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Explanatory note» 

References to dollars (S) are to United States dollars, unless other- 

wise stated. 

The monetary unit in the Syrian Arab Republic  is the Syrian pound (LS). 

During the period covered by the report (August 1977), the value of the 

Syrian pound  in relation to the United States dollar was SUS  1  = LS 3.^0. 

A full stop (.)   is used to indicate decimals. 

^ comma (,) is used to distinguish thousands and millions. 

References to "tons" are to metric tons, unless otherwise specified. 

The following forms have been used in tables: 

A dash (-)  indicates  that the amount  is nil or negligible. 

Parentheses around a figure indicate a minus amount (in tables only). 

The designations employed and the presentation of the material in this 

document do not imply the expression of any opinion whatsoever on the part of 

the Secretariat of the United Nations concerning the legal  status of any 

country, territory,   city or are^i,  or of its authorities,  or concerning tLe 

delimitation of its frontiers <fr boundaries. 
/' 

Mention of firm names and commercial products does not imply the 

endorsement of the United Nations Industrial Development  Organization (UNIDO), 
/ 
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ABSTRACT 

This is the report of a mission to the Syrian Arab Republic as part of 

the United Nations Development Programme (UNDP) project "Advisory services 

in industrial  planning" (DP/SYR/76/OII ).      The United Nations Industrial 

Development Organization (UNIDO), as executing agency, fielded a team of 

UNIDO staff members under the UNDP New Dimensions Programme. 

This mission report covers the financial and economic analysis of a 

proposed vegetable and fruit canning plant at Hasakeh.      In full   production, 

the plant will  use 9,000 tons of tomatoes,   300 tons of peas,   ?50 tons of 

beans,   and ?}0 tons of fruits.      Cans and packaging material will have to 

be imported. 

The internal rate of return of the project was found to be 8.95^t 

which is higher than the average 8.4^ interest rates on the loans that 

finance the project.       The financial  performance would be  improved by in- 

creasing the volume of processing. 

The project will encourage looal farmers to increase their production 

of fruits and vegetables for sale, and will bring them an inoreaaed income. 

It was assumed that half of the plant's output would be exported, which would 

help the country's balance of payments. 

It is recommended that measures should be taken to ensure a steady 

supply of fruit and vegetables to the plant, spread out over as long a 

period as possible.       A study should be made of the types and quantities 

of fresh fruits and vegetables in the Hasakeh area. 

Finally,   it is recommended that the market potential of the plant's 

output in countries neighbouring the Syrian Arab Republio should be studied 

in detail with a view to increasing exports. 

J 
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INTRODUCTION 

The Syrian Arab Republic is nlanning to expand its food processing 

industry by establishing three new canning plants.      One of them is to 

be at HaBakeh on the U-Khabour River in the north-eastern part of the 

country.      With the new niants the Syrian Arab Republic will double its 

oroduction of canned food (9f779 tons in 1975;.    Data taken from a oontract 

tor a similar oro.ject at Deir ee Zor were used in the financial and 

economic analysis of the Hasakeh canning plant. 
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i.     ANALYSIS 

A. Market analysis 

Raw materials 

The Hasakeh plant will mainly be using tomatoes, beans,  peas and, 

in smaller quantities,  fruits.      All these raw materials aopear to be 

readily available,   oarticularly when global  production figures are consi- 

dered.       For instance,   in  iy/r; the Syrian Arab Renublic produced  }7-,,0OO  tons 

of tomatoes,   56,000 tons of various beans,   },600 tons of peas and  ?}0,000 

tons of fruits.      In the Hasakeh area the only raw material  oroduced in a 

fairly large quantity is the tomato:     16,000 tons  were oroduced in  1y7S.   This 

is more than the 9,000 tons to be used in the niant;    however,  nothing is 

known about the availability of the variety and quality of tomato required 

to oroduce a good tomato concentrate.      This is true also of the other fresh 

vegetables and fruits to be processed by the  olant. 

The Hasakeh plant will  have to  import lacquered and printed canB to 

package  its output.      There  should be no difficulty  in obtaining this pack- 

aging from foreign suppliers. 

TJhejilarket 

The present market for canned products in the Syrian Arab Republic is 

about 5,000-6,000      tons per year.      Of this total,   peas account  for 500- 

600 tons, and each of the following account for 1,500-2,000 tons:    tomato 

concentrate;  apricot; and all other products.    In addition to the above 

quantities processed industrially, an   unknown quantity of marmelade, jams 

and compotes is prepared privately at home.      The demand for industrially 

processed products is expected to grow at the expense of home canning, as 

has been the case in other countries.      A 10-15^ annual growth rate *s 

expected over the next five years (from 1977), raising the level of local 

consumption to approximately 10,000 tons by I98I-1982.      In addition to th« 

_. J 
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local market,  the Syrian Arab Remiblic was able in 1976 to export 569 ton» 

of canned tomato and 1,700 tona of tinned fruit and vegetable.      There 

apnear to be good prospecta fer the Syrian Arab Republic to sell large 

quantities of canned Droducts in neighbouring countries, particularly in 

the Gulf States and Saudi Arabia. 

B.    Techno-economic analysis 

Propqsed_plant 

The only documentation available for a techno-economic analysis is the 

contract signed between the Union of Pood Industry (UNIPOOD)  and the 

Hungarian firm Komplex for the erection of a canning plant in Dsir es Zor. 

It was understood that the same contract would be applied to the Hasakeh 

project. 

The decision to implement the project has been made and shipment of the 

equipment already started.      The canning plant is due to start up in 1979 

and is expected to produce the following quantities of finished goods: 

Product 

Tomato oonoentrate (36-38/») 

Peas 

Green beans 

Broad beans 

Compote of fruits 

Confitures or jam 

Total 

Quantity 
(tons) 

1,200 

184.2 

154 

256. •) 

58 

255 

2,107.7 

At a later stage, an additional I84. ? tons of oanned peas would be 

produoed, bringing the total production to 2,291.9 tons. 

Standard technology is to be used in this plant.      There will be a 

tonato line using a two-stage evaporation process for oonoentration, a green- 

peas line, a« well as other equipment for the production of compotes and jaas. 

._. J 
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A staff of «5 persons will be required, 4? of which would be unskilled, 

?7 skilled, 9 in the supervisory category and 7 professional. 

Investment estimates 

The investment estimates were derived from the aforementioned contraot, 

the total value of which amounted to $1,225,000 (LS 4,83fi,750). 

The figures given in the contract are broken down into oomponents suoh 

as equipment, supervision of installation, engineering and training. How- 

ever, the rest of the investment, which comprises civil work, equipment 

supplied locally and installations for utilities, is given as a lump sua of 

LS 6 million.  A breakdown of investment requirements, including working 

capital, is presented in table 1.  Civil work, whioh includes production 

buildings, warehouses, roads and sewerage is estimated at LS 4 million. 

Other fixed assets include equipment supplied locally (lorries, oars), as 

well as steam boilers and electrical auxiliaries. 

The working capital is calculated as follows: 

Item 

Stock of raw materials (404 of total needs) 

Tin-plate cans (30< of requirements) 

Wages (3 months) 

Utilities (2 months) 

Ancillary materials (6 months) 

Inventories (Xfi of finished product) 

Total 

Value 

('000 LS) 

914 

285 

186 

20 

173 

1,308 

2,886 

The above figures should be ooneidered as annual averages.  Due to the 

seasonality of operation, the working capital required during the peak Mason 

might be higher than indioated. 
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A depreciation schedule for the various project components is given 

in table ?.      Most of the equipment will be depreciated over 10 years, whioh 

is the expected life of the plant.      The only assets that will be replaced 

within the period are the rolling equipment (handling equipment, oars, trucks 

etc.).      Contingencies are depreciated over a 15-year period to take acoount 

of the fact that they also partly concern civil work, which is depreciated 

over 20 years.      The annual depreciation allowance for the project amounts 

to LS 1,107,000. 

The residual value at the end of the project, that is, after 10 years 

of operation, is taken as 50jt of the value of civil work and the full value 

of land and working capital, whioh are to be liquidated at cost in the last 

year. 

Operating expenses 

In his report, the teohnioal specialist envisaged a gradual inorease 

in the production programs» of the plant.      Pull (but not oapacity) produc- 

tion   was to be reached by 1981 f with H0f production in 198O, and 60 ' pro- 

duction in 1979. 

In full production,the canning plant will use 9,000 tons of tomatoes, 

300 tons of peas, 250 tons of beans and 230 tons of fruits. The value of 

these raw materials LS 2,285,500. Other materials such as salt and sugar 

will cost LS 354,700. 

Tin-plate cans are another important item, and will cost LS 951,200 (to 

be paid in foreign exchange;.     The consumable and the maintenance oharges 

are estimated at respectively LS 116,221 and LS 30,000.      Finally the wages 

for 85 workers and professionals will be LS 745,200 per annua. 

v»   - 
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The total operating costs at full production will thus be LS 5,530,000 

(LS 4,4?4|0OO at noi production and LS 3, Ì1fi,000 at 6oi).      Table 3 gives 

a summary of the operating costs broken down into fixed and variable 

expenses. 

Table  3.   Annual operating expenses 

(•000 L3) 

Variable Fixed Total 
Wages - 745 745 
Raw materials ?   226 — 2 226 
Ancillary materials 355 — 355 
Tin-plate cans 951 - 951 
Consumables 116 — 116 
Maintenance - 30 30 
Depreciation 

3 648 

1  107 1  107 

Total 1 882 5 530 

Financial estimates 

C    Financial analysis 

Income and expenditures expected from the project are shown in the cash 

flow table 4.      The operating life is taken as 10 years (as is customary in 

the industry), and construction is spread over 3 years.      Fixtd investment 

expenses are spread over the construction period.      The working capital is 

constituted at the end of the construction period and the beginning of oper- 
ations. 
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In the liquidation year,  (l'^R), the residual value is treated as an 

income to be added to the sales receipts.      Table 4 thus registers all the 

resources used and produced by the project.      It thus shows the intrinsic 

value of the project.       Since the Government,  as the owner,   assumes all 

expenses and collects all  benefits, the cash flow provides a clear picture 

of what  the Government  can expect from the project.      The yearly cash flows 

are positive from the  first year of operation and the cumulative cash flows 

become  positive in the eighth year of operation. 

Profitability of the project 

The present value of the project at 9*. (which is the rate of interest 

orevailing in the Syrian Arab Republic; is negative and amounts to LS 469,000. 

Using a rate of interest of R>>     one obtains a positive present value of 

LS 235,000.      The exact  internal rate of return (see table  5)   i» J.42& 

It   is worth noting that even in the  full  production Drogramme the 

entire  plant  production capacity is not utilized.      More output and therefore 

more income can be generated by extending the operating time of the factory. 

This means that the Droject could have a higher profitability by making 

better use of its productive capacity,  high enough to exceed the {)% lending 

rate for industrial investment projects. 

Uncertainty and risk 

The pay-back period a« shown by table 4 i« little more than seven years, 

as the cumulative cash flow turns positive in the eighth year of operation. 

The pay-back period can be shortened if the production program«» starts at 

a higher level than the proposed 60<.      A 100^ production programme imple- 

mented in the first year of. operation would give a pay-back period of little 

more than four years. 

The break-even point of the project is determined for a normal year of 

operation    in which there  is no renewal of investment.      Data for the deter- 

mination of the break-svan point are taken from table 3.      Variable costs 

include the cost of raw materials (mainly fresh vegetables and fruits, and 

.J 
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tin-olate cans), the cost of ancillary materiali and the consumable*. 

The fixed expenne* comprise wa^ee, naintenance and depreciation.       The 

net receipts ^excluding a i«j< sale rebate)  for a normal year of production 

amount to LS 6,539,000, broken down as follows: 

Percentage 
Item Receipts (LS) of receipt» 

Tomato concentrate 4#079,703 6?.0 
Peas and beans 1,?¿9,681 19J5 
Compotes and jams 1f189,97? 15,5 

Total 6,539,356 loo 

4 more detailed sales programme is given in table 6.      The fijfurs shows 

that the break-even point is reached at 39-5' of the production programme. 

This is a safe margin since,   even if the olant cannot be supplied with peas, 

beans and fresh fruits, the project can break even by processing locally 

grown tomatoes, which provide 6?% of the total receipts. 

Kuiancinf 

The project is financed partly by a supplier's credit granted by the 

Hungsrian contractor and the rest by a loan from local sources.      The supplier'• 

credit amounts to LS 3,23^,000 to be repaid in seven annual  instalments 

starting one year after the delivery of equipment.      The loan is made at 6Í 

interest Der annum. 

The remaining financial requirements,  that is LS 1?,819,000,  «re 

covered by a loan provided by the Public Debt Fhind. 

In the cash flow table (table 4), only the foreign loan is shown.    It is 

assumed that the delivery of equipment will be completed some time before 

the end of 1978.      This mean« that the first instalment    is due before the 

end of 1979 and should therefore be charged to this financial year.    The 

last line of the cash flow shows a net positive cash balance after re- 

payment of the supplier's credit including interest.      The project oan 

thus repay its foreign debts without facing any cash problem. 

J 
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As the Syrian Government is the «ole owner of the plant, any oash 

surplus is paid back to the Public Debt Fund to cove*' the principal and 

interest of the local loan granted to the project. 

D.      Socio-economic as pect 8 

The socio-economic contributions of the project to the economy can be 

evaluated from th<? following aspects:    net national value added;     income 

distribution effect}    and net foreign exchange effect. 

National value added 

The value added generated by the project is the difference between the 

value of its output and the value of the material inputs used,  including 

capital and current material inputs. 

In the calculation of the value added no adjustment has been made to 

the foreign rate of exchange.      The official rate of exchange in Aufust 

1977 was LS Ì.90 to the 11.00, and the unofficial one was about LS 4.00 or 

•lightly more to   11.00. The difference between the rates is thus 

negligible:    no adjustment is needed to the foreign components of the value 

added.      Moreover,  it dees not appear that the adjusted rate of exchange has 

bam used as a national  parameter by the State Planning Commission 01 by any 

other official body. 

Furthermore,   it was not possible to obtain a social rate of discount 

for discounting the nominal annual values of the net national value added. 

A 9<< social rate has been adoptad throughout the analysis because it is at 

this rat« that most industrial projects are finanoed from the Public Dsbt 

Fund.      This rate is comparable to the interest rates generally used in the 

world ospitai market, in supplier's credits, Eurodollar financing or World 

Bank loans.     It is expected that the Syrian Arab Republic will finance most 

of its future industrial projects at a rate olose to the one prevailing in 

the international oapital market. 

Table 7 provides the data necessary for the assessment of the project's 

contribution to the economy in terms of value added at markst prioe and 

distribution of inoome in the Haeakeh area. 

J 
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Absolute effioitnoy tost.    With an annual turnover of LS 6,339,000 the 

project has a net domestic added value for a normal year of operation 

(in I98I)  of LS 2,861,000.      This amount covers the «ages and leaves a 

social surplus of LS 1,977,000.      *Ven after repatriating the interest 

on foreign loans,  the net national value added remains considerable and 

amounts to LS 2,722,000.      The project,  therefore, passes the absolute 

efficiency test. 

Relative efficiency test.    The relative effioienoy test determines how 

much value added is generated by one unit of investment.      For this purpose 

the discounted net national value added generated by the project throughout 

its life is divided by the discounted value of all investments made durine 

the same period. 

Discounted values added 15,316,000 
Discounted investments     "      l3,oÌ7,OO0   "    ¿ili. 

This means that a unit of investment in fixed capital, when discounted to 

the present value, generates more than one unit of discounted net national 

value added.      It is a high ratio, whioh makes the project vary attractive 

and profitable to the national economy.      Suoh a result is expected beoause 

the project would use a large amount of national resources (raw mataríais, 

labour etc.) for a relatively small investment. 

Distribution effect 

The distribution of the net value added is broken down in table 8. 

The net value added generated by the canning plant in normal operation is 

LS 1,615,000.      The share of the wage earners is LS 745,000, an inorease 

in the revenues of the population of the Hasakeh area.      The Government 

will get a little more, LS 870,000, in the form of profit, taxes and interest 

on loans. 

Net foreign exohange effect 

Table 9 gives information on the projeot's foreign exohange situation 

throughout its life.     It indioates that the oanning project will haws 

negative net foreign exohange flows over the oonstruotion psriod beoause 

the supplier's oredit oovers only one part of the imported equipment. 

J 
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However, fro» the fírst year of operation, the project '• foreign exchange 

flow i8 positive and remarne so throughout the project's life.  This is 

because half of the output will be exnorted. 

by discounting- the annual net foreign exchange flow at the social rate 

of discount, the present value of the net foreign exchange effect is found to 

be LS 4 million.  ThiB means that the implementation of the project will 

bring enough foreign exchange to cover the foreign loan and the cost of 

imported materials and still leave a surplus. 

Table 8. Distribution of the net national value added 

It«" «000 LS 

Output 

Domestically marketed 

Exports 

Inputs 

Investment (depreciation) 

Current material inputs 

Imported 

Domasti: 

Infrastructural services 

Net domestic value added 

Repatriated repayments 

Interest 

Net national value added 

Wages 

Government revenues (profit, taxes and 
interest on domestic loans) 

6 539 

3 270 

3 269 

4 785 

1 107 

3 678 

951 
2 581 

146 

1 754 

139 
139 

1 615 

745 
870 

U - 
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II.    CONCLUSIONS ANS RBCOMUMDATIONS 

A. Conclusions 

The financial analysis shows that the internal rata of return of the 

project (R.425&) is lower than the rate of interest charged on looal 

borrowing but is higher than the rate applied to foreign loans (6£). Since 

the rate of interest on the supplier*s credit is lower than the one on 

domestic financing there is a leverage effect, whioh brings down the interest 

paid on the entire borrowing.  The average rate is estimated at 8.4¿. 

Since this rate is equal to   the internal rate of return, the project will 

be able to repay all the loans it has reoeived. 

The financial performance would greatly improve if the productive 

capacity of the project were used more extensively by processing additional 

vegetables and fruits.  It has been proposed, for instarne, that 300 tons 

per year of green peas should be processed at a later date. However, it is not 

certain that such a quantity of raw material is available. 

From the socio-economic standpoint the project contribution to the 

national economy is also positive.  There will be a considerable increase 

of income in Hasakeh.  The project will encourage looal farmers to inorease 

their growing of vegetables and fruits in order to sell them to the new oanning 

plant.  The project will also have a benefioial effeot on the country's 

balance of payments, if half of the output is exported. 

B. Recommendations 

Raw materials 

Measures should be taken to ensure a steady supply of fresh vegetables 

and fruits to the canning plant.  Only tomatoes seem to be available in the 

vicinity of the plant, but there is no information about other raw materials. 

The supply of fresh fruits and vegetables should be spread over as long a 

period as possible in order to ensure the extended use of the plant's productive 

capacitiy. To this effeot, a study should be made of the types, qualities 

and quantities of the various vegetables and fruits that can be grown in the 

Hasakeh area. 
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Marte« ti im study 

The financial and eoonoaie analysis assumed that half of th« oanninf 

plant output Mould be exported.      A thorough Marketing study should be 

made as soon as possible to assess the potential starkett for oanned fruits 

and vegetables, particularly in oountries neighbouring the Syrian Arab 

Republic. 

U-   - 






