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CURRENCY EQUIVALENTS

Except where indicated otherwise, all figures are quoted in Tunisian Dinars
(TD) and U.S. Dollars (US$). The following rate of exchange has been used:

US$1 = TD O.4

TD 1 = US$2.5

WEIGHTS AND MEASURES

1 41illigram (mg) = 0.001 Grams = 0.015 Grains
1 Gram 0.0353 Ounces
1 Kilogram (kg) = 2.2046 Pounds
1 Metric Ton (mt) 1,000 Kilograms = 2,204.6 Pounds

1 Centimeter (cm) = 0.39 Inches
1 Meter (m) 2 = 1.0936 Yards = 39.37 Inches
1 Square Meter (m ) = 1.2 Square Yards = 10.76 Square Feet
1 Hectare (ha) = 10,000 Square Meters = 2.47 Acres
1 Kilometer (km) = 0.621 Miles
Nm (Meter Yarn Count) = Measure of Yarn Fineness Indicating the

Number of 1000-meter lengths per Kilogram
of Weight

PRINCIPAL ABBREVIATIONS AND ACRONYMS USED

AT = Advanced Technology
BDET = Banque de Developpement Economique de Tunisie
BOD = Biological Oxygen Demand
CIF = Cost, Insurance, Freight
CNEI = Centre National d-Etudes Industrielles
Co2 = Carbon Dioxide
CT = Conventional Technology
Decibel = Unit Measure of Noise Level
EEC = European Economic Community
EOEs = Export-oriented Enterprises
FBI = France, Benelux and Italy
FENATEX = Federation of Tunisian Textile Manufacturers
FOB = Free on Board

GDP = Gross Domestic Product
Holding = SOGITEX Holding Company
hpy = Hours per Year
kVA = Kilo Volt Amperes
15 = Linear Meters

m = Cubic Meters

MFA = Multi-Fiber Agreement
O-E = Open-end

p.a. = Per annum

PCT = Pre-conventional Technology
SITER = Societe des Industries Textiles Reunies
SITEX = Societe Industrielle des Textiles
SOGITEX Holding = Societe Generale des Industries Textiles
SOMOTEX = Societe Monastirienne des Textiles
Swift = Swift Textiles S.A. of Zug, Switzerland as

represented by Swift S.A. of Paris, France
TA = Technical Assistance
TISSMOK = Societe de Tissage de Moknine

tpy = Tons Per Year

FISCAL YEAR

Government: of Tunisia: January 1 - December 31

The SOGITEX Group: January 1 - December 31
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I. INTRODUCTTON

1.01 The Government of Tunisia (the Government) has requested the Bank
to help finance a project which involves: (a) rehabilitation and expansion
of the spinning and weaving facilities of Societe Industrielle des Textiles
(SITEX) located at Sousse and Ksar Hellal, 120 and 145 km south-east of
Tunis, the capital city (Map IBRD No. 15613); (b) minor investment in
debottlenecking and essential spares for Societe des Industries Textiles
Reunies (SITER), Societe Monastirienne des Textiles (SOMOTEX) and Societe de
Tissage de Moknine (TISS-MOK); and (c) technical assistance for SITEX,
SITER, SOMOTEX and TISSMOK as well as the holding company. SITEX, SITER,
SOMOTEX, TISSMOK and another operating company, SOPIC, are fully owned by
the holding company, Societe Generale des Industries Textiles (SOGITEX
Holding), and together form the only public sector company in Tunisia
engaged in the manufacturing of textiles.

1.02 The proposed Project includes both physical and Technical Assist-
ance components. In SITEX, it will expand and improve the quality of denim
1/ production for export, by: (a) reconditioning the spinning and winding
equipment and upgrading the service facilities at the spinning plant in
Sousse; (b) expanding and upgrading the existing weaving and denim finishing
facilities at the weaving plant in Ksar Hellal; and (c) upgrading the
company's financial management and accounting systems to meet the require-
ments of modern textile operations. Upon Project completion in 1983, total
annual yarn and finisVed denim production will reach 13,250 tons and 26 mil-
lion square meters (m ), respectively. Compared with 1980 this represents
an increase of about 50%.

1.03 In SITER, SOMOTEX and TISSMOK, the proposed physical investment
will be aimed at balancing the existing production facilities as well as
urgent overhauling of certain equipment to maintain productivity. The
proposed technical assistance program will: (a) upgrade SITER's, SOMOTEX's,
TISSMOK½s and SOGITEX Holding-s management and accounting systems, to meet
the requirements of modern operations; and (b) assess market potential,
strengthen marketing capabilities and prepare future investment plans for
SITER, SOMOTEX, and TISSMOK.

1.04 The total financing required for the proposed Project is estimated
at about TD 13.2 million (US$32.9 million equivalent) including TD 10.9
million (US$27.1 million) in foreign exchange. Besides the proposed Bank Loan
(US$18.6 million) a Swiss credit of US$4.5 million equivalent has been on-lent
to SITEX by the Government. The remainder (US$9.8 million) will be covered
by Government equity.

1.05 A feasibility study for the rehabilitation and modernization of the
SOGITEX Group was prepared by consultants (P-E International Operations Ltd.,
U.K.) with UNDP financing, in 1979/80. A mission to Tunisia in February 1980,
however, found that substantial modifications in the proposed project scope
and financial projections were required. A preappraisal mission, consisting of
Miss V. Bates and Messrs. H. Oteifa and A. Sandig of the Industrial Projects

1/ Denim is a sturdy and serviceable fabric used largely for making jeans.
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Department visited Tunisia in May/June 1980 and discussed an alternative scope
with the Government and SOGITEX. Subsequent analysis revealed, however, that
in order not to overtax SOGITEX's implementation capabilities, it was essential
that the plans be carried out in two phases. The proposed Project represents
the first phase which was appraised by Miss Bates and Mr. Oteifa in November
1980.

1.06 The Bank has not so far been directly involved in the Tunisian tex-
tile subsector. Indirectly, several textile subprojects have been financed
by the Bank through the Banque de Developpement Economique de Tunisie (BDET),
which has used the proceeds of the Bank Loan No. 1504-TUN to extend loans to
five private textile companies. With a maximum amount of US$416,000, however,
these subloans shed little light on the subsector.

II. THE MANUFACTURING SECTOR AND THE TEXTILE INDUSTRY

A. Manufacturing Sector

2.01 In view of the country's high unemployment rate (about 13% in 1979)
and its relatively poor resource endowment, the Government chose manufacturing
to be the prime vehicle for economic development and employment creation as
early as 1969. Manufacturing became a leading sector in the Tunisian economy
because of its ability: (a) to generate employment (60,000 new jobs in
1973-76 and 74,000 in 1977-80); (b) to export (TD 370 million, or 40% of
commodity exports in 1980); and (c) to attract foreign investment (some 50
million Dinars during 1972-78, or 18% of manufacturing investment).

2.02 In the 1960s, the public sector played an important role in import
substitution, as the Government invested heavily (80% of total fixed capital
formation) in such capital intensive activities as construction materials,
chemicals and steel. However, because of their poor management and overstaff-
ing (for social reasons), these public enterprises were, and still are,
generally economically and financially inefficient.

2.03 During the 1970s public investments were oriented towards more
labor intensive activities. In addition, industrial development objectives
shifted to focus more on private investment and exports. As a result of
strong Government incentives, supplemented by protection against competition
from imports, growth in manufacturing accelerated from 6.4% p.a. in real terms
during the 1960s, to 11.5% during the 1970s. The economy as a whole grew at
the impressive real annual rate of 8% per capita during the seventies, and
industry-s share of GNP increased still further, from about 10% to roughly
12%, as a result. Private investment, encouraged by the incentives given by
the Government, increased (in the following 3-year periods) from TD 25.8
million during 1969-72, to TD 151.6 million during 1973-1976 and TD 235
million during 1977-80.

2.04 The above achievements are quite impressive in quantitative terms.
Structurally, however, the sector's performance was less satisfactory. First,
the relative growth of manufacturing exports did not take off as expected,
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mainly because of faltering demand in the world markets for Tunisia's tradi-
tional exports (olive oil, textiles and chemicals), whilst export diversifica-
tion was constrained by the Government's pricing/protection policies, which
encouraged enterprises to concentrate on the local market. Second and most
importantly, productivity trends in manufacturing deteriorated after 1972.
In effect, value added per worker increased only marginally during 1973-77

(compared to the 12.4% p.a. increase observed between 1970 and 1972), and
the gain was not commensurate with the increase in the capital intensity of
the sector, such that the marginal productivity of capital declined. The
subsectors mainly responsible for the drop in overall industrial productivity
were generally in construction materials, food industries and chemicals,
dominated by Government-owned companies. Overall productivity was, however,
maintained in electromechanical industries, and productivity in private
Tunisian textile enterprises actually increased (during 1973-77) especially
in those with foreign participation. There are indications, however, that
this trend has also been on the decline since 1978, at least in entirely
locally owned textile companies.

2.05 To summarize, since the early seventies, the Tunisian manufacturing
sector, and the public segment in particular, has been characterized by:
(a) increasing capital intensity, weak management capabilities, and employment
creation beyond efficiency levels, resulting in deteriorating productivity;
(b) overinvestment in subsectors serving the domestic market in consumer goods
and intermediate components entering their fabrication; and (c) inadequate
capacity in, and incentives for, subsectors oriented towards exports and
some segments of the domestic capital goods market, where local production
could be efficient.

B. The Textile Industry

2.06 Tunisia first manufactured textiles on an industrial scale in 1961.
By 1979, the country was producing about 52% of its yarn and about 120% of its
domestic fabric consumption (Annex 2). Tunisia does not produce natural or
synthetic fibers, 1/ so almost all raw materials are imported.

2.07 The textile subsector has played an important part in the realiza-
tion of Tunisian development objectives because of its relatively low capital
intensity. During 1973-78, textiles generated about 40% of new jobs in manu-
facturing and accounted for about 30% of manufacturing exports, while absorbing
only 10% of new investment. Until its recent decentralization, there was only
one public sector textile company, SOGITEX, which in 1979 accounted for 47% of
the yarn and about 49% of the fabrics manufactured in Tunisia. However,
because the Company accounted for almost all Tunisian fabric exports, its
share of the domestic market was only 22%. SOGITEX is an integrated textile
operation which includes spinning, weaving, and finishing and, to a minor
extent, garment manufacturing. There are about 60 textile companies in the
private sector. About a dozen of the larger companies account for 20% of the
fabric production, and another 48 small enterprises for the remaining 31%.
Most of the small companies are engaged in the less capital intensive phases
of textile manufacturing--weaving and knitting. They therefore import most of

1/ With the exception of small quantities of wool for carpets.
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their yarn requirements, and have their fabrics finished, on a commission
basis, by SITER or one of the larger private companies.

2.08 In addition to the public and private sector companies, there is a
third subsector of so-called export-oriented enterprises (EOEs). These
foreign and locally owned companies have all been established in "Free Zones"
since 1973, under Law 72-38. These EOEs import capital goods, spare parts and
raw materials (yarn for knitwear and fabrics for garments) in bond, for
further processing in Tunisia prior to export. They are exempt from income
taxes for ten years, and subject to a reduced tax rate for a further ten
years. Between 1973 and 1979, about 130 enterprises were established
under this Law. Most of their work force are females. Labor productivity
is about 70% of European standards, but since Tunisian wages are about 20%
of the average for Western Europe, the manufacture of garments and knitwear
is very labor intensive, and Tunisia is an associate member of the European
Economic Community (EEC), there is a net advantage to European manufacturers
of moving these industries to Tunisia. Until the end of 1977, Tunisian
textile exports to the EEC were both duty-free and without quotas or
ceilings. Since that time, quotas have been imposed as part of the latest
sequence of international Multi-Fiber Agreements. 1/

2.09 In 1979, all in all, there were 450 production units 2/ in Tunisia
owned by about 200 companies involved in manufacturing textiles. 3/ The
industry operated about 100,000 spindles (including 13,000 for wool), about
3,000 looms and 1,600 knitting machines. In addition, there were about 13,000
sewing machines operated by domestic garment manufacturers, and another
10,000 by EOEs.

2.10 In the seventies, textiles were the second largest contributors to
value added in manufacturing (after food processing), and led the sector in
exports and job creation. As shown below, during the five years following the
enactment, in 1973, of Law 72-38 on EOEs, the private sector textile industry
grew rapidly; employment increased by about 40,000, the volume of output
doubled, the value increased from TD 25.7 million to TD 180.4 million
(Annex 2), and exports increased from TD 19.2 million to TD 83.2 million (all
in current terms).

1/ The Multi-Fiber Agreements are a series of restrictive measures, laid
down by the General Agreement on Tariffs and Trade (GATT), intended
to regulate Third World textile exports to developed countries.

2/ Source: Federation of Tunisian Textile Manufacturers - FENATEX.

3/ Including EOEs.
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Tunisia - Textile- /Industry's Share of Total Manufacturing

1973 (%) 1976 (%) 1977 (%) 1978 (%)

Value Added b/ 18.7 (19.0) 30.4 (23.6) 33.6 (25.0) 33.4 (22.4)
Export c/ 19.2 (10.7) 39.0 (26.1) 72.7 (44.0) 83.2 (36.0)
Investment b/ 7.2 (24.5) 8.5 (14.7) 6.2 (8.3) 6.5 (7.0)

1970-1972 (%) 1973-1976 (%) 1977-1978 (%)

Employment
Creation d/ 5.6 (39.5) 30.1 (50.6) 11.9 (30.7)

a/ Excluding leather and shoes.
b/ Million TD at 1972 prices.
c/ Million TD at current prices FOB.
dI Thousand jobs.

2.11 As shown above, however, since the growth of the EOES levelled off
in 1976, textiles' share of new investments and hence exports, employment,
and value added, has been on the decline.

III. PROJECT SPONSOR: SOCIETE INDUSTRIELLE DES TEXTILES, SITEX

A. Organization and Management

3.01 Societe Industrielle des Textiles (SITEX), the Project sponsor, is
the largest subsidiary in the SOGITEX Group; SOGITEX is also the largest
textile group in Tunisia and the only one that is publicly owned. SOGITEX
was created in 1967, through the amalgamation of five existing plants, but in
January 1979, was reorganized into five separate entities, including four
operating companies: SITEX, SITER, SOMOTEX, SOPIC and a holding company--
SOGITEX Holding (The Holding). In January 1981, SITER's weaving facilities
were spun-off as a fifth subsidiary-TISSMOK. The Holding also owns a minority
share in each of two garment manufacturing companies: SOTUVES, making sports
outerwear, and SOLIFEM, making lingerie.

3.02 Like all SOGITEX's subsidiaries, SITEX operates as an independent
legal entity under the general supervision of the Holding. The Company's
(i.e., SITEX's) Board of Directors is appointed by the Holding, and consists
of eleven members: the Chairman, who is also the Company's General Director,
two directors of SOGITEX Holding, two representatives each of the Ministry
of Planning and Finance and the Ministry of National Economy, and one repre-
sentative of each of the Ministry of Social Affairs, the Social Security
Fund and two banks. In addition to the Board of Directors, SITEX and the
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other subsidiaries each have a steering committee responsible for the
implementation of Group policy. This is headed by the Company's Chairman
and includes its functional directors. SITEX's organizational structure is
shown in Annex 3-1:

B. Role of SOGITEX Holding

3.03 Although the restructuring of the SOGITEX Group in 1979 was intended
to give the subsidiaries a large degree of autonomy, in practice they were -
until the end of 1980 - still controlled by the Holding, which approved their
budgets and investments, and was responsible for marketing. Up to that time,
the Holding's main responsibilities were accordingly: (a) to formulate and
implement Group policy on such issues as: the markets to be sought and the
products and prices to be offered, long- and medium-term financing needs and
sources, employment and labor compensation, and technical development; (b) to
market the subsidiaries' products; (c) to scrutinize the subsidiaries' budgets
and to pass these to the Ministry of Industry for approval; and (d) to monitor
progress against budgets.

3.04 The Holding made little effort to explore market opportunities
and possible product development, or to adapt production and marketing methods
to improve volume and profitability. The subidiaries' production plans were
dictated by ad hoc orders received from the Holding, and sales were conducted
with little regard to the production costs of specific products. The Holding
received a flat fee of 5% on local sales and 1% on exports, irrespective of
the profitability to the subsidiaries of the transaction involved. As a
result the Holding's control over marketing and sales was a source of
continuing conflict with its subsidiaries. This was particularly true for
SITER (TISSMOK) and SOMOTEX. SITEX did not face the same problems, as
nearly all of its production is being exported under a long-term agreement
with Swift Textiles, S.A. 1/ (Swift) of Zug, Switzerland (para. 4.13). As
of January 1981, the Government, in an effort to complete the restructuring
of the SOGITEX Group, and to assure a higher degree of autonomy, transferred
all marketing and sales activities to the individual subsidiaries.

3.05 At the time of appraisal, the role of the Holding was being reviewed
by different Government agencies. Two alternatives were under consideration.
The first was to limit the responsibility of the Holding to the Group-s
overall planning, coordination and development. The second was for the
Holding to cease to exist as a holding company, and to become an agency within
the Ministry of Industry in charge of overall textile sector development
instead. The Government has now settled on the first alternative, and a new
chairman was appointed to the Holding in February 1981.

C. Production Facilities

3.06 SITEX is an integrated cotton spinning, weaving and finishing
operation geared to the production of denim and a small amount of pocket-
ing material, mainly for export to the EEC. It operates two plants, one in

1/ A subsidiary of Dominion Textiles Inc. of Canada. SITEX-s denim sales
are managed by Swift, Paris; another subsidiary of Dominion, at Swift
Zug's request.
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Sousse for spinning coarse yarns for denim production, and the other in Ksar
Hellal for weaving and finishing. In 1979, the production facilities included
32,000 ring spindles, 480 single shuttle looms and a complete range for denim
finishing. The Company employs about 870 workers at Sousse and 810 at Ksar
Hellal.

3.07 SITEX's facilities were not originally designed for the production
of denim which requires certain specialized equipment as compared to other
types of fabric. However, since 1973, and through several agreements with
Swift, these facilities have been gradually converted to permit denim produc-
tion as well. Additional equipment, including an indigo dyeing range, warping
and denim finishing machines were installed and, most important, operating
technical assistance was provided by Swift. The change to denim created
certain production imbalances, particularly in spinning. Moreover, the
quality of the weft yarn produced on the existing ring spindles, as well as
that of denim woven on the shuttle looms, was not adequate for export. That
is to say, a relatively high proportion of the denim produced was of the lower
Grades B and C; both of which are severely penalized, price-wise. SITEX's
current modernization program (para. 3.14) is aimed at overcoming some of
these difficulties.

3.08 2During 1980 the Company produced only 7,800 mt of yarn and 16.2
million m of finished fabric. This production was achieved at operating
efficiencies 1/ of about 60% in spinning and 70% in weaving. Unbalanced
production facilities, equipment needing replacement or modernization and
periodic shortages of raw materials, accessories and spare parts were the main
reasons for this low level of output. However, production in 1980 was a con-
siderable improvement (about 20%) over that achieved in 1979. The Company's
yarn and fabric production during recent years is shown below:

SITEX - Recent Production a/

1978 1979 1980

Yarn (in -000 tons) 5.7 6.8 8.2

Finished Fabric (in million m ) 15.8 14.4 17.3

a/ Production figures for preceding years (before 1978) are not shown,
as they would be misleading due to frequent movement of equipment among
SOGITEX's plants and significant changes in product mix.

3.09 There is no reason why further improvement could not be realized
with the current modernization plan and continued technical assistance by
Swift. Both the spinning and the weaving plant have preventive maintenance

1/ Ratio of actual production to design capacity.
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programs, that are thoroughly prepared, and apparently satisfactorily imple-
mented by a well-trained staff. Standard production control systems also
appear to be working satisfactorily. Quality control procedures at Sousse and
Ksar Hellal are thorough, and the laboratories are well equipped with testing
instruments.

3.10 Labor productivity is very low compared with Western European
standards (about 25-30%). This is mainly because SITEX, like the rest of
the SOGITEX Group, is overstaffed. As a public company, it has been consis-
tently obliged by the Government to maintain a staff well in excess of its
needs, including a number who are physically disabled. Overstaffing, however,
is concentrated in indirect labor and administrative activities. In fact,
workloads for direct operators, such as spinners and weavers, are comparable
to European averages. The Company is petitioning the Government to either
subsidize the cost of excessive labor, or to allow their early retirement. In
an effort to reduce redundant labor, SITEX wishes to operate the weaving
facilities at Ksar Hellal on four shifts (rather than three), as is already
the case in Sousse. So far, the Company has not been successful due to labor
resistance. However, agreement has been reached with the labor union that any
new equipment will be so operated.

3.11 Tunisia's industrial labor force developed only recently, and its
skill depends largely on the quality and continuity of training provided by
the companies concerned. At SITEX, where a considerable degree of guidance
and assistance has been provided by Swift, training is a continuous activity,
supported by good documentation and comprehensive records. Those operators
who are well-trained and experienced would be capable of matching the produc-
tion performance of operators in Western Europe, when given the benefit of
equal standards of equipment, raw materials and production organization.

3.12 The quality of SITEX's staff is good. Most of the Company's sen-
ior and middle management are graduates of technical schools in France and
Belgium, and some of them have received advanced training in Europe. Their
knowledge and technical training are appropriate for their present tasks.
However, again due to the short industrial tradition, there is only a limited
background of industrial business management experience within the country, to
provide the necessary guidance for achieving productivity and profitability
targets. For this reason, the continuity of expatriate operating assistance
is vital to SITEX. At the supervisory level there are a number of individuals
who have gained good experience while working in textile mills in Europe. In
general, staff as well as labor are well motivated, with the exception of
those workers whom the Company is seeking to retire prematurely.

3.13 Basic wages/salaries for labor and staff in the public sector are
determined by a civil service-type progression. The current wage/salary
levels include 18 grades from unskilled worker to foreman, and another 18 from
the most Junior staff to the top level of management. Promotion, which occurs
on average at three-year intervals, increases earnings by about 10%. The
Company's employees obtain an automatic annual increase of approximately 5% at
the lowest levels of pay and 3% at the highest. In addition, they receive a
cost-of-living increase which is annually determined by consultation between
the Government, management and the labor unions. In recent years this increase
has been an absolute amount, irrespective of grade. SITEX's incentive system,



- 9 -

which is based on time saved by direct workers, is applied at both the spinning
and weaving plants. Both direct and indirect labor benefit from this system,
and it appears to be working effectively. Operators are allowed to earn
incentive payments up to a ceiling of 40% above the guaranteed minimum earn-
ings. Management also receive incentives based on actual results. Higher
remuneration can be obtained in the private sector, but since Tunisian private
textile companies are mostly small and owner-operated, taking advantage of
such opportunities generally entails adopting a completely different risk/
remuneration package, and further, physical relocation may be required.
Hence, although almost all private sector management originally worked for
SOGITEX, 1/ this attrition has been gradual over the years, and has further
been beneficial to the country as a whole.

D. Current Modernization Program

3.14 In order to overcome some of the difficulties faced by the Company
because of its low denim quality and loss of production due to imbalances,
SITEX, in 1980, carried out a modernization program in its spinning plant.
This program provided for: (a) purchase of 840 open-end (O-E) spinning rotors
to replace 10,800 (34%) of the existing ring spindles; (b) replacement of all
of its 36 drawing frames by 18 new frames; (c) partial replacement of blow-
room equipment by scutchers of larger capacities; and (d) addition of 150
drums for automatic winding. The total cost of the new machinery, including
erection was TD 1.9 million (about US$4.8 million), the major portion of
which (US$3.0 million) was financed through Swift. The new equipment was
erected during the fourth quarter of 1980, and commissioned during the first
quarter of 1981.

3.15 With the completion of this program, SITEX-s yarn production is
expected to increase to 10,000 tpy, or about 22% above the level achieved
in 1980. Of this amount, 4,600 tons will be O-E spun. Preliminary tests
indicate that the use of O-E spun yarn in the weft will result in a reduction
in the number of cloth defects 2/ from 28 to about 20 defects per 100 linear
meters. However, the full benefit of using O-E yarn can only be realized when
using direct weft on large packages (up to 4,000 grams) from O-E machines; a
technique which has proven to be technically and economically attractive to
denim producers elsewhere. This, however, cannot be realized while using
the existing single shuttle looms, which must use weft yarn from an automati-
cally replenished bobbin carrying only 30-35 grams of yarn. Frequent weft
replenishing unavoidably leads to, and in fact is, the major source of fabric
defects.

3.16 Shuttle looms also pose two other serious quality limitations.
The first is that the maximum cloth length that can be wound on the loom's
cloth roll before being doffed is about 80 meters. The small size rolls,

1/ SOGITEX was the first textile company in Tunisia.

2/ O-E yarn is characterized by its superior regularity and coverage,
over ring spun yarn.



- 10 -

must be subjected to an extensive inspection and selection process to form
reasonable lots (600-800 m) of denim of homogeneous shades, a stringent
requirement for the garment industry. This process, which basically depends
upon human judgement, is usually considered the most unreliable link in the
production line, and sometimes causes costly rejection of large lots of
exported denim. Secondly, the existing looms can only weave denim of a
maximum finished width of 108 cm, which is not preferred by garment manufac-
tures 1/ because of its low fabric utilization (higher fabric consumption per
unit piece of garment); for this SITEX's denim export price is being penalized
by 3-4%. The Company had considered the possiblity of widening some of the
existing looms to weave broader denim, but the idea was discarded on technical
and economic grounds because: (a) the looms are already about 20 years old,
and although they are kept in good condition, widening could impose excessive
wear and tear on certain parts, resulting in higher down-time and production
loss; and (b) widening would certainly aggravate the occurrence of weft
defects as a result of even more frequent weft replenishment per meter.

E. Past Financial Performance, and Anticipated Future Without the Project

3.17 Since each of the proposed loan allocations for the Holding, SITER,
SOMOTEX and TISSMOK is small, and includes a substantial element of technical
assistance, this report is primarily concerned with the past and future
performance of SITEX. No historic analysis or future projections have been
prepared for the other subsidiaries. Moreover, as noted in para. 3.01, SITEX
became a separate legal and financial entity only on January 1, 1979; prior to
that it was simply one operating unit within the SOGITEX Group. All historic
data on financial performance prior to 1979 therefore relate to the Group and
not to SITEX only. Background on the Group's financial performance through
December 1978, as well as a brief history of the Group-s financial restructur-
ing is included in the Project File. Audited accounts for 1976-78 are shown
in Annex 3-2. The financial restructuring was intended to parallel the
Group-s organizational restructuring in January 1979, but was not in fact
completed until April 1981.

3.18 Projections of production, sales, and financial results for SITEX
"without the Project", as well as actual data since it became a separate
entity in 1979, are included in the Project File, and are summarized below:

1/ Particularly in markets with high labor costs and where the demand is
exclusively for wide denim.
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SITEX - Indicative Results, Actual and Forecast
Without the Project 1979-1990

(Dinars Million)

1979 1980 1981 1982 1983 1990
(act.) (act.)

Production:
Yarn ('000 tons) 6.6 8.2 10.0 10.0 9.7 8.9
Grey Fabric (million lm) 15.4 18.6 16.9 16.9 16.0 13.9

Net Sales 12.1 15.8 17.6 19.1 19.9 18.3
Net Income (Loss) (0.5) (0.1) (0.3) (0.7) (0.9) (1.6)
Cumulative Cash Surplus/ n.a. n.a. 0.7 (1.3) (2.5) (9.6)

(Deficit)
Debt Equity Ratio 38:62 43:57 34:66 30:70 28:72 -
Current Ratio 0.97 1.38 1.11 1.01 0.95 0.58

n.a. = Not available

3.19 These projections are based on the same assumptions as are used for
the "with Project" projections, and outlined in paras 7.01-7.08 1/. This is
not strictly appropriate. SITEX's problems stem not only from inadequate
production facilities, but also from substandard operations, and in particular
from deficiencies in its financial management and reporting systems where:
(a) there is no realistic and timely system of cost accounting; (b) inventory
planning and control is imprecise and outmoded; (c) budgeting is unrealistic,
subsequent monitoring is limited, and no control mechanisms are built-in; and
(d) what little financial reporting there is functions with such unacceptable
delays, as to be virtually useless. 2/

3.20 A substantial technical assistance component has been included in
the Project, precisely to overcome these difficulties. It is therefore
likely, that other things being equal, losses on accounts receivable, inventory
management, misguided production, and equipment down-time, will be substan-
tially greater without the Project than with it. However, since SITEX has
only been an independent entity since early 1979, and has yet to obtain ade-
quate liquidity, the impact that the aforementioned operational deficiencies
will have and, in fact, are having on its financial situation is difficult to
quantify. It is for this reason that both sets of forecasts are based on
actual results from January 1979 through December 1980. In reality, however,
SITEX's financial situation "without the Project" is liable to be worse than
projected, and "with the Project", better.

3.21 Given the above proviso, yarn and fabric production "without the
Project" have been projected to increase in 1981-82, as the open-end spinning

1/ Unless explicitly stated otherwise.

2/ Note: This is equally true for the other subsidiaries.
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equipment, procured through Swift, is brought into operation, and the Company's
improved financial situation enables it to acquire the raw materials, spare
parts, etc., required for normal operations. Thereafter, without essential
upgrading of spinning equipment, winding machines, air conditioning and
services in the spinning mill, and in the absence of funds required to acquire
essential parts for overhauling the existing looms (about 20 years old) and
for reconditioning the weaving preparatory and finishing equipment in the
weaving plant, the volume and quality of production are expected to decline.
As a result, the Company's financial situation would deteriorate progressively,
until it either went out of business, or as is more probable, would be subject
to a further financial restructuring by the Government.

F. SITER, SOMOTEX and TISSMOK Operations and Financial Results

1. Operations

3.22 SITER owns and operates a relatively modern processing plant
at Bir Kassaa, some 15 km from Tunis, engaged in the commission bleaching,
dyeing, printing and finishing of woven textiles. In 1979, SITER's own
fabric production (from Moknine - now TISSMOK) represented about 60% of the
plant's throughput. The balance was processed for other companies in the
SOGITEX Group (28%) and the private sector (12%). The plant contains a large
variety of equipment offering versatility of processing for a wide range of
products. As a result, utilization of several items of equipment is very low,
and on average the plant operates at less than 50% of its capacity. In 1980
only 13.6 million lm were processed compared to about 14 million lm in 1979,
20 million lm in 1978, and 27 million lm in 1973. This fall-off was largely
due to declining demand, as some private customers installed their own pro-
cessing facilities, whilst others were obliged to send their fabrics abroad,
as SITER's plant is not capable of processing synthetic or blended fabrics, or
of printing large repeats, which are currently in demand. Due to past neglect
of effective maintenance and shortages of spare parts, some equipment, parti-
cularly in the wet processing sections, has deteriorated to such an extent
that complete overhauling is urgently required. The plant employs about 680
workers. It is grossly overstaffed and accordingly labor productivity is very
low (about 15% of that in comparable European plants). This overstaffing is
due both to the large process and product diversities, and to pressures to
provide employment for new as well as other SOGITEX Group employees, who
prefer to work close to the capital city.

3.23 SOMOTEX concentrates on the production of heavy work cloth, furnish-
ings and suitings for the domestic and export markets. The fabrics for the
domestic market are finished in Bir Kassaa, but most exports are in grey form.
The company is engaged in both spinning and weaving, and all of its production
facilities are in one location, Monastir, which is some 150 km from Tunis.
These facilities include three plants, for waste spinning, cotton spinning,
and weaving. The waste spinning plant is an old-fashioned mill, based on the
condenser system. It operates at a low throughput rate and produces very
coarse yarns in a variety of fibers: cotton, wool, rayon and blends. These
yarns are produced in a wide range of styles: unbleached, stock-dyed,
yarn-dyed and bleached in single, folded or cable form, for the traditional
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artisanal carpet industry. Besides the waste spinning and dyeing equipment,
the plant also includes a non-woven production unit for mattress filling. The
plant equipment is only in fair condition, and requires frequent or major
repairs. In 1979, about 900 tons of yarn and 200 tons of non-woven filling
were produced, Due to increased demand, four-shift operation was introduced
in 1980, but only 1,277 tons were produced in total.

3.24 The cotton spinning plant is a relatively new spinning mill of
about 8,600 spindles, which started production late in 1978, and only reached
50% of its full capacity in 1979. 1/ In 1980, SOMOTEX decided to concentrate
on producing the coarse counts required for the weft, and to import the finer
warp yarn. With this objective it replaced some of its spinning frames by
those displaced in SITEX when the new O-E machines were erected. This replace-
ment, besides causing great disruption and sizeable loss of production, created
imbalances, as the existing preparatory equipment was not capable of meeting
the increased spindle capacity. To overcome this difficulty additional
investment will be required in blow room and carding equipment, and this is
included in the proposed Project. This is expected to increase the present
production capacity (1,800 tpy) by 20-25%. As there is no fiber and yarn
testing laboratory, there is virtually no control on yarn quality, which
varies greatly. Testing equipment will, therefore also be included in the
proposed Project. In 1979, only 750 mt of yarn were produced and about 70% of
yarn used in weaving had to be imported; in 1980 production increased to 1,279
tons.

3.25 The weaving plant contains 282 looms, of which 162 are shuttleless.
Equipment is generally in good condition with the exception of 42 looms, which
are over 30 years old, and need to be replaced as their spare parts are no
longer available. Partial replacement of 16-year old driving motors on the
shuttleless looms is also essential. In 1979, as a result of the shortages
in spares, as well as delays in the delivery of imported yarn, only 5.6
million lm of grey fabric were produced, at an operating efficiency of about
60%, and with labor productivity of about 32% of Western European plants. In
1980 output increased to 6.7 million lm.

3.26 TISSMOK owns and operates a weaving plant at Moknine (about 175 km
south of Tunis), primarily for the production of light weight apparel fabrics
for the domestic and, to a lesser extent, export markets. Prior to January
1981, this plant formed part of SITER-s operations. Most of the plant-s yarn
requirements (about 1,200 tpy) are imported. The production facilities
include 464 looms of varied widths (120 to 300 cm) and ages (8 to 30 years
old). Capacity utilization is about 84%, but due to shortages of spare parts
and accessories, and occasional shortages of yarn, only 8.8 million of grey
fabric were produced in 1979, and in 1980, about 8.9 million lm. This produc-
tion was achieved at an operating efficiency of about 64%. With some 550
workers employed, labor productivity is about 24% of the standards prevailing
in Western European plants.

1/ Slow production build-up during 1979 (the plant's first year of operation)
reflects the fact that this was the Company's first experience in this
area.
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3.27 SOGITEX also has a fifth operating company, SOPIC, which consti-
tutes a very minor part of the Group. SOPIC is engaged in the production and
marketing of jeans, shirts and sportswear, for both domestic and export
markets. It produced about 0.9 million pieces in total in 1979, and employs
about 454 workers.

2. Financial Results

3.28 The financial situations of SITER, SOMOTEX and the Holding as of
December 31, 1979 and 1980, are summarized below:

SITER, SOMOTEX and SOGITEX Holding - Indicative Results, 1979 and 1980
(Dinars Million)

Production SITER a/ SOMOTEX Holding
1979 1980 1979 1980 1979 1980

Yarn (1,000 tons) - - 1.9 2.6 - -
Fabric (million lm) 8.8 8.9 5.9 7.1 - _
Finishing throughput (million lm) 14.6 13.6 - - - -

Gross Sales b/ 5.8 7.5 7.1 9.6 - -

Net Income (Loss) (0.3) (0.5) (1.0) (0.9) (1.1) (1.4)
Debt:Equity Ratio 45:35 43:57 41:59 0:100 n.a. 26:74
Current Ratio 1.06 0.96 0.86 0.82 0.51 1.7

a/ Including TISSMOK.
b! Including receipts for commission finishing.
n.a. = not applicable. That is net equity was a negative TD 2.7 million and

long and medium term debt, TD 5.7 million in 1979.

3.29 As of 31st December 1980, the Group was in the last stages of its
long awaited financial restructuring, the impact of which was not shown uni-
formly on the various entities respective balance sheets. This restructuring
was completed on April 13, 1981. As a result, the subsidiaries debt:equity
ratios range from 44:66 (SITER) to 33:67 (TISSMOK) and their current ratios
from 1.3 (SITER and SOMOTEX) to 1.2 (TISSMOK). With the investments and
technical assistance included in the proposed project, these entities are
expected to approach break-even in 1981, and even to generate slight profits
in 1982/83, at which stage a major physical investment and rehabilitation
program for these three remaining subsidiaries is envisaged (second phase- see
paras. 5.00 and 5.02).
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IV. THE TEXTILE MARKET AND MARKETING

A. The Export Market for Tunisian Textiles

4.01 The principal export markets for Tunisian textiles are the countries
of the European Economic Community (EEC). Until 1977, as an Associate Member
of the EEC, Tunisia enjoyed free entry into the community for its goods. With
the establishment of the Multi-Fiber Agreement (MFA), Tunisia retained duty-
free entry, but several categories of textile articles became subject to
strict annual quotas. Under the present MFA (expiring 12/31/81), the growth
in annual quotas for so-called "sensitive" categories, was about 6% per year.
Sensitive items are defined as those which would generate direct competition
with local (EEC) production. These categories include cotton woven fabrics
and trousers which are the main outputs of the proposed Project. In view of
the recession of the textile industry in the EEC, it is believed that the new
MFA (currently being negotiated) may be more restrictive (para. 4.08).

4.02 The EEC countries provide the world's largest market for imported
textile products (about 50% of world imports) but for the proposed Project,
only the markets for cotton woven fabrics and trousers, specifically denim and
denim jeans, are directly relevant. Denim was originally produced mostly for
farmers in the USA, but became a fashion item in the 1970s. As a result its
popularity and con Iumption increased dramati2ally; in the USA, sales increased
from 236 million m in 1970 to 633 million m in 1980, or about 2.6 m per
capita. The growth in Europe was equally 2xplosive, and sales incr2ased from
almost nil in 1974, to about 220 million m in 1980, or about 0.7 m per
capita.

4.03 While the rate of growth of denim consumption in Europe has slowed
down considerably since 1977, mostly due to the disappearance of non-jeans
end uses, the projections are for about 4% annual increase in denim
consumption from 1980-85, and 3% from 1985-90 1/. The supply of denim
in the European market is provided by: (a) 10 local manufacturers 2/; (b)
imports of denim fabrics (mostly from the USA); and (c) imports of denim
jeans. Imports, exports and apparent consumption of denim jeans in Western
Europe, Tunisia's prime market, are summarized below, and shown in detail in
Annex 4-1.

1/ As compared with 30% in the 1970-75 and 9% in 1975-80.

2/ Local is defined as including Asssociated States.
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Import, Export and Apparent Consumption
of Denim in Western Europe
(Million Square Meters)

1970 1975 1976 1977 1980 1985 1990
(Forecast)

Production (Denim) a/ - 16 50 60 150 160 200
Imports (as Denim) 38 120 153 110 68 90 97
Imports (as Jeans) - 6 10 12 12 16 20
Exports (as Jeans) - - (8) (10) (10) (10) (10)
Apparent Consumption 38 142 205 b/ 172 220 256 307

of which EEC n.a. 115 175 139 178 215 250

a/ Duty free imports from associate member countries (e.g., Tunisia), are
included in domestic production.

b/ 1976 saw peak fashion use of denim for items such as shirts, jackets,
suits, skirts and upholstering which eventually disappeared.

4.04 Official statistics separating denim fabrics and denim jeans, are
not available and for 1980 the European production data as well as US imports
(which account for 85% of the total denim imports) shown are based on private
but reliable trade statistics. The projections somewhat are tentative, as the
future structure of the market will depend on the outcome of the current MFA
negotiations on import quotas.

B. Export Marketing of Textiles

4.05 Exports of textile products from Tunisia increased rapidly in the
1970s, and particularly after the passage of Law 72-38 (para 2.08). Textiles,
which in 1973 accounted for only 10.7% of manufactured exports, had by 1978
increased their share to 36% (para. 2.10). According to a study by the
Tunisian Centre National d-Etudes Industrielles (CNEI), out of total exports
valued at TD 72.7 million in 1977, about TD 55.4 million were derived from
garments produced from fabrics imported in bond from, and re-exported, to EEC
countries (para. 4.19) --i.e., the Tunisian content being limited mostly to
cutting and sewing. It appears, however, that due to quota restrictions in
EEC countries and Government reluctance to grant new permits under Law 72-38,
in the coastal zone, the growth of EOEs since 1977 has been limited and,
consequently, that their exports have levelled-off. Exports of textile
articles made from materials other than those imported in bond reached, in
1977, a total of TD 17.3 million. These exports were mostly in the form of
cotton fabrics (TD 7.4 million) followed by garments (TD 5.0 million) and
carpets (TD 3.8 million), and 90% were traded with the EEC countries. Growth
of exports of woven cotton fabrics and garments made from fabrics woven in
Tunisia is closely connected with the concept of the proposed Project, as
SITEX is the only company both large enough and in possession of the technical
know-how and marketing arrangements required to engage in export activities.
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Woven cotton fabrics make up almost all of Tunisia-s exports of fabric, with
denim being the most important of these, followed by work cloth. 1/

4.06 Production of denim in Tunisia started in 1976 on the basis of a
1973 agreement with Swift, S.A., of Switzerland, who provided technical assis-
tance and marketing arrangements (para. 4.19) as well as necessary equipment
(an indigo yarn dyeing machine). By 1978, SITEX was exporting about 8.0 mil-
lion lm per year, and in 1980 exports of denim (including the fabric converted
into jeans in Tunisia) increased to about 14.0 million lm. The proposed
rehabilitation and expansion Project would result in an increasing FITEX's
denim manufacturing capacity to 19.7 million lm (about 24 million m ) of
finished fabric in 1983.

4.07 SITEX's past success in producing denim fabric, acceptable to
the EEC market, was based on: (i) Tunisia's geographical proximity to Europe,
resulting in low freight costs and fast delivery; (ii) duty free entry within
a relatively large and not fully utilized quota; (iii) a consistently growing
market for denim in EEC countries; and (iv) a sales price that is comparable
to the average ex-factory price of major US producers. However, since 1978
SITEX has realized that this success would become difficult to maintain
because of two limiting factors: the quality, and the width 2/ of its denim.
In 1979 SITEX took the first step to improve its denim quality, and with the
installation of O-E spinning equipment (currently under commissioning), yarn
quality, and consequently denim quality, is expected to be appreciably improved
(para. 3.15). The next step for SITEX, as a narrow denim producer, would be
to complement the current upgrading and expanding of its spinning facilities
with an investment in wide looms. With such investment, included under
the proposed Project, SITEX denim is expected to be within the upper quality
quartile of the EEC denim market.

4.08 Imports of textile products into the EEC are currently governed by
the Second Multi-Fiber Agreement, covering 1978-81 (para. 4.01). In the EEC,
the MFA regulations apply to imports of nearly 130 categories of textile
products from 40 countries. Several types of products (mostly cotton yarn,
fabrics and garments), in the "sensitive" 3/ categories are subject to
strict quotas negotiated with the individual exporting countries. In the case
of Tunisia, the quota agreement, dated March 19, 1979, limits exports in
several categories (cotton woven fabrics, knitted underwear, trousers, shirts
and blouses, etc) as shown below:

1/ Produced by SOMOTEX.

2/ Because of the increasing preference for high quality wide denim,
particularly in markets with high labor costs (para. 3.15) combined with
the rapid increase that is taking place in European wide denim production.

3/ Para. 4.01.
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Multi-Fiber Agreement Quotas for Export of
Tunisian Textile Products to the EEC

1978 1979 1980 1985 1990
(estimated)

Cotton Fabrics ('000 mt) 6.8 8.3 8.8 10.3 11.9
T-Shirts and Knitted

Underwear (million pieces) 3.8 4.3 4.9 6.3 8.0
Trousers (million pieces) 8.2 8.9 9.5 12.1 15.2
Knitted Shirts (million pieces) 1.5 1.6 1.7 2.2 2.8
Woven Shirts (million pieces) 6.4 6.7 6.9 8.8 11.2

Source: MFA Statistics.

Denim is subject to quota Category 2 (cotton-woven fabrics) and jeans to
quota Category 6 (trousers). Annex 4-2 shows the distribution of these
two quotas among EEC countries. The quotas for the 1982-86 period are
still under negotiation, but it is generally accepted that after 1981 the
annual increases allowed by MFA for Tunisia are unlikely to exceed 3% and 5%
for fabrics and garments, respectively.

4.09 Swift's past sales of SITEX's denim in the EEC are shown below:

Swift Sales of Denim in the EEC
(Million Square Meters)

1976 1977 1978 1979 1980

Total 8.3 11.5 6.7 12.6 15.0
of which exported

as Jeans - - 3.4 4.9 6.0

Exports to France and the Benelux, where Swift is well established, accounted
in 1980 for about 90% of Swift's sales as shown below. Nevertheless, the
1980 MFA quotas for Tunisia indicate that only 66% of the quota in the
cotton fabric category and 75% of the quota in trousers were utilized. In
France, where Swift maintains a good marketing network, the quota for cotton
fabrics (5,600 mt) was only half full; whilst EEC markets other than France,
the Benelux countries and Italy (traditional Swift markets) have been left
untapped by Swift, as these markets are already accustomed to consuming broad
denim.

Swift Sales of Denim by Country in 1980
(Million Square Meters)

Country As Fabrics As Trousers Total _

France 3.8 4.8 8.6 57
Benelux 4.2 0.6 4.8 32
Italy 1.0 - 1.0 7
Germany - 0.6 0.6 4

Total 9.0 6.0 15.0 100
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4.10 Upon completion of the proposed Project, SITEX's annual yarn and
denim production would reach 13,250 tons and 26 million square meters respec-
tively--an increase of about 65% over the 1980 levels. Increased fabric
production will be in the form of wide denim for export, as fabric, to the
EEC. SITEX's projected sales "with the Project" are tabulated below:

SITEX: Projected Sales with the Project
(Million Square Meters)

1981 1982 1983 1984 1985 1990

Wide Denim 3.8 10.0 10.5 10.5 10.5 10.5
Narrow Denim:

- EEC 4.2 1.4 1.0 0.7 0.5 Nil
- Neighboring States 0.5 0.7 1.0 1.3 1.3 1.3
Tunisia

- Domestic 1.3 1.3 1.4 1.4 1.4 1.4
- EOEs 7.8 10.3 10.3 10.3 10.5 11.0
Total Denim 17.6 23.7 24.2 24.2 24.2 24.2
Pocketings and Others 2.0 2.0 2.0 2.0 2.0 2.0

These projections imply an EEC market penetration for SITEX denim, throughout
the rest of the decade, of about 10%, compared with 8.4% in 1980. This is
both feasible and realistic since, as noted, all new fabric production will
be in the form of wide denim for marketing in the EEC as fabric. This will
be a heavy (14 oz.), high quality product, and of the preferred (150 cm) width.
No difficulties in marketing it, are, therefore foreseen. Potential difficul-
ties are rather associated with the production of narrow denim. Although as a
result of the Project, as well as recent investments in modern spinning equip-
ment, the quality of SITEX-s narrow denim production will improve signifi-
cantly, higher waste and labor costs are associated with the use of narrow
fabric in garment production. Since this is of only marginal importance in
Tunisia, where low labor costs and SITEX's proximity are compensatory factors,
SITEX/Swift intend to concentrate on the promotion of narrow denim sales to
the EOEs, as soon as wide denim becomes available for the European market.
In 1980, the EOEs shipped 12.9 million pairs of trousers to the EEC, of which
an estimated 5.5 million were denim jeans, and 3.2 million of these were made
from SITEX denim. However, to absorb almost all of SITEX's narrow denim
production by 1983, the share of denim in the EOEs production will have to
increase from 25% in 1980 to 40% (5.5 million pairs of jeans) in 1983. This
implies that the use of denim would increase more rapidly than the rate of
growth projected for EOE trouser production as a whole. If the required
acceleration does not take place, SITEX/Swift could find itself with some
excess narrow denim production potential in 1981-1983. These amounts are
estimated at, at most, 1.2 million lm in 1981, 2.7 million lm in 1982, and 1.1
million lm in 1983.

4.11 To insure against such an eventuality SITEX/Swift are actively
developing a number of alternative market outlets. The first is to cut the
narrow denim into trousers at SITEX; the pieces being converted into trousers
by EOEs with spare capacity, on a commission basis, for marketing by Swift,
to minor European jeans manufacturers, which are too small to either undertake
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the investment involved in establishing their own EOE, or even to make secure
contacts for manufacture by existing EOE's with idle plant. Swift, on the
other hand, both has such contacts, and is well known to the European entities
concerned. SITEX/Swift, started to exploit this avenue in earnest at the
beginning of the year, and a cutting room has been established at Ksar Hellal.
At least 1.5 million lm of narrow denim a year could be absorbed in this
manner. Another outlet would be to increase export sales to neighboring
countries where low labor costs also prevail. It is estimated that at least
2 million lm of narrow denim could be absorbed annually by such markets.
Finally, SITEX/ Swift are actively trying to develop a competitive construc-
tion of lightweight pocketing that could be sold to European jeans manufac-
turers, as well as to EOEs, in a package with SITEX denim.

4.12 The market projections employed in this report as is apparent from
para. 4.10 are based on the assumption that no new diversification from denim
will be necessary. As demonstrated in para. 7.13, even if SITEX is unable to
sell its potential excess narrow denim production and simply cuts back fabric
output to this extent, the project would still yield a reasonable rate of
return. Further, this assumption is conservative in terms of the potential
negative impact of quota restrictions. As the table below indicates, even if
the EEC fabric quotas for Tunisia were frozen at the 1980 level, and if
Swift's sales of denim fabric continue to be limited to France, the Benelux
and Italy, these quotas would be sufficient to absorb all SOGITEX's projected
export output, including SOMOTEX's projected sales of work cloth, provided
that a large proportion of narrow denim is converted into jeans in Tunisia.
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Projected Export Sales vs. MFA Quotas

Cotton Woven Fabrics
(Thousand Metric Tons)

Actual Projected
1978 1979 1980 1981 1982 1983 1984 1985 1990

MFA Quota a/ 6.8 8.3 8.8 9.1 9.4 9.7 9.9 10.3 11.9
MFA Quota b/ - - - 8.8 8.8 8.8 8.8 8.8 8.8

MFA Quota France b/ 5.0 5.3 5.6 5.6 5.6 5.6 5.6 5.6 5.6
MFA Quota (Benelux) b/ 1.0 2.0 2.1 2.1 2.1 2.1 2.1 2.1 2.1
MFA Quota (Italy) b/ 0.1 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4

FBI c/ Quota 6.1 7.6 8.1 8.1 8.1 8.1 8.1 8.1 8.1
Tunisian Shipments 4.1 5.3 5.8 5.7 6.9 7.6 7.6 7.7 7.4

of which SITEX's Denim 1.7 3.9 4.3 4.0 5.7 5.8 5.6 5.5 5.3

Trousers
(Million Pairs)

Actual Projected
1978 1979 1980 1981 1982 1983 1984 1985 1990

MFA Quota d/ 8.2 8.9 9.5 9.9 10.4 10.9 11.5 12.1 15.2
MFA Quota b/ - - - 9.5 9.5 9.5 9.5 9.5 9.5
FBI Quota bI 5.4 5.9 6.2 6.2 6.2 6.2 6.2 6.2 6.2
Tunisian Shipments (EOEs)

For quota purposes e/ 4.7 n.a. 7.1 7.4 7.8 8.2 8.4 8.6 9.5
Actual volume f/ 7.6 n.a 12.9 13.8 12.4 13.6 14.2 14.8 17.5
of which made of
SITEX's Denim 1.8 2.6 3.2 4.2 5.5 5.5 5.5 5.6 5.9

Share of SITEX's Denim
in Fabrics Used by EOEs (%) 24 n.a. 25 30 44 40 39 39 34

a/ Assuming 3% annual growth after 1980.
b/ Assuming no growth after 1980.
c/ FBI (France, Benelux, Italy).
d/ Assuming 5% annual growth after 1980.
e/ Trousers made from fabrics imported in bond account for one third of their

volume.
f/ Assuming 5% annual growth during 1981-85 and 3% afterwards.

4.13 Marketing of SITEX's denim for export is governed by an agreement
dated September 27, 1973, and amended on February 6, 1976, between SITEX and
Swift, under which Swift holds exclusive rights for the marketing of all
narrow and wide indigo denim cloth manufactured by SITEX. The only exception
is that Swift agreed that SITEX can sell in the local market, and for use in
Tunisia, up to 0.5 million lm of denim per annum, either in the form of short
pieces (less than 40 yards) of all qualities, or as cloth classified as Grade
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C and below. Otherwise, all production of denim must be sold to Swift, at
prices equivalent to the average USA ex-factory quarterly prices applicable to
"one million yards" contracts, but not below the price of Swift Textiles, Inc.
of Columbus, Georgia for the same quarterly period and adjusted for weight,
width and quality according to an agreed trade formula. This agreement
expires on May 27, 1983. It can be renewed at the option of the parties for
additional periods of three years. Swift's intention to exercise such options
must be communicated to SITEX at least 12 months before the end of each
period, i.e., the first time on September 27, 1982 at the latest. The contract
does not oblige Swift to purchase any minimum amount of SITEX-s denim.

4.14 Swift has a distinct edge over other major importers of denim who
usually channel their goods through wholesalers, thereby adding about 10%
to the cost of distribution. Swift-s warehousing arrangements guarantee 24
hour delivery to garment manufacturers anywhere in Europe, which makes it
fully competitive with the European producers and well ahead of US imports
which are further adversely influenced by the fact that domestic orders in
the USA usually get top priority. Swift distributes denim to some 250
customers in France and the Benelux countries and also to about 16 EOE plants
in Tunisia.

4.15 SITEX-s price to Swift is based on average USA ex-factory prices
(para. 4.13), adjusted pro rata for width. Swift's price to customers in the
EEC is the FOB price plus 5-8% freight, 1/ plus 14% mark-up on CIF cost; the
same mark-up applies to Swift customers in Tunisia but there are no freight
charges. On the basis of quality, Grade B is subject to a 10% discount
and Grade C to 20%. In 1980, the average price for SITEX narrow denim to
Swift was US$2.46 per linear meter CIF South European Port, and their selling
price about US$2.80 which is quite competitive with the US imports, as well as
those of European producers, particularly for the clients manufacturing jeans
in Tunisia, as the costs of conversion of denim into jeans are considerably
lower there, than in Europe.

4.16 The present arrangement has distinct advantages for SITEX. First
and foremost, through the technical assistance provided under the Agreement
(not to mention the loan of equipment), SITEX has been able to master the
relatively sophisticated technology of denim production at zero cost. Further,
it allows them to dispense with such functions as market research, product and
market development, advertising, merchandising, etc., and also practically
eliminates the cost of sales. For SITEX to set up its own marketing and
distribution system in Europe would certainly cost less than Swift will make
on the anticipated sales, but Swift's experience and close marketing connec-
tions with the major European jeans manufacturers are very valuable, parti-
cularly when additional volumes need to be marketed.

4.17 Swift also derives benefits from the arrangement. Although it is
responsible for all costs of marketing and distribution, as well as of techni-
cal assistance and depreciation on the dyeing range, it markets the denim in
the EEC. Since Tunisia is an Associated State, all EEC imports of Tunisian
origin (provided they do not exceed quota restrictions) are duty-free. The

1/ Freight to the UK and North European markets is 2-3% higher.
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price of denim in the EEC market, on the other hand, is based on the costs of
the main supplier--the U.S. These include both higher freight rates than for
Tunisian denim, and a 14 percent import duty. As a result, the EEC market
price is about 17-20 percent higher than the U.S. ex-factory price, enabling
Swift not only to recoup the afforementioned costs, but also to generate
reasonable profits.

4.18 Apart from SITEX's de2im, Swift handles only a small amount of
polyester cotton (0.3 million m ) imported from the USA, and grey curduroy
purchased in France to be finished in Canada and distributed in EEC. The sale
of SITEX's denim is, therefore, Swift-s main business activity. Both parties
feel that they have established a good relationship, and although the existing
contract expires in 1983 (para. 4.13), both expect to continue their coopera-
tion. Nonetheless, assurances have been obtained that SITEX will consult with
the Bank prior to amending, cancelling or extending the existing contract with
Swift, or entering a new one.

C. The Domestic Market for Tunisian Textiles

1. Historical Development

4.19 Imports, exports and apparent consumption of textile products in
Tunisia 1974-78 are tabulated below, and shown in detail in Annex 4-3.

Tunisia - Historical Consumption of Textile Products
(1,000 metric tons)

1974 1975 1976 1977 1978

Imports 49.0 45.0 61.2 68.0 65.6
Exports (13.8) (13.5) (18.4) (27.7) (21.9)
Production Waste (2.9) (3.2) (4.0) (4.6) (4.5)
Domestic Wool 3.3 3.4 3.5 3.5 3.6
Apparent Consumption 35.6 31.7 42.3 39.2 42.8

Population (million) 5.6 5.7 5.8 5.9 6.0
Consumption (Kg/Capita ) 6.4 5.6 7.3 6.6 7.1

Source: Ministry of National Economy

During this period, Tunisian textile consumption grew at an average annual
rate of 4.7%, or 2.7% per capita. Since the above figures include the
operations of EOEs, the apparent consumption in individual years may be
somewhat distorted by swings in inventories. A detailed analysis of goods
imported and exported in bond was carried out by the CNEI, for 1977 and the
results indicate that while 27% of all imports and 66% of all exports were in
this category, the apparent domestic consumption was 6.4 kg/capita, i.e. in
good agreement with the 6.6 kg/capita calculated in the above table, on the
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basis of gross trade statistics. Consumption of textile products in Tunisia
in 1977, with a GNP of US$950/capita, was also roughly in line with other
developing countries in the region (Egypt: 5.0 kg and US$400, and Turkey:
7.7 kg and US$1,000).

2. Forecast Supply and Demand of Textiles in Tunisia

4.20 The projected supply and demand for textiles in Tunisia through 1990,
is shown in Annex 4-4. Production has been forecast on the basis of the
proposed investments by the SOGITEX Group plus an expected increase in capacity
utilization in the private sector, as a result of increasing local demand
(para. 4.21). The proposed Project includes an increase in yarn production
(at SITEX and SONIOTEX) from 9,000 mt in 1980 to 15,400 mt by 1985, through
rehabilitation, balancing of production lines and improvement in the efficiency
and capacity utilization of existing equipment. It is also projected that the
private sector can increase the capacity utilization of its existing spinning
equipment (presently operating at about 58% of rated capacity) by 10% to 7,800
mt in 1985, and an additional 10% to 8,500 mt in 1990. As to weaving, it is
assumed that the proposed Project will increase the fabric production of the
SOGITEX Group from 11,800 mt in 1980 to 15,800 mt in 1985 and 16,500 in 1990,
and that manufacturers in the private sector can increase the capacity
utilization of their existing equipment (presently operating at about 63% of
rated capacity) by 5% by 1985 to 11,000 mt, and by another 5% to 11,500 mt of
fabrics by 1990 1/. The projected increases in capacity utilization are
considered modest and achievable when compared with international standards,
which are usually above 90% of rated capacities.

4.21 The future domestic demand for textile products has been projected
by using the textile demand elasticity of 0.42 actually observed during the
period 1973-78, an estimated growth of GNP per capita in 1978-90 of 4% per
annum, and a population growth rate of 2%, resulting in an annual average
increase in textile demand of 3.7%. On this basis, the demand for textile
products is estimated to reach about 52,000 mt in 1985 and about 63,000 mt in
1990. The projections (Annex 4-4) indicate that by 1985 the demand for tex-
tile yarn and woven fabrics will exceed supply, and consequently the domestic
component of the incremental output of the proposed Project is expected to be
easily absorbed. By 1990, the yarn deficit is forecast to reach about 11,000
mt and the fabric deficit 4,300 mt. While a good part of the demand would be
for synthetic knitted goods, an additional investment in spinning and
weaving facilities will be required.

4.22 Industrial production of garments is not well developed in Tunisia,
and in 1979 about two thirds of the woven fabrics were sold over-the-counter
for home sewing. While domestic production satisfied 98% of the demand for
new garments, it accounted for only about 50% of the total consumption of all
garments; the difference being imported used clothing (frippery). The use

1/ According to official statistics (FENATEX) the capacity for yarn produc-
tion in the private sector in September 1979 was 12,000 mt and the
capacity for woven fabrics about 16,000 mt.
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of frippery is wide-spread in Tunisia because it is cheap. In 1977, the
CIF cost of frippery was TD 0.17 (US$0.42) per kg, as compared to TD 2.37
(US$5.93) per kg for new garments. Furthermore, frippery, unlike new garments
(para. 4.23), is not subject to import duties or luxury taxes. At the consumer
level, made-up articles account for about 50% of consumption, and fabrics for
home sewing for another 20%; the balance (30%) are products of cottage indus-
tries, trimmings, carpets, and miscellaneous items. According to the CNEI,
the Tunisian consumer allocates 6% of his clothing budget for frippery, but
because of its low price, it meets about 25% of his total demand for textile
articles. Because of the low cost and the importance of these articles in the
low-income family budget, the amount of imported frippery has been allowed to
increase more rapidly than total textile demand and there is now considerable
pressure from textile manufacturers and trade unions to curb these imports,
which they maintain, constrain the growth of the domestic textile industry.
In this forecast, future frippery imports have, therefore, been projected to
grow only at the same rate as total consumption. Since these projections
indicate a shortage of textile articles for 1985-1990, the Government will
have to decide whether to encourage investment in new production facilities,
or to allow more frippery imports to enter the market, or some combination of
the two. Either way, however, this will have little effect on SITEX in which
the bulk of the proposed project is concentrated, as this entity is primarily
export oriented.

D. Marketing of Textiles in Tunisia

4.23 Most locally produced fabrics are distributed either directly to
garment manufacturers or to wholesalers, who resell them to retail outlets.
The number of garment and household goods manufacturers 1/ in Tunisia is
estimated at about 150, and in 1979 there were 26 wholesalers. The other
outlets are the tourist industry and Government institutions which buy
directly from the textile manufacturers. The import of fabrics and unused
garments (other than in bond) is not significant because of high import
duties, surcharges and luxury tax which can, together, increase the original
CIF price by over 100%. Consequently, only items requiring special technology
or high fashion items for women are imported, and these amount to only about
5% of domestic textile consumption. Profit margins on distribution are
controlled by law. A 10% profit margin is allowed to textile manufacturers,
and a 30% margin between the manufacturers' price and the retail price.
Although no specific breakdown is prescribed by law, in practice the whole=
salers' margin is between 5 and 7%, allowing 23 to 25% to the retailer.
The garment manufacturers purchase at the same price as the wholesalers,
while retailers buying directly from the manufacturers pay the price which a
wholesaler would charge. The usual terms offered by the textile manufacturers
are either net on cash basis, or 90 days with 3% surcharge. When SOGITEX
Holding was responsible for marketing, the maximum price was rarely applied as
most of the goods were sold at a loss. The private sector textile industry,
however, appears to be profitable, as indicated by its continuous growth in
terms of both investment (Annex 4-5) and sales volume.

1/ Other than EOEs.



- 26 -

4.24 Marketing was always a weak point in the SOGITEX Group. The Holding
never employed salesmen, and depended on orders placed either by telephone or
personally, by wholesalers visiting the depot and submitting samples of fabrics
brought from Europe. Market research and product development did not exist,
and sales were not analyzed by end-use or channels of distribution. Produc-
tion planning was nonexistent, and to a large extent, the role of marketing
was limited to selling fabrics already produced, offering large discounts if
necessary. This resulted in a gradual decline in SOGITEX's share of the
domestic market (from about 60% in 1973 to about 23% in 1979). As noted
previously (para. 3.04), starting January 1981, responsibility for marketing
has been placed with the individual subsidiaries, but in view of the above
weaknesses, a considerable amount of technical assistance will be required to
train marketing personnel. Such assistance is included in the Project.

V. THE PROJECT

A. Choice of Project

5.01 Although the proposal prepared by the preappraisal mission (para.
1.05) addressed the rehabilitation and modernization requirements for the
entire SOGITEX Group, it had a number of shortcomings:

(a) subsequent detailed evaluation of data submitted for SITER
and SOMOTEX raised serious questions as to its reliability.
To have postponed appraisal until these issues were resolved
would have delayed Project implementation considerably; 1/

(b) given the weakness of the Group's management systems,
simultaneous Project implementation in all three mills
could have been overtaxing for both the Holding's Project
implementation staff and for the Group as a whole. Further-
more, if management were simultaneously attempting to con-
centrate on the acquisition, installation and operation of
new equipment, its ability to implement operating changes
recommended by the technical assistance (TA) consultants
might have been impaired. This situation is least likely
to occur in SITEX, where Swift has been providing TA for
several years; and

(c) SITEX has already invested in spinning equipment to improve
its yarn quality for denim exports. A complementary
investment in weaving (included in the Project) is urgently
needed to obtain the maximum quality potential and broader
fabric widths which are required if SITEX is to improve its

1/ To SITEX's cost, see (c) below.
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position in the highly competitive European market. Further-
more, in the case of SITEX, no civil works are required,
reducing the risk of delays in project implementation.

5.02 Therefore, phasing of SOGITEX's rehabilitation and modernization
requirements was considered, and agreed upon with SOGITEX Holding and the
Government. The first phase (the Project) would essentially involve rehabili-
tation and modernization of SITEX alone, as well as TA for the Group as a
whole, and urgent minor investments for the other subsidiaries. The second
phase, to be elaborated under the TA component of the first phase, would
consist of rehabilitation and modernization investments in the three remaining
main subsidiaries--SITER, SOMOTEX, and TISSMOK.

B. Project Scope

5.03 The proposed Project has three components namely: (a) rehabilita-
tion, modernization and expansion of SITEX's production facilities; (b) in-
vestment in debottlenecking and essential spares for SITER SOMOTEX and TISSMOK;
and (c) technical assistance for all four main subsidiaries (SITEX, SITER,
SOMOTEX and TISSMOK) as well as the Holding.

5.04 Investment in SITEX: the objective is to expand and to improve the
quality of SITEX's denim production for export. To this end, spinning and
winding equipment at Sousse will be reconditioned and service facilities
upgraded. This will complement the US$4.8 million investment just completed,
in which yarn preparatory equipment was expanded, drawing machines replaced
and new open-end spinning machines installed (para. 3.14). At the weaving
plant in Ksar Hellal, besides upgrading the existing weaving equipment, some
60 extra-wide shuttleless looms will be installed to produce wide denim. To
meet this supplementary production, weaving preparation, denim finishing and
services will be renovated and expanded. All new equipment will be installed
within the existing production areas, hence no civil works are required.

5.05 Upon completion of the above investment, in 1983, total annual yarn
production would be 13,250 tpy and finished fabric output 26 million m .
These estimates are based on the assumption that the spinning mill and the
new looms will be operated during 8,096 hours per year (hpy) or 4 shifts
and the existing looms during 6,198 hpy or 3 shifts (para. 3.10), at operating
efficiencies of 85 percent for the new equipment and 75-80 percent for the
existing equipment. 1/ The efficiencies are conservative by international
norms, which are usually over 90%. 2/ Furthermore, SITEX will continue to
benefit from the operating assistance given by Swift throughout Project
implementation. Additionally, with proper temperature and humidity control

1/ With the exception of O-E spinning machines which usually operate at
efficiencies higher than 94%.

2/ In developed countries the production efficiency is about 98% for
spinning and 95% for weaving.
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(air conditioning) and the strengthening of plants' services that will be
achieved with the Project, attainment of increased efficiencies will be
facilitated. All yarn produced will be consumed by the mill's weaving depart-
ment.

5.06 Although the mill is specialized in the production of denim and

pocketing material, the new looms will be equipped with additional accessories
required for the production of other types of fabrics such as corduroy 1/,
shirting and sheeting. This flexibility will allow SITEX to effectively
absorb any fluctuations in denim demand, or to meet potentially profitable
market requirements for other fabrics.

5.07 The planned product mix for SITEX, at full capacity, is as follows:

SITEX - Assumed Finished Product Mix

Article Material Width Weight Production per Year

(cm) (gram/m ) ('000 m ) ('000 lm)

Denim, wide 100% cotton 150 535 10.5 7.0
Denim, narrow 108 535 13.7 12.7
Pocketing Material 108 190 2.1 1.9

Total 26.3 21.6

The underlying production program and efficiencies are shown on the following
page.

5.08 Investment in SITER, SOMOTEX and TISSMOK: although the rehabilita-
tion and expansion of SITER and SOMOTEX are not envisaged until the second
phase, certain minor investments are required immediately if the technical and
financial situation of these subsidiaries is not to deteriorate. The invest-
ments concerned will include (in addition to the acquisition of essential
spare parts). For SITER: (a) renovation of scouring/bleaching, washing
and dyeing equipment; (b) upgrading in the capacity and quality performance of
mercerizing and stentering machines; and (c) acquisition of a new high expres-
sion mangle and rotary printing machine to save on energy and allow the print-
ing of large repeats (para. 3.22). For SOMOTEX, in the spinning area: (a)
modification of blow room and card feeding equipment and provision of new
cards to balance production lines (para. 3.24); (b) installation of traveller
cleaners on spinning frames for healthier working conditions and improved
yarn quality; and (c) provision of a new fiber and yarn testing laboratory,
including air conditioning, for effective control of product quality.

1/ A pile fabric with lengthwise cords or ridges used for making trousers
and to a lesser extent, jackets and skirts.
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Production Program and Efficiency with the Project - SITEX

I. Yarn Production

Number of
Count Nm Spindles/Rotors % Efficiency Annual Production

11.5 17,600 spindles 75 7,150 tons
10.0 4,000 spindles 75 1,500 tons
10.0 840 a/ rotors 94 4,600 tons

Total Spinning 13,250

II. Woven Production (Grey Fabrics)

Type Number of Looms % Efficiency Annual Production (Million)
linear meters square meters

Denim, wide 60 b/ 85 8.1 13.0
Denim, narrow 400 c/ 80 14.8 16.8
Pocketing Material 80 c/ 85 2.1 2.4

Total Weaving 25.0 32.2

III. Finished Production d/

Type Annual Production (Million)
linear meters square meters

Denim, 150 cms wide 7.0 10.5
Denim, 108 cms wide 12.7 13.7
Pocketing Material 108 cms wide 1.9 2.1

Total Finished Production 21.6 26.3

a/ New rotors erected under current modernization program.
b/ New, extra wide, shuttless looms, to weave two drafts, each 160 cms wide.
c/ Existing single shuttle looms to weave 118 cms wide fabric.
d/ Denim loses 14% in length after sanforizing while pocketing loses only 10%.

In the weaving area: (a) reconditioning of existing looms; and (b) provision
of auxiliary equipment for improved performance. And for TISSMOK: (a) recon-
ditioning of existing loans; (b) installation of knotting, pirn stripping and
reed cleaning machines; and (c) the provision of portable cleaning equipment.

5.09 Due to the small size of the above investment (US$3.4 million for
all three companies), assessment of their impact on the financial and economic
performance of the entities concerned was not carried out (para. 7.21).
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5.10 Technical Assistance: The activities which will be covered by
the technical assistance component are: (a) upgrading the Group's manage-
ment and accounting systems to the requirements of modern mills (para. 3.19);
(b) assisting SITEX in the detailed preparation and implementation of its
rehabilitation and modernization program to be covered under the Project;
(c) assessing potential markets for SITER, SOMOTEX and TISSMOK, as well as
strengthening their marketing capabilities (para. 4.24); and subsequently,
(d) preparing investment proposals for SITER, SOMOTEX and TISSMOK, to be
implemented during the second phase.

C. Project Technology

5.11 The technologies available for a textile mill can be grouped into
three main categories: (a) preconventional technology (PCT), based on narrow
mechanical looms and direct spinning; (b) conventional technology, based on
automatic shuttle looms and ring spindles; and (c) advanced technology (AT),
based on shuttleless looms, automatic opening in blow rooms, chute-fed high
production cards, single process drawing in tandem with carding, and open-end
spinning. The PCT technology, for most applications, has become outdated
because of its low machine productivity and accordingly higher capital and
operating costs per unit of production. Furthermore, PCT technology requires
highly skilled operators. The various technologies available were examined
in detail before selecting that appropriate for Tunisian conditions. For the
proposed Project, proven modern but conventional technology (CT) will be used
with the exception of looms which will be of the proven shuttleless type (AT).

5.12 As mentioned (para. 3.14), SITEX is already investing in spinning
equipment to improve its yarn quality for denim exports. A prime objective
of the proposed Project is to provide the complementary investment in weaving
that is urgently required (to realize maximum quality potential and broader
fabric widths) if SITEX is to improve its position in the highly competitive
European market. In denim weaving, high quality requirements can only be
achieved when using shuttleless weft insertion, which minimizes the occurrence
of jerk-ins, one of the main causes of seconds in shuttle weaving. Moreover,
the absence of frequent weft replenishing and the use of large weft packages
associated with shuttleless weaving, provide an insurance against an array
of weft defects including thin and thick places, tight picks, bars and other
defects caused by variation in weft tension; such variation is a common
phenomenon in shuttle weaving (para. 3.15).

5.13 Presently, SITEX is producing denim on shuttle looms, and in spite
of the extensive operating assistance it receives through Swift, the Company
is finding it difficult and costly to meet quality standards required for
international markets. With the acquisition of the proper type of looms 1/
provided under the Project, and with the use of O-E spun yarn from its recent
modernization program, SITEX will be able to reduce its production of finan-
cially severely penalized seconds, from about 22-25% of total output to about

1/ Looms will also be equipped with a fabric winding attachment to accom-
modate large batches of woven denim. This would eliminate the costly
shading process mentioned in para. 3.16.
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6-8%. It will not be difficult for the Company to operate this type of loom.
Only a small number of operators and loom fixers (20 people) will need to be
trained on the new looms, locally and abroad. SITEX has demonstrated its
ability to deal with advanced technology equipment in the past. Chute-fed
high production cards, O-E spinning and automatic winding are successfully in
operation at Sousse. Moreover, shuttleless technology is not new in Tunisia.
In fact, this type of loom has been in use in SOMOTEX for over 15 years, and
the equipment is still in good condition, in spite of the occasional lack of
spares and accessories. Given that on top of all this SITEX is receiving,
and will continue to receive, operating assistance from Swift, until at least
mid-1983, there can be no doubt that it will be able to operate these looms
successfully.

D. Raw Materials and Utilities

5.14 The main raw materials for SITEX are cotton, dyestuffs and chemicals.
At full capacity about 15,000 tons of low grade cotton will be required
annually. As Tunisia does not grow cotton, all requirements will be imported.
Since 1958, there have been a series of attempts to grow cotton in Tunisia.
During 1980, small quantities of cotton of the American Upland variety were
grown on an experimental basis. Preliminary results are encouraging; quality
and yield were both good. The intention is not to grow cotton at the expense
of other crops, but rather to bring barren lands into productive use. A pro-
posal is under consideration to grow cotton on a commercial basis in the
southern region of Tunisia which, if carried through, would require substan-
tial investment in land preparation and underground water pumping equipment.
It is premature at this time to predict how successful these efforts will be.
All dyestuffs and chemicals for indigo dyeing, as well as starch for warp yarn
sizing, will be imported.

5.15 The industrial water requirements for SITEX, at full capacity, are
estimated at about 200 cubic meters per hour. This amount is about 25% greater
than current consumption and will be easily supplied from the city system at
Ksar Hellal. Both sites at Sousse and Ksar Hellal are supplied with power
from the city network, and no supply problems are anticipated. Additional
power requirements are minimal, and only a stand-by transformer of 630 KVA
for Sousse need be provided under the Project. A new three tons per hour
boiler will be installed at Ksar Hellal to meet additional steam requirements
for the finishing section. To this end, the water treatment facility will
also be expanded. A water reservoir of 2,500 cubic meters capacity will be
built at Ksar Hellal to allow the plant a water reserve of about ten hours
consumption.

E. Ecological Considerations and Occupational Hazards

5.16 The plant sites at Sousse and Ksar Hellal are located in the out-
skirts of the two cities. Few other industrial or residential units exist
near the plants. However, provision will be made under the Project to bring
the discharge or solila, liquid ana gabeous wastes to within internationally
acceptable limits. At present there are no standards for waste control in
Tunisia, but the Government has contracted a Canadian consulting firm to carry
out the necessary studies, and to make appropriate recommendations to provide
the basis for future control over industrial wastes.
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5.17 The Project provides for major modifications of the air-conditioning
systems in the spinning and weaving plants. These will both ensure effective
control of emissions of fibers and dust into the atmosphere, and of humidity
and temperature, particularly in spinning, for better operational efficiency
and working environment. Additionally, with the installation of centralized
compressed air stations and traveller cleaners on3selected machines, it will
be possible to keep the dust level below 0.5 mg/m . Although the new looms
emit less noise, the noise level will be measured, and operators will be re-
quired to wear ear plugs in working areas where the level exceeds 90 decibels.
The only liquid discharge is that from the indigo dyeing range, which is dis-
charged into the city network. There have been no problems due to this dis-
charge (which started in 1975). Similar to the existing steam boilers, the
boiler to be imported under the Project, will be equipped with automatic
regulating devices to insure maximum combustion, and thus to restrict the dis-
charge of CO2 in the fuel gases to within acceptable limits. Assurances that
the Company will operate its facilities with due regard to ecological consi-
derations and occupational hazards, have been obtained.

F. Project Implementation, Staffing and Training

5.18 For SITEX: a preliminary implementation schedule for the Project
is shown on the following page. Project implementation covers about three
years. Since the Swiss Credit (para. 1.04) became available to SITEX in early
1981, and due to the unusually short delivery period for the Swiss equipment
financed with it (arrivals are scheduled to start in May 1981), erection and
commissioning of this equipment is expected to be completed in early 1982.
Production build-up is also expected to be short because: (a) the 60 new
looms represent a small addition to the existing 480 looms; (b) with the
commissioning of the current spinning rehabilitation and expansion program,
additional quantities of yarn will be available for the new looms; and (c) the
Company is already receiving technical assistance, and training for the
operators and technicians is planned. For SITEX, Project implementation will
be the responsibility of the Company's management, which will deal with all
matters such as finance, cost accounting, transport erection, commissioning
and training. Because of the size of investment, SITEX's management will be
assisted by consultants who will be appointed in consultation with the Bank.
The scope of work for the consultants will include the following functions:

(a) preparation of detailed project design, including machine
specifications;

(b) preparation of tender documents for equipment and evaluation
of bids;

(c) assistance in the inspection of erected equipment, start-up
and initial operation;
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(d) assistance in the implementation of a training program for
plant operators and technicians, who will be required for
the new equipment, as well as arrangements for foreign training
of production management and supervisory personnel; and

(e) assistance in the development and operation of a project
monitoring and control system, including the preparation of
a project reporting system satisfactory to the Company's man-
agement and to the Bank.

The consultants will also assist SITEX in upgrading its financial and account-
ing systems to the needs of a large and modern textile mill. This will be
achieved through the development and implementation of appropriate systems for
cost accounting, standard financial accounting, financial planning and budget-
ing, internal auditing and management reporting and control. Assurances that
the consultants' recommendations will be submitted to the Bank for discussion
prior to implementation, have been obtained.

5.19 SITEX's technical assistance requirements, which will be provided
under one contract, are estimated to cost about US$0.4 million including travel-
ling and lodging expenses. and to involve about 34 man-months. The terms of
reference for this assistance (Annex 5-1) have been discussed and agreed upon
between SITEX and the Bank. Since operating assistance is currently provided
by Swift, SITEX intends to negotiate with them for its additional TA require-
ments. Agreement on all these services is expected by the end of May 1981.

5.20 The rehabilitation, modernization and expansion of SITEX's pro-
duction facilities will not require the hiring of new staff. The personnel
required (about 75) will be drawn from the existing labor force. Training
of skilled workers (weavers and loom fixers) as well as plant supervisors
will be programmed and monitored by the Project Consultants. Some foreign
training will be required, mostly in the facilities of equipment suppliers
and textile mills abroad. The cost of SITEX's training requirements is
included in the Project cost.

5.21 For SITER, SOMOTEX, TISSMOK and the Holding: Physical investment in
SITER SOMOTEX and TISSMOK, being mainly in essential spare parts, is expected
to be completed by 1982. implementation will be the responsibility of the
Management of these companies coordinated by the Holding's Technical and
Development Department, which is headed by a qualified and experienced textile
engineer. In view of the Department's experience in managing the Group's
investments, preparation of tender documents and evaluation of bids will not
require expatriate assistance.

5.22 Technical assistance will also be made available to SITER, SOMOTEX,
TISSMOK and the Holding. This will include (a) upgrading their management
systems to the requirements of modern mills (as for SITEX); (b) assessing the
market potential for SITER, SOMOTEX and TISSMOK, as well as strengthening
their marketing capabilities; and subsequently, (c) preparing investment
proposals for SITER SOMOTEX and TISSMOK, to be implemented during the second
phase of the Group's rehabilitation program. For all the above services,
about 86 man-months of technical assistance will be provided. The Consultants'
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recommendations, in each area, will be submitted to the Bank prior to imple-
mentation. This program is expected to start by the end sf June 1981.
Separate terms of reference, given in Annex 5-2, and a short list of consult-
ants were agreed upon with the Holding's management, which will be in charge
of the implementation of all aspects of these activities, in collaboration
with the managements of SITER, SOMOTEX and TISSMOK. Offers have been received
from three consulting groups, and conclusion of a satisfactory TA contract will
be a condition of disbursement for funds allocated to these entities.

VI. CAPITAL COSTS, FINANCING PLAN AND PROCUREMENT

A. Capital Costs

6.01 Total financing required for the Project is estimated at US$32.9
million equivalent, oj which US$27.3 million apply to SITEX and the remaining
US$5.6 million to SITER, SOMOTEX, TISSMOK and the Holding. Of the total,
US$27.1 million equivalent (82%) is in foreign exchange. Equipment and
Technical Assistance (TA) cost estimates were prepared by the appraisal
mission using experience gained under recent textile projects financed by the
Bank Group. They are based on end-1980 prices. Working capital requirements
were estimated on the basis of SITEX's 1980 consumption ratios, at 1980
prices, and reflect the sum of the annual increases in net working capital
anticipated with the Project, from 1981 to 1983 inclusive (para. 7.01).
Capital cost estimates are shown in the Project File and summarized on the
following page. The summary is broken into two parts for clarity, one for
SITEX and the other for SITER, SOMOTEX, TISSMOK and the Holding.

6.02 All engineering and consulting services are expected to be provided
by foreign companies. The total requirement is estimated at 120 man-months, at
an average cost of US$10,000 per man-month, excluding travel and subsistance.
Including these items, the cost estimate is about US$12,000 equivalent per
month.

6.03 Working capital represents a large 40% of the total financing
required for SITEX. This is because the installed cost per annual incremental
meter anticipated as a result of this Project is only US$1.4 equivalent,
whilst current installed costs for greenfield projects are of the order of
US$4 per annual meter. Working capital costs on the other hand are indepen-
dent of whether the incremental output is derived from a greenfield or a
rehabilitation investment. Interest during construction/implementation,
of US$3.9 million equivalent in total, has been computed assuming a three year
implementation period, and on the basis of the financing plan described in the
following paragraphs.
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Capital Cost Estimates

Dinars -000 US$ -000
As SITEX Local Foreign Total Local Foreign Total %

Equipment and Spares 112 3,546 3,658 280 8,865 9,145 81
Freight, Insurance and Local

Transportation 115 180 295 288 450 738 7
Local Taxes b/ 115 - 115 288 - 288 3
Erection & Relocation of

Equipment 34 135 169 84 336 420 4
Training 39 19 58 98 48 146 )1
Local Implementation and Start-up 21 24 45 52 60 112 )
Engineering and Consulting

Services 22 136 158 55 340 395 4

Base Cost Estimate (BCE) 458 4,040 4,498 1,145 10,099 11,244 100

Physical Contingency c/ 46 404 450 115 1,010 1,125
Price Escalation d/ 42 446 488 104 1,116 1,220

Installed Cost 546 4,890 5,436 1,364 12,225 13,589

Incremental Working Capital 1,503 2,855 4,358 3,758 7,138 10,895
Interest During Construction 87 1,049 1,136 218 2,622 2,840

Total Financing Required (Part A) 2,136 8,794 10,930 5,340 21,985 27,325

B. SITER, SOMOTEX, TISSMOK and the Holding

Debottlenecking Equipment 60 1,040 1,100 150 2,600 2,750 73.4
Consulting Services 54 344 398 135 860 995 26.6

Base Cost Estimate (BCE) 114 1,384 1,498 285 3,460 3,745 100.0

Physical Contingency c/ 11 140 151 28 350 378
Price Escalation d/ 11 172 183 27 430 457

Installed Cost 136 1,696 1,832 340 4,240 4,580

Interest During Implementation 38 366 404 95 915 1,010

Total Financing Required (Part B) 174 2,062 2,236 435 5,155 5,590

Grand Total (Parts A and B) 2,310 10,856 13,166 5,775 27,140 32,915

a/ US$1 = TD 0.4.
b/ There are no duties on imported equipment.
c/ 10% of BCE.
d/ Escalation has been calculated assuming that local costs will increase at

7% p.a. in 1981 through 1983, and that foreign prices will, on average,
increase by 9% in 1981, 8.5% in 1982 and 7.5% in 1983.
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B. Financing Plan

6.04 The acquisition of some 60 looms for SITEX (excluding the 10%
downpayment) is being financed through a tied Swiss credit. The remaining
foreign exchange requirements for equipment, working capital and consulting
services would be financed through the proposed Bank loan. Local costs, plus
the downpayment on the Swiss credit and all interest during construction,
would be financed with Government equity. On this basis, the following
financing plan has been developed:

Financing Plan

Dinars '000 US$ '000
Local Foreign Total Local Foreign Total

A. For SITEX

Swiss Credit - 1,800 1,800 - 4,500 4,500
Proposed Bank Loan - 5,745 5,745 - 14,363 14,363
Government Equity 2,136 1,249 3,385 5,340 3,122 8,462

Total SITEX Financing 2,136 8,794 10,930 5,340 21,985 27,325

B. For SITER, SOMOTEX, TISSMOK and the Holding

Proposed Bank Loan - 1,696 1,696 - 4,240 4,240
Government Equity 174 366 540 435 915 1,350

Total Holding etc. Financing 174 2,062 2,236 435 5,155 5,590

Total by Financing Source _

Swiss Credit - 1,800 1,800 - 4,500 4,500 14
Proposed Bank Loan - 7,441 7,441 - 18,603 18,603 57
Government Equity 2,310 1,615 3,925 5,775 4,037 9,812 29

Total Financing (Parts A & B) 2,310 10,856 13,166 5,775 27,140 32,915 100

6.05 The relatively high proportion of debt financing proposed for SITEX
(70%) is feasible and realistic because of the low gearing ratio employed in
the Group's financial restructuring, such that throughout Project implementa-
tion the Company's debt:equity ratio is not expected to exceed 50:50. Neither
the subsidiaries nor the Holding are expected to contribute to Project financ-
ing from retained earnings. This stems from the Group's current financial
restructuring, and the fact that an about-turn in profitability is only
anticipated as a result of the Project, and not prior to its implementation.
It has however been agreed with the Government that in the event that the
subsidiaries, and SITEX in particular, do generate sufficient cash internally
to finance their own interest during construction, whilst maintaining minimum
acceptable financial ratios (paras. 7.20 and 7.22) they will do so. The
Government's equity contribution would then be reduced accordingly.
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6.06 The Swiss credit has been made to the Government, and passed on to
SITEX in two tranches. One third (US$1.5 million equivalent) being interest
free for 15 years including 10 years' grace, and the remaining two thirds
(US$3 million equivalent) bearing interest at 6.25% plus 7.52% tax (6.7% in
total), for 10 years including 3 years' grace. The foreign exchange risk is
borne by the Government, and there is no commitment fee.

6.07 The proposed Bank loan of US$18.6 million would be made to the
Government, who would onlend the proceeds in the proportions US$14.4 million
and US$4.2 million equivalent, to SITEX and the Holding respectively. The
Government would receive these funds at the standard rate for Bank loans
(currently 9.6%) for a period of 15 years including 3 1/2 years' grace. The
proceeds would be passed on to the ultimate beneficiaries on the same repay-
ment terms, but at 1.1 times the Bank interest rate. These beneficiaries
would bear the foreign exchange risk. The financial projections in this
report are based on an interest rate to the Project of 10.6% and a commitment
fee of 0.75%. A 3-1/2 year grace period has been allowed in light of SITEX's
sensitivity to potential delays in project implementation, to any decline in
revenues, or to an increase in operating costs (paras. 7.12 and 7.13).

6.08 Local costs, as well as interest during construction on both the
Swiss credit and the proposed Bank loan, would be financed by Government
equity. With the Project, financial projections indicate (para 7.11) that
SITEX would be able to pay dividends from 1982 onwards, in such amounts as to
generate a high return on new equity invested in the Company to finance the
Project, and a reasonable return on the Government's total shareholdings in
SITEX. Without the Project, projections indicate (paras 3.19-3.22) that
existing equity would earn a negative return. The Government has confirmed
its proposed equity contributions to the Project, and to has given assurances
that it will allocate the requisite amounts 1/ in each annual budget, to be
disbursed as Project payments require. The Government has further committed
itself to guarantee financing of any cost overruns that may be incurred up to
the time of project completion, either with additional equity or with long
term debt, on terms and conditions that, according to projections acceptable
to the Bank, would not result in the Company's debt:equity ratio exceeding
60:40, its current ratio falling below 1.2, or its debt service ratio falling
below 1.3. For this purpose, the Project is considered complete when the new
equipment included therein has been tested and proven satisfactory in accor-
dance with established engineeering procedures, and has operated, on average,
at at least 75% of rated production capacity, for not less than 60 consecutive
days.

I/ These amounts are estimated as follows:

-SITEX Holding Total
-------(TD million)-------

1981 0.75 0.1 0.85
1982 1.70 0.2 1.90
1983 0.95 0.2 1.15
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6.09 The foreign exchange cost of the consultants' services and of
training, estimated to total US$1.5 million, will be financed by the proposed
Bank loan. Since all consultants are expected to be appointed by the end of
June 1981, and since procurement of equipment for SITEX is already well
advanced, retroactive financing up to a total of US$0.5 million, is envisaged.

C. Procurement and Disbursement

6.10 Since no local companies are manufacturing textile machinery, no
local bids are expected. Other than the looms to be financed through the
Swiss credit (para. 6.04), all machinery, equipment and spares would be
financed by the proposed Bank loan. For purposes of procurement, Bank financed
machinery, equipment and spare parts can be divided into three groups:

(a) Proprietary items, including machine components required
for overhauling, and spare parts that must be procured
from original machine suppliers (about US$5.2 million);

(b) Accessories that can be procured from original machine
suppliers but could also be procured from other sources
and should, therefore, be purchased after international
shopping (about US$0.5 million); and

(c) New machinery and equipment required for expansion or
debottlenecking, and open to international tendering (about
US$4.2 million).

A list of items to be procured under categories (a) and (b) will be agreed to
by the Bank, and their relatively high share reflects the fact that this
is a rehabilitation project. Items under group (c), estimated to cost less
than US$100,000 each, and which cannot be combined with other items, would be
procured by limited international tendering (after having obtained offers
from suppliers in at least three Bank member countries), on the basis of
suitability, availability and price considerations. The total cost of items
to be so procured will not exceed US$0.5 million. The remainder of the
machinery and equipment in group (c) will be procured according to Bank
procedures for International Competitive Bidding.

6.11 The proposed Bank loan would also be used to finance the imported
component of incremental working capital requirements, primarily cotton, dyes
and chemicals, and spare parts for stockpiling, estimated at US$7.3 million
equivalent in total. Some of these items will be proprietary; however, the
bulk will be procured using appropriate international shopping procedures,
(for example, most cotton is cleared through 3 international commodities
markets, and quotations are readily available whilst dyes will be purchased
using limited international tendering from qualified manufacturers.)

6.12 The proposed allocation of the Bank loan is shown below.
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Allocation of Proposed Bank Loan

A. SITEX US$ million a/

1. Machinery and equipment 5.9
spares and erection (CIF)

2. Consultants services and training 0.4
3. Initial imported Raw Materials 7.1
4. Unallocated 1.0

Total 14.4

B. SOGITEX HOLDING, SITER AND SOMOTEX

1. Machinery and equipment
spares and erection (CIF) 2.8

2. Consultants services and training 1.0
3. Unallocated 0.4

Total 4.2

a/ All disbursements will be made against 100% of foreign expenditures.

The schedule of estimated disbursements is given in Annex 6.

VII. FINANCIAL ANALYSIS

A. General

7.01 The assumptions used in the financial analysis of SITEX are detailed
in Annex 7-1. No financial projections have been prepared for the other
companies for reasons explained in para. 3.17. Ten years of full capacity
operation with the Project (1983-1994 inclusive) have been assumed, and suffi-
cient provision for spare parts and other maintenance supplies has been
allowed to ensure full and efficient operations throughout. The financial
projections are in current prices through to the anticipated completion date
of December 1983, and in constant 1983 prices thereafter. Thus, revenues and
costs (with the exception of raw cotton, labor and depreciation (para. 7.07))
are computed on the basis of prices now paid/received by SITEX, escalated from
current (1980) levels to 1983 levels. For imported/exported components, a
projected international rate of inflation of 9% in 1981, 8.5% in 1982 and 7.5%
in 1983, has been used. For items that are locally purchased/sold, a constant
inflation rate of 7% per annum through 1983 has been used. The exchange rate
used was US$1= TD 0.40.

B. Production

7.02 Commissioning of the new weaving and technical installations at
SITEX is expected to be complete by September 1983, and full annual production
of 13,250 tons of yarn and 25.0 million lm of grey fabric is projected for
1983 and thereafter. Operating efficiency for new equipment has been assumed
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to be 85%, and for existing equipment, 75-80%. Projected annual production
"with the Project" is shown in Annex 7-2 and summarized, along with the
"without the Project" projections, below:

SITEX: Annual Production of Yarn & Grey Fabric 1980-86
With and Without the Project

1980 1981 1982 1983 1984 1985 1986

Yarn Production (thousand tons)

With the Project 7.80 10.00 13.15 13.25 13.25 13.25 13.25
Without the Project 7.80 10.00 10.00 9.70 9.40 9.10 8.90

Increase 0.00 0.00 3.15 3.55 3.85 4.15 4.35

Grey Fabric Production (million lm)

With the Project 17.4 19.9 24.7 25.0 25.0 25.0 25.0
Without the Project 17.4 16.9 16.9 16.0 15.2 14.4 13.9

Increase 0.0 3.0 7.8 9.0 9.8 10.6 11.1

7.03 This rather rapid build up to full production capacity is believed
possible and realistic since: (a) SITEX has been engaged in spinning and
weaving for 15 years; (b) a major portion of the weaving equipment, financed
under the Swiss credit, will be delivered in 1981, and hence, operational
early on during Project implementation; (c) the Company will continue to
receive operating assistance from Swift, and will also receive assistance in
financial management etc., from about mid 1981 onwards; and (d) the effi-
ciency assumptions employed are conservative.

C. Sales Volume and Revenue

7.04 Sales volume, prices and revenues, "with the Project", are also
shown in Annex 7-2 and summarized, along with the "without the Project"
projections, below:

SITEX: Annual Pre-tax Sales, 1980-86
with and without the Project

(Dinars million)

1980 1981 1982 1983 1984 1985 1986

Sales Revenue
With the Project 13.9 18.0 25.9 28.3 28.4 28.5 28.6
Without the Project 13.9 17.6 19.1 19.9 19.3 18.6 18.3

Increase - 0.4 6.8 8.4 9.1 9.9 10.3

7.05 Sales prices have been computed on the basis of SITEX-s actual
revenues for 1980, escalated by anticipated international inflation rates
through to 1983. A 3% increase for improved quality of exported narrow
denim, as a result of the installation (1980) of 0-E spinning equipment, has
also been allowed. The resultant prices are shown below:
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SITEX: Current and Projected Ex-factory Prices
(TD per linear meter)

Item 1980 price (average) Projected 1983

Wide Denim (150 cm)
(export) 1.275 1.620

Narrow Denim (108 cm)
(export) 0.935 1.154
(local) 1.183 1.504

Pocketing, etc.
(export) 0.490 0.622

Jeans
(export) 3.000 a/ 4.212 a/

a/ Per pair.

7.06 The average 1980 ex-factory prices for SITEX wide (150 cm) denim 1/
of TD 1.3 per lm (US$3.2) and for narrow (108 cm) denim of TD 0.9 (US$2.3)
are estimated to have resulted in average landed prices Europe, of about
US$3.4 per lm and US$2.5 per lm, respectively. Even after addition of Swift's
costs, this compares favorably with average European sales prices for US
denim.

D. Production Costs

7.07 Production costs have been estimated on the basis of SITEX's actual
results for 1980; details are provided in Annex 7-1. Exceptions to this rule
are cotton, wages and salaries, utilities, and depreciation. Raw cotton prices
used are those projected by the Bank's Commodity Department 2/ (as detailed in
Annex 7-1), and reflect a real increase over the period of 9%. Wages and
salaries have been forecast by SITEX on the basis of 1980 changes in government
regulations. These resulted in a total labor cost of TD 3.7 million (US$9.3
million equivalent) in 1980, compared with TD 2.8 million (US$7.0 million
equivalent) in 1979; an increase of 32%. 3/ The anticipated impact of the new
regulations on internal promotions, production bonuses, etc., up to 1983 4/
has also been included. Utilities have been projected as per SITEX's actual

1/ All 1980 prices for SITEX wide denim are hypothetical. SITEX does not
yet produce wide denim; however, based on demerit points for quality
differentials and narrow width, as well as the difference in square
yardages involved, SITEX estimates that the wide denim that they will
produce on the new looms would have been priced at TD 1.275 per lm
(ex-factory) in 1980.

2/ IBRD Report No. 814/80.

3/ TD 0.3 million of 1979 labor costs have been included under "other" in
Annex 7-2.

4/ All projections are in constant terms thereafter.
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1980 experience, but with the Project, a further 30% increase in consumption
has been projected for from 1982 onwards, when the new looms and auxiliary
services are expected to be in operation. Depreciation has been calculated
as per SITEX's current practice on the basis of existing book value, with the
exception of new equipment 1/ and preoperating costs, which have been calcu-
lated on a straight-line basis over 15 and 5 years, respectively. A detailed
depreciation schedule is shown in Annex 7-3. A summary of the resultant total
production costs in "with Project" steady-state (1985) operation is shown
below. Production costs "without the Project" for 1986, are also shown for
comparative purposes, although, as noted earlier (para. 3.21), this situation
is, in fact, unlikely to occur.

SITEX: Projected Production Costs at Normal Operation,
with and without the Project

1980- With Project (1985)-/ Without Project (1986)-
Dinars '000 % Dinars '000 % Dinars '000 %

Raw Cotton d/ 7,241 47.9 14,708 56.0 9,879 51.9
Dyes & Chemicals 1,104 7.3 3,238 12.3 1,592 8.4
Spare Parts &
Consumables 897 5.9 866 3.3 803 4.2

Wages & Salaries 3,731 24.7 4,836 18.4 4,836 25.4
Confection Commission 39 0.3 279 1.1 239 1.3
Other 281 1.9 155 0.6 156 0.8
Utilities 413 2.7 692 2.6 503 2.6
Overheads 651 4.3 313 1.2 314 1.7

Subtotal 14,357 95.0 25,087 95.5 18,322 96.3

Depreciation 776 5.0 1,181 4.5 696 3.7

Total 15,133 100.0 26,268 100.0 19,018 100.0

Grey Fabric Production
(million lm) 17.4 25.0 13.9

Approximate Cost per lm
of Grey Fabric

TD 0.87 1.05 1.37
US$ equivalent 2.17 2.63 3.42

a/ Actual
b/ Yarn production of 13,250 tpy.
c/ Yarn production of 8,900 tpy.
d/ And yarn in 1980 of TD 792,000.

E. Financial Projections

7.08 Financial projections for SITEX, "with the Project", are shown in
Annexes 7-4 through 7-7 and summarized below. "without the Project", as shown
in the Project File, SITEX is expected to make recurring losses.

1/ Including interest during construction.
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SITEX: Summary of Projected Financial Data
with the Project

1980 1981 1982 1983 1984 1990

Operating Statistics

Production Volume
- Yarn ('000 tons) 8.2 10.0 13.2 13.3 13.3 13.3
- Grey Fabric (million lm) 18.6 19.9 24.7 25.0 25.1 25.0
Capacity Utilization (%)
(for New Equipment) - 37 95 100 100 1t0

Income & Cash Flow (TD Million)

Sales 15.8 18.0 25.9 28.3 28.4 28.6
Gross Sales 16.7 18.7 26.5 29.0 29.2 29.4
Production Costs 15.2 17.4 23.6 25.4 25.5 25.6
Depreciation & Amortization 0.8 0.7 0.9 1.1 1.2 1.1
Interest a/ 0.8 0.3 0.4 0.4 0.9 ( 0.5)
Income (Loss) ( 0.1) 0.1 1.2 1.7 1.3 2.8
Cash Generation before
Debt Service n.a. 0.9 2.5 3.1 3.4 4.2

Debt Service a/ - 1.1 1.8 1.1 1.7 1.0

Balance Sheet (at Year end -
TD million)

Current Assets b/ 10.5 10.3 14.6 15.8 15.8 28.5
Accumulated Cash Surplus n.a. 0.8 0.6 2.5 1.7 14.8
Current Liabilities 7.6 7.1 7.3 5.9 4.7 3.6
Gross Fixed Assets 10.3 12.5 15.9 16.8 16.8 16.8
Net Fixed Assets 9.0 10.6 13.1 12.9 11.7 4.9
Long-term Debt 5.3 6.2 9.9 9.6 8.3 2.6
Net Equity 7.0 7.8 10.8 13.4 14.8 27.4

Ratios

Current Ratio 1.4 1.5 2.0 2.7 3.4 7.9
Long-term Debt:Equity 43:57 44:56 48:52 42:58 36:64 9:91
Debt Service Coverage n.a. 0.8 1.4 2.8 1.8 4.2
(times) a/
Net Income:Net Sales (%) - - 4.7 5.9 4.5 9.7

n.a. = not available.

a/ Includes interest on short-term debt, (which, as projected, will in fact
become a revenue from 1988 onward through the use of the retained earnings
to repay short-term debt), as well as debt outstanding prior to Project
implementation, but excludes interest on Project debt 1981-83 inclusive,
as this is capitalized and will be financed with equity.

b/ Includes retained cash surplus. No dividend payments have been assumed.
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7.09 These projections are based on the assumption that the spinning
mill, as well as new weaving equipment, will be operated on four shifts,
while existing weaving equipment will continue to operate on three shifts
(para. 5.05). On this basis, as projected, SITEX's financial situation would
be satisfactory in all years after anticipated Project completion (in fact,
a satisfactory situation prevails from 1982 onward). Debt service coverage
does not fall below 1.5 from 1983 onward, while the debt to equity ratio never
exceeds 48:52, and the current ratio (calculated here on the assumption that
all excess cash generated by the operation will be used to reduce short-term
debt) does not fall below 2.7. The projected profit margin, which ranges from
4.5% in 1984 and 4.9% in 1985 to 14.2% in 1993, is normal for the industry. 1/
Income tax of 4.6% of gross profits has been projected to reflect SITEX's
current legal status (Annex 7-1).

7.10 Based on projected 1985 interest expenses and product mix, the
break-even point on a profit basis is roughly 20.4 million lm of grey fabric,
compared with anticipated production of 25 million lm. On a cash flow basis,
this point obtains at about 20.6 million lm of grey fabric. This reflects
the shorter periods allowed for debt repayment than for amortization of
equipment.

7.11 Dividend payments have not been projected; however, with the Project,
SITEX would be able to pay annual dividends of TD 1.0 million (US$2.5 million
equivalent) or 9% of total share capital (30% of Project equity financing),
even before Project completion (1983), without the current ratio falling below
1.5 or the debt:equity ratio exceeding 45:55. From 1986 onward, annual
dividends could increase to TD 1.5 million (US$3.8 million equivalent) without
the current ratio falling below 1.7 or the debt to equity ratio exceeding
32:68. TD 1.5 million represents 13.5% on total share capital, or 44% on
Project equity financing.

F. Financial Rate of Return, Sensitivity Analysis and Risks

7.12 The base case financial rate of return for SITEX is 20%. This has
been calculated under the assumption that without the Project the Company will
be obliged to close down. 2/ Results of the sensitivity analysis are shown
below:

1/ Use of the conventional tax regime would reduce SITEX's profit margin;
also, since by 1993 much of the equipment will be reaching the end of its
useful economic life, additional long-term debt is, in fact, likely to
have been incurred.

2/ This means that the income stream has been calculated from a zero base.
Working capital requirements are the sum of the anticipated annual
increments, 1981-1983 inclusive, and a project cost in the form of the
sale of existing assets foregone (net of outstanding debt) has been
imputed (Annex 7-1).
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SITEX: Sensitivity Tests on Financial Rate of Return

Pre-tax Return a/
(Percent)

Base Case 19.5
Base Cost Changes
- up 10% 18.5
Sales Revenue Changes
- Reduced production of narrow denim

and increased sales of yarn 18.2
Independent Operating Cost Changes
- up 10% 11.7
Six month Delay in Project Implementation 14.8

a! Net of tax returns are not calculated, as income tax, as projected,
constitutes a mere 4.6% of pre-tax income.

1. Operating Risks and SITEX Sensitivity Analysis

7.13 Each of the sensitivity tests shown above reflects the impact of an
event which has a sufficiently high possibility of occurring to be of interest
in the decision-making process. Specifically:

(a) Capital cost changes: an increase in capital costs of more
than 10% is unlikely, as about US$5 million of the BCE (or
45%) is in fact derived from a fixed price contract, escalation
and contingency allowances are adequate, and there are no
civil works.

(b) Sales revenue changes: in the past, denim prices have
generally reflected changes in the cost of raw cotton.
Further, SITEX produces heavy (14 oz.) denim for which raw
cotton represents, on average, about 60% of the production
cost. A significant change in the sales price without an
equivalent change in operating costs is not therefore
anticipated. However, as noted in para. 4.10, the projected
Base Case assumes that whilst after 1981 it might be difficult
to sell narrow denim in the European market directly as fabric
(in 1980 such sales equalled 8.5 million lm and in 1982 they
are projected at 1.4 million lm), it will be quite feasible to
sell it to (or process it through) Tunisian EOEs, who would in
turn convert it into blue jeans for European consumption. This
is the case because of the reduced inventory requirements and
transport costs to the EOEs implied by the purchase of Tunisian,
as against imported, fabrics, and the reduction in investment or
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contracting risks to small European jeans companies associated
with purchasing the finished product from Swift. However, to
absorb almost all SITEX's narrow denim production by 1983, the
EOEs production of denim, as against other cotton trousers, will
have to increase more rapidly from 1981-1983, than the rate of
growth projected for EOEs trouser production as a whole. This
more rapid growth is expected to be achieved through a diligent
sales drive (para. 4.11). However, should it not occur, and
should EEC production of wide denim increase as rapidly as
projected, so that no SITEX narrow denim can be sold directly
as fabric after 1981, SITEX/Swift would find itself with some
excess production in 1981-83. These amounts are estimated at
(at most) 1.2 million lm of narrow denim in 1981, 2.7 million
lm in 1982, and 1.1 million lm in 1983. In such an event,
SITEX/Swift would have three alternatives: to sell this
excess production at a discount, to reduce narrow denim
production and sell the excess yarn on the local market (to
SOMOTEX, for example) or to produce a new fabric for a new market.
In the sensitivity analysis denim production has been reduced by
the relevant amounts, and the financial rate of return is still
acceptable.

(c) Operating costs: raw cotton represents 56% of total production
costs (para. 7.07), but as noted above, changes in the price
of cotton are normally reflected in the price of denim.
Further, the projections are based on a real increase in the
price of cotton between 1979 and 1983, of 9%. As evidenced in
1980, the other major (18%) cost component--wages and salaries
--is liable to increase sharply for reasons unrelated to the
textile industry. However, a 54% increase in labor costs is
only equivalent to a 10% increase in total operating costs.
The same applies to an 83% increase in the cost of dyes and
chemicals (12% of production costs). Since there is no close
correlation between any two of these other cost variables, a
real increase in total independent 1/ operating costs of even
10%, is unlikely to occur.

(d) Delay in reaching capacity: a six month delay in implementa-
tion is considered to complete the picture; however, given
the absence of civil works and the fact that the Swiss looms
will be delivered in 1981, this is unlikely to arise.

7.14 To summarize, the sensitivity analysis indicates that one of the
greatest risks from a production point of view, is that to satisfy various

1/ i.e., costs that do not show a close to unitary correlation coefficient
with the price of denim.
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national objectives, SITEX will be obliged to increase wage and salary expen-
ditures considerably. However, assurances have been obtained that SITEX will
prepare, with the assistance of their consultants, a training and staffing
program for submission to the Bank by no later than June 30, 1982.

7.15 There is, however, another significant risk from a production point
of view that is difficult to quantify. Neither SOGITEX nor SITEX has ever
been successful in financial terms. In SITEX's case, in part this reflects
equipment constraints, in part management constraints. The Project attempts
to address this through comprehensive physical investment/TA programs. SITEX
management is fully aware of the shortcomings in its management and information
systems and is keen to commence implementation of the TA program as soon as
possible. However, SITEX is a public company and its management can be
altered or pressured to comply with non-commercial national objectives. There
is, therefore, a risk that, despite the TA program, management performance
will continue to be substandard, and so, that anticipated profits will fail to
be realized.

2. Other Risks for SITEX

7.16 The raison d'etre for the proposed investment in SITEX is based on
two tenets: (i) the first tenet is that a substantial public investment in
technical and human capital has been made, which is currrently 1/ generating
losses. Yet with relatively minor additional investments in both areas, the
quantity and quality of production, and so revenue-earning potential, could be
increased substantially; (ii) the second tenet is that SITEX has secured a
corner of the European heavy denim market, in which substantial potential
still exists. And further, that if SITEX does not improve its denim quality
in terms of both width and faults per meter, not only will it be unable to
expand its sales in the future, but it will also lose its existing market
altogether.

7.17 If either of these tenets is violated, the raison d-etre for the
Project no longer exists. As noted in para. 6.03, in this Project, the anti-
cipated capital cost per additional meter of high grade production potential
generated, is low compared with the investment that would be required in a
greenfield operation. Hence, there is little probability that the first tenet
will fail to hold.

7.18 Similarly, the second tenet is based upon an in-depth analysis of
the European denim market. The situation has every probability of evolving
as projected, and if it does so, the benefits to the Company and the country
will be substantial. SITEX has a long-standing agreement with Swift. Swift
has the loyalty and confidence of a number of major European denim consumers.
Hence, provided SITEX-s denim is of the high quality and broad width that is

1/ And virtually always has been.
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essential in a buyer's market, 1/ there is a good possibility that the Company
will be amongst the last to be adversely affected by a demand downturn.

7.19 Nonetheless, there is a possibility that the European heavy denim
market will not turn out to be as large and as steady as anticipated, and
that Swift will not purchase denim as projected. 2/ In such an event, SITEX
would be faced with the major task of either identifying alternative markets
for its denim, or of developing a new product for new and profitable markets.
The development of supplementary denim markets as well as of alternative
products (whilst maintaining the primary relationship with Swift) is foreseen.
In addition, the new looms will be equipped with additional accessories to
permit production of a variety of other fabrics.

7.20 Yet another important risk associated with the allocation of US$14.4
million equivalent of the proposed Bank loan to SITEX is not directly Project
related, but stems from SITEX's relationship to the SOGITEX Group. SITER
SOMOTEX and TISSMOK have not been profitable yet, and since SITEX is virtually
owned by the Holding, any profits that it might generate could be withdrawn to
subsidize the other operations. SITEX management maintains that they can, and
would, resist such transfers. Further, assurances have been obtained from the
Holding and SITEX that no dividends will be withdrawn, funds otherwise paid
out, 3/ or any financial commitments entered into, if this would reduce
SITEX-s current ratio to less than 1.5.

3. Other Risks not Related to SITEX

7.21 Some US$3.2 million equivalent of the proposed Bank loan would
be passed on to the Holding, partially for use in SITER, SOMOTEX and TISSMOK.
These operations are making losses. Given the small size of investment
involved, no "with Project" projections have been prepared for these four
entities. It is possible that they will continue to make losses until imple-
mentation of the proposed second phase is completed. However, the proposed
loan would be made to the Government.

G. Other Financial Covenants

7.22 Besides the covenants noted in para. 7.20, during negotiations,
SITEX and the Holding/SITER/SOMOTEX/TISSMOK gave assurances, that throughout
the life of the proposed Bank loan, each of the respective entities will:

1/ This was not the case in the 1978 downturn, when SITEX suffered heavy order
reductions.

2/ Under the existing contract, Swift has sole right to all of SITEX's denim
production, but is not obliged to purchase any of it.

3/ Including loans to other Group entities.
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(a) not borrow additional funds if, as a result according to projections
acceptable to the Bank, their respective debt to equity ratios would exceed
60:40, or debt service coverage fall below 1.3; (b) not enter into any
major new investments prior to Project completion (i.e., in excess of US$2.0
million p.a. for SITEX and US$1.0 million p.a. for the Holding or the other
subsidiaries); and (c) maintain a current ratio of at least 1.2 at all times,
and refrain from taking any action, such as the distribution of dividends or
pre-payment of debt, if such action would, according to projections acceptable
to the Bank, reduce their current ratio to less than 1.5.

H. Reporting and Auditing Requirements

7.23 The two groups of consultants to be appointed under the Project
will be required to develop and implement improved systems of financial
management and control, as well as management reporting procedures for each
entity. They will prepare monthly reports on their progress, and upon Project
completion, a final report will be compiled detailing overall results achieved
with both the management and the operating assistance. SITEX and the Holding
will use these same reports to submit to the Bank as progress and completion
reports respectively.

7.24 The group has only recently started to audit its accounts (retro-
actively for 1976-78). Audits undertaken on SOGITEX/SITEX's behalf have been
made by a Tunisian company, SOGEX, 1/ with a staff of 15 in total; all prin-
cipal members were trained in France. SOGITEX feels that they have estab-
lished a good professional relationship with this company. Assurances have
been obtained that SITEX and the Holding/SITER/SOMOTEX/TISSMOK will cause to
be prepared, and submit, annual audited financial statements, in a form
satisfactory to the Bank, throughout the life of the proposed loan.

VIII. ECONOMIC ANALYSIS

A. Adjusted Costs and Benefits for Economic Analysis

8.01 As for the financial rate of return calculations (para. 7.12), the
economic evaluation of the Project has been undertaken under the assumption
that were the Project not to be implemented, SITEX would close down and
its existing assets, sold off. In addition, all labor has been shadow priced,
and, the "with Project" financial data has been adjusted by eliminating local
duties and taxes from all cost and benefit streams. The assumptions and

1/ Societe Fiduciare d'Expertise Comptable d'Organisation Generale et
d'Audit.
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adjustments made to obtain economic rates of return are detailed in Annex 8-1.
The resultant cost and benefit streams are shown in Annex 8-2.

B. Economic Rate of Return

8.02 The base case economic rate of return on the project is 30%, compared
with the financial rate of return of 20% (para. 7.12). The difference between
the two is due primarily to the reduction in operating costs implied by the
shadow pricing of labor employed with the Project. This is compounded by a
small reduction in project capital costs to reflect local taxes on equipment,
and in operating costs to reflect taxes on services and power. The costs
attributed to non-closure of the plant, however, are higher as no deduction is
made for the repayment of existing long and medium term debt (Annex 7-1).

8.03 The Results of sensitivity tests on the economic rate of return are
shown below. The reasons for employing these particular tests are outlined
in para. 7.13.

SITEX: Sensitivity of Economic Rate of Return

Base Case 29.9
Capital Cost Changes
- up 10% 28.7
Sales Revenue Changes
- Reduced production of narrow denim and increased

sales of yarn 28.6
Independent Operating Cost Changes
- up 10% 22.7
Six Month Delay in Project Implementation 25.1

C. Other Benefits

8.04 Both the financial and economic rate of return are based on an
effective "without the Project" net income of zero or, in other words, on the
premise that since "without the Project" anticipated income flows are negative
(para. 3.18), the plant would be closed down if this investment does not take
place. As SOGITEX's past history demonstrates, however (para. 3.21), a
more realistic assumption would be that the Government will continue to
undertake piecemeal investments and ad hoc restructurings of the Group to the
extent required to maintain employment, and that losses would continue to be
generated in most years for a long time to come. Were the negative streams
projected to be employed in the economic analysis and no sale of existing
assets assumed, the rate of return would be 48.3%.
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IX. AGREEMENTS

9.01 Agreement was reached with the Government on the following points:

(a) that the foreign exchange risk on the proposed Bank loan would
be passed on to the ultimate beneficiaries (para. 6.07);

(b) that its proposed equity contributions to the Project, amounting
to TD 3.9 million in total, will be paid in as Project expendi-
tures require (para. 6.08); and

(c) that it will guarantee financing (or arrangements therefor) of
any cost overrruns that may be incurred (para. 6.08).

9.02 Agreement was reached with SITEX on the following points:

(a) That it will consult with the Bank before amending, cancelling
or extending the existing contract with Swift, on entering a new
one (para. 4.18);

(b) That it will operate its facilities with due regard to ecologi-
cal considerations and occupational hazards (para. 5.17);

(c) That consultants required to implement the proposed TA component
of the Project will be appointed, on terms and conditions accept-
able to the Bank, and that it will submit to the Bank for dis-
cussions, upon completion and prior to implementation, the consul-
tants' recommendations on upgrading SITEX's management and
accounting systems (para. 5.18);

(d) That a training and staffing program will be prepared and
submitted to the Bank by no later than June 30, 1982 (para.
7.14);

(e) That it will not borrow additional funds, if as a result,
according to projections acceptable to the Bank, its debt:
equity ratio would exceed 60:40, or its debt service coverage
fall below 1.3 (para. 7.22);
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(f) That it will not enter into any major new investments (i.e.,
in excess of US$2.0 million p.a.), without the prior approval
of the Bank (para. 7.22);

(g) That it will maintain a current ratio of at least 1.2 at all
times, and will refrain from taking any action, such as the
distribution of dividends or prepayment of debt, if such action
would according to projections acceptable to the Bank, reduce
its current ratio to less than 1.5 (para. 7.22);

(h) That it will submit progress and completion reports on
the Project, in a timely manner (para. 7.23); and

(i) That it will cause to be prepared, and submit, annual audited
financial statements of a satisfactory form, to the Bank, no
later than four months after completion of the financial year
concerned, for each and every year of the proposed loan (para.
7.24).

9.03 Agreement was reached with the Holding/SITER/SOMOTEX and TISSMOK on
the following points:

(a) That they will submit to the Bank for discussions, the con-
sultants' recommendations on upgrading SITER, SOMOTEX,
TISSMOK and the Holding's management and accounting systems
prior to implementation (para. 5.22);

(b) That prior to implementation they will submit to the Bank for
discussion, the consultants' study of the Group's marketing
system and sales policies (para. 5.22);

(c) That they will make available to the Bank, the consultants'
investment proposals for SITER, SOMOTEX and TISSMOK, to be
implmented during the second phase (para. 5.22);

(d) That throughout the life of the proposed Bank loan neither the
subsidiaries nor the Holding will: (a) borrow additional
funds if as a result, according to projections acceptable to
the Bank, their respective debt/equity ratios would exceed
60:40, or debt service coverage fall below 1.3; or (b) enter
into any major new investments (i.e., exceeding US$1.0 million
equivalent p.a.) without prior approval of the Bank (para. 7.22).
And further that each entity will maintain a current ratio of
at least 1.2 at all times and will refrain from taking any
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action, such as the distribution of dividends or pre-payment
of debt, if such action would, according to projections
acceptable to the Bank, reduce their current ratio to less
than 1.5 (para. 7.22);

(e) That progress and completion reports for the Project, will be
submitted to the Bank in a timely manner (para. 7.23); and

(f) That annual audited accounts in a form satisfactorily to the
Bank, will be prepared and submitted, no later than four
months after the end of the financial year concerned, through-
out the life of the proposed loan (para. 7.24).

9.05 The sole condition of disbursement applies to SITEX/SOMOTEX/TISSMOK
and the Holding alone, and is that a satisfactory contract for the proposed
TA component of the Project for these entities have been concluded (para.
5.22).

Industrial Projects Department
May 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT -

NET IMPORTS, PRODUCTION AND CONSUMPTION OF YARN

('000 Metric Tons)

Cotton Wool Others Total Population /KG/Capita

1974: Net Imports 4.7 0.6 5.6 10.9
Production 8.0 2.1 0.5 10.6

Consumption 12.7 2.7 6.1 21.5 5.6 3.8

1975: Net Imports 3.2 0.3 6.0 9.5
Production 7.7 2.1 0.4 10.2

Consumption 10.9 2.4 6.4 19.7 5.7 3.5

1976: Net Imports 5.3 0.2 11.7 17.2

Production 7.4 2.0 0.4 9.8
Consunption 12.7 2.2 12.1 27.0 5.8 4.7

1977: Net Imports 5.6 0.3 10.8 16.7
Production 9.8 2.1 0.5 12.4
Consumption 15.4 2.4 11.3 29.1 5.9 4.9

1978: Net Imports 2.7 0.3 12.3 15.3
Production 9.1 2.4 0.9 12.4

Consumption 11.8 2.7 13.2 27.7 6.0 4.6

1979: Net Imports 4.3 0.2 12.2 16.7

Production 10.2 4.4 3.6 18.2

Consumption 14.5 4.6 15.8 34.9 6.1 5.7

a/ Iostly synthetics

b/ Million

IMPORT, PRODUCTION, EXPORT AND CONSUMPTION OF VIOVEN TEXTILE FABRICS

(Million Linear Meters (mlm))

1969 1973 1Q74 1975 1976 1977 1078 1°79 a/
Imports:

Cotton 2.0 2.0 2.0 2.7 2.7 3.1 1.3 n.a.

Wool 0.3 0.3 0.3 0.3 0.3 0.3 0.3 n.a.
Synthetics 1.3 1.3' 2.0 4.0 4.7 4.9 4.7 n.a.

Total Imports 3.6 3.6 4.3 7.0 7.7 8.3 6.3 8.3

Production 27.1 39.4 43.1 47.3 47.1 44.3 46.0 56.8
Exports 1.5 10.6 12.7 14.8 8.3 11.9 8.1 17.6
Net Exports ( 2,1) 7.0 8.4 7.8 0.6 3.6 2.8 9.3

Consumption 29.2 32.4 34.7 39.5 46.5 40.7 43.2 47.5
Population 5.4 5.5 5.6 5.7 5.8 5.9 6.0 6.1
Linear Meters/

Capita 5.4 5.9 6.2 6.9 8.0 6.9 7.2 7.8

a/ Estimated

VOLUME AND VALUE OF TEXTILE OUTPUT

Volume Value
(Million Dinars)

1969 1977 1969 1977

Yarn (1,000 mt) 5.6 12.4 4.5 17.1

Fabrics (million lm) 27.1 54.4 8.1 43.7
Garments (million pieces) 4.1 43.0 5.5 87.5
Knitwear (1,000 nt) 2.1 6.0 4.9 21.9

Carpets(l,COO mt) 0.6 1.6 2.7 10.2

Total 25.7 180.4

SOURCE: Ministry of Planning and Finance, and Ministry of National Economy

Industrial Projects Department
January 1981



TUNISIA - SOGITEX REHABILITIZATION PROJECT

ORGANIZATIONAL STRUCTURE - SITEX
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TlUNISIA: Textiles

SOGITEX: 'Audited" Income Statements for the wears endina December 31. 1976-78
(Dinars '000)

1976 1977 1978

SALES:
Sales of finished products and

work on comsission 21,273.1 20,647.7 19,949.9
Other Sales 273.9 240.8 163.3
Sales Tax 2,420.2 2,161.0 2,367.4
Less Rebates (4.2) - -_______________

23,963.1 23,049.5 22,480.6

COST OF GOODS SOLD:
Beginning Inventory of raw materials,

spare parts, etc. 3,820.9 4,838.2 4,327.5
Plus Purchases 12,549.5 13,294.8 11,196.3
Less Ending Inventory ( 4,838.2) ( 4,324.8) ( 4,521.6)
Plus Other purchases 309.7 122.0 96.4
Plus Expenses and Taxes on

all purchases 2,583.6 3,206.0 2,670.7
(Less)/Plus Net (Incresse)/Decrease

in finished product inventories 1.894.0 2.619.4) ( 102.8)
Cost of Purchases 16,319.5 14,516.8 13,666.5

labor 4,514.7 5,629.2 5,799.6

Other Costs of Production 264.0 219.9 332.9

Cost of Goods Sold 21,098.2 20,365.9 19,799.0

GROSS MARGIN 2,864.9 2,683.6 2,681.6

Plus Sales of By-products 193.0 44.8 144.5Rebates, Reductions and Remittances 12.7 19.7 41.5 1Profit on Operational Finances 24.4 43.3 38.0 L
Works undertaken by the Company 1,751.3 2,329.9 33.4 _Subsidies 546.8 _______________ 2 _17.0 _

Other Operating Revenues 2,528.2 2,437.7 474.4 1

Gross Margin plus Other Operating Revenues 5,393.1 5,121.3 a/ 3,156.0
Less Financial Charges 1,733.3 2,071.0 2,154.9

External Works Supplies 6 Services b/ 1,237.4 1,119.7 1,450.0
Transport and Voyages 366.2 408.0 400.6
Indirect Taxes 6 Duties 453.8 ( 225.1) 450.6
Depreciation 932.6 1,141.1 1,533.7
Various Operating Costs 684.8 5,408.1 599.55,114.2 572.2 6,562.0

Gross Operating Profit ( 15.0) 7.1 ( 3.406.0)
Less Direct Taxes and Duties 85.0 29.2 85.0
Net Financing Charges 257.0 200.6 ( 6.9)
Amortisation of Capitalised Interest

on gIDM a/ 342.0 229.8 891.7
lET INC90M ( 357.0) t 222.7) C 4.297.7)

Plus Exceptional Net Profits/(Losses) 339.4 304.7 12.5
Plus Net Profits/(losses) fro.

previous years ( 347.0) ( 838.8) 1,099.3

NET INCOME INCLUDING EXCEPTIONAL ITEM S 364.6) ( 756.8) ( 3,175.9)

Less Loss on Accounts Receivable
not recorded or provided for ( 1.710.0 0

4.885.-9) "I
a/ Seems to be largely composed of retainers to SOGITEX's 8 lawyers, nd ins urance pred i
b/ Prior to 1978 interest on IUTD was not eapitalised. tV

Industrial Projects Department
March 1980



TUNISIA: Textiles

SOGITEX: "Audited" Balance Sheets as of December 31, 1976-78
(Dinars '000)

1976 1977 1978

ASSETS

Current Assets:

Cash 149.6 250.7 388.4
Trade Accounts ReceiVable 3,924.3 4,536.1 5,525.9
Less Allowance for Doubtful Accounts - - 1,710.0)
Taxes, Downpayments, etc. 2,013.8 1,499.1 - 1,515.6
Inventory 13,591.7 16,096.2 18,627.2

Total Current Assets 19,679.4 22,382.1 24,347.1

Investments, Deposits & Guarantees 129.1 129.4 147.7

Fixed Assets:
Preoperating Expenses 2,797.2 i 2,797.2-/ 2,542.5
Machinery, Buildings, Land 6 Equipment 25,095.6 30,069.6 33,404.9
Less Cummulative Depreciation (14,179.9) (15,318.6) (17,603.2)

Net Fixed Assets 13,712.8 17,548.2 18,344.2

TOTAL ASSETS 33,521.3 409 2

LIABILITIES

Current Liabilities:

Short-term Bank Debt 16,493.7 19,813.3 20,917.9 1
Trade Accounts Payable 2,245.1 3,990.2 7,458.1 ¢

Taxes Payable 2,262.1 3,126.3 6,160.9 0O
Salaries, Deposits, Overdue Debt

& Other Payables 3,391.4 4,311.9 3,247.2 1
Current Long & Medium-term Debt 863.3 629.3 1,009.1

Total Current Liabilities 25,255,5 31,870.9 38,793.2

Long and Medium-tern Debt b/ 2,917.9 3,597.6 4,340.9

Owners Equity:

Capital 5,320.0 5,320.0 5,320.0
Reserves 864.2 864.2 864,2
Retained Earnings ( 836.4) ( 1,593.1) ( 6,479.2)

Net Equity 5,347.8 4,591.1 ( 295.0)

TOTAL LIABILITIES AND OWNERS EQUITY 33,521.3 40,059.6 42,839.1

Debt-Equity Ratio 35:65 44:56 107: (7)

Current Ratio 0.78 X 0.70 X 0.63 X

a/ Shown as D 2,794'000 but for the net figures to obtain as shown, either preoperating expenses include a typing error
of D 3,000 too little, or depreciation of D 3,000 too much.

b/ Includes capitalised interest which is "amortised" in equal annual instalments over the life of the loan, the difference
between actual payments and interest expense being recorded as a prepaid expense in "compte de Regualrisation actif" shown
here as an account receivable. Excluding interest, the value is D 3.331.7'000.

Industrial Projects Department
March 1980 (IQ
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

IMPORT, EXPORT AND APPARENT CONSUMPTION OF

DENIM IN WESTERN EUROPE
(Million Square Meters)

1970 1975 1976 1977 1980 1985 1990

Domestic Production - 16 50 60 150 160 200
Import of Denim Fabric 38 120 153 110 68 90 97
Import of Denim as Jeans - 6 10 12 12 16 20
Export of Denim Jeans - - ( 8) (10) (10) (10) (10)

Apparent Consumption 38 142 205 172 220 256 307
Including EEC Countries n.a. 115 175 139 178 215 250
Apparent Consumption per

Capita a/ n.a. 0.45 0.7 0.5 0.7 0.8 0.9
Imports from Tunisia Nil Nil 8.3 11.5 15.0 23.6 24.2
Tunisian Imports as %
of Total Supply Nil Nil 3.9 4.6 3.7 4.2 7.6

a! Square Meters

Industrial Projects Department
February 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

CURRENT MFA QUOTAS FOR TUNISIA

Category 2 (Cotton Fabrics)a/

Country Year

1979 1980

Germany 507 513
France 5,300 5,600
Italy 350 400
Benelux b/ 2,000 2,100
U.K. 107 120
Ireland 31 32
Denmark 25 26

Total EEC 8_320 8,791

Category 6 (Trousers)c/

Country Year

1979 1980

Germany 2,600 2,700
France 2,700 2,950
Italy 350 400
Benelux 2,850 2,875
U.K. 395 494
Ireland 10 15
Denmark 33 37

Total EEC 8,938 9,471

_/ Metric tons
b] Excluding grey and bleached, 1,400 for 1979 and 1,450 for 1980
/ Thousand pairs

Industrial Projects Department
February 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

TUNISIA: HISTORICAL CONSUMPTION OF TEXTILE PRODUCTS

(Thousand Metric Tons)

Imports

1974 1975 1976 1977 1978

Raw Materials 11.0 9.1 14.4 15.1 15.1
Yarn 11.2 9.6 17.2 16.7 15.3
Fabrics 5.7 5.7 8.6 11.3 12.5
Garments a/ 9.9 13.0 13.8 18.0 17.6
Carpets - - - 0.1 -
Others 11.2 7.6 7.2 6.8 5.1

Total Imports 49.0 45.0 61.2 68.0 65.6

Exports

Raw Materials 0.3 0.4 1.6 0.3 0.6
Yarns 0.3 0.1 - - -
Fabrics 3.4 3.1 4.9 5.8 3.9
Garments b/ 4.4 7.1 9.2 19.0 14.4
Carpets 0.6 0.5 o.6 0.5 0.5
Others 4.8 2.3 2.1 2.1 2.5

Total Exports 13.8 13.5 18.4 27.7 21.9

Imports Less Exports 35.2 31.5 42.8 40.3 43.7
Less Waste c/ ( 2.9) ( 3.2) ( 4.0) ( 4.6) ( 4.5)
Add Domestic Wool 3.3 3.4 3.5 3.5 3.6
Apparent Consumption 35.6 31.7 42.3 39.2 42.8

a! Including used clothing.
b/ Including EOEs.
c/ Fiber/yarn 8%, yarn/fabric 5%, fabric/garment 5%, old clothing 20%.

SOURCE: Ministry of National Economy

Industrial Projects Department
January 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

TUNISIA: SUPPLY OF TEXTILE PRODUCTS a/
(Thousand Metric Tons)

1977 1985 1990
(Est.) (Ext.)

a) Yarn

(i) Production 12.4 23.2 23.9
(ii) Imports 16.7 17.0 17.0

Total 29.1 40.2 40.9

b) Woven Fabrics

(i) Production 16.7 26.8 b/ 28.0 b/
(ii) Imports 1.8 1.8 1.8

Total 18.5 28.6 29.8

c) Garments

(i) Woven domestic 4.0 5.6 6.8
(ii) Knitted domestic 6.0 7.8 9.0 c/
(iii) Imports (new clothing) 0.1 0.2 0.2
(iv) Imports (used clothing) 10.7 14.3 17.2

Total 20.8 27.9 33.2

d) Handicrafts

(i) Production 3.1 4.1 5.0
(ii) Imports 0.5 0.7 0.8

Total 3.6 4.8 5.8

a/ Excluding articles imported and exported in bond.
b/ Production of SOGITEX Group to increase form 11.8 in 1980 to 15.8 by 1985.

and 16.5 by 1980, and in the private sector from 10 in 1980 to 11.0 by
1985 to 11.5 by 1990.

c/ Knitted--assuming 3% growth as based on the last decade's investment data.

SOURCE: Ministry of National Economy

Industrial Projects Department

January 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

TUNISIA : DEMAND FOR TEXTILE PRODUCTS

(Thousand Metric Tons)

1977 1985 1990
(Est.) (Est.)

a) Yarn

(i) For domestic weaving, knitting
and handicraft 29.1 43.1 51.8

(ii) Export Nil Nil Nil
Total 29.1 43.1 51.8

b) Woven Fabrics

(i) Domestic a/ 12.0 16.6 20.1
(ii) Export bI 6.5 13.7 14.0

Total 18.5 30.3 34.1

c) Garments

(i) Woven Domestic 4.0 5.6 6.8
(ii) Knitted Domestic 6.2 8.0 10.0
(iii) Used Clothing 10.7 14.3 17.2
(iv) Knitted Export 0.1 0.2 0.3

Total 21.0 28.1 34.4

d) Handicraft

(i) Domestic 2.3 3.1 3.7
(ii) Export 1.3 1.7 2.1

Total 3.6 4.8 5.8

a/ Assuming 3.7% growth per capita (para. 4.03) and excluding articles
imported and exported in bond by EOEs.

b/ Including exports of domestically produced fabrics through EOEs
(mostly as trousers).

SOURCE: Ministry of National Economy

Industrial Projects Department
January 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

TUNISIA: SUPPLY AND DEMAND FOR TEXTILE PRODUCTS a/

(Thousand Metric Tons)

1977 1990
Yarn (Est.) (Est.)

Supply 29.1 40.2 40.9
Demand 29.1 43.1 51.8

Surplus (Deficit) - (2.9) (10.9)

Fabrics

Supply 18.5 28.6 29.8
Demand 18.5 30.3 34.1

Surplus (Deficit) - (1.7) (4.3)

Garments

Supply 20.8 27.9 33.2
Demand 21.0 28.1 34.4

Surplus (Deficit) 0.2 (0.2) (1.2)

Handicraft

Supply 3.6 4.8 5.8
Demand 3.6 4.8 5.8

Surplus (Deficit)

(Demand) for Textile Products b/39.2 52.5 63.0

Population c/ 5.9 6.9 7.6

Kg/Capita 6.6 7.6 8.3

a/ Excluding articles imported and exported in bond by EOEs.
b/ Based on 3.7% annual growth.
I/ Million.

SOURCE: Ministry of National Economy
Industrial Projects Department
January 1981



TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

TUNISIA: NEW INVESTMENT FOR MANUFACTURING TEXTILE PRODUCTS
(TD Thousand in Current Prices)

Spinning, Weaving
Year and Finishing Woven Garments Knitwear Total

1969 2,071 10 207 2,288

1970 2,483 63 715 3,241

1971 1,239 61 442 1,746

1972 2,813 882 2,016 5,801

1973 3,429 3,933 719 8,081

1974 5,615 4,681 1,660 11,956

1975 4,005 5,483 2,293 11,781

1976 4,285 2,800 1,430 8,515

1977 4,986 3,427 1,649 10,062

1978 2,400 2,100 1,800 6,300

1979 3,900 1,800 1,400 5,900

SOURCE: Ministry of National Economy

Industrial Projects Department
January 1981

.1:.r

Uc



- 66 -
ANNEX 5-1
Page 1

TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

DRAFT TERMS OF REFERENCE FOR TECHNICAL ASSISTANCE

Tunisia - Societe Generale des Industries Textiles "SOGITEX"
Terms of Reference for Consultancy Services to SITEX

I. OBJECTIVE

1. This paper provides the terms of reference (TOR) for consultancy
services to assist Societe Industrielle des Textiles "SITEX", a subsidiary of
SOGITEX, in undertaking a rehabilitation project and improving its organiza-
tional and management systems.

II. BACKGROUND.

2. SITEX is one of four subsidiaries fully owned by SOGITEX. The
latter is the only publicly owned textile company in Tunisia It is engaged
in spinning, weaving and finishing. SITEX is an integrated cotton mill
employing about 1,650 people. The Company-s existing production facilities
are located on two sites, Sousse and Ksar Hellal. The spinning mill at
Sousse has a total of 21,600 ring spindles and 840 newly installed rotors.
Production is about 7,000 tons of yarn per year with an average count of Nm
11. The weaving mill at Ksar Hellal includes 480 looms producing about 15.0
million linear meters of narrow denim (114 cms woven width) annually, and a
denim finishing line.

3. SOGITEX is planning to rehabilitate, expand and upgrade the
operations of SITEX and intends to apply for a loan from the World Bank to
finance part of the foreign cost of this project. To assist SITEX in imple-
menting the project, SOGITEX also intends to employ a professionally qualified
textile consulting firm. Consulting firms sought should have extensive
experience in textiles as well as in carrying similar work, preferably in
developing countries. It is intended that SOGITEX/SITEX staff will work
together with the consultants in all aspects of the work outlined below.

III. SCOPE OF SERVICES REQUIRED

A. Assistance for Upgrading SITEX's Financial and Accounting Systems

4. Consultants, after examining the existing systems, will be required
to:

(a) develop and help implement a "Cost Accounting System" for both
operating accounts and capital budget accounts. The operating
accounts will be classified into variable and fixed costs, and
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direct and indirect costs. They will also be classified by
cost center. This cost accounting system should be able to
generate information for assigning responsibilty, measuring
labor and input productivity against standards, analysing and
controlling cost variances (i.e., input and labor prices and
quantity, efficiency, overhead, and capacity variances) from
the standards, as well as for determining the level of profit-
ability of each entity, so that pricing and production deci-
sions can be taken with the full knowledge of costs. The
system should also include payroll accounting and procedures,
including coding structures and recovery and control proce-
dures;

(b) develop and help implement, in a manner consistent with
Tunisiar accounting regulations, a "Standard Financial
Accounting System" and general accounts classifications,
detailing balance sheets, income statements, cash flow state-
ments, etc., together with related policies, systems proce-
dures, principles of accounting recommended, follow up methods,
and definitions. The system should develop and provide for
the timely collection of accounts receivable and settlement
of accounts payable. It should also contain a standard
depreciation policy for fixed asset accounting;

(c) develop and help implement a system of "Financial Planning".
including the introduction of operational objectives and the
planned allocation of resources in the form of Operating
Expense Budgets and Capital Expenditure Budgets (Cash Flow),
which would be issued periodically, as needed. The budgeting
system should be coordinated with the financial accounts in
order to reconcile budget variances with financial figures;

(d) develop and help implement policies and procedures, related
analytical techniques, and mechanical tools to ensure project
planning, formulation, justification, management, and control
(including analysis of budget variances) during the second
phase;

(e) help implement the use of related analytical techniques for
the recording, planning, control and evaluation of the
"Operational Activities" of the company, including sales,
order processing, work preparation, production inventory and
material requirements, procurement, quality control, transpor-
tation, distribution and shipping, personnel, etc., and to
evaluate their financial implications;

(f) help implement "Internal Auditing Systems" through internal
audit procedures and built-in internal checks, especially
for the handling and accounting of cash, payroll, purchases,
inventories, etc.;



- 68 - ANNEX 5-1
Page 3

(g) recommend and help install an "Organizational Structure" for
the most efficient conduct of the accounting and finance
functions, within the context of the overall organizational
structure. This will include the determination of communica-
tions channels, and the writing of job descriptions for
financial and accounting staff;

(h) determine the desirability of the use of accounting machines
or electronic data processing equipment;

(i) design and help implement the use of "Standard Forms" for
recording and controlling all transactions; implement systems
of "Management Reporting", including documentation procedures
for the development of information, of a frequency and in an
amount as may be needed for both decision making and under-
taking corrective action, at different management levels;

(j) prepare an "Accounting Manual" to assist supervisors to
ensure adequate accounting of all transactions, the timely
and accurate presentation of information, and the training
of staff. The accounting manual shall set forth a coded
chart of accounts, detailing and describing balance sheet
accounts, income accounts, functional and departmental
accounts, cost/profit centers, objective accounts, policies,
standard procedure instructions, limits of authority, forms
and methods governing their use, report formats (including
an inventory of reports describing their purpose and methods
of preparation, assigning responsibilities for preparation
and specifying preparation dates, due dates, frequency and
distribution), use of capital and expense budget programs
(including guidelines distinguishing capital items and items
to be charged directly to expenses), etc.;

B. Assistance for Project Implementation

5. The rehabilitation and expansion program, for the production facili-
ties, formulated by SOGITEX/SITEX consists of: (i) reconditionong of the
spinning equipment at Sousse through complete overhauling and effective
regular maintenance and upgrading of plant's technical installations including
modification of the existing air conditioning system, installation of new
centralized compressed air generation and acquisition of new external trans-
port equipment, and (ii) reconditioning of the weaving and finishing facili-
ties at Ksar Hellal also through complete overhauling and effective regular
maintenance as well as installation of 120 new wide denim looms. The plant's
technical installations will also be upgraded. This will include renovation
of the existing air conditioning system, exPansion of the steam and water
softening facilities and the installation of a new centralized compressed air
system.
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6. The scope of work for consultants will include:

(a) preparation of detailed project design, including
machinery specifications;

(b) preparation of tender documents for equipment, and
evaluation of bids;

(c) assistace in developing production plans, work
assignments, operations and maintenance standards
and procedures, as well as quality standards and
control systems;

(d) development of a manpower and training plan, including
assistance in the implementation of a training program
for plant workers and supervisors, as well as arrange-
ments for foreign training and technical education of
production management and supervisory personnel;

(e) assistance in the development and operation of a project
monitoring and control system, including the preparation
of a project reporting system satisfactory to the Company's
management and the World Bank; and

(f) assistanne in the inspection of erected equipment, start-
up and initial operations.

7. The above consultancy services will be required in two consequentive
phases: Stage 1: will focus on (i) initial analysis and recommendations for
the adaption of the Company's financial control and accounting systems to the
needs of a modern and large scale textile operation, including the development
of a cost accounting system to reflect construction cost of the project; and
(ii) preparation of detailed project design including equipment specifications.
The duration of this stage is estimated at about 7 months. Stage 2: will be
concerned with assisting SITEX in (i) implementing and commissioning of the
new and rehabilitated production facilities included in the project; (ii) up-
grading the Company-s management and organizational structure (other than
financial) including but not limited to the compensation system and manpower
development program, production planning and control systems, maintenance and
quality control systems, and (iii) implementing the agreed recommendations,
for strengthening the Company's financial systems, prepared under Stage 1.
It is estimated that the duration of this second stage will be about 2 years.
The Government of Tunisia has requested the World Bank for an advance to
finance the first stage of the required consultancy services which is expected
to start about . The cost of the second stage, as well as a
significant portion of the cost of the project, is to be financed from a new
loan requested from the World Bank.
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IV. PROPOSALS OF CONSULTANTS

8. Proposals should include the following information:

(i) A brief description of the firm and outline of recent
experience on studies of similar nature;

(ii) Any comments or suggestions of the consultants on the
Terms of Reference, and a description of the manner in
which the consultants would plan to execute the work;

(iii) The composition of the team of technical personnel which
the consultants would propose to provide for Stage 1 and
Stage 2 separately and the tasks which would be assigned
to each team member;

(iv) Curriculum vitae of each individual staff member to be
assigned to each phase and of staff in the home office
who would be responsible for the supervision of the team;

(v) Estimate of the total time-effort required for the consult-
ing services for each phase, supported by a bar-chart
diagram showing the man-months for each expert. The chart
should clearly indicate which periods pertain to work in
Tunisia and which to work in the consultants' home office;
and,

(vi) The consultants' comments, if any, on the data, services
and facilities to be provided by SOGITEX. Five copies of
the proposals should be submitted to SOGITEX.

A. Cost Estimate

9. The cost estimate for carrying out the consultants' proposals should
cover all foreign and local costs of consulting services for each phase --
including costs of experts in the field and home office. It should also indi-
cate cost of international travel, preparation of final reports, equipment,
insurance, office supplies, subsistence allowances, and local transportation
to be provided by SOGITEX. The cost of preparing a proposal and of negotiating
a contract, including trips to Tunisia, is not reimburseable.

Industrial Projects Department
December 19ao
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

DRAFT TERMS OF REFERENCE FOR TECHNICAL ASSISTANCE

THE HOLDING, SITER, SOMOTEX, AND TISSMOK
Tunisia - Societe Generale des Industries Textiles "SOGITEX"

Terms of Reference for Consultancy Services

I. OBJECTIVE

1. This paper provides the terms of reference (TOR) for consultancy
services required to assist SOGITEX HOLDING and two of its subsidisries --
SOMOTEX and SITER -- to improve their organizational and management systems,
as well as to upgrade the marketing capabilities of the group as a whole.
Depending on the outcome of these activities, the consultants may also be
required to evaluate the viability of new investment.

II. BACKGROUND

2. SOGITEX is the only public sector textile company in Tunisia.
It is engaged in spinning,weaving,and finishing. In 1979, production was
28,033 million linear meters (mlm), of which 17,211 mlm were exported
(primarily denim, under contract with Swift); local sales of 10,565 mlm are
principally: finished work-cloth, shirtings, suitings, pocketing and
furnishing fabrics. All sales (including exports) were officially handled
by the Holding on a commission basis. From 1981 onwards, however, the
subsidiaries will become responsible for their own sales activities.

3. SOGITEX is planning to implement a comprehensive rehabilitation
and expansion project, in two phases. These TOR relate to the first phase
during which emphasis will be placed on: upgrading organizational and
financial management systems in SITER, SOMOTEX and the HOLDING; improving
the marketing organization of the group as a whole; developing a detailed
marketing strategy and structure for SITER and SOMOTEX; and preparing an
investment plan for the same two subsidiaries to be implemented during
the second phase of the project.

4. In undertaking the activities outlined above, SOGITEX intends to
employ the assistance of a professionally qualified textile consulting firm.
The consulting firm sought should have extensive experience in textiles, as
well as in undertaking similar work, preferably in developing countries.
The specific tasks that the consultants would be expected to accomplish are
outlined below. It is intended that the staff of SOGITEX and its subsidiaries
will work together with the consultants on all aspects of these activities.
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III. SCOPE OF SERVICES REQUIRED

A. Assistance for Upgrading Financial and Accounting Systems in SITER,
SOMOTEX and the HOLDING:

5. The consultants, after examining the existing systems, will be
required to:

(a) develop and help implement a "Cost Accounting System"
for both operating accounts and capital budget accounts.
The operating accounts will be classified into variable
and fixed costs, and direct and indirect costs. They
will also be classified by cost center. This cost
accounting system should be able to generate information
for assigning responsibility, measuring labor and input
productivity against standards, analysing and controlling
cost variances (i.e., input and labor prices and quantity,
efficiency, overhead, and capacity variances) from the
standards, as well as for determining the level of profit-
ability of each entity, so that pricing and production
decisions can be taken with the full knowledge of costs.
The system should also include payroll accounting and
procedures, including coding structures and recovery and
control procedures;

(b) develop and help implement, in a manner consistent with
Tunisian accounting regulations, a "Standard Financial
Accounting System" and general accounts classifications,
detailing balance sheets, income statements, cash flow
statements, etc., together with related policies, systems
procedures, principles of accounting recommended, follow up
methods, and definitions. The system should develop and
provide for the timely collection of accounts receivable
and settlement of accounts payable. It should also contain
a standard depreciation policy for fixed asset accounting;

(c) develop and help implement a system of "Financial Planning",
including the introduction of operational objectives and
the planned allocation of resources in the form of Operating
Expense Budgets and Capital Expenditure Budgets (Cash Flows),
which would be issued periodically, as needed. The budgeting
system should be coordinated with the financial accounts in
order to reconcile budget variances with financial figures;

(d) develop and help implement policies and procedures, related
analytical techniques, and mechanical tools to ensure proj-
ect planning, formulation, justification, management, and
control (including analysis of budget variances) during the
second phase.
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(e) help implement the use of related analytical techniques
for the recording, planning, control and evaluation of
the "Operational Activities" of the company, including
sales, order processing, work preparation, production
inventory and material requirements, procurement, quality
control, transportation, distribution and shipping, person-
nel, etc., and to evaluate their financial implications;

(f) help implement "Internal Auditing Systems" through
internal audit procedures and built-in internal checks,
especially for the handling and accounting of cash, pay-
roll, purchases, inventories, etc.;

(g) recommend and help install an "Organizational Structure"
for the most efficient conduct of the accounting and
finance functions, within th context of the overall organi-
zational structure. This will include the determination of
communications channels, and the writing of job descriptions
for financial and accounting staff;

(h) determine the desirability of the use of accounting machines
or electronic dats processing equipment;

(i) design and help implement the use of "Standard Forms" for
recording and controlling all transactions; implement systems
of "Management Reporting" including documentation procedures
for the development of information, of a frequency and in an
amount as may be needed for both decision making and under-
taking corrective action, at different management levels;

(j) prepare an "Accounting Manual" to assist supervisors to
ensure adequate accounting of all transactions, the timely
and accurate presentation of information, and the training
of staff. The accounting manual shall set forth a coded chart
of accounts, detailing and describing balance sheet accounts,
income accounts, functional and departmental accounts, cost/
profit centers, objective accounts, policies, standard proce-
dure instructions, limits of authority, forms and methods
governing their use, report formats (including an inventory
of reports describing their purpose and methods of prepara-
tion, assigning responsibilities for preparation and specify-
ing preparation dates, due dates, frequency and distribution),
use of capital and expense budget programs (including guide-
lines distinguishing capital items and items to be charged
directly to expenses), etc.;

B. Marketing Assistance

6. The consultants, after examining previous market studies relevant
to SITER and SOMOTEX operations including: the 1978 report prepared by the
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CENTRE NATIONAL D'ETUDES INDUSTRIELLES (CNEI), the market section of the
April 1980 SOGITEX feasibility study prepared by P.E., and other relevant
documentation, will be required to:

(a) assess the completeness and accuracy of this existing
market data;

(b) undertake the work required to fill any gaps so identi-
fied, in order to project the scope and composition of
the local and potential export markets of relevant fabric
types, up to 1980;

(c) review the Group's past marketing performance (with the
exception of denim), as well as its existing marketing
organization and responsibilites, and identify areas that
need strengthening;

(d) propose a detailed marketing strategy for SITER and SOMOTEX,
for the period 1981-1986, in the context of long term objec-
tives up to 1990, as well as the changes in organization and
allocation of responsibilities required for successful imple-
mentation. This would include recommendations on channels of
distribution, market research, product development, produc-
tion planning and incentive schemes.

7. The results of the studies and recommendations will be discussed in
detail with SOGITEX, prior to finalization. SOGITEX will also require assist-
ance in implementing the agreed recommendations.

C. Assistance in Review and Evaluation of Second Phase Investment Proposals

8. In the light of the results of their aforesaid recommendations, the
consultants will be required to review and assess existing investment proposals
for SITER an SOMOTEX, and recommend nny modifications as may be appropriate.
These recommendations will be discussed and agreed with SOGITEX prior to the
preparation of detailed cost estimates for the agreed investment strategy
(divided into local and foreign expenditures, including price escalation and
physical contingencies). The consultants will also be required to prepare
financial projections, including cash flows, income-statements, and balance
sheets, as well as the project's financial rate of return, based on a debt
(long and medium term) equity ratio of not more than 60:40 and a current ratio
of no less than 1.3.

IV. PROPOSALS OF CONSULTANTS

8. Proposals should include the following information:

(i) A brief description of the firm and outline of recent
experience on studies of similar nature;
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(ii) Any comments or suggestions of the consultants on the
terms of reference, and a description of the manner in
which the consultants would plan to execute the work;

(iii) The composition of the teams of technical personnel
which the consultants would propose to provide, for
Phase 1 and Phase 2 separately, and the tasks which
would be assigned to each team member;

(iv) Curriculum vitae of each individual staff member to be
assigned to each phase, as well as of staff in the home
office who would be responsible for the supervision of
the team;

(v) Estimate of the total time-effort required for the con-
sulting services for each phase, supported by a bar-chart
diagram showing the man-months for each expert. The chart
should clearly indicate which periods pertain to work in
Tunisia, and which to work in the consultants home office;
and,

(vi) The consultants comments, if any, on the data, services and
facilities to be provided by SOGITEX. Five copies of the
proposals should be submitted to SOGITEX.

A. Cost Estimate

9. The cost estimate for carrying out the consultants- proposals should
cover all foreign and local costs of consulting services for each phase,
including costs of experts in the field and home office. It should also indi-
cate cost of international travel, preparation of final reports, equipment,
insurance, office supplies, subsistence allowances, and local transportation
to be provided by SOGITEX. The cost of preparing a proposal and of negotiating
a contract, including trips to Tunisia, is not reimbursable.

Industrial Projects Department
December 1980



ANNEX 6

- 76 -

TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

PROJECTED DISBURSEMENT SCHEDULE FOR

PROPOSED BANK LOAN
(US$ Million)

Disbursement
Fiscal Year Calendar Year SITEX OTHER
and Quarter and Quarter By Quarter Cumulative By Quarter Cumulative

1982 I 1981 III 0.2 0.2 a/ 0.3 a/ 0.3
II IV 2.8 3.0 0.5 0.8
III 1982 I 2.8 5.8 0.7 1.5
IV II 2.6 8.4 0.8 2.3

1983 I 1982 III 2.2 10.6 0.6 2.9
II V 2.1 12.7 0.6 3.5
III 1983 I 0.9 13.6 0.4 3.9
IV II 0.5 14.1 0.1 4.0

1984 I 1983 III 0.2 14.3 0.1 4.1
II IV 0.1 14.4 0.1 4.2

a/ Includes retroactive financing of consultants services for both
sub-components as well as some equipment for SITEX.

Note: Rapid disbursement is expected, particularly for SITEX, as: (a) the
Consultants (working since May 1981) will have prepared all procurement require-
ments, and down payments on equipment will be needed; (b) yarn production will
expand by 2,200 tons (28%) during 1981 as a result of investments completed in
1980, increasing working capital requirements (cotton and spares); and (c) the
first shipment of Swiss looms will have arrived (May 1981), generating a
further increase in working capital requirements. Previous experience in Bank
textile projects has, however, been born in mind.

Industrial Projects Department
May 1981
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TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

ASSUMPTIONS USED IN SITEX FINANCIAL PROJECTIONS

General

1. The financial projections have been made in current terms through
1983, the year of anticipated Project completion, and in constant 1983 terms
thereafter. For this purpose, the following escalation rates have been used:

Period Annual Escalation Rate
Local International

1981 7% 9.0%
1982 7% 8.5%
1983 7% 7.5%

2. Full capacity annual production, "with the Project", has been esti-
mated at 13,250 tons of yarn, 8.1 million lm of wide grey denim, 14.8 million
lm of narrow grey denim, and 2.1 million lm of pocketing and other fabrics.

This production is expected to build up as follows:

SITEX With the Project

Production

Grey Fabric (million lm)W/
Yarn Denim Pocketings etc.

'000 (tons) wide (150 cm) narrow (108 cm)

1980 b/ 8.20 - 17.7 0.7
1981 10.00 3.0 14.8 2.1
1982 13.15 7.8 14.8 2.1
1983 13.25 8.1 14.8 2.1
1984 etc. 13.25 8.1 14.8 2.1

a/ After finishing, grey denim shrinks by 14% and grey pocketing by 10%.

b/ Actual.

Without the Project, ongoing investments will enable production to build up,
through 1982, as shown below. Thereafter, production is expected to decline
as shown in the Project File.
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SITEX: Without the Project

Production
Grey Fabric

Yarn Denim Pocketings etc.
'000 (tons) wide (150 cm) narrow (108 cm)

1980 8.20 - 17.7 0.7
1981 10.00 - 14.8 2.1
1982 10.00 - 14.8 2.1
1983 9.70 - 14.2 1.8
1984 etc. 9.40 - 13.6 1.6

3. It has been assumed that the Project will sustain full capacity
operations for 10 years, up to and including 1993. Projections "without the
Project" were made for the same period for the rate of return calculations.
Given the continuous losses anticipated, however, and in the light of the
country's need to maintain employment, the "without Project" situation is
unlikely to develop as projected. Rather, it is more probable that the
Government would continue to finance minor investments and preventive main-
tenance on an ad hoc basis, enabling SITEX to continue to limp along, sustain-
ing employment, for many years to come.

4. Ex-factory sales volumes, prices and revenues are shown in Annex
7-2. The price of narrow denim has been calculated on the basis of actual
average 1980 prices, augmented by a one space 3% quality premium (anticipated
as a result of 1980 investments in open-end yarn spinning capacity), and
escalated by the projected international inflation factor. Wide denim prices
have been computed on the same basis, allowing for increased meterage by a
factor of 58/42.5. The local market will absorb the lower grade denim produc-
tion, hence, the price of this product has been projected by using the actual
average 1980 price, escalated by the international factor. The same method
was used to calculate the price of pocketing, etc. for export (assuming a
constant fabric mix), and the price of exported jeans. "Without the Project",
yarn sales revenues were projected on the basis of the average 1980 price for
the anticipated count mix, escalated by the international inflation factor.

5. "Other Revenues" reflect sales of waste products; tax reimburse-
ment for professional training programs undertaken; annual rebates on indigo;
sizing materials and other consumables; and the imputed value of internal
works. This has been calculated on the basis of actual 1980 results, escalated
by the anticipated local inflation factor.

6. Sales tax is payable on local sales alone, at the rate of 16.82%.
It is charged by the seller for payment to the Government, net of purchase
tax, at year end.

7. The cost of raw cotton "with" and "without" the Project, has been
computed under the assumption that production of one ton of yarn requires 1.11
tons of purchased cotton (which is then supplemented by process waste). This
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is the current cotton factor. The price of such cotton assumed is that
forecast in the "Price Prospects for Major Primary Commodities" 1/ (Mexican
SM1-16; current terms, c.i.f. Northern Europe) as follows:

1983 and
1980 1981 1982 thereafter

Price of Cotton
(TD/kg) 0.71 0.81 0.94 1.00

The 1980 price projected closely approximates that actually paid by SITEX,
net of interest on purchase credit 2/ currently extended by the Banque
Islamique.

8. Dyes and chemicals requirements have been computed on the basis
of estimated actual 1980 costs per meter, which are as follows:

Fabric Type 1980 Cost per Grey Meter
(TD)

Narrow Denim (108 cm) 0.0976
Wide Denim (150 cm) 0.1363
Pocketing, etc. 0.0037

These have then been escalated by the anticipated international inflation
factor.

9. The cost of spare parts and consumables has been calculated on
the basis of actual 1980 results, escalated by the international inflation
factor. To this, a further 1% p.a. of cumulative 1980-83 investment has been
added, to reflect the spare parts requirements of new equipment.

10. Tax on purchases has been projected to reflect the change in
SITEX-s taxable status which took place in April 1980. Prior to that date,
tax was payable on all purchases at the rate of 16.82%, and refunded, net of
sales tax (para 6 above), at year end. In April 1980, the company came under
the Regime "Admission Temporaire du Materiel Suivi d'une Re-exportation
Obligatoire", and was classified under "L'agrement pour un Entrepot Industriel"
from December 1980. Under these regulations, provided not more than 30% of
the company-s total sales are directed to the local market, SITEX is not
liable to purchase tax on imports, save for spare parts (which are not deemed
to enter sales directly).

11. Wages and salaries have been projected by SITEX on the basis of
actual costs for 1980 (TD 3.7 million), escalated according to mandatory staff
promotion and anticipated production bonuses through to 1983. Thereafter,
they are maintained constant, in consonance with other cost and revenue
projections.

1/ IBRD Report No. 814/80.

2/ Recorded as an account payable on the balance sheet.
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12. "Confection commission" reflects the cost to SITEX of the commission
manufacture of jeans by third parties. This has been estimated on the basis
of actual average 1980 cost per pair, excalated by the anticipated local
inflation factor.

13. "Other" operating costs that will be incurred by the company have
been projected on the basis of actual 1980 expenditures for maintenance and
repairs, and freight and transport. This has been increased for tax, at
7.52%), and escalated by the local inflation factor thereafter.

14. Overhead costs reflect rent, insurance, honorariums, etc., cal-
culated on the same basis as "other".

15. The cost of utilities has been based on actual 1980 expenditures
(including 5% tax), escalated by the local inflation factor. In addition,
"with the Project", utilities' consumption has been projected to increase by
30% in 1982 and thereafter, as the new looms, air conditioning, etc., come
into operation.

16. Depreciation has been projected, on a straightline basis, according
to SITEX's current practice and Tunisian laws, as follows:

Item Useful Life (years)

Buildings 20
Existing Machinery

and Equipment 10
New Machinery and Equipment

(including interest during
construction) 15

Transport Equipment 5
Furniture and Office Equipment 10
Preoperating Expenses 5

17. Interest on existing long- and medium-term debt (local loans) has
been projected on the basis of actual payment and interest schedules.

18. Interest on Project debt (World Bank and Swiss Credit) has been
calculated as per the terms outlined in paras. 6.06-6.07, and capitalized
during the construction period, 1981 through 1983, inclusive.

19. Interest on short-term debt has been calculated at 8.3% on the
previous years closing balance. 8.3% is the weighted average 1980 rate
payable on SITEX's short-term debt balances, including 7.52% tax.

20. "Tax" has been projected on the basis of 1% of gross sales per
annum (droit d'exercice) plus 4.6% of net profits (tax). Income tax is
normally 46%, however, SITEX has an "Agrement categorie E sous la loi 74/74",
of August 3,1974, which allows them a reduction of 90% on this tax rate,
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and absolves them of the "droit d'exercice". Droit d'exercice has been
projected, nonetheless, as it is unclear how the Government will react
once SITEX starts to earn significant profits. Losses may be carried
forward for three years for income tax purposes. This has not been taken
into account for the same reason.

21. Net working capital requirements have been projected on the
following basis:

Item

Raw Materials 90 days of annual cotton consumption
Spare Parts 14 months of annual consumption
Dyes and Chemicals 90 days of annual consumption
Work in Progress 15 days of annual operating cost (cost of

goods sold) plus 5 days annual yarn
production

Finished Goods 25 days of annual sales revenue
Cash 5% of annual cash operating costs
Accounts Receivable 30 days of annual sales revenue
Other Current Assets 7% of gross operating costs
Accounts Payable a/ 90 days of annual dyes and chemicals

consumption
Other Current Liabilities 7% of total costs

a/ For 1979 throgh 1983, accounts payable includes about 90 days of cotton
consumption financed by the Banque Islamique. This facility is not
expected to be outstanding from 1984 onwards.

22. In the financial rate of return calculations, the alternative to the
Project has been taken as mill closure (in view of the losses projected for
the "without project" situation). A cost of the foregone benefits of liquida-
tion has, therefore, been imputed to the Project as follows:

(a) TD 2.96 million of net working capital has been assumed to be
realized in 1981;

(b) Land, with a book value of TD 0.9 million; fixed assets of
TD 5.3 million (100% of book value), investments and deposits
of TD 0.2 million (100% of book value), and new equipment of
TD 1.5 million (80% of gross book value)-- or TD 7.9 million
in total -- have been assumed to be liquidated in 1982 and 1983,
in the proportions 70% and 30% respectively. Further, TD 5.3
million of the receipts derived from (a) and (b) above have been
assumed to be used to repay the outstanding long and medium term
debt, as soon as they become available.

Industrial Projects Dezartment
May 1981
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SOGITEX PROJECT

SITEX PRODUCTION AND PRETAX SALES "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1979 1 980 19E11 1982 :1 983 1984 1985 1986

WIEAVING PRODUC'TION (000 L/M)
''; [T EX

DENIM 13v400 17Y700 14, 800 14,800 14,80O 14,800 144800 t4,800

WIDEt DENIM 3,000 7Y800 8,1Oo 8,100 8,100 8,100

I"OCKETIING ETC. 2,000 900 2,100 2,100 21100 2,100 21100 2,100

'T'O'T'AL 15,400 1.8,600 19v900 24,700 25,000 25,000 25,000 25,000

YARN PROIDIL'CTION (TONS) 6,560 8,200 10 000 13,1.50 13,250 13,250 13,250 13,250

YARN PURCHASED (TONS) 210 700.
RAW COTTON PURCHASED (TONS) 7,282 9y102 11,100 14,5597 140708 14,708 14,708 1-i708

SALES VOLUME (000 LINEAR METEIRS )

SITEX
YARN (LAOCAL ) TONS 200 30

WIDE DENIM (EXPORT) 2,60() 6,700 7,000 7,000 7,000 7,000

DENIM (EXPORT) 11,100 1.303(0 11,300 11,200 11,100 lv900 10,800 1l0600 '

DENIM (LUCAL.) 500 900 1, 100 1, 200 1,300 1,500 1,600 1, 8BOO

FPOCKE TING ETCt. (E X PORT) 1,800 600 1,900 1,900 1y900 1900 1,9)00 1 , 900

.JEAN'; (000 PIECES) EXfPORT 600 140 150 160 170 t80 200 200

SALES PRICE (DINAR/L M1)
:::=:.:::: 0= := - = = =,: 

OD '-

SITE'X
YARN (LOCAL) KILO 1.267 1.267 1.267 1.267 1.267 1.267 1.267 1.267

WIDE DENIM (EXPORT) 1.154 1.154 1.154 1.154 1.154 1.154 1.154 1.154

DENIM (EXPORT) 0.822 0.822 0.822 0.8146 0.846 0.846 0,846 0.846

DENIM (LOCAL) 1.071 1.071 1.071 1.071 1.071 1.071 1.071 1.071

POCKErTING ETC. (EXPORT) 0.443 0.443 0.443 0.443 0.443 0.443 0-443- 0 44

,.JlANS (PIECES) (EXPORT) 2.715 2.715 2.715 2.715 2.715 2.715 2.715 2.715

SALES REVENUE (DINAR'; 000)

siTE x
YARN 305,094 419.641

WIDE' DE.NIM (EXPORT) 3,612.482 10.097.731 11,341.512 11,341.512 11,341.512 11,341.512

DENI,M (EXPORT) 9,124.200 12,080.523 11,183.474 12,374.611 13,184.402 12V946.846 12,828.067 129590.510

DENIM (LOCAL) 535.50(0 1,065,110 1,418.432 1,678.471 1,954.789 2,255.526 2,405.894 2,706.631

POCKETING ETC. (EXPOR'T) 797.400 293.709 1,013.407 1,099.260 1,181.747 P1181.747 1,181.747 1,181.747

,E..ANS 1,629.000 420.011 490.329 567.326 648.016 686.135 762.372 762.372
~~~~~~~~~.... .... .... .I. .... ..... ...I.... .... . ..... .... . ............. .... . .. ................. ....... ........ .... , , ,, _ ,,_ ........ . ..... _..,,,,,,,. .. .. , .... . ... ..... ....... ...... ... _, ....._

TOTAL 12,086.100 13,859.353 18,023,218 258B67.040 28,310.466 28,411.766 28,519.592 20,582.772

LOCAL INFL. FACT, 1.000 1.0O0 1.156 l.237 1.324 1.324 1.324 1.324

INTL. INFL. FACT, 1.000 1.105 1.204 1.306 1.404 1.404 1.404 1.404

Tro SH]IFT INTL INFL FACtT 1.000 1.000 1.105 1.204 1.306 1.404 1.404 1.404

TO SHITFT INTL TNrL FACT 1.000 1.105 1.204 1.306 1.404 1.404 1.404 1.404

IENDUSTRIAL PROJECTS DEFARTMENT
REPORT PREPARE: ' 05/05/81
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SOGITEX PROJECT

SITEX PROPUCTION AND PRETAX SALES "WITH THE PROJECT"
FDR THE YEARS ENDING DECEMBER 31, (DINARS 000)

19 9El7 195£3 19'9 1990 199 1 1992 1993
WELA ING PRODUCTI ON (000 L_/M)
EI TEX

gLIIEN NLNIM 1"4Y800 14wc 800 1400 1.4Y300 14 80(0 14Y800 14,SOO
WIDC1KET: ENI ETC. E100 8Y100 £ 1Y1OO (blO) t 8Y 100 GwlOO 8Y100 1L0O(POCKET I2NY ETC. 100 2w 100 2w3100 2w 100 27100 2Y 100 27 1.00'TO TA1L 2w.02yI00 . 1 
YARPN P'RO'DLUC''T I(ON (TONS) 257000 2'i 000 25Yw000 25Y000 25YO00 25,00C 25,000
YARN PUyRCASED (TONS) 1.;3Y250 1:3Y2w5C0 13Y250 13y250 13 y250 13Y250 13,2)50
RAlW COT TON FPURCHFASE:D (TONS)
SA<{lES V'OLT UMEN C OOC)oI ILA ISNEAn R METE 5) 14Y ;0 1 4 y 708 14 w 708 1 4 Y 708 144 708 14 708 14,Y708

.'ITCX
YARN (LOCAL) TONS
WIDE DENIM (EXP'ORTr)
DENIM (EXPORT) 7yo00 7wt000 7 0 7w 000 7 000 7,000 7,000DENIM (LXFOCAL.) 10YCO 1Y0600 IOY60 0 1OY600 10,600 1O,600 l0,600
POET7I TENC ETCL. IEXPORT) 11f3OO Y BOO 1. Y 80) 1 y 800 1 w 800 1,800 1 80O
JEANS C (0' 0 PIECE:S) EXP)RT 1990R 1w900 1Y900 1w 900 1w 9O0) 1,2900 12900

J 1-() '~~ ( :1 IE C1:7 ) XFORT2.00 200 .200 2.00 200 200 200 0
SALES PF'ICE (DINAR/L.M)

SITEX
YARN (lOCAl) KIL0 1.267 1.267 1.267 1.267 1.267 1.267 1 . 267W I XIE NIM (EXPORT) 1. 154 1-1'54 1 .154 1.t;154 1- .154 1 . 154 1 . 154DElN I (EI:XPORTC)F;.T) 0.846 0. *846 0. 846 0.846 0.846 0.846 0.846DENIM (L OCAL) 1. 071 1.071 1.071 1.071 1.071 1.071 1.071PO3CKETl I NOi E TC1 (EXCXPORT) 0.443 0.443 0.443 0.443 0.443 0.443 0.443JEANS. (P IECES) (EXPORT) 2.715 271.5 2.715 2.715 2.715 2.715 2.715

SAL ES REVEANUE (CINARS 000)

SITEX
Y, : Pi .... N... 

.... .... ....
WIYDE DENIM (EXPCR.T) 1 I 3414512 lI1341.512 11.341.512 11.341.512 1.Y341.512 11341.512 119341.512DENIM (E:XPORT) 12w590.510 12,590.510 12Y590.510 12Y590.510 12,590.510 12w590.510 12Y590.510
DENIM (LOCAL) 20706.631 2,706.631 2w706.631 2w706.631 2,706.631 2w706.631 2,706.631
POCKEITING ETC. (EXPOIRT) w t161.747 1w181.747 1YI181747 1 Y181.747 1,t81.747 1,181.747 1w181.747
JI.JANWS 762. 372 762.372 762.372 762.372 762.372 762.372 762.372

.... ...... .................. .... .............. .............. ........ ........ ....... .............. ........... ................ ........ .... ........ .... ... . .. . . ... ....... .... ... .... . ...

TCOTAL.. 28w5821.772.28w582.772 28,582*.772 26,582.772 26,582.772 28,582.772 28,582.772

LOC)CAL Fr4F-I + rA(. 1.324 1.324 1.324 1.324 1.324 1.324 1.324 ,INTI. L- v-L_. , r.-AcT. 1.404 1,404 1.404 1.404 1.404 1.404 1.404 L .4TCO S.lJF T INT1L INFL FACT 1.404 1.404 1.404 1.404 1.404 1.404 1.404TO IFT INTL INFL F-ACIT 1.404 1.404 1.404 1.404 -1.404 1.404 1.404

ItDUClRI 'AL. PROJECT'S DEPARTMENT
ELP oi, i RET t IRE D:05/05XE11
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FIXED ASSETS AND DEPRECIATION
- SITEX "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1979 1980 1981 1982 1983 1984 1985 1986

GROSS CAPITALIZED ASSETS

L-AND 922.09 922.09 922.09 922.09 922.09 922.09 922.09 922.09
BUILDINGS 3Y908.42 3,522.57 3.522.57 3,522.57 3,522.57 3,522.57 3,522.57 3,522.57
MACHINERY & EQUIPMENT 3,631.33 5,517.05 7y597.20 10,883.98 11,780.16 11,780.16 11,780.16 11,780.16
TRANSFPORI EQUIPMENT 71.96 95.85 95.85 95.85 95.85 95.85 95.85 95.85
FURNITURE & OFFICE EQUIPMENT 102.97 185.54 185.54 185.54 185.54 185.54 185.54 185.54
FPRE-OF:ERATING COSTS 19.96 19.96 206.36 328.76 328.76 328.76 328.76 328.76

TOTAL 8,656.73 10,263.06 12,529.61 15,938.79 16,834.97 16,834.97 16,834.97 16,834.97

DEFRECIATION & AMORTIZATION

LAND - - - -

BUILDINGS 195.42 156.84 176.13 176.13 176.13 176.13 176.13 176.13
MACHINERY S EGUIPMENT 360.66 449.67 501.05 640.42 860.63 920.68 920.68 920.68
TRANSPORI EQUIPMENT 12.32 12.23 19.17 19.17 19.17 13.79 - -
FURNIIIJRE & OFFICE EQUIPMENT 4.61 11.06 18.55 18.55 18.55 18.55 18.55 18.55
PRE-OpERATING COSTS - 19.96 3.99 41.27 65.75 65.75 65.75 65.75

…--.~~~~~~~~~-- - - - -- - - - -

TOTAL 573.01 649.76 718.89 895.54 1,140.23 1,194.90 1,181.11 1,181.11

CUMULATIVE DEFR. & AMORT.

LAND
BIJILDINGS 195.42 352.26 528.39 704.52 880.65 1,056.78 1,232.91 1,409.04
MACINERY & EQUIPMENT 360.66 810.33 3,311.38 1,951.80 2,812.43 3,733.11 4,653.79 5,574.47
TRANSFPOR 1 EQUIPMENT 12.32 24.55 43.72 62.89 82.06 95.85 95.85 95.85
FURNITURE AND OFFICE EQUIPMENT 4.61 15.67 34.22 52.77 71.32 89.87 108.42 126.97
FRE-OFERATING COSTS 19.96 23.95 65.22 130.97 196.72 262.47 328.22

TOTAL 573.01 1w222.77 1,941.66 2,837.20 3,977.43 5,172.33 6,353.44 7,534.55

NET FIXED ASSETS

L-AND 922.09 922.09 922.09 922,09 922.09 922.09 922.09 922.09
BIJILDINGS 3,713.00 3,170,31 2,994.18 2,818.05 2,641.92 2,465.79 2,289.66 2,113.53
MACHINERY & EQUIPMENT 3,270.67 4,706.72 6,285.82 8,932. 18 8,967.73 8,047.05 7,126.37 6,205.69
TRANSPORI EQUIPMENT 59.64 71,30 52.13 32.96 13.79 - - -

FURNITURE & OFFICE EQUIFMENT 98.36 169.87 151.32 132.77 114.22 95-67 77.12 58.57
PRE-OPERATING COSTS 19.96 - 182.41 263.54 197.79 132.04 66.29 0.54 ,.Y

TOTAL 8,083.72 9,040,29 10,587.95 13,101.59 12,857.54 11,662.64 10,481.53 9,300.42

INDUSTRIAL PROJECTS DEPARTMENT
REFPORT PREP FARED:04/29/81
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SOGITEX PROJECT

FIXED ASSETS AND DEPRECIATION
- SITEX "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1987 1988 1989 1990 1991 1992 1993

liROSS CAFPITALIZED ASSETS

LAhND 922.09 922.09 922.09 922.09 922.09 922.09 922.09
BUILDINGS 3,522.57 3,522.57 3,522.57 3,522.57 3,522.57 3,522.57 39522.57
MACHINERY & EQUIPMENT 11,780.16 tl,780,16 11,780,16 11,780.16 11Y780.16 11,780.16 11,780.16
TRANSFO RT EQULIPMENT 95.85 95.85 95.85 95.85 95.85 95.85 95.85
FURNITURE & OFFICE EQUIPFMENT 185.54 185.54 185.54 185.54 185.54 185.54 185.54
PRE:-OPERATING COSTS 328.76 328.76 328.76 328.76 328.76 328.76 328.76

TOTAL 16Y834.97 16,834.97 16,834.97 16,834.97 16,834.97 16.834.97 16,834.97

DEPRECIATION & AMORTIZATION

LA ND

BlJILDINfS 176.13 176.13 176.13 176.13 176.13 176.13 176.13
MACHIfNERY S EQUIPMENT 920.68 920.68 920.68 920.68 920.68 920.68 681.61 c
TlRhANSFORT EQUIPMENT _
FP'llNlIT'URE & OFF-ICE EQUIPMENT 18.55 18.55 18.55 2.92 -

PRE-OPFERATING COSTS 0.54

TOTAL 1*115.90 1,115.36 1Y115,36 1YO99.73 1.096.81 1,096.81 857.74

CUMULATIVE DEF'R. & AMORT.

L.ANDl''
BUILlINGS 1.585.17 1,761.30 1,937.43 2*113.56 2,289.69 2,465.82 2,641.95
MACINERY & EPUIFPMENT 6,495.15 7*415.83 8,336.51 9,257.19 10,177.87 11,098.55 11,780.16
TRANSPORT EQUIPMENT 95.85 95.85 95.85 95.85 95.85 95.85 95.85
FURNITURE AND OFFICE EQUIPMENT 145.52 164.07 182.62 185.54 185.54 185.54 185.54
PRE-OPERATING COSTS 328.76 328.76 328.76 328.76 328.76 328.76 328.76

TOTAL 8,650.45 9,765.81 10.881.17 11P980.90 13,077.71 14,174.52 15*032.26

NET FIXED ASSETS

LAND 922.09 922,09 922.09 922.09 922.09 922.09 922.09
BUILDINGS 1,937.40 1,761.27 1,585.14 1*409.01 1,232.88 1,056.75 880.62
MACHINERY & EQUIPMENT 5,285.01 4t364.33 3,443.65 2Y522.97 1Y602.29 681.61 -
TRANSPOlRI' EQIJIPMENT-- ___ 
FURNII'TURE E OFFICE EQUIPMENT 40.02 21.47 2.92 - - I
PRE-OPERATING COSTS - -

T8184.52 7Y069.16 5Y953.80 4,854.07 3,757.26 2,660,45 1,802.71TOTAL07 3772 26645 IS21

INDUSTRIAL P'ROJECTS DEPARTMENT
REPORT iF;'FFARED: 04/29/81
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Sf351 TTEX P'RO.JECT

SITEX INCOME STATEMENT "WITH THE PROJECT"

F-OR THEF YEARS ENDING DECEMBER 31 (DINARS 000)

1979 3900 1.981 19B2 1983 1984 1985 1986 1987

REVENUE
S AL ESI- 1 2 17 6 .99 1.5,844.49 18,023.22 25,867.04 28,310.47 28,4)1177 28,y5 1 9.539 28,582.77 28,5832.77

OTHER 326.50 443.44 345. 85 369,71 393.56 393.56 393.56 393.56 393.56

T'AX (IN SALE'S 234.95 404.70 289.90 290.67 328.80 379.38 40)4.67 455.26 455.26

G)ROSS SALES 12,738.44 1.6y692.62 18,658.97 26y527.42 29,032.83 29,184.71 29,317.82 29,431.59 29,431.59

C~OST OF GOODS SOLD
RAW COITT ON 60860.99 7Y241.00 8.991 .00 1.3,721.18 14,708.00 14,708.00 14,708.00 14,708.00 14,08,300
CO3TTON YARN 1 , 75,41 792..00 -

DYES & CHEMICALS 1.i104.00 2. p20.40 2,980.92 3,237.50 3i237.50 3,237.50 3f237.50) 3,237.50
SPARE P'ARTS & CONSUMABLES 1. 639. 69 897. 00 711 .57 8-07 .08 8366.2.9 866.2.9 866.29 866.29 866.29
TIAX O)N PURCHASE-S 664.00 11.9.69 135.75 145. 7:1 145 .71 145. 71 145. 71 145.71
WAGES) £ SALARTIES~c 2Y480.57 3 73 1.00 4,349.00 4,535.00 4,836.00 4,836.00) 4.8 36. 00 4.v836. 00 4,8136 .00
CONFECTlION COMMSN. 39.34 184,44 21.0.30 237.86 2.51.86 279.84 279.84 279.84
T'ITH ER 1, y009. 97 281 .00) 136.40 :1.4 5.8B1 1 '55.22 [55.22 155 .22. 155.22 1.55.22

LESINCREASE IN I NVENTORY ( 1 077. 39) (697,00) ....... *.. -..

NETI INDIRECT TAXES. (1,036.90) 77.59 170.21 1.54 .92 183 .09 233 .67 258 .96 309.55 309. 5

COST F: GOODS1c Sf1.0L. 11 , 052.34 14, 129.93 16,682.71.22Y690.96 24,369.67 24,9434. 252.'4 ,4(7. 52 247538. 11 24,538. 11

GROSS MARZGIN 1,686.10 2,562.69 1,y976.26 3,836.46 4,y663, 16 4y750.46 4,830.30 4,893.48: 4,893.48

UTILITlIES 327.02 413.00 456.00 647.14 691.60 691.60 691.60 691. 60 691.60
DEP."R E C IATIOI0N 573.01 776.00 718.89 895.54 1 , 140).23 1 , 194.9<) 1,181. 11 1 . 181] . 11 :1 , .11I.9<)
OVERHEADS 658.*32 65.j1. . 00 274.97 293.93 3.1.2.89 312.89 312.89 312..89 312.89

SUB--TOTAL 1.558.35 1,8 40. 00 1,449.86 1,p836. 6 1 2,p144. 72 2,y199. 39 2,185.60 2,1835.60 2Y,120,39

GROSS OPERATING PROFIT .127.*75 72.2.69 526.40) 1,999.85 2,51.8.44 2y551 .07 2,644.70 2,707.88 2,773.09

INTEREST ON LOCAL LOANS <'5. 49) 83.30 317.91 269.05 220 .1I9 171.33 122. .47 73.61
INTERES'T ON SWISS CREDIT -..- 75.25 63.68 52.,10 40.52
INTEREST ON WOIRLDi BANK L.OANS ... .. 60. )8.97 581.29 52.5.93 470.57
1NINTERFZE ST ON S-T DEBT 636.1Il 839.34 174.30 106.52. 125.31 (37.32) 34.26 <75.15) (209.75)

NETI INGCOME BEFORE TAX <502..87) <116.6.5) 268.80 1,575.42 2,p124 .083 1,y683. 98 1,p794. 14 2,082.53 2,398. 14
T'AXES 23.46 43. 83 :1983.95 337.74 388. 04 369.31. 375.71 390.11 404.63

NET' INCOME. <526.33) <160.48) 69.85 1,Y237.68 1,v736.04 1,314.67 1,Y418.43 1,692.*42) 1.993.51. 0



TUNISIA - TEXTILE

SOGITEX PROJECT

SITEX INCOME STATEMENT "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1988 1989 1990 1991 1992 1993

REVENUE
SALES 28,582.77 28,582-77 28,582.77 28,582.77 28,582.77 28,582.77
OTHER 393.56 393.56 393.56 393.56 393.56 393.56
TAX ON SALES 455.26 455.26 455.26 455.26 455.26 455.26

GROSS SALES 29.431.59 29.431.59 29,431.59 29,431.59 29J431.59 29,431.59

COST OF GOODS; SOlD
RAW COTTON 14,708.00 14,708.00 14,708.00 14,708.00 14,708.00 14,708.00
COTTON YARN - - - -- -
DYES & CHEMICALS 3,237.50 3r237,50 3,237.50 3,237.50 3,237.50 3y237.50
SPARE PARTS S CONSUMABLES 866.29 866.29 866.29 866.29 866.29 866.29
TAX ON PURCHASES 145.71 145.71 145.71 145.71 145.71 145.71
WAGES S SALARIES 4.836.00 4.836.00 4,836-00 4,836-00 4,836.00 49836.00
CONFECTION COMMSN. 279.84 279.84 279.84 279.84 279.84 279.84
OTHER 155.22 155.22 155.22 155.22 155.22 155.22
LESS INCREASE IN INVENTORY - - -- -- - -
NET INDIRECT TAXES 309.55 309.55 309.55 309.55 309.55 309.55

COST OF GOODS SOLD 24,538.11 24,538.11 24,538.11 24.538.11 24.538.11 24.538.11 c

GROSS MARGIN 49893.48 4,893.48 4,893.48 4,893.48 4,893.48 4,893.48

UTILITIES 691.60 691.60 691.60 691.60 691.60 691.60
DEFRECIATION 1,115.36 1,115.36 1,099.73 1,096.81 1,096.81 857.74
OVERHEADS 312.89 312.89 312.89 312.89 312.89 312.89

SUB-TOTAL 2,119.85 2.119.85 2,104.22 2,101.30 2,101.30 1,862.23
q

GROSS OPERATING FPROFIT 2,773.63 2,773.63 2,789.26 2,792.18 2,792.18 3,031.25

INIEREST ON lOCAL LOANS 24.75 - - -
INTEREST ON SWISS CREDIT 28.94 17.37 5.79 - - -
INIEREST ON WORLD BANK LOhANS 415.21 359.85 304.49 249.13 193.77 138.41
INTEREST ON S--T DEBT (361.08) (545.39) (788.37) (1,055.77) (1.353.59) (1,679.33)

NEI INCOME BEFORE TAX 2,665.81 2,941.80 3,267.35 3.598.82 3,952.00 4,572.17
TAXES 416.94 429.64 444.61 459.86 476.11 504.64

NET INCOME 2,248.87 2,512.16 2,822.74 3,138.96 3,475.89 4,067.53

J-4

industrial Projects Department
May 1981



TUNISIA -- TEXTILE

SOGITEX PROJECT

SITEX WORKING CAPITAL "WITH THE PROJECT"

FOR THE YEARS END:ING DECEMBER 31 (13INARS 000)

1979 1980 1981 1982 1983 19E4 1985 1986 1987

CURRENT ASSETS

CASH 233.66 389.99 883,56 1,202,82 1.288,43 1,315.29 1Y317.13 1,308.40 1P295.88

ACCOUNTS RECEIVABLE 1.204.49 1,390.29 1 802.32 2,586,70 2.831,05 2,841.18 2,851.96 2P858.28 2P858.28
INVENTORY

RAW MATERIALS 1,230,58 29295,28 2y427.57 3,704,72 3Y971.16 3y971.16 3v971.16 3,971.16 3,971.16
WORK IN PROCESS 2r114.15 1l536,24 y.-?27,60 1,689.54 1.816.24 lF819,99 1,823.08 1826.01 17826.01
FINISHED GOODS 966.26 1Y067.61 1,417,45 2,065.39 2,264.84 2,272.94 2,281.57 2,286.62 2,286.62
SPARE PARTS 809.35 1P045.32 7131.57 807.08 866.29 866.29 866.29 8666,29 866.29
DYES I CHEMICALS 735,41 492.85 545.51 804.85 874.13 874.13 874.13 874,13 874,13

TOTAL INVENTORY 5,855.75 6y437.30 6Y329,70 9,071.58 9f792.66 9,804,51 9P816.23 9,824,21 9,824.21

OTHER CURRENT ASSETS 2Y725.52 27327,17 1l269.28 1P716.93 1,856.01 1.864.35 1?867,12 17870,66 17866,10

'TOTAL CURRENT ASSETS 10,019.42 10,544.75 10,284.86 14,578.03 15P768,15 15,825.33 15,852.44 15,861.55 15,844.47

CURRENT LIABILITIES

ACCOUNTS PAYABLE 3,081.70 2,887.04 27900,00 3.100,00 3f300,00 874,13 874.13 874,13 874.13
OTHER CURR- LIABILITIES 1,216.77 1Y622.00 1 457.52 1,901.56 2,066.70 2Y158.72 2,185.62 2,223.98 2,201.89

TOTAL CURRENT LIABILITIES 4,298,47 4Y509.04 4p357.52 5P001256 5,366.70 3.032.85 3,059.75 3,098.11 3,076.02
::= = ::==== .............=====I= z.= . -== = =::=::::::= :== = ===== == ==:==::::::_: ========= :== == =3= == ========== =========

NET WORKING CAPITAL 5,720.95 6,035.71 5p927.34 9Y576,47 10401.45 12.792,48 129792.69 12y763.44 12,768.45

CHANGE' IN WORKING CAPITAL -- (108.37) 3y649.13 824.98 2,391.03 0.21 (29.25) 5.01

q z
ID 



TUNISIA - TEXTILE

SOGITEX PROJECT

SITEX WORKING CAPITAL "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1988 1989 1990 1991 1992 1993

CURRENT ASSETS'

CASH 1Y282.52 1Y268.72 1P253.23 1V236.80 1Y219.14 1,200.08

ACCOUNT'S RECEIVABLE 2Y858.28 2S858.28 2 YB58.28 2T858.28 2,858.28 2V858.28
INVENTORY

RAW MATERIALS 3Y971.16 3V971.16 3V971.16 3y971.16 3,971.16 3V971.16
WORK IN PROC:'ESS 1Y826.01 1,826.01 1Y826.01 1Y826.01 1Y826.01 1T826.01
FINISHE-D G00DS 2Y286.62 29286.62 2.286.62 2y286.62 2Y286.62 2,286.62
SPARE PART 1. 866.29 866.29 866.29 866.29 866.29 866.29
DYESi & CHEMICALS 874.13 874.13 874.13 874.13 874.13 874.13

... .... .... .... ... _ ._ ____.............. . . _. ...... --. .... - - - ... _+- - ._- ....- .._ ._ .... 

TOTAL INVENTORY 9Y824.21 9,824.21 9Y824.21 9Y824.21 9Y824.21 9Y824.21

OTHER CURRENT ASSETS 1 Y866.06 1V866.06 1Y864.96 1Y864.76 1V864-76 1.848.02
- P ~~~~~. --_--. e. . - *.f-......... ... ... ... +.* .. ...... .... _ __ .._.I .............. _. __--_. 

TOTAL CURRENT ASSET'S 1.5.831.07 15V817.27 158300.68 15Y784.05 15Y766.39 15Y730.59

CIJRRENIT LIABII ITIES 

ACCOUNTS PAYABLE 874.13 874.13 874.13 874.13 874.13 874.13

OTHER CURR. LIABILITIE:S 2.Y. 83.15 2.163.84 291.41.05 2Y117.84 2Y093.12 2,049.71

TOTAL CURRENT LIABILITIES': 3!057.28 3YO37.97 3Y315.18 2.991.97 2Y967.25 2.923.84

NET WORKING CAPITAL 132Y773.79 12,779.30 12Y785.50 12V792.08 12Y799.14 12,806.75

CHANGE IN WORKING CAPITAL 5.34 5-51 6.20 6.58 7.06 7.61

Industrial Projects Department
May 1981



Tt!NISIA - TEXTILE

SOGITEX PROJECT

SITEX CASH FLOW "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1979 1980 1981 1982 1983 1984 1985 1986 1987

';OURCES OF FUNDS

PROFIT AFTER TAX - 69.85 1,237,68 1,736.04 1,314,67 1,418.43 1,692.42 1,993.51

DEPRECIATION - - 718.89 895.54 1,140.23 1,194.90 1,181.11 1,181.11 1,115.90

INT. ON LMTD- - 83.30 317.91 269.05 904.41 816.30 700,50 584.70

INTERNAL CASH GENERATION - - 872.04 2,451.13 3,145.32 3,413.98 3,415.84 3,574.03 3,694.11

SHORT TERM SEBT - 2,100.00 -- 226.37 - 862.32 -

EQUITY - - 737.52 1,719.69 927.79 - - -

ILOCAL BANKS - - - - -
SWIFT DEBT - - - -

LONG & MED. TERM DEBT
SWISS CREDIT - - 1,200.00 600.00 - - -

IBRD - - 1,220.40 3,837.60 687.00 - - -

TOTAL LMTD - 2,420.40 4,437.60 687.00 - - -

DECREASE IN WORKING CAPITAL - 108.37 - - - - 29.25 -

TOTAL SOURCES - 2,100.00 4,138.33 8, 834.79 4,760.11 4,276.30 3,415.84 3,603.28 3,694.11

APPLICATIONS OF FUNDS

CAPITAL INVESTMENTS - 1,885.72 2,266.55 3,409.18 896.18 - - -

LESS CAPITALISED INTEREST - - 60.15 419.84 656.18 - - _

NET ADD, TO CAP. ASSETS - - 2,206.40 2,989.34 240.00 - - -

INCREASE IN WORKING CAFITAL - - - 3,649.13 824.98 2,391.03 0.21 - 5.01

REPAYMENT OF LMTD
LOCAL - - 971.85 1,458.57 810.57 808,57 586.57 586.57 586.57

SWISS CREDIT - - - - - 172.29 172.29 172.29 172.29

IBRD - - - - - - 522.27 522.27 522.27

SWIFT - -

TOTAL REPAYMENT - - 971.85 1,458.57 810.57 980.86 1,281.13 1,281.13 1,281.13

[NT. ON LMTD
LOCAL BANKS - - 83.30 317.91 269.05 220.19 171.33 122.47 73.61

SWISS CREDIT - - 27.01 67.54 81.04 75.25 63.68 52.10 40.52

IBRD - - 33.14 352.30 575.14 608.97 581.29 525.93 470.57

TOTAL INTEREST ON LMTD - - 143.45 737.75 925.23 904.41 816.30 700.50 584.70

TOTAL DEBT SERVICE - - 1,115.30 2,196.32 1,735,80 1,885.27 2,097.43 1,981.63 1,865.83

REPAYMENT OF S-T DEBT - - 816.63 - 1,959.33 - 1,318.20 1,621.65 1,823.27

TOTAL-APPLICATIONS-- 4.13..33 8,834.79 4,760.11 A,276,30 3,415.84 3.603.28 3,694.11

DEBT SERVICE COVERAGE - 0.78 1.12 1.81 1.81 1.63 1.80 1.98

Industrial Projects Department 4

May 1981 ' wOs 



TUNISIA - TEXTILE

SOGITEX PROJECT

SITEX CASH FLOW "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1988 1989 1990 1991 1992 1993

SOURCES OF FUNDS

PROFIT AFTER TAX 2,248.87 2,512.16 2,822.74 3,138.96 3,475.89 4,067.53
DEPRECIATION 1,115.36 1,115.36 1,099.73 1,096.81 1,096.81 857.74
INT. ON LMTD 468.90 377.22 310.28 249.13 193.77 138,41

INTERNAL CASH GENERATION 3,833.13 4,004.74 4,232.75 4,484.90 4,766.47 5.063.68
SHORT TERM DEBT - -- -

EQUITY -- -
LOCAL BANKS - - - - -
SWIFT DEBT - - - -
LONG A MED. TERM DEBT

SWISS CREDIT - - - --
IBRD - --- - -

TOTAL LMTD - - -

DECREASE IN WORKING CAPITAt - -

TOTAL SOURCES 3,833.13 4,004.74 4.232.75 4,484.90 4,766.47 5,063.68

APPLICATIONS OF FUNDS

CAPITAL INVESTMENTS - - - - -
LESS CAFITALISED INTEREST - - - - - -

NET ADD. TO CAP. ASSETS - - -

INCREASE IN WORKING CAPITAL 5.34 5.51 6.20 6.58 7.06 7.61
IREPAYMENT OF LM7'D

LOCAL 443.72 - - - - -
SWISS CREDIT 172.29 172.29 172.29 118.80 118.80 118.80
IBRD 522.27 522.27 522.27 522.27 522.27 522.27
SWIFT - - - -

TOTAL REPAYMENT 1,138.28 694.56 694.56 641.07 641.07 641.07

INT. ON LMTD
LOCAL BANKS 24.75 - - - - -

SWISS CREDIT 28.94 17.37 5.79 - - -
IBRD 415.21 359.85 304.49 249.13 193.77 138.41

TOTAL INTEREST ON LMT'D 468.90 377.22 310.28 249.13 193.77 138.41

TOTAL DEBI SERVICE 1-607.18 1,071.78 1.004.84 890.20 834.84 779.48
REF'AYMENT OF S-T DEBT 2,220.61 2,927.45 3,221.71 3,588.12 3,924.57 4,276.59

TOTAL APPLICATIONS 3-833.13 4.004L74 4.232.75 4,484.90 4,766.47 5.063.68

DEBT SERVICE COVERAGF 2.39 3.74 4.21 5.04 5.71 6.Ho

1

industrial Projects Department
May 1981



TUNISIA - TEXTILE

SOGITEX PROJECT

SITEX BALANCE SHEET "WITH THE PROJECT"

FOR THE YEARS ENDING DECEMBER 31 (DINARS 000)

1929j) I,21,> 91 ( t:3 10 t1. '9 1 t1. 9 t 2 1. 9t3 13934 1 £? 5 19 98

ACUR:iE 2s

C'At.IH 233.66 389919? 8t3e56 I. .202.02 1.p 288?.43 1 . 231.29 1. 31?,. 13 1 .3008.40
ACiC'O1UNTS RLlE CE I. VADI.I.E 1. * 204. *49 1.v390 .29 1 v02+ 32.2.58,70 2 t.31. O 2.052841.1c8 2.851.96 2Y858 .28

:I:NVI'NT (JY .?155 .75 6.4 37 .30 6.329.70 9i>O'9.7L 5c'1 9y792.66 '9 ,8 0 4 .51 ' 9 816.23 9.824.21
(11'1ER CURRENTyr Wi.3SirT8 2725,5g.. .. 3 2t7.1. 7 1Y269j28 1.ti716.93 1Y8 56.01. 1.,8 f064.35 1867,12 1.,070.66

TOTAL. CUl.RF'RE.NT ASSH.' ETSI 10 YO19 . 42 ? 1 4 4 7 ) 5 .1. 0 Y.24) 34 1 4 Y57 3 EO. 023 1S. Y 6. 13 1.i'; Y 825. 33 . Y 852. 44 1 .I 61.55

1 N VE.SITMENS h AND 1i:: S'S :1.92,60 29:1. . 0( 2'? :1. 0 2'), O .03 291. 01) 2:.91 .08 291 , 08 21 E
rI-r XED:' A SS.iS',l''

...... ........ ........ ..

GROSSl':,':, CA.AF:X:I'I',Al ............. :l:ZF::D:t h':;S I ':'I6''. 17 0 .0 .263.06 O 1. 12. y52 9,6 15.938.??79 16v8343497 16Y834.97 16.834,97 .7 16Y34.97
LI.SS? UMI.....M ATIJ E DOE'RE1CIA' TI:ON- N 573. 0:1 1 2'2+ .7 1 .941, 66 2.837, 2O 3. '977. 43 5. 1.'`2.33 6 y;353.44 7y534.55

Nl:~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~..:l F'IXI .... ... : D ....E:'C ..2X 83 .. ... .... ..(3 0+< ...OY L .... .... .... ... ... ..? i7 .... .... ... ... .... ... ... ..I ... ... ..
NT FIX F 0 ASSETS 8~~~~~~~O 0 8:3 +2 '9.040.2'? :10,587'.'95 :13.1.01.. 59 :1. 2 .S7, 5 4 1:1., 662. 64 :1. 0 4C.)81.. 53 '9.300.42

'Tf 1A.. ASIS: i:T f:i.1129,574 1'?. 8 5 1: 76, 1.2 2.1 ,162,13.89 2791'97070 28.6 77 279'??9.05 26.p25,O0 25.v453.0O

C.I.RRE NTl 1...: Al L.. I'I.' IE:

SIIICRl'T''l'l R ti ANl 5 9'7 Ti. 8 1. 2 1. 00 .00 1 v 2123 * 37 1 Y 509.74 (449 5? 41.2.73 (90`5. 47 1 (2.527 123)
A(:'('(ll.lN'l'' i FPAYABI lE. 3y01. 70 2 37. 04 2. '9 3 9003 00 3 v300 . 00 874. 13 8174 13 8374.13
CURRE.NT FI:HE)RT'I T1N O1F1 I:.MTD 971 .85 1 * 451.57 1310,57 '980 .86 1. 2il1*1.3 1 .2831.*1.3 1 .v281 1.3
OTHE.R CURRENT L..1T lABIL. 1. [ .. 2:1.6 '77 1..622.00 I Y457.52 1: Y901.5 56 2v 06 .70 2. 1.5t . 72 2.yI lS 62 2,223 . '91

r (:1 r A L l ' UF? R} N '3' L ........................1 ... B ...1... ....'..'.... ... .- ......Y...;.;.. ... ...3.... ...i.... ... .... Y O .... ...-.4.... .......?-.3.... ...1........ ...-.... ... ..-... ....;... .I
TClTAL.. CURR-'E:NT t..:D.E: C .0 v277. 28: 7 v:,511 0 .E9 7 099. 46 7221.- IE .87 5.97. 97 4.y726. 71. 234235. 4 1. 1 .1152. 12

1-(NG ( MED 1II1UM TE'l:RM DE3T1 3.044.76 S,282 . 00 6y24:3 .23 9 v'9170.436 9 i 577.00 1.3w295.117 7.01.4 74 5.733.6,1
OWNERS, EQUITY

C(.AI F1I. AI.. 5500 00 7007 017) .0 8v4372 52 572 1 .0 :1. I721 . 1 .v0115J00 1.1 Y t.5 00 11.085 .00 11 .015.00
IRE A '1'h NE: I:2:AARN 1N(.;! (526.230) (6 6 . 7'1i) (616.93 6 h 2 0 . 71`5 y 3 S 6 . 79 23. 71 4 6 7.0 v O El 9 9.9 6y732 2.31

NET ECQUITY 4.'73 .70 701:3.22 72y,120 59 1.0, 777.96 123'3Y441.29 :1.4, 7y . 46 1. v 1.74 .11'9 17.Y1167.31

TOTA A. L1I l A .' fi I ES . S 12(111 I1TY 11f1, 295.74 :1.191B76. 11. 21. v :1.663.11 27'970.69 21.916 9 .h16h 27,779.104 26 ,625. 25.V45:3.04
- -==~~~~~~~~~:: -= = -=. =:: -: 71==.3::: :::: M= .. _=====:zn ..... 1t

DE3BIT RIAT i 37,947 42.96 44.239 47. 810 41.61 35.'?' 30.25 24.29'?
CU R REN'T 1.',AtII) 0.97 :1 .239 1 451 . 9,9 2.6e7 3 . 235 4.61 e1 1 .56

1:NI111.,U'RIAI1-.. 2O1E1 J 1T'( DEPARIME.NT
Rl.:F)(1 1'REPFAIRET)'05Z/05S/Ill.



TUNISIA - TEXTILE

SOGITEX PROJECT

SITEX BALANCE SHEET "WITH THE PROJECT"
FOR THE YEARS ENDING DECENBER 31 (DINARS 000)

:1.987 :1.88 :M989 199( 1991. 1992 1993
ASSETS

C UIIRENT A5SETS

CAS1l 1. 29.88 :1 232 .52 :I 3268.72 1 253.23 I. 236.-$0 1 219*14 1 L200.081ACCOUNTS RECETIVAELE 2y 858 .20 2 .1£58. 2£ 2 £ 058.28 2 858.28 23 858.28 2£ 858. 28 2,F858.28

INVENTORY 9.824.21 9 824.21 9y,£124.2:1 9yf24.21 9.824.21 S 9s824.21. 9.824.21.O0 HER CURRENT ASSETS :1 , 066. IO : 8b66006 1Y866.06 1 864.96 1.Y 864 .76 1s .364.76 1Y848.02

T0Tr(L CURRIINT ASSErS 15.4 4 :1 Y 733.07 158L7; 2.7 15. Y801. 35.784. 05 15.h66.39 15.30. 59

INVESTME:NTS AND DEPOSITS 2,:91 . 0 291 .08 291.08 291.0()3 291.0t8 291. 083 291.08
IIXED ASSETS

GR£:OSS CAPIT.ALIZED ASSETS 16.y 834.97 16, 834.977 16 .,8t3334. 97 16 £33497 1.6834.97 16.834.97 16,834.97LL i CUMU) ... TIVE DEFRE.ClTIGN 8,650.i45 9Y7,65 .01 10831*:17 11. y90.90 :1.3.077.7:1 1.4y174.52 15,032.26

NET FIXEll ASSETS1 13.:84 52* 5 y27069, 16 5.953.£30 4, 8354.0; .375 7 .26 2Y660.45 1 .,t:;?02.71

T1OTAI. ASSETS 24y). 07 23 19:1L31 22YO62.15 20Y945.83 19Y832.39 :1.8.717.92 17y824.38

I..IAE.ILITIES
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TUNISIA - TEXTILE
SOGITEX TEXTILE

SITEX FINIANCIAL RATE OF RETURN CALCULATIONS

FOR TrE YEARS ENDING DECEMBER 31 (DINASS 000)

1979 1980 19S1 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

CAPITAL COST
INVESTMENT - - 2,206.40 2,989.34 240.00 -

WORKING CAPITAL O(108.37) 3,649.13 824.98 - (4357)

SALE OF EXISTING ASSETS FORGONE - - 3,208.00 2,368.00 -4-5- - -_

TOTAL . _ 2,098.03 9,846.47 3,432.98 ------_-----,31

CONSTANT 1979 VALUE - - 1,808.65 7,940.70 2,600.74 -- - - - - _ (3,719.17)

hENEFITS
CHANGE SN NET INCOME - ~ 69,85 1,237,68 1,736,04 1,314,67 1,418.43 1,692,42 1,993.51 2,248,87 2,512,16 2,822.74 3,138.96 3,475.89 4,067,53

INTEREST ON PROJECT DE8T - 60,15 419,84 656.18 684,22 644.97 578.03 51S.09 444.15 377.22 310.28 249,13 1933 77 138.4)

NET PROJECT DEPRECIATION - - 4.36 181.01 425.70 492,68 484.95 484.96 419.75 419.21 423.85 510.64 901.39 901.39 662.32

TOTAL 134.36 1,838.53 2,817.92 2,491.57 2,548.35 2,755.41 2,924.35 3,112.23 3,313,23 3,643.66 4,289.48 4,571.05 4,868.26

CONSTANT 1979 VALUE - - 115.83 1,482.69 2,134.79 1,887.55 1,930.57 2,087.43 2,215.42 2,357,75 2,510.02 2,760.35 3,249.61 3,462.92 3,688.08

NET BENEFIT _ - (1,692.82) (6,458.01) (465.95) 1,887.55 1,930.57 2,087.43 2,215.42 2,357.75 2,510.02 2,760.35 3,249.61 3,462.92 7,407.25

INFLATION FACTOR 1.00 1.08 1.16 1,24 1.32 1.32 1.32 1.32 1.32 1.32 1.32 1.32 1.32 1.32 1.32

RETURN ON INVESTMENT = 19.479X

INDUSTRIAL PROJECTS DEPARTMENT
REPORT PREPAREDtO4/30/81



ANNEX 8-1
Page 1

TUNISIA - SOGITEX TEXTILE REHABILITATION PROJECT

ASSUMPTIONS USED IN ECONOMIC PROJECTIONS

1. The economic rate of return calculations for the Project have been
made under the assumption that the alternative to implementing the project is,
in view of anticipated "without Project" losses (para. 3.18), to close the
mill. Were this to be done, we have assumed:

(a) that the net working capital of TD 2.96 million would
be realized, as a cash inflow, in 1981;

(b) that other assets namely: Land, with a book value of
TD 0.9 million; Fixed Assets of TD 5.3 million, or 80%
of their net book value (68% of gross); Investments and
Deposits of TD 0.2 million, or 100% of their book value;
and New Equipment acquired through Swift worth 1.5 million,
or 80% of its gross book value, i.e., about TD 7.9 million
in total would be sold off in 1982 and 1983 in the portions
70% and 30% respectively; and

(c) that because skills are not readily transferred to other
industries (i.e. not without a period of unemployment and/or
retraining), because 60% of Tunisia's spinning capacity is
concentrated in the SOGITEX Group (all of which would
logically have to close down, were SITEX closed), and
because labor is immobile and there are no other large-
scale industrial employment opportunities in the area,
all labor and salary expenses in the "with Project"
situation would have an actual social cost of only 0.66
of the financial outlay. This accounting ratio has been
estimated 1/ as the social price of skilled labor in
Tunisia (that of semi-skilled labor is 0.53 and of
unskilled urban labor, 0.37), and reflects not only
its opportunity cost in alternative employment, but also
the social cost of the additional (consumption) expenditures
associated with allocating income to labor rather than
to profits, and so to investment.

2. In addition, for the "with Project" situation, economic cost and
benefit streams employed in the financial analysis (Annex 7-1), have been
amended as follows:

1/ "Shadow Prices and Economic Policy in Tunisia" - Hughes (For IBRD)
May 1980.
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(a) Local taxes have been eliminated from the capital cost
estimate, reducing it by 1%;

(b) Service tax of 7.52% has been netted out of "overhead" and
"'confection commission" expenses; 5% power tax has been
netted out from the cost of utilities and "taxes" have
been eliminated. The net impact of "tax on sales",
"tax on purchases" and "net indirect taxes is zero,
hence these have been left unchanged; and

(c) no repayment of existing long and medium term debt, as a
result of plant liquidation, has been imputed.

2. Since the bulk of SITEX's projected sales are exports, sales prices
are effectively border price equivalents. Similarly, as noted (para. 7.07),
the cotton price used is the Bank's projection of CIF cost. No adjustments
have, therefore, been made in either of these.

Industrial Projects Department
March 1981



TUlNISIA - TEXTILE

SOGITEX PROJECT

SITEX ECONOMIC RATE OF RETURN CALCULATIONS

FOR THE YEARS ENDISG DECENER 31 (DISARS 000)

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

CAPITAL COST
INVESTMENT - - 2,184.34 2,959.45 237.60 '- - (538.14)
WORNING CAPITAL - - (108.37) 3,649.13 824.98 - - (4,365.74)
SALE OF EXISTING ASSETS FORGONE - - 2,963.00 5,526.00 2,368.00 -

TOTAL - 5,038.97 t2,134.58 3,430.58 - - - - - - - (4,903.88)

CONSTANT 1979 VALtUE - 4,343.94 9,785.95 2,598.92 - - - - - - (3,715.06)

BENEFITS
CHANGE IN NET INCOME - - 1,810.81 3,193.56 3,850.59 3,411.47 3,523.58 3,11.97 4,127.58 4,395.25 4,67t.24 4,996.79 5,328.26 5,68t.44 6,301.61INTEREST ON PROJECT DlEBT - - 60.15 419.84 656.18 684.22 644.97 578.03 5tt.09 444.15 377.22 3tO.28 249.13 193.77 138.41
NET PROJECT LEPRECIATION - - 4.36 181.01 425.70 492.68 484.95 484.Y6 419.25 419.21 423.85 510.64 901.39 901.39 662.32. _, _ _ _ . _ _-_- -.-_-_ _-. _-_ _-_-_- -_-_-_ _-_-_- -_-_ _- -_-_-_. .. _. _._._ _ _-_-_ _-_-_- -_-_-_ _-_-_- - _-_-_- - _ _- _ _-_-_- _-_- _ _- _- _ -

TOTAL -- 1,875.32 3,794.41 4,932.47 4,588.37 4,653.50 4,874.96 5,058.42 5,258.61 5,472.31 5,817.71 6,478.78 6,776.60 7,102.34

CONSIANT 1979 VALUE - 1,616.66 3,060.01 3,736.72 3,476.04 3,525.30 3,693.15 3,832.14 3,983.80 4,145.69 4,407.36 4,908.17 5,133.79 5,380.56

NET BENEFIT - - (2,727.28) (6,725.94) 1,137.80 3,476.04 3,525.38 3,693.15 3,832.14 3,983.810 4,145.69 4,407.36 4,908.17 5,133.79 9,095.62

INFLATION FACTOR 1.00 1.08 1.16 1.24 1,32 1.32 1.32 1.32 1.32 1,32 1.32 1.32 1.32 1.32 1.32

RETURN ON INVEOTMENT = 29.8972

INDUSTRIAL PROJECTS DEPARTMENT
REPORT PREPARED:04/30/81
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