Investment in Pakistan Machine Tool Factory (Pvt) Ltd.

[image: image1.png]



CONCEPT PAPER

Investment in Pakistan Machine Tool Factory (Pvt) Ltd.
Concept Paper Series | Manufacturing |Version 1 | Serial No. MFG-5
Prepared on November 28, 2006 by:

Dr. Junaid Ahmad

Investment Advisor

Government of Pakistan

Ministry of Finance (External Finance Wing)

‘Q’ block, Pakistan Secretariat

Islamabad.

Tel: +92-51 9203507

Fax: +92-51 9203507

E-Mail: drjunaid.mof@cyber.net.pk

INTRODUCTION
Pakistan Machine Tool Factory. (PMTF) - an engineering manufacturing unit of State Engineering Corporation (SEC) was established in technical collaboration with Oerlikon Bohrle & Co. of Switzerland in 1968. The aim was to lay a base for indigenous manufacture of Machine Tools and other precision engineering products and to support the development of the industrial sector. Regular production started in 1971.
PMTF possesses relatively modern facilities with state-of-the art equipment, machining system and procedures. It is also an integrated engineering unit with facilities to train and groom workers, supervisors and engineers. PMTF has developed enough capability to enter into high-tech areas and it can now produce and supply a variety of other engineering items.
NEED ASSESSMENT

PMTF is presently obtaining business from the market by competing with various local manufactures. The market shares of different group of products in year 2004-05 were as under:

	Transmissions
	51%
	(
	Competitors
	: 11

	Die-Castings
	24%
	(
	Competitors
	: 12

	Special Products
	98%
	(
	Competitors
	: 02

	Machine Tools
	16%
	(
	Competitors
	: 08


PMTF’s existing facilities do not have the capacity to meet the rising demand in the automotive, machine tool and defense sectors. In the case of the automotive sector, there is absolutely no capacity for the manufacture of transmissions and rear axles. Both of these components are not being manufactured by other local vendors and are the only two remaining high-value components for which a high demand exists in the automotive sector. Presently, PMTF is only supplying forged / machined parts to Millat and Al-Ghazi Tractors. 

Discussed below is the projected growth of three major sectors PMTF presently caters to:

Automotive Sector - The new phase of auto industry emerged during the year 2001-02 when the auto industry entered into a rapid growth phase. The table below gives details of automotive units produced in Pakistan from 2001 till 2006. 

                                                                                                     (No. of Units)

	 
	2001-02
	2002-03
	2003-04
	2004-05
	2005-06

	Cars
	40,088
	62,073
	98,461
	126,403
	160,642

	Trucks
	1,134
	1,929
	2,022
	3,204
	4,518

	Buses
	1,086
	1,296
	1,380
	1,762
	825

	LCVs
	9,055
	12,548
	14,896
	25,177
	32,053

	Farm Tractors
	23,801
	26,240
	35,770
	43,200
	48,887

	Motorcycles
	120,627
	175,169
	371,007
	570,085
	751,667

	Total:
	195,791
	279,255
	523,536
	769,831
	998,592


Source: Automotive Industry Development Program (AIDP)
This rapid growth has been triggered by a regular high growth in economy, increase in the purchasing power of consumers and availability of credit and financial options coupled with low interest rates. The growth in demand surpassed supply, particularly in the motorbike, car and tractor sectors. To overcome the demand-supply gap, Government had to allow used car imports by relaxing the rules permitting such imports. Despite a production of 160,642 cars and import of 48,692 cars including 43,295 used cars by the close of 2005-06, supply side has improved to some degree but the gap still exists.
Machine Tools - the emerging market scenario for machine tools is described below:

· Demand created for PC based CNC machine tools for expansion and modernization of vocational training centers in all the provinces.

· Upward trend observed in demand of conventional machines for establishment of new technical training institutes.

· Opportunity created for PMTF to take higher share of lathes after closure of PECO.

· Increased purchases of machine tools by strategic units from PMTF due to changing global situation.
Defense Products - the emerging market scenario for defense products is described below:

· New export market like Malaysia may be targeted. More demand for RPG-7 and Mortars expected with effective use of agents.
· Other export markets of 3rd world countries, particularly Africa may be targeted.

Considering the projected demand of the industrial segments discussed above, demand forecast for proposed new PMTF line of products is as under:
	
	
	
	
	(in nos.)

	PRODUCTS
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10

	Transmissions
	2,268
	2,816
	3,100
	3,580
	3,975

	Die-Castings
	536
	825
	865
	967
	1,079

	Special Products
	28
	29
	29
	30
	30

	Machine Tools
	374
	413
	460
	487
	512

	TOTAL
	3,206
	4,083
	4,454
	5,064
	5,596

	
	
	
	
	(Rs. in Million)

	PRODUCTS
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10

	Transmissions
	706
	736
	752
	761
	774

	Die-Castings
	203
	366
	367
	367
	376

	Special Products
	113
	29
	29
	30
	30

	Machine Tools
	44
	63
	79
	91
	91

	TOTAL
	1,066
	1,194
	1,227
	1,249
	1,271


PROPOSED PROJECT
The objective of the project is to determine the future investment needs in PMTF which is located at Landhi, Karachi on a plot of about 230 acres having its own colony. PMTF may further diversify its range of products by adding high value added products of substantial turnover such as transmissions and rear axles for the automotive industry to meet the growing needs of the various sectors discussed earlier. This requires a major influx of investment for a BMRE (Balancing-Modernization-Replacement-Expansion) programme to modernize and enhance the existing production facilities to manufacture:
· Transmission for Passenger Cars

· Complete Engine of Motorcycles

· Rear Axle of Chinese Trucks

· CNG Kits

· Ring Spinning Frame or Looms

TECHNICAL EVALUATION OF THE EXISITING PMTF FACILITIES
Facilities - PMTF has variety of facilities like Forging, Machining (Turning, Milling, Gear Cutting, Gear Grinding, Broaching, Spline Rolling, Boring, etc.), Pressure Die Casting, Heat Treatment, Surface Treatment, Material Testing, Product Designing, Tool Designing, Tool Room Shop, Sheet Metal & Welding Shop, CNC Shop and Machine Rebuild Shop & Power Station. There exists a modern material Testing Lab where chemical, physical, microscopic destruction, non-destruction/ magnaflux, ultrasonic, metal graphic testings are done.
Product Mix - The present mix of product includes the following:
· Machine Tools: Milling machines, drilling machines, boring machines, engraving machines, precision lathes, machines for surgical sector, CNC turning and milling machines for training purposes and wide range of accessories.
· Transmission Gears: Gears shafts, other components of gear boxes and rear axles for agriculture tractors, trucks and motorcycles, pinions and gears for traction motors of locomotives and other industrial applications.
· Die Castings: Aluminum pressure die cast parts of motorcycles, cars, gas meters and other domestic appliances.
· Digital Fuel Dispensing units, surgical instruments manufacturing machines and Ring Spinning frames.
· PMTF is capable of setting up technical training Institutes and engineering workshops for maintenance of machinery, vehicles, etc. 
· PMTF also offers services for material testing, design/ manufacture of cutting tools and dies, calibration of gauges and measuring instruments, surface treatment and heat treatment.
· Testing Facilities
· Material Testing ( mechanical, chemical, metallography)

· Non-destructive testing for cracks, coating thickness and Sub-surface defects in steel.
· Measurement of dimensions of conventional gauges, modern coordinate measuring machine and electric equipment/ gauges.

· Gear profile testing and recording by electronically controlled machine.

· Precision bore sizes by Pneumatic gauges.
· Technical and Engineering Capabilities - Computer Aided Designing
Technical Collaboration – PMTF has the following technical collaborations and certifications: 


· Oerlikon of Switzerland
:
for manufacture of milling m/cs
· Mondiale  of France
: 
for manufacture of Centre Lathe

· Kovo-Adust of Czech
: 
for manufacture of Fuel Dispensing Unit.

· ISO Certification

:
ISO 9001-2000 Certified.

· Manpower Strength
: 
1883 including 251 Engineer 

Organization & Management Structure - PMTF is in the aegis of State Engineering Corporation under Ministry of Production. The unit is managed by the Board of Directors. Its day today affairs are looked after by the Managing Director with support of 6 General Manager as shown below:

INVESTMENT AND RETURN
The total investment required to upgrade PMTF to meet its future BMRE programme is estimated to be Rs. 2.25 billion which would generate an annual turnover of Rs.2.2 billion as against the existing turnover of Rs. 1 billion per annum. The IRR of the upgraded PMTF is expected to be 18%. 
It is proposed that PMTF be privatized and the buyer made to agree to make the required investment in BMRE of PMTF on the lines discussed.
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