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|. INTRODUCTION

Purpose

The Construction Cost Effectiveness Task Force of The Business Roundtable
believes a need exists for information on the various factors involved in plan-
ning and executing capital projects in an international location. This report
represents the product of that effort.

This study is intended to represent an initial overview of the many different
issues confronting U.S. firms as they invest in overseas operations. Global
factors impacting any investment decision in new facilities can be quite complex
and vary significantly from region to region and industry to industry. They are
also highly dependent on the sponsoring firm’s specific requirements. This
report serves as background information and provides a number of checklists to
prepare team members as they begin the process of developing a project
approach and implementation plan for overseas investments.

The United States is a major player in most industrial markets on a global
basis. As the U.S. domestic economy has matured, U.S. firms have been aggres-
sively pursuing international markets, low-cost producer status and manufac-
turing locations in proximity to the emerging third-world markets. Often, the
most attractive locations from a labor cost standpoint are those countries with
the least-developed legal systems, frequent political instability and consequent
higher levels of risk. Thus, the planning and feasibility phases and risk mitiga-
tion strategies must be well executed.

Evaluation of the front-end factors in selecting an international location and
planning the project development and execution must include not only all of
the issues influencing the establishment of the new facility, but also the ongoing
operational environment, the flexibility to change directions, close or sell the
facility, and an exit strategy.
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Thorough preparation, intimate knowledge of the destination site factors and
effective project teams have enabled most companies to be quite successful in
their international investments. This report does not by any means discourage
such plans. If there is a single overriding message, it is that Owners must invest
in quality front-end planning and data gathering. Major potential risk factors
should be prioritized and mitigation strategies developed. Firsthand knowledge
of the specific site conditions and business environment is essential. Blind
reliance on internal skills in establishing international programs is highly risky.
Locating the needed resources with firsthand experience in the subject country
is a must.

Corporate Location Trends

As the world picture becomes increasingly democratized and international
firms race to exploit new opportunities, there are major shifts in popularity of
destination locations from one region to another. Despite typically being ranked
as the most difficult country in the world in which to invest, China is predicted
to land more foreign projects than any other country over the next several years.
Europe has declined in popularity and faces continued competition from
emerging economies. South America currently is ranked the fastest growth
region for foreign investment, with Argentina, Brazil and Chile leading in
popularity for new investments. The pace of investment in some Asian coun-
tries, such as India, Vietnam, Malaysia and Indonesia, has slowed somewhat.
Eastern Europe, Russia and the former Soviet republics remain difficult envi-
ronments and have fallen in popularity.

The following table presents the results of a survey of 100 major global firms
with definite plans for new international facilities.
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Global Investment Plans

% of 1996 % of 1995

Respondents Respondents

Considering Considering Rank Rank
Country Investing Investing 1996 1995
China 34% 27% 1 1
Brazil 20% 5% 2 26
Chile 19% 4% 3 27
Argentina 18% 4% 4 27
Germany 17% 24% 5) &
Malaysia 16% 13% 6 10
India 16% 15% 7 7
Poland 14% 18% 8 5
United Kingdom 14% 27% 9 1
Indonesia 13% 7% 10 20
Former Soviet Republics 13% 10% 11 14
South Africa 12% 13% 12 10
United States 12% 13% 13 10
Vietnam 11% 14% 14 8
Thailand 11% 10% 15 14
France 10% 16% 16 6
Singapore 9% 10% 17 13
Spain 9% 6% 18 24
Czech Republic 8% 18% 19 4
Mexico 7% 8% 20 19
South Korea 7% 7% 21 20
Netherlands 7% 14% 22 8
Australia 7% — 23 —
Philippines 7% 7% 24 20
Belgium 6% 10% 25 14
Japan 6% 10% 26 14
Hungary 5% 10% 27 14
Italy 5% — 28 —
Russia 4% 6% 29 24
Turkey 4% — 30 —

Source: Corporate Location September/October 1996
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The competition among global firms to penetrate new markets and the

aggressive pursuit of these companies by various countries and regional trade

groups make for a highly dynamic situation.

Location Factors

It comes as no surprise that the attitude of governments was cited as the most
important influence on a cross-border location decision. Political risk continues
to be a very serious consideration, ranking higher than factors such as labor

Costs.
Factor Importance
Government Attitude 1.7
Skills 1.8
Political Risk 1.9
Taxation Levels 1.9
Road Links 1.9
Labor Flexibility 1.9
Currency Stability 1.9
Telecommunications 1.9
Access to a Major Trade Bloc 2.0
Labor Costs 2.0
Access to Suppliers 2.1
Energy Costs 2.1
High Productivity 2.2
Financial Incentives 2.2
Air Links 2.3
Land Costs 2.4
Moral Issues 2.5
Sea Links 2.5
Train Links 25
Availability of Local Partners 2.6
Ability to Speak Foreign Languages 2.6
Appeal for Expatriates 2.7

Source: Corporate Location September/October 1996

KEY:

1 = Crucial

2 = Important

3 = Somewhat Important
4 = Unimportant

The Business Roundtable Construction Cost Effectiveness Task Force



Site selection requires a great degree of specialized expertise. Most Owners
require third-party consulting assistance in evaluating international sites. The
leverage in downstream impacts of the investment in front-end studies can be
highly significant.

Partnering

Joint ventures (JVs) are the most popular method of gaining entry into new
markets, particularly developing ones, and offer distinct advantages over looser
alliances. In locations such as China, Brazil or Eastern Europe, nearly all foreign
investment is by joint venture.

Not all entries into emerging markets involve JVs, and many JVs have proven
unworkable. Partnering or licensing can gain access to markets faster than
formal JVs and create a two-stage process that eventually may lead to the desired
JV relationship.

Firms that select the JV option must choose carefully. Gaining solid back-
ground information on the potential partner is essential and, in some locations,
can be difficult. Trade associations, banks, chambers of commerce, commercial
databases and consultants are valuable sources of information. However it is
done, exhaustive research is essential.

Important factors that might be included in a JV checklist include the
following:
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Joint Venture Checklist

Factor

= How good is the fit between the two
companies?

What is the other company offering
that we lack?

What can they teach us?

Does the project tie in with their core
business, and do they rely on it for
profits or even survival?

= How fundamentally committed is this
partner to the venture?

= How do our time scales compare on
startup?

What kind of returns do we each
expect and over what time?

= What are our respective attitudes and
financial health status (liquidity, risk
aversion, dividend policies, currency
management, etc.)?

= What resources do we each possess
(financial, capital, technology,
management, etc.)?

= Will we be able to work through
problems together?

= Can we work together, both in terms
of management philosophy and
production methods?

Factor

= Do we agree on image, community

and environmental policies?

= Has this partner formed JVs before? What

is their track record? If they have not, the
JV probably will take longer to set up
than one with an experienced partner.

Do we get on as people? Is the
chemistry there?

Are we reasonably confident their
management will be competent over
the long term?

Is our management geared up to the
extra burden of running a new JV
company?

Are we kidding ourselves that we can
do more as a team than we really can?
Are we letting up on rigorous business
analysis in favor of friendly faces?

How easy will it be for this partner to
withdraw or avoid responsibilities if
things go wrong?

Are we sure that if this JV goes ahead,
it will not clash with either party’s
existing business or links with other
companies?

Does this company have other areas of
business that might, at some future
date, present an opportunity for our
expansion?

What will it cost if this project
collapses compared to not doing it at
all? What if the partner teamed up
with our main competitor?
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It is important to set up an experienced multifunctional team for the initial
study that will lead into JV negotiations. Depending on the nature of the busi-
ness, the team should include management, production, finance, legal/tax,
personnel, engineering and someone well versed in the culture that is being
entered.

In most third-world areas, forming a JV generally involves commitment by
the U.S. party to a fixed cost for the facility, at least as far as the foreign partner
is concerned. Thus, the U.S. Owner may unwittingly get committed to project
technology, project execution, total project cost and the implementation
schedule. In the end, the U.S. Owner will own the risk of remedy for any of
these aspects. Thus, it must be recognized early that the JV is a business rela-
tionship that has basis in fixed agreements for implementation. It is vital to have
Owner technical experts and project personnel involved early and continuously.

By the time negotiations start, the following should be known:

» What you are prepared to give and how far the other side can go to meet your
demands

» What technical risk can be assumed

e Acceptable risk of technology loss

e Ownership of cost beyond agreed levels

e The ideal management structure of the new company
e The preferred size of your equity stake

e Where the company will be located

» What the nature and extent of the business will be.

Note: It usually will take from one to two years to set up the typical JV!

Project Execution Team

Most Owners who are investing in international programs are working with
much smaller in-house staff resources than might have been the case in the past.
This comes at a time when the complexities of international projects and the
pace of change are accelerating.
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In U.S.-based work, Owners have many viable choices of contractors and
suppliers well qualified to execute significant capital programs. Most of the
project parameters are well recognized, and the Owner/contractor/supplier rela-
tionships are well established. Often, alliances have reached fairly efficient
multientity teams accustomed to working together.

The international scene, however, is quite different. Many new factors come
into play, not the least of which are language, cultural, legal, governmental and
political considerations. The risks often are multiplied.

The ability to deal with the many issues involved narrows the choices of
contractors and suppliers and the number of qualified Owner in-house
managers prepared for these challenges. Seldom can engineering organizations
in developing countries execute program design and construction without
major oversight by Owner companies.

The challenges are manageable and being met by most major Owner organi-
zations with considerable success. The composition, however, of the total
project team usually is not the same as for U.S.-based work and involves new
players in specialized areas such as site selection, procurement, logistics, legal/tax
matters, financing and human resources.

Owners should not skimp on the front-end studies and should invest what-
ever resources are appropriate. The cost penalty for failing to plan well is far
disproportionate to the added initial costs. As the project team is filled out,
contractor and supplier qualifications for working in the specific location in
question must be evaluated carefully, down to the particular individual assigned.

Existing Versus New Facilities Choices

Gaining access to new markets through direct investment in grass roots facil-
ities may or may not be the optimum approach or fulfill market timing require-
ments. Many Owners have opted for partial manufacturing offshore and final
assembly in the new location. Others have bought or leased existing space,
contracted for production, or purchased a local manufacturer to speed the
process. However, U.S. Owner standards typically are such that older facilities
and equipment may not meet present or future standards.

The Business Roundtable Construction Cost Effectiveness Task Force



Obviously, there is no single best approach to all locations, and Owners will
use a range of options.

Labor Issues

Local labor capabilities and availability of qualified management and tech-
nical personnel in most emerging markets are normally significantly different
from U.S. locations. Construction safety and facility quality are major risks.
Owners will need to spend in-country time assessing the local conditions.
Requirements for the construction program may be very similar to those for the
new facility. Expatriates probably will be required to lead the initial stages of
both the construction and new business operations, but long-term Owners
should develop in-country expertise as soon as possible and give local personnel
significant responsibility in the success of the new facility.

Planning for the recruiting, selecting and training of personnel for the new
facility is an essential element in early stages of the project. Local recruiting
firms, technical schools and international consultants commonly are used to
execute this responsibility.

Laws regulating employment can complicate matters considerably, particu-
larly where termination indemnities are involved.

Report Contents and Path Forward

Global investments by U.S. companies will continue to accelerate as new
markets and opportunities arise. The role of The Business Roundtable in
supporting U.S. businesses in these endeavors will evolve and require updating
on an ongoing basis.

This report covers a number of subjects that Owners will be addressing in
international work, but it does so on a broad-brush basis. It is expected that
Owners will have questions and needs that may not be addressed or are covered
only briefly.

There is no question that virtually any aspect of global project execution
covered in this report would require an in-depth study to be comprehensively
documented. It will remain the challenge of The Business Roundtable members
to determine what further research is merited and initiate the appropriate efforts.
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Il. PROJECT BUSINESS OBJECTIVES

Overview

U.S. Owners are pursuing overseas opportunities aggressively as they bring
their products and services to new markets. As production has moved offshore,
Owners have had to adopt new business strategies that impact how new facility
programs are implemented.

Project planning begins with a careful analysis of the Owner’s project busi-
ness objectives. Market timing, technology options, JV/equity partners and
financing approaches all affect the decision-making. This section discusses some
of the more important project business objective issues that typically must be
addressed in shaping the final project approach.

Timi .
iming Available
Technology Infrastructure
Product Distribution/
End Use / Logistics
Commercial Project Minimize
Business Initial
Structure
Objectives Investment
o / \ |
Greenfield vs.
Government Existing Site
In-Country Risks

Capabili
P b4 Long-Term vs.
Short-Term Objectives

Critical Project Business Objective Issues

Type of Technology

Choice of technology could be divided into two activities: reoccurring and
nonreoccurring technology. Nonreoccurring technology may be the use of
specific building techniques, equipment and systems that are not readily
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available at the chosen location. They would be used until project completion
and startup and then returned. This use of technology most likely would result
in the use of outside contractors and produce limited technology transfer.

The issue of reoccurring technology would be the system chosen for the plant
production equipment. In many cases, the selection of technology may be
driven by labor costs or the ability of the infrastructure to support the sophisti-
cated requirements of the production equipment. This technology level may
result in significant technology transfer to the operating country.

The choice of technology for new offshore investments should involve careful
consideration of the required support and infrastructure for high-tech opera-
tions in low-tech countries and the protection of proprietary technology. It may
be unwise to introduce the very latest technology in locations where local skills
or legal protection are limited. Network thoroughly with other Owners oper-
ating in the target country. There is much information available that can be
shared only verbally.

Timing

Timing plans should be developed that identify all aspects of the business
cycle from product concept through the final decommissioning of the manu-
facturing facility. Some of these timing issues can require more attention in
international work than in U.S.-based projects and include:

 Licenses to operate

 Permits to construct

» Government-sponsored infrastructure improvements
e Permits to employ and pay wages

e Export/import permits.

Marketing, sales and advertising timing must be adjusted for international
business conditions and planned to support the product launch.

End Use of Product

The expected market area and capacities of the product should be determined
early in the business concept phase as they will be a factor in the selection of the
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manufacturing location. Manufacturing for export and future market segments
also should be considered when establishing locations of new manufacturing
sites or planning the expansion of existing sites.

Commercial Structure

The commercial structure, including local JVs, may be driven by risk assess-
ment, business decisions or governmental requirements. The use of an existing
manufacturing entity can provide a number of advantages. However, the prac-
tices and agreements of the existing business may restrict the freedom to struc-
ture the new business in the most advantageous manner. Tradeoffs are expected.

The commercial structure of the new business is a critical element in the busi-
ness planning process. A wide variety of approaches are possible. However, to
embark without a specific partnership or local support may result in unaccept-
able delays in launching the new business.

Role of Government

In most global ventures, it is expected that governmental involvement will be
significant. The governmental operations of most developing countries tend to
control most aspects of business commerce in the country. In addition, govern-
ment service in these countries tends to draw the best and brightest of the popu-
lation during the development of a business-driven economy.

The business development practices of the government, as well as the tax and
import/export regulation activities, have a great deal of influence on the advis-
ability of locating a manufacturing concern in its jurisdiction.

In-Country Capability

Determination of the critical skills necessary for operation of the facility and
identification of the available local resources to meet those needs impacts the
site selection and shapes the work force selection and development process.
Expatriate involvement in training and initial operations is common. In devel-
oping countries, management often faces a significant training cost up front for
local personnel and then the challenge of retention as these resources become

The Business Roundtable Construction Cost Effectiveness Task Force



more marketable. These human resource issues need careful analysis in the
project planning process.

Long-Term Versus Short-Term Objectives

Short-term objectives could include product to market at the proper volume,
cost of production and quality. Long-term objectives could include introduc-
tion of new products, distribution growth to new markets, expansion of produc-
tion due to market growth and the possible relocation of other activities (e.g.,
engineering, marketing, sales, etc.) to the new location.

Risks

Fundamental to success is assembling the necessary resources to implement
an international program. Owners must not approach international work as
business as usual. Lack of sensitivity to the critical success factors can be fatal.

Risk assessment typically is more complex in international projects. Site selec-
tions take into account the major factors such as government stability and polit-
ical risks commonly experienced in developing countries. Managing the
execution of international facilities projects involves controlling multientity
teams often of different nationalities with differing standards. Supplier perfor-
mance may not meet expectations. Proprietary technology must be protected.
Legal remedies may be minimal. Assessing and mitigating these risks is achiev-
able with thorough planning.

The following presents a brief overview of typical risk factors and mitigating
strategies.
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Risk Risk to be
Category Controlled

Construction = Cost overruns
= Completion delay

= Technology

Operating Risk
unsatisfactory

= Force majeure

Supply Risk = Resource cost
increases
(Transportation Risk)
Market/ = Demand/price
Output Risk falls for project
output
= Competition
Regulatory = New laws (e.g.,
Risk environmental)

International
Risk

= Currency swings
= Political risk

= Language

= Plant performance

Risk Factors and Methods of Control

Method of Party

Controlling Accepting Risk

= Fixed-price = Contractor/
contracts equipment

= Completion supplier
guarantees

= Proven = Sponsor
technology

= More equity

= Performance < Plant operator/

guarantees sponsor

= Engineers’ = Equipment
reviews supplier

= Turnkey contract

= Insurance

= Supply contract/ = Input supplier
term

= Contingency
reserves

= Verify quality
before and

throughout
construction

= Analyze transport
alternatives

= Fixed-price
contract

= Take or pay

= Throughput

= Transportation

= Output buyer

= Clawback = Sponsor
agreement (i.e.,
previous earnings
distributions
recalled)

= Currency hedge = Bank or financial

institution
= Political risk = ECA/private
insurance insurer/lenders
= Composition
of project
consortium
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Greenfield Versus Existing Site

Existing sites can provide many benefits in speed to market, trained staff,
existing licenses and permits, trained management staff, and import/export
experience. Unfortunately, existing sites many times are sited poorly or not
adaptable to the lean, flexible manufacturing system required. The decision to
make the primary capital investment for a greenfield site should consider
existing manufacturing capability, transportation and utility infrastructure,
work force availability, and business development (e.g., market access).

Greenfield sites are a viable way to bypass local JV risks, especially in devel-
oping countries where the JV partner contributes very little.

Minimize Initial Investment

Decisions to minimize investment to reduce initial risks are driven by market
volume projections, governmental or currency stability, and business decisions
based on risk factors related to operational logistics. Later expansion plans also
may consider each of the above issues as the maturing of the product, manu-
facturing staff and country unfold.

Distribution/Logistics

Analysis of the required raw and finished product distributions should be
compared to the country’s ability to provide a system of intermodal transporta-
tion, raw and finished product warehousing, and distribution. Tax, tariff,
market growth and product life, including future products, also should be
considered.

Available Infrastructure

The review of available resources (e.g., power, water, waste disposal), timing
of the growth of those resources and risk of interruption must be considered in
the business decision. Lack of reliable local power is common in some areas.
Infrastructure costs to support the new facility can be major factors and should
be raised in negotiations with the local governmental and industrial develop-
ment authorities prior to final site selection.
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Information Sources

Craighead’s Country Reports

e The Economist Intelligence Unit

International Siting Consultants

e Major Accounting Firms with International Offices
National Trade Data Bank

U.S. Department of Commerce Country Commercial Guides
e U.S. Department of State

The Business Roundtable Construction Cost Effectiveness Task Force



I1l. STAFFING

Overview

Staffing decisions for international projects have a major impact on the final
results achieved. Overseas assignments, often in developing countries, place
personal demands on managers that require both experience and maturity.
Language and cultural challenges are common. Family issues can complicate the
manager’s performance. Ideally, Owners seek individuals who have both the
management and technical expertise as well as the specific in-country experience
for the project location. In most instances, a core expatriate team is required,
and expatriate costs are significant. Owners can mitigate these issues through
training and development of personnel from the destination location. However,
this training must take place well ahead of the project mobilization.

Facility Scope

Geographic Contractor
i Selection/
rocation Capabilities

Contractor’s
In-Country

/ Resources

Design

Approach
& Location \

Basic
Factors
Impacting

Project Owner’s
Completion In-Location
Schedule Experience

Dedicated Owner’s In-Country
Owner Staff Presence/Affiliate
Resources

Critical Staffing Issues

The project organization and staffing requirements for international projects
are functions of the scope, approach and geographic location of the project.
Minimization of staff cost, as always, is a driving factor; unfortunately, an
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uninformed or overzealous local approach to staffing decisions repeatedly has
doomed otherwise viable projects. Tradeoffs are required between the experience
and knowledge of key expatriate individuals and the cost benefits and under-
standing of in-country resources. Bringing promising in-country personnel to
the U.S. or other Owner offices for training prior to the project mobilization can
be an effective option.

Factors affecting the staffing strategy include the following:

Cultural compatibility of Owner/contractor staff with local personnel
Facility scope, schedule and technical requirements

Owner’s in-house capability (e.g., engineering, project management)
In-country technical and management resources including a JV partner
Availability of contractor staff experienced in the destination country
Destination country stability, living conditions and cost of living

Ability to identify expatriates willing to perform in the local environment

Technical implementation capability of local staff.

Factors in Selecting Expatriate Personnel

The following factors should be determined when considering expatriates for

project teams:

Human factors such as personal flexibility, language capability, travel interest,
family situation, health, schools requirements, etc. (These are the primary
source of success or failure in the assignment.)

Government restrictions on the use of foreign personnel
Requirements for work permits
Immigration regulations, including family work restrictions

Availability of housing, schools, food, transportation, communication and
medical/dental services

Laws regarding dress, travel and currency restrictions
Language requirements
Local tax provisions/tax equalization

Legal benefits required to be paid employees (e.g., travel time, sick leave)

The Business Roundtable Construction Cost Effectiveness Task Force



« Political stability and climate
 Personnel security issues

 Allowances for living costs, hardship, workweek, etc. paid for by other firms
in the geographic area

* Provision for ongoing U.S. or local social security and insurance costs.

The ease or difficulty in determining this data will be determined by the
remoteness of the project location, whether or not the Owner has recent expe-
rience working in the area and whether or not there is a local affiliate organiza-
tion in the country in question.

Early Planning Is Important

Given the complexities of international projects, early planning and develop-
ment of staffing strategies are important. The size, structure, roles and assign-
ment durations for the project team may change and evolve as the project is
developed, but an initial plan is needed as early as possible. Staffing plans should
be made well in advance of actual need dates to avoid delays in project team
mobilization and to allow for relocation and any language or other special
training required.

A further consideration in early planning is to determine at what stage of the
project to bring in key managers from the contractor organization(s). Early
alignment and integration of the Owner team with key contractor personnel
can enhance substantially the planning and execution efforts.

Sources of Personnel

Determination of the staffing requirements involves not only consideration
of the scope, schedule and location of the project, but also the division of
responsibilities among the various entities in the project.

GUide fof Global Prdject Délivery
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Typical sources of personnel include the following:
e Owner’s organization
= Headquarters or central engineering personnel
= Division operations or regional personnel
= Local affiliate personnel
» Consultants
= Local in-country personnel
= Hiring of other expatriate or local personnel
= Contract staff from U.S., international and local contractor organizations.

The role of the project manager is key in international project work. This
individual and the core project team should be selected from the permanent
staff of the Owner. If the Owner does not have an ideal candidate, they should
hire one. Compromise equals failure! Ideally, all project team personnel should
have the requisite skills and experience on similar projects or in the destination
country. Typically, the use of Owner and/or contractor expatriate personnel for
at least key management positions is required. These individuals should have as
much knowledge as possible of local laws, customs and business practices.

Expatriate Administration

In many cases, the project team will consist of personnel on assignment, away
from their home locations. When relocated to a foreign country, an employee
often experiences both highs (e.g., increased responsibilities, world travel, addi-
tional income) and lows (e.g., absence from family and friends, personal risk,
career concerns in being away from the home office).

The assignment of personnel outside of their native country is complex and
requires a clear-cut understanding between the employee and employer. In addi-
tion, it is important that there is an effective process for assisting expatriates in
getting assimilated quickly into their new work location.
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Assignment Agreements

Misunderstandings about assignment conditions are mitigated by a written

assignment letter of agreement between the employee and employer. W

Some details may vary between individuals, based on the employee’s country

of origin and job level, but consistency should be sought in assignment condi-

tions. Items to be included in such an agreement are:

Job description
Family/single status
Expected duration
Work hours

Compensation, including premiums, overtime provision, completion
bonus, etc.

Benefits, including health plans, unemployment insurance, disability
coverage, etc.

Physicals, visas, passports and other processing costs

Special allowances such as home maintenance, living accommodations,
furnishings/utilities, transportation, etc.

Shipment/storage of household goods
Schooling provisions

Vacation entitlements

Taxes and tax equalization programs

Reassignment after project.

Orientation

Team orientation, including families, is essential, and organizational team-

building efforts must be planned early in the project. In today’s project execu-
tion environment, team personnel have diverse backgrounds and varying
qualification levels for their assigned roles. The project manager is required to

fill the role of leader and facilitator in molding an effective task force.
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In-Country Personnel

Availability and qualifications of in-country personnel vary dramatically
depending on the project’s geographic location. During the in-country phase of
the project, staff planning and training will have to be provided for the new
facility. Key local individuals who will manage and operate the facility ideally
are brought in during the construction of the facility and may be involved in
the project.

Regardless of statements of capability, certain developing country resources are
incapable of program management and timely execution. Owners must identify
the real skill level available and complement with their own staff as required.

In-country staffing requirements are met through various means, including
the local engineering and construction organizations, technical schools and
agencies — both government and private — and through the assistance of the
other entities involved in the project, including the overall general contractor.
Offshore training may be required and should be initiated early in the project.
Travel restrictions, immigration regulations and economic/social issues may be
barriers. In some cases, specialized assistance from human resource consultants
may be appropriate.

Information Sources

e Country-Related Books
There are numerous country-related books for target destinations that can be
extremely helpful.

e Craighead’s Country Reports

e The Economist Intelligence Unit

e The Internet
The information available varies in quality and content from country to
country. Generally, the Internet will eventually be a valuable source.
However, experience in accessing information on the Internet is required to
yield the most valuable results.

» National Trade Data Bank
U.S. Department of Commerce Country Commercial Guides

e Personnel Journal
Trade journal that regularly publishes articles on global staffing issues
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V. PROJECT IMPLEMENTATION PLAN

Overview

Success in international projects is highly dependent on the quality of the
front-end data-gathering phase. Owners must gain firsthand knowledge of the
destination location parameters early in the project planning phase. The invest-
ment in thorough front-end planning is essential. Further, this effort should
include the key players who will participate in the project implementation,
including the Owner, JV partners and prime contractors.

Prioritized
Business
Objectives

Facility Scope Project Location
and Performance Country and
Factors Site Factors

Optimum
Key Contractors Cor?tracting Roles and

and Suppliers Strategy Responsibilities

Cost, Schedule
and Quality
Objectives

Information and
Communication
Strategy

Major Critical Key Resource
Execution Issues Requirements

Supporting Total Team Culture

Critical Implementation Plan Issues

Probably the greatest area of risk is underestimating the importance of thor-
ough front-end planning. It is essential to have accurate on-the-ground knowl-
edge of the conditions at the site. Owner and contractor teams must spend
adequate time in the destination country to gather information vital to front-
end planning.

Resources, capabilities and approaches used in construction, contracting,
regulations and cultural issues all complicate the in-country execution phase
and introduce factors not present in a U.S. project.
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Early involvement of the key contractors and suppliers in the planning phase
can contribute greatly to the smooth transition from the planning stage to
project implementation. Quite often Owners will hire a qualified international
contractor to act as the program manager. The contractor can be most effective
when brought in as early as possible in the planning phase. The goal is a
supporting total team culture with common goals and objectives.

When combining the local factors with the challenge of integrating multi-
entity and multilocation teams normally required for major international
projects, the demand for thorough planning becomes apparent. A successful
project is achieved only when all of these dynamics are well orchestrated to meet
the Owner’s project objectives for quality, safety, cost and schedule.

Project Implementation Planning

Implementation planning involves integration of the program objectives,
multientity project team members, project site considerations and the business
objectives driving the new investment. Implementation planning is begun well
in advance of the execution phase.

Implementation planning accomplishes the following:

 Selects the courses of action that have the highest probability of meeting
project objectives

 Provides a broad foundation for the development of detailed planning and
project procedures.

Project Implementation Plan

A project implementation plan is a realistic plan for the project that comple-
ments other project and contract documents. It is a living, working document
prepared early in the project and evolves as the project moves from one stage to
another. It focuses the attention of the project team on the critical issues.

Obviously, no two Owners or contractors use precisely the same approach to
project execution. Many different forms may be effective. The essential require-
ment is that the project implementation plan represent a mutually shared set of
goals, procedures and responsibilities within the total project organization,
clearly stated and revised to reflect the changing conditions.
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The objectives of the plan are:

e To document the Owner’s business objectives, priorities and philosophy for
the project

 To define the roles and responsibilities of the principal organizations involved
in the execution phase

 To highlight critical execution issues (potential problems and opportunities)
and to outline actions to mitigate the risks

 To provide a baseline for cost estimates and schedule

 To identify the optimum contracting strategy.

Aligning for a Common Vision

International projects challenge the traditional project organization and
communication concepts. The geographic factors, in-country factors and pace
of the typical project come together to compound the normal challenges of
capital projects.

An effective tool to address these challenges is the project team alignment
process. During the initial stage of the project, key team members, including the
contractors and key suppliers, join the Owner in a series of alignment sessions
to define the project goals, responsibilities of the team members and critical
factors for project success. This open sharing of perspectives can prevent
conflicts that can adversely impact project success.

Alignment strategies must recognize cultural differences. The degree of open-
ness and communication varies considerably in international settings. However,
all team members must understand project priorities and key objectives.

Contents of a Project Implementation Plan

The following presents one approach to the project implementation plan. Its
main advantage is its proactive approach to managing project risks. There are
five primary elements to the plan. They are:
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» Owner’s prioritized venture plan/business objectives
(Note: Prioritizing is key.)

¢ Roles and responsibilities of the major parties

e Major critical execution issues

 Contracting strategy

 Project background information.

A brief explanation of these sections follows.

Owner’s Prioritized Venture Plan/Business Objectives

In this section, the Owner specifies goals and objectives for the project. Each
objective should comprise one key factor and be stated concisely, such as:

 Attain a reliable facility with a high service factor

* Minimize operating costs

e Complete the work on schedule
Typical objectives often are based on:

 Capital cost

e Schedule

e Construction safety performance

 Facility quality and maintainability

 Returns on investment

 Origin of resources

e Environmental factors

* Socio-economic factors.

The objectives must be prioritized. Parameters for measuring success must be
specified.

If project priorities change in the course of execution, this section of the plan
may need to be revised and reissued.
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Roles and Responsibilities of the Major Parties

Clear definition of the roles and responsibilities of the Owner’s and contrac-
tors’ organizations is critical to the project’s success.

The elements in the Owners organization may include, for example,
different business lines, a local affiliate, a central engineering group and a central
procurement group. It is imperative to assign responsibility for planning, basic
design, cost estimating, preparation of technical specifications, contracting,
accounting/audit activities, etc. among these groups. Also to be delineated are
the authority/approval levels for commitments, expenditures, changes and
invoice payments.

The organization of the project team should be addressed, including which
of the Owner’s organizations will fill project team positions. On large, complex
projects in which multiple organizations are involved, it is beneficial to include
a communications plan among the organizations.

Major Critical Execution Issues

This section focuses on identifying “critical issues” that have the potential for
causing significant deviations from the Owner’s objectives. Critical issues are
very specific to each project. A critical issue for one project may not be impor-
tant on another project. As such, all key project principals should be involved
in identifying these issues, and they should be reviewed and updated
throughout the project.

For maximum effectiveness, each critical issue should be reduced to a single
page in the project implementation plan, following a simple format:

A concise statement of the issue, including why it is a problem/opportunity
and the potential impact on the project’s objectives

» A statement of a proposed strategy that will mitigate the problem (or capi-
talize on the opportunity)

e A step-by-step action plan to attain the strategy (Each step should be
specific, identify a target completion date for the step and note who has the
responsibility.)

e The basis for this item in the project cost estimate and schedule.
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An example of a critical issue write-up is included as Attachment A to this
section.

Contracting Strategy

A well-thought-out contracting plan is prepared and included in the project
implementation plan. This plan defines all of the contracting approaches, eval-
uates them with respect to the approaches and project objectives, and recom-
mends the optimal contracting program (e.g., number/type of contracts,
potential bidders, timing of key contracting activities, commercial terms).

Project Background Information
This section contains summary-level, supplementary information that gives a
capsule view of the project. It typically includes items/topics such as:
 Project scope (e.g., major units and operating parameters)
 Project status
* Latest cost estimate (e.g., total installed cost, detailed engineering hours, field
hours)
» Milestone schedule
* Project environment (e.g., politics, technology, materials, equipment)

« Resource requirements (e.g., finances, technology, materials, equipment).

Timing

Project implementation planning should begin shortly after inception, when
an initial budget estimate is to be made. While some items may be very prelim-
inary, all will have bearing on the project cost estimate and schedule. Hence, an
early project implementation plan should be produced well before funds are
appropriated for the project.

As the project progresses, the plan should be updated to confirm objectives,
add or clarify roles and responsibilities, identify additional critical issues, and
reflect current contracting approaches. After contract award, the plan should be
updated for issue to the prime contractor.
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Information Sources

e Construction Industry Institute
¢ Independent Project Analysis (1PA), Inc.
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ATTACHMENT A
SAMPLE CRITICAL ISSUE WRITE-UP

ISSUE: Government Permitting ISSUE NO. 010
CATEGORY: Construction

STATEMENT OF THE ISSUE:

The process of obtaining the numerous government permits required for construction of the ABC
Project is complex and demanding. It will require a well-planned effort by the Owner, the prime
contractor and the project management team.

Both the local municipality and state administration have strong interests and extensive
permitting authority in the areas of safety and environmental control. Several laws and
regulations are related to the construction and operation of the ABC Project. Each law requires
government approval for the portion of the project it affects prior to the start of construction. A
detailed listing of these laws is in the project files (#15.01 Environmental Permitting).

While the permitting system is complex, it is well documented, and the times required for
government approvals are reasonably predictable. However, some requirements may become
more severe in light of the recent difficulties experienced at the XYZ plant.

ENABLING OBJECTIVE:

Ensure that all required government permits are obtained in a timely fashion so that project
completion is not delayed.

ACTION PLAN:

Step Action By When
= Develop a detailed plan for permitting, Local Affiliate Environmental March 1, 19xx
including complete identification of Affairs Manager

all required information, a schedule of
submissions and responsibilities for
each submission.

= Submit final permitting applications Local Affiliate Environmental May 1, 19xx
to authorities. Affairs Manager

= Check on status of applications monthly. Contractor Engineering
Report any deviations from plan as Manager

soon as possible to the project manager.

BASIS OF COST ESTIMATE/SCHEDULE:
Permitting is on the critical path. Milestones will be met without payment of cost premiums.

OVERALL STEWA