?
{(2) 1Is the project {a) well conceived, {b) sdequately
financed, and (c) properly managed?
Errors & Mistakes Often Found in Projects Submitted:

1. Egquipment Required
inadequate description either in the project or in the attached

OSE Notice. BSpecifications too sketchy or not following U.8. standards,
making it difficult, if not impossidle, for U.8. mamufacturers to bid on
the proposed procuremsnt. Coat of equipment, both in dollar and piaster
value, under-estimated. Quality control ejuipment, spare parts sufficient
for one or two years of starting opsration, and tecihmical services for
equipment installation and start-up often overlooked.

2. Raw Materials nquird

Quantities and corts under-estimated. Oftem indirect
materials such as for packaging not being computed. The dollar zosts of
imsported material: and their varied import rates of exchange incorrectly

applied and calcuiated.
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3. Manpower Hequirements

Annuai coat of personanel act vcorre 'tly estimated. Doliar
component for forelgn *echnicians salary not shown.

k. Land, BPuilding, and Utilities

Land area inadequate. Improper plant location. Cost of
buildipg underestimated. Energy consumption and cost of utilities instal-
lation aiscalculated. Problems regarding waste disposal overlooked.

5. Marketing

Insufficient. market research ard analysis. Ccmpetition over-
looked. Too optimistic pricing of products. (bannels of distribution not
deacribed.

6. ZFimancing

Insuffi.ient capitalization due ic underestimating cost of
investment and eapecially of working -apiwsi rejuirexents. Overestimmting
the borrowing capacity in the finaacing method of the project.

7. Financial Estimate

Inconsiatent reporting of different items of cost of c¢peration.
Often, some major ~ost itema omiti=d. Frejuently, all figures nct added
up right.

8. Poreign Exchange Saviags

Dollar ot of local produ-tion minimized. Ccats of fuels,

depreciation, foreign technicissas and imported supplies overlooked.
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Some Bases for a Quick Evalustion of Projects:

l. Yoreign Assistance

If there is proof of foreign assiztance provided by a vell-
establighed firm prior to the project submisaion, there will be a better
chance that the project would be considered technically feasible, slthough
thisz fact alone cannot warrant ihe fipal project feasibility. For a small
mnufacturing plant, the screening of a recent proforma invoice issued by
a potential supplier for tha proposed squipment can often assure the amlyst
‘that the project technicel planning has started from a sound beginning.

2. Qulifications-of.the Investors

Industrial and/or commercial experience of the principal
investor is a fartor considered by the amalyst in the evaluation as to
vhether the project could be successfully carried out. If such experience
is lacking, then the planning should iaclude evident sources of technical,
financial, and manegerial capmbilities mcquired or to be acquired. Often,
some investigaticn on the part of the amalyst iz necessary.

3. Irdustrial Priorities

The GV ms published two lists of industrial priorities
for which investment privileges are granted. If the project submitted falls
into one of the categories specified, it will have a good chaace to be
favorably considered. These lists of indugtrial priorities are attached
for refereuze.

4. Fipancial Ratios

There are two ratios of particular importance. The firat
1s debt/equity ratio which shous the fipancial organization of the business.

If this ratio approaches or axceeds 200%, the company is heavily indebted.
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In this case, the busineaz ahould yleld a very substantial net profit in
order to keep the “ompany asclvent. The second important ratic is the return
on iavestment obtained by dividing net profit ty total cost of investment.
With the present rate of inflation, any return on investment ratic lower
than 209 (that 1s pay-off in 6-9 years if one takes imto conaideretion

the distribution of dividends) is economically Questiopable, if not
unfeasible .

5. Joreign Exchange Savings or Earnings
The ce: amount of expected foreign exchange snvings or earnings

equalling or exceeding 50% of the equipment value is a good .ndication
that the project will be highiy beneficial tc the national economs.

Yhe aforesaid considerations bave a~tually served USAID
apalysats in their prelimicary asazessments cof industrial projecta “c 3zee
whether a project could be te_nni~ally and econcairally feasible, and, if
not, what could be wrong with the proposal.

INL:FAFlower:atka:6/2. /71





