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ıCH4PTER 1 . INTRODUCTION

I.I Aim of the study

There has been much debate on the strategy of development of the

omy of the Northern Cyprus over the past decade. The large size and

· efficiency of the public sector has been one of the major issues of

-•. :_ debate. Obviously the public sector of the Turkish Republic of

_ [orthem Cyprus (TRNC) faced formidable difficulties because of the

ge budget deficits. In this context State Economic Enterprises (SEE' s)

ave been extra burden on the public finance.

After the Peace Operation of 1974, the authorities of Northern

Cyprus have attempted to use State Economic Enterprises with the aim of

achieving economic and the social objectives because of the weakness of

rivate sector at that time. Actually SEEs have made a significant

ontribution to the economic development of the TRNC at the initial

stages of their formation. They have acted both as a school for the

training of managers and as incentives for the creation of private..
enterprises in subsidiary activities. A large numbers of directors of our

private enterprises began their active life in state Economic Enterprises.

However, the process of development require continuous

modifications, not only in production techniques but also in management

and methods of encouraging initiative. What is therefore suitable for a

country in its first stage of economic development can easily become

wrong adoption at a more advanced stage.



Therefore, the need of restructuring SEEs of the TRNC which has

on the agenda of the successive governments in the recent years

ld not be an unexpected result. Politicised management in these

erprises have led to heavy subsidies, disguised unemployment and

performance. Poor performance has been resulted from inefficient

vasteful use of production factors, capital and labour, that is the one

- · e major constraints in development process.

Furthermore, the picture of politicised State Economic Enterprises

not consistent with the liberal economic policy adopted by the

governments of the TRNC to achieve the economic and social

development. Thus privatisation should be considered in the context of

restructuring process, which is a broader concept and contains a number

of alternative solutions.

The purpose of this thesis is to analyse the performance and

rofitability of the SEEs in the TRNC .

..
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---ethod Of The Study

In order to evaluate the performances of the SEEs, a statistically

·ey was carried out by using their annual financial reports for the

' 1990-1995. Analyse the changes in the performance and financial

cture of the company through the years that result in failure.

13 Structure Of The Study.

In accordance with the purpose of the thesis chapter 2 presents the

SEEs operating in the TRNC and gives some idea about their financial

structures. The performances of the SEEs will be analysed in this chapter

r using a time series data on their financial statements for the last five

years. Chapter 3 is the concluding chapter, it includes the summary of the

dy with main findings and recommendation .

••
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:\PITR 2.

PROFITABILITY THE STATE ECONOMIC ENTERPRISES IN

THE TURKISH REPUBLIC OF NORTHERN CYPRUS.

(1990-1995)

tate Economic Enterprises of the TRNC were established after

Peace Operation of 1974. the private sector did not have the technical

-·edge and financial accumulation sufficient to reportage the existing

ishments with in the TRNC .So the only possible way to manage

- •. ese establishments and include them to economy in a productive way

"th out loosing time was the formation of State Economic Enterprises.

us, by taking technical and financial support from the State Economic

Enterprises of Turkey,( since the private entrepreneurs of Turkey were

ot interested in participating in our economic life due to the post-war

State Economic Enterprises were formed.

There are seven State Economic Enterprises operating in the

~C under Law 37/1975 ( Ad.Con. & Sup. of the SEEs). State

Economic Enterprises in this law, is as follows: " State Economic

Enterprise is a legal entity which is autonomous in its activities and its

·abilities are limited with its capital and at least 49% of capital is owned

.· government; Or by one or more State Economic Enterprise; or by

e Economic Enterprise and government together.(!)

nCyprus Turkish federate State Public Economic Enterprises(Adnıinistration,Control and

rvısıon) Law no :37/1975 Oficial Paper No: 66. State Printing House, Nicosia TRNC, 5th
ber 1975 p.339.
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The names of the SEEs which will be introduced in following

ions are; ETI Enterprises Company Ltd., Cyprus Turkish Shipping

pany Ltd., Cyprus Turkish Tourism Enterprises Company Ltd .,

Turkish Tobacco Industries Company Ltd., Cyprus Turkish

es Company Ltd., Cyprus Turkish Industrial Enterprises Holding

and Cyprus Turkish Fruit Vegetable Cypfruvex Company Ltd.

--1 ETi (Industry, Trade And Business ) Enterprises Co. Ltd.

ETI Enterprises Co . Ltd. was established on November 22, 1963.

-% of its capital belongs to the TRNC Consolidated Development Fund

and the remaining 15% is owned by private sector. The purpose of this

erprise is to provide permanent supply of all kind of consumption

goods and services such as foods, beverages, spare parts or accessories of

otar vehicles, electrical appliances, Renault cars , mechanic services,

armaceutical and chemicals. It consists of eight different departments

and a centre organization serving,the goods and services given above.

The developments over the years 1990-1995 can be seen from

table 1. Total assets of the company has been 356,986.0 million Turkish

Lira (TL) in 1995 which was 14,540.9 million TL in 1990. But the

figures that show total assets of the company do not seem consistent with

the current worth of its assets because of the accounting system used.
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c accounts of the company are prepared under the historical cost

·ention. Fixed capital assets of the company are not revealed each

according to the current prices. Thus it is not possible to make a

thy comparison or comments with these figures because of high

ation rates makes them meaningless. All the SEEs use the same

ounting system so the total assets of the companies will not be

idered in detail in this paper.

The paid in capital of ETI has reached to 6,698.8 million TL in

995 at current prices which was 2.5136 billion TL in 1990, as it is seen

- om table 1. current prices can be misleading in an analysis because of

luding inflationary effects, So an appropriate defoliator must be used

o convert the current prices of 1995 to 1990 prices and compare two

-alues at the same price level of 1990. The defoliator 21.264401(2) will

used in this paper to eliminate inflationary effects and convert 1995

· es to 1990 prices.

..

2)The deflator is obtained by using Gross National Product defoliators calculated by state planning
organisation.
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en the value of paid-in Capital for the year 1995 is deflated the

~ 315.0 million TL at 1990 prices is obtained. Paid in capital in

vas 2,513.6 million TL. this shows that a decrease in paid-in

-.unaı during the periodThe profit has been 71,041.0 million TL for the

995 which was 126.6 million TL in 1990. There is an increase in

erıns during the period.

Table 2 shows the profits of the ETI enterprises Co Ltd for the

1990-1995. According to the sales the goods and services, owner's
0{)' and frequency rate of total assets. The ratio shown in the said table

.ere calculated by dividing the profits made during the period by the

evenues from the sales of goods and services, as in the first column, or

e profits divided by owner's equity as in the second column or the

ts divided by the frequency rate of the total assets of the

sponding periods as in the 3rd column of the table.

During the year 1990 the low profit of the company showed a

gradual increase 0.2 % and in the year 1995 it reached 6. 1 % the profit in

991 was 0.4 % and 1992 it reached 2.6 %. In 1993 again it continued

· ing and reached 5.1 %. In 1994 the profit ratio raised to 7.1 % and

us the company achieved a good performance.

According to the second column of the table the figures relating to

owner's equity reached from 30.2% in 1990 to 76.9% in 1995. Thus

onsiderable increase in the productivity and profitability was achieved.

In the third column of the table we observe the similar trend relating to
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equency rate of the total assets. In 1990 the frequency rate of total

ssets was recorded as at 0.9 % and reached 1.2 % in 1991 and continued

· ing to 11.1 % in 1992 and 21.7 % in 1993 and 32.1 % in 1994 . It

opped to 19.9 % in 1995. In spite of the fact that there was a drop

uring 1994-1995. The company has used its total assets effectively and

achieved an overall good performance relating to productivity and

rofitability during the period 1990- 1995.

le : 2 Profitability Ratio of ETi Enterprises Company Limited.

I Years Profit Ratio Profit Ratio According Frequency Rate
According to Sale to Owner's Equity bf Total Assets

I 1990 0.20 30.20 0.90
ıı

'I
1991 0.40 5.30 1.20

I
1992 2.60 52.70 11.40

;o

1993 5.10 69.00 21.70

I 1994 7.10 93.00 32.10

I 1995 6.10 76.90 19.90
I

ource:Prepared by author from collected data from Annual Financial Reports

from ETI Enterprises Co. Ltd.
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Cyprus Turkish Shipping Company Ltd.

Cyprus Turkish Shipping Co. Ltd. has been established on March

1975. Its shareholders are the TRNC Consolidated Development

d. Shipping Enterprises of Republic of Turkey (TR) and TR Sea

ransportation Company. The distribution of shares are 49%, 17% and

..Jq% respectively.

The function of the company include:

Transport of any kind of cargo,

Liquid fuel,

Vehicle and passenger;

Provide agency services for air and sea transportation;

Prepare freight contracts;

Hire ship and assembly and repair of any kind of ships.

The company owns three ships:
••

• Sea Bird (857 DWT),

• Çaldiran Ship ( 2624 DWT ),

• Preveze Ship (2624 DWT).

The share of the company in total cargo transportation of TRNC

has been 4.7% for the year 1995.
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Profitability Ratio of Cyprus Turkish Shipping Co. Ltd. .... l /7' I;

,• I
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~

able: 4

Years Profit Ratio Profit Ratio According Frequency Rate
According to Sale to Owner's Equity of Total Assets

1990 6.20 10.90 6.30

1991 9.90 25.70 11.70

1992 '" .. ..

1993 .. .. ..

1994 5.60 83.90 8.30

1995 2.40 41.20 4.50

'

Source:Prepared by author from collected data from Annual Financial Reports

from Cyprus Turkish Shipping Co. Ltd.

The development in the account of Cyprus Turkish Shipping

Company during the period 1990-1995 can be seen from table 3. The

value of total assets of the company has reached to 51,039,1 million TL

at current price in 1995 which was 3,013 million TL in 1990.

Paid-in capital of the company has increased from 760 million TL

to 5,250.7 million TL during the period at current prices. But if the value

of 5,250.7 million TL in 1995 is expressed at 1990 prices by deflating, it

will be equal to 246.9 million TL which is much lower than the value of

12



760 million TL; the paid-in capital in 1990. The paid-in capital of Cyprus

Turkish Shipping Company Ltd. has worn down as the time passed.

The company has made profit of 2,320 million TL in 1995 and

190.3 million TL in 1990. Although the ships that the company owns are

very old, the company achieves profit since it is the biggest one in its

sector, and the sector has strategic importance because TRNC is an

island country. But this does not change the reality that the company

needs both new and renovative investment projects and more capital for

implementing these projects.

As it can be seen in table 4, the profit ratio of the company

according to sales ( 1st column ) dropped from 6.2% in 1990 to 2.4% in

1995, and for the years 1992 and 1993 the company showed losses. The

profit ratio according to sales in 1990 showed 6.2 % in 1991. It reached

9.9 % . But in 1992-1993 the company's loses were due to the fact that

the ships it owned were old and under repair and cargo transportation

was not realised at the expected level. Again in 1995 the profit ratio

dropped to 2.4 % from 5.6 % in 1994. In the second column the ratio of

owner's equity profit rose from 10.9 % in 1990 to 41.2 % in 1995. In the

third column the profit ratio of the frequency rate of the total assets
••dropped from 6.3 % in 1990 to 4.5 % in 1995. This shows that the total

assets were not utilised effectively.
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_.3 Cyprus Turkish Tourism Enterprises Company Ltd.

Cyprus Turkish Tourism Enterprises Co. Ltd. has been established

on November 9, 1974. Its shareholders are the TRNC Consolidated

Development Fund and TR Turban Tourism and the distribution of

shares are 51 % and 49 % respectively.

The tourist accommodation establishments owned by Cyprus

Turkish Tourism Enterprises Company are given as follows:

The Hotels which are operated directly by the company:

Salamis Bay Hotel: Supply 369 hotel rooms with a bed capacity of

738; 34 bungalows with a bed capacity of 110;28 hotel apartments with a

bed capacity of 112 and 16 Sea-Side Hotel apartments with a bed

capacity of 46.

Mare Monte Hotel : Supply 94 hotel rooms with a bed capacity of

188 and 4 bungalows with a bed capacity of 16.

The hotel which is operated -by private individuals and the

company takes a shares from the profit.

Bogaz Hotel : supply 40 hotel room with a bed capacity of 80.

The hotels which are rented

Rocks Hotel : Supply 64 hotel rooms with a bed capacity of 128.

14



Park Hotel : Supply 93 hotel rooms with a bed capacity of 186.

Rebecca Hotel :Supply 40 Hotel rooms with a bed capacity of 80.

The development in the company during the period 1990-1995 can

be seen from table 5. Total assets of the company has reached to 57,812.4

million TL at current prices in 1995 which was 7,007.6 million TL in

1990.

..
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