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I. OBJECTIVES OF THE TRAINING COURSE

a) Development objectives

To enhance the industrialization programme of Sudan through
strengthening the human capacities in industrial project preparation,
evaluation and financing.

b) Immediate objective

To train 25 persons of national staff from the Ministry of Finance
and Economic Planning, Project Preparation Unit, Ministry of Industry,
Ministry of Energy and Mining, Development Banks, State Development Cerntres
and also from regional sections of the Ministry of Industry, the Ministry
of Finance and Econcmy and the Ministry of Industry and Mining, to increase
their skills and abilities in project identification, preparation, financial
analysis, financial planning and industrial project evaluation.

2. PARTICIPANTS

28 participants were selected by the government but only 25 participated
effectively, with a 90 to 1007 presence score.

The level of educational background was quite high: all of them were
University graduates, some with a specialisation acquired abroad.

The level of theoretical skills was fairly high in the preparation
of projects but they were hesitating as soon as we entered into the practical
exercises.

They were very interested in the evaluaﬂfgh of projects because they
are very sensible to what happened in Sqﬁaﬁ in the late 70's: ordering
industrial projects (turn key prOJegga) without sufficient infrastructure
or management czpacities.

The list of the participants is attached (see Annex I.1).

3. SCHEDULE

We had a five weeks period for explaining the preparation and evaluation
of industrial projects, including case studies. Tne Sudanese authorities
agreed that the course would consist of 4 hours of training per day, 6 days
a week, say 120 hours which included lectures given by local lecturers and
one visit to a factory. One day of holiday unfortunately diminished the
scheduled number of training activities.

We planned roughly the following schedule:
3 weeks for industrial project preparation, including macket

analysis, technical analysis, financial analysis;
- this was based on the ID/206 Manual.




1 week for economic evaluation, based mainly on the IDCAS
UNIDO Manual ID/244.

1 week for extensive case study: preparation of three alter-
native projects and economic evaluation along two
or three methods. (IDCAS, Lffects and UNIDO Guidelines).

The Amnex 1.2 presents the programmes of each week. In general, it has
been possible to stick to the programme except when difficult questioms
necessitatad further developments. The programmes have been established
taking into account the different periods of missions of individual lecturers
caused by budgetary constraints.

The last week devoted to practical exercises proved to be toa shoru to
the long time taken by the participants for establishing their work, due also
to the Ramadan whiclh slowed down the gemeral activity. It would have been
possible to achieve the programme if we had a quick reproduction system and
better blackboards. Solutions are given in Ammex II to IV.

4. OUTSIDE LECTURERS

We received the support of local lecturers from the University of Khartoum
or from local banks and administrations. UNDP members and UNIDO experts have
also delivered 'ectures. Here is the list of the lecturers in the chronological
order:

16 May Mr. HARJU, Depuiy Resident Representative of UNDP:
"Effectiveness of an Enterprise and the Efficiency of Management"

20 May Dr. R. NIELD from the UNIDO project DP/SUD/79/010 - Increasing the
Effectiveness of Public Sector Industries. 'Present Status of
Textile Industry in Sudan. Presentation of the Case Study'.

21 May  Mr. Hubert JANISZEWSKI, UNIDO short term consultant.
"Acquisition of Technology'

23 May Dr, Mohamed Salah El Din SALEH from the project DP/SUD/79/010
"Overview of Leather Industry in Sudan'.

2 June Dr. ABD EL MUSHIN University of Khartoum
"Planning Procedures in Sudan”

7 June Mr. BHATTACHARJYA, Food Processing Expert in project DP/SUD/79/010
"Investment Opportunities in Sudan in Food Industries'

10 June Mr. Ahmed El Bashir FADOUL, Faical Islamic Bank
"Recent Banking Methods and Procedures in Sudan'

10 June Mr. ZAHIR YACOUB of the Project Preparation Unit, Ministry of Finance
and Economic Planning. '"Sudanese experience in project preparation”.

5. OTHER ACTIVITIES

29 May - Field Trip to Friendship Textile C2. in El Hassaneisa. Integrated
spinning, veaving and finishing textile industry financed by the Chinese
cooperatioa. Discussions with the management of the factory.




6. SUPPORT FRCM THE GOVERNMENT

The Government of Sudan nas organized very efficiently the training
course. The candidates participants have been selected very carefully.
They were highly motivated and participated actively in the activity of
the course.

The training course itself was given in a very spacious room of the
Arack Hotel in Khartoum, with microphone and with coffee-break meals.

There was only one blackboard of a very poor quality and the distance
between the participants sitting in the last rows and the chair was too
important. Fortunately, the Government supplied an overhead projector
which corrected somewhat rhis unconvenience. A typewriter has been provided
for preparing stencils for the course and case study. Reproducing machines
were practically out of reach of the budget of the projezt. A photocopy
is between 0,5 and 1 LS per piece in Khartoum! This was the most serious
obstacle for conducting efficient practical exercises with the students.

The Course coordinators, Ms. Amul Sid Ahmed Ismail from the Ministry
of Industry and Mr. Faisal Mohamed Salih have providec a very efficient
support to the lecturers and to the participants. Everything needed was
provided as soon as desired. The organization of the field trip was also
very good.

7. SUPPORT FROM UNIDO

UNIDO has provided solar cell pocket calculators for every participant
as well as Manuals,

The Manual for the Preparation of Industrial Feasibility Strdies (ID/206)
formed the basis of the first three weeks course.

The Manual for Evaluation of Industrial Projects (ID/244) was utilised
for the fourth week of the course and for the case study as well.

Two other manuals were distributed as examples of other appraisal m-thods:
The Guidelines for Project Evaluation (ID/SER.H/2) and the Guide to Pract.cal
Project Appraisal (ID/SER.H/3).

Mr. Marek Kulczycki of the Feasibility Studies Section of UNIDO also
came during the last week of the training course for delivering one lecture
and evaluating the seminar.




8. TEAM COMPOSITION

Mr. André Guichard, Financicl Anals:, Team Leader, arrived on 10 May,
and left on 19 June; he was in charge »f the financial part of the training
course and the organization of the :=ase study.

Mr. David Sussman, Industrial Engineec, was charged with the engineering
part of the preparation of industrial projects. He arrived in Khartoum on
15 May and departed on 1 June 1984.

Dr. Janusz Lukasik, Industrial Ecoromist, arrived on 17 May and departed
on 17 June 1984. He was charged with the market analysis in the preparation
phase and with the macro-economic considerations in the evaluation phase.

He has taken the major part of the I,"CAS Method explanation and also the
Guidelines Method.

All members of the team have prepared additiomal explanatory papers
on certain critical questions. Annexes 1.3 to I.l17 have been distributed
to the participants during the traiuning course.

Annex I.18 which is a bundle of interesting notes will be distributed
to the participants through the channel or the Ministry of Finance and Economic
Planning along with the Annexes Ii to IV which constitute the solutions to
the Case Study.

II. CASE STUDY

. A summary of a pre-feasibility study of a workshop to manufacture spare
parts for the textile industry has been presented to the participants
(see Annex II.l). As far as possible practical examples illustrating
the theoretical pari of the training course during the first three weeks
have been related to that pre-feasibility study.

During the fifth week devoted pricipally to the case study, the different
previsional accounts (Sales Annex II.2, Operating Costs Annex II.3,
Investment Costs Annex I1I.4, Working Capital Annex II.5 and Financial
Charges Aunex II1.6) have been prepared for verifying in a first stage the
commercial profitability of the project. A reasonable Internal Rate of
Return for the Investor of 24.027 appears on the Net Income Statement

and Net Cash Flow Statement tables (Annex II.7).

That was the first part of the Case Study.

2. But this profitability was relying on different preliminary assumptions
which were discussed in depth by the participants and submitted to a
critical analysis. That formed the second part of the Case Study (3See
Annex I1I.8 "Practical Exercises” and Annex II.9 "Remarks on the Initial
Project " which were the basis of our future work).




For examining the initial project and for proposing data closer to the
reality, the participants were divided into five groups; each group
examining one aspect of the project and trying to propose a more
realistic approach.

Group 1 was in charge of Energy problems; Capacity, cost, structure.

2" " Forwarding companies: clearance and transport
costs.,
" 3" " "  Foundry; Operating Costs.
" 4 " wen " Taxation system; collection of accurate data.
" 5" "o " Textile industry; Needs of spare parts; price

the industry is ready to pay for.
The conclusions of thLe groups were as follows:

Group 1. The initial data of the study have to be recalculated in order

to adapt to the existing tariff. For 360.000 kWh per annum the tariff is
0,14 LS/kWh plus fixed cost on the basis of Peak Load Factor of 14.400 LS
per annum; total about 65.000 LS. This is calculated for a production of
80 T of metal spare parts. The investment cost has also to be drastically
reduced: cost of transformer is much lower than the initial price.

Group 2. It has been difficult for members of ministries and official
departmeats to collect exact data from private companies. Transport by
truck from Port Sudan to Khartoum has been estimated at 100 LS/tonne;
clearance cost including remuneration of forwarding companies is about
27 of the C+F price of imported goods.

Group 3. Contacts with the existing Foundry. There is a plan to develop
the existing foundry of Khartoum in order to include a sophisticated work-
shop for producing spare parts Zor the local industry (not only the tex-
tile industry but also other manufacturing industries).

That project could be compared with alternative projects
1) an independant workshop similar to that which formed the basis of the
case study but slightly improved in what concern data and conception;
2) a workshop making spare parts for textile industry with a small foundry
included and which can start up production with a very elementary equipment
and which will be developed according to the demand.

The comparison between three projects can be done through appraisal
techniques showing the different advantages of each project.

Further informations have been collected on ti.e sales prices of
metal castings practised by the Central Foundry. (5.500 LS/tonne inst~ad
of 2.000 LS/tonne in the initial case study).

On the other hand no informations could have been collected on the
cost of equipment of a small foundry neither on operating costs of the
existing foundry.




Group 4. Taxes. Precision were given on the new taxation system: 2,5%
on capital and taxation on individual incomes. There is also a 5% sales
tax and a 57 surtax.

Group 5. Contacts with Textile industxry. The need of spare parts is con-
sidered as very important and the textile industry is ready to pay as much
as 50.000 LS/tonne for metallic spare parts. Quick delivery will offset
problems of lower quality. But we must be conscious that this scarcity

of spare parts is mainly the result of general import restriction measures.
If there are some fa:ilities given to the import of spare parts for industry,
prices will probably drop very quickly. On the other hand. textile factories
are developing themselves the production of spare parts.

A probability analysis (sensitivity) conducted among the participants
has given a sales price of 31.000 LS/tonne for metal castings.

Tha quantity to be sold (8o T/year) seems quite reasonable compared
to the potential demarid: 400T/ year for big size factories only. If another
constraint on the textile industry could ease in the future (electric power
availability) the demand of spare parts will soar as the equipment - .11
function more actively and will need more spare parts.

On the basis of informations collected, a new set of previsional accounis
has been established for the initial project.

The principal modifications are the following:
1) Sales. Metallic spare parts: Unit price 31.000 LS/tonne.

2) Tnvestment Costs. Increase of the price of the land 60 LS/squ.m.
instead of 20 LS.
Reduction of the price of building 400 LS/sq.m.
instead of 500 LS.
Electricity infrastructure: 31.00C LS for transformer,
20.000 LS for wiring and control instead of 1.000.000 LS,
water infrastructure 25.000 LS instead of 150.000 LS
Air conditioning (aircoolers) 8.000 LS instead of
500.000 LS.
Vehicles have to be added to the investment cost:
1 car, 1 pick-up, 1 truck, 1 forklift estimated at 115.000 LS

3) Operating Costs.

Raw Materials Metal Castings 5.500 LS/T ¢/ 2.000 LS/T

Electricity 65.000 LS/y c/ 72.000 LS/y
Maintenance 70.000 LS ¢/ 100.000 LS

Overhead 100.000 LS c/ zero

4) Financing. The new islamic rules are forbidding the interest rate.
Instead, ther¢ is a participation of the bank under the form of equity.
(MUSHARAKA system which fs equivalent to profit and loss sharing). Financing
of the project has been eatablished along that system.

fi v -




Economic Evaluation of the Project.

The IDCAS Method (Manual for Evaluation of Industrial Projects,
UNIDO ID/244) was utilized for evaluating the benefit the collectivity
could find if the project was realised.

Annex II1.16 is showing the transformation of current prices of
output and inputs into tne price system of the IDCAS method (See
p. 56 of the Manual ID/244).

The Ammex II.17 present the Net National Value Added for the project
calculated along the rules
Qutput - Material Inputs = Value Added;
Net Domestic Value Added Qutput - Material Inputs - Investment Costs;
Net National Value Added Qutput - Material Inputs - Investment Costs
~ Repatriated Value Added,
for each year of the project.

The absolute efficiency test proves that for a Social Rate of
Discount (SRD) = 17%, the NNVA value is smaller than the wages distributed.
Then, the project, at least under this form, cannot be accepted from the
national economy point of view.

That result confirms the appraisal from the private investor point
of view,

Of course, there is some subjectivity in the choice of the SRD
but, even with a lower SRD, for example 127, the absolute efficiency
test is also negative.

74is is a clear indication that the State has no interest in sub-
sidising the project for rendering it attractive for the private investor
or for the banks.

What we have to do now is tc find another form of project which can
achieve the objective "production of spare parts for the textile industry

(or for other industries as well).

At least, there are two alternative projects possible: 1. Expansion

of the existing Central Foundry of Khartoum and 2. Another form of workshop.

We do not have sufficient data for conducting the study of the

Expansion of the Central Foundry of a much higher capacity than 80 T a year.

The second alternative (a workshop with a small foundry attached)
will be easier to formulate. Some datz were collected during the training
course but it was not possible to develop the previsional accounts because
of lack of time. We have developed that alternative project after the
training course and the results are presented below in part III of the
report.




II1. COMPARISON TO AN ALTERNATIVE PROJECT

The data of the alternmative project '"Spare parts workshop with a
small foundry attached" are presented in Annex III.l.

There will be no plastic moulding machine anymore. The first basic
machinery will come from an existing idle kenaf factory workshop. The
initial capacity of these machines will be about 20T/year. The capacity
will increase progressively to 80T/year with the acquisition of the equip-
ment necessary to meet the aemand.

The accounts have been presented in Annexes III.2 to 5. The commercial
profitability is better than the previous alternative one: the intrinsic
rate of return has reached 6,517 against 2,447 but is still very low. It
can be improved if the workshop can be installed into a rented building.
Such buildings exist in Khartoum North. The profitability to a very satis-
factorily 20% if we can avoid the initial disbursement of about 2 million LS
for land and building.

But even with this slight improvement of intrinsic profitability to
6,51%, the economic evaluation of the project conducted along the IDCAS
Method do not succeed in passing through the Absolute Efficiency Test.

(See Annexes II1I.6 to 7).

This is mainly due to the still excessive cost of investment during
the first year of the life of the project. If we can rent an existing
building instead of constructing a new one, the economic profitability
will be increased.

We can try also to order the supplementary machinery and equipment
at the right time we need them for increasing the production. In our project
proposal, the time of order was estimated very roughly but in the reality
the enterprise can adapt the supplementary investments in equipment to
the demand of specific spare parts and, at the same time, take account of
the availability of sgkilled manpower. So it can avoid some difficult periods
like the years 7 through 10 when the project has a substantial portion of its
equipment remaining idle.

This improvement of the project can be done on the basis of reliable
prices of inputs and equipment.

We suffered from a very high degree of imprecision of the data collected
for the preparation of the case study and during the training course we had
practically no time for assessing the prices with a sufficient accuracy.

However, this was not completely negative since it has been possible
to show to the participants the necessity of collecting accurate data and the
practical difficulty of doing so.




IV. APPLICATION OF THE EFFECTS METHOD TO THE CASE STUDY

Annexes IV.l to 7 remind briefly the procedure of the Effects Method
Evaluation.

Annexes IV.8 to 12 present the application of that method to the alter-
native project (spare parts workshop with a small foundry attached) and
Annex IV.13 contains the conclusions of that evaluation.

As the IDCAS Method and the Effects Method are very similar, there is,
of course, no significative difference in the results but it has been inter-
esting to show how to take account of the Indirect Value Added, only briefly
mentioned in the IDCAS Method, and how to break down the Supplementary Value
Added into its different components.

The Effects Method is concentrating mainly in the breakdown of the Value
Added iato its components while IDCAS Method is considering the Value Added
more globally as the difference between Output and Material Imputs. Of course,
it would also be possible to develop the IDCAS Method along the same breakdown
into components of Value Added but this does not present much acdvantage since
the value of the components will differ from the reality through the use of
shadow prices.

Substracting from the Present Value of the project the discounted Supple-
mentary Wages, as we have done in Annex IV.13, is an addition to the pure
Effects Method, inspired from IDCAS Method. It can serve for seeing if there
is effectively a Social Surplus created by the activity of the project.

V. CONCLUSIONS

Due to the very effective selection of the participants who were highly
motivated, the perfect local organisation of the seminar, the quality of
the lecturers recruited by UNIDO, the interest of the subject itself supported
by excellent UNIDO manuals, it has been relatively easy for the team leader
to conduct the training course in a manner that was generally well appreciated.

Very efficient support was received from other UNIDO project members
present in Khartoum and we have to thank them for their active participation.

The training course was also of a very acute interest for many officials

as the country is embarked into a rehabilitation of existing industries operation.

However, we have been too much optimistic about the progress of the case
study during the last week of the seminar.

We intend=»d to develop concurrently by 3 groups the case study and two
alternative projects in order to show how to conduct a comparison among them
and how to make a reasonable choice before deciding the investment.




The economric appraisal would also have been conducted aleng three
different methods.

This has proven not feasible because of:

- the duration of material calculations by the participants »tich reflects
somehow a lack of practical skills in accounting techmniques;
- the limited time devoted to the case study (4 days of 4 hours) aggra-
vated by the Ramadan period;
- the lack of accurate data for the projects which had to be collected locally;
- the lay-out of the training course room too long and narrow;
- the lack of quick and cheap reproduction facilities which would other-
wise have provided already forms and data to work directly on.

It has just been possible to prepare one project, to correct the initial
data by a sensitivity analysis, to make the comwercial and financial analysis
of it and conduct the economic evaluation by the IDCAS method only (See
Annex II.1 to 17).

In addition, as promised to the participants, we have prepared one alter-
native project (spare parts workshop with a small foundry attached) in Annex III.l
to 5. The a2conomic appraisal has been conducted along the IDCAS Method in
Annexes II1I1.6 and 7.

That project proves more promising if building can be rented instead of
specially constructed and equipment carefully adapted to the demdnd and
availability of skilled workers.

The evaluation of this alternative has also been prepared for the parti-
cipants along the Effects Method. (See Annexes IV.1 to 13).

Khartoum, 14 June 1984
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AMEX .1

Industrial Project Pregparation, Evaluation
Pinancing and Contracting

12 May - 1% June 1984 Khartoum

A) Course Coordinatora : .

1, Amal Sid Ahmed ismail Ministry of Indusiry
2., Faisal Mohamed Zaiih Ministry of Plaaning (PP

B) UNIDQ Experts
1. Andre Guichard Ministry of Foreign Trade
Foreign Affairs & Cooper
ation - Brussels

2, Janusz Lukasik Central School eof Planning
& Statistics - Warsaw

j. David Saasman - Holyoke University,
Massach ussets, U.S.A.

4. Marek Kulczycki Peasidbility Study Sectio

UNIDO -~ Vienna

C) iarticipants

a) Khartoum .

1. Igbal E1l Yamani Mirnistry of Iaodusiry
2. Hamza Mohamed Elamin " n "
3. Zain Blabdin Ali Sid Ahand Ministry c¢f Plaoniag
4., Babikasr Abdalla Babiker n " "

5. Tareg A/Salam El Shafis Faisal Tslamic Bank

€. Moneer Osman Abmed n " "

7. Paisal A/Rabman Zaxaria Sudanese igric. Bank

8. Omer El Saved Yoham=d Salih " " "

9. Soad Siddig Ministry e¢f Energzy % Min

10. Kawther A/Gadir H " " "

11. Amal Magzoub Rabah Industrial les. X Coans.
Cantre

12. Ihsan El Sadiz Taha Industrial Res. & Cons.
Centre

1}. Hassan Mahmoud damid Sudan Industrial Bank

14, Mahmoud Hamid Sulieman Islamic Coop. Cevt. Bank

15. Ibrahim Mohamed Ibranhia Sudan Rural Devt. Co.

) 16. Mohamed Mubarak Salih Management Cevt., Centre
b) Regions

17. Sharaf Eldin A/Fatan Ministry of Industry

18. Ibrahim Hamad " " "

19. Dr. Hussein Osman Hamid Min. of Fin. & Eco.
Central Regica

20. Salah Abu Zeid Zaboun Min of Pin. & 2o,
Ksrdofan Region

21. Mohamed Osmpan Hassan Min., of Fia, % Eco.
Northetrn Region

22. Aisha Abdalla Ahmed Min. of Fin., % Eco.
Eastern Region

23. Augelo Tako Mona Min., of Industry & Minir
Equatoria Region

24, Waru Henery Mandeze Min., of Industry X Minic
Equatoria Region

25. Kour Deng Marsasng Min. of Industry & Minir

Bahr El Ghazal Region

I



/ ANNEX 1.2

TRAINING COURSE ON INDUSTRIAL PROJECT PREPARATION,
EVALUATION AND FINANCING
12 May - 14 June 1984, Khartoum, Sudan

A D

{ COURSE PROGRAMME
WEEK 1
b
Time Saturday Sunday Monday Tuesday Wednesday Thursday
12,05. i 13.05. 14.05. 15.05. 16.95. 17.05.
8.30 ~ 10.00 | Opening Outline of . Presentation of Discounting Technical Plant capacity
Ceremony project accounting methods feasibility economy of scale
development tables .
L L
A. Guichard A.Guichard A.Guichard D. Sussman A. Guichard
1 D. Sussman
-
10.30~11.30 | Presentation Outline of Presentation of Net Present Production Plauter capacity
T ! of lecturers project accounting Value programme static and dynamic
and partici- development tables analysis, increment;
pants (cont'd) (cont'd) capacity build-up
L L+ E
A. Guichard A.Guichard A.Guichard D. Sussman D. Sussman
11.30-12.30 Outline of the Outline of Presentation of Simple rates Plant capacity Materials and irputs
course project accounting of return Definitions and Classifications
Comments on development tables constraints characteristics
the manuals (cont'd) (cont'd)
L L
received
A. Guichard A. Guichard A. Guichard A. Guichard D. Sussman D.Sussman




WEEK 2
Time Saturday Sunday Monday Tuesday Wednesday Thursday
19.05, 20.05. 21.05. 22.05. 23.05. 24.05.
8.30~10.00 Supplies programme { Present state of Purpose and scope Introduction to Dr. Salem: Marketing ingtru-
static and dyna- textile industry of demand and forecasting Forecasting ments:
mic in Sudan market analysis with elasticities| Distribution
Inventory models L L L L +E L
L
D. Sussman Nield J.Lukasik J.Lukasik J.Lukasik J.Lukasik
}0.30-11.30 Project engineer- | Intrc-<uction to Data requirements | Time series de- Regression ana- Marketing instru-
ing project lay- market analysis/ collection and composition lysis ments:
) outs basic computer processing analysis and L Pricing
Technology alter- L L extrapolation
! natives L L
L/E
D.Sussman J.Lukasik J.Lukasik J.Lukasik J.Lukasik J.Lukasik
11.30-12.30 Equipment Selec- Market Research Acquisition of Time series Regression ana- Equipment Costs
tion/equipment procedure technology exercise lysis Civil Engineering
balance L L E E Costs
L/E
J.Lukasik H.Janiszewski J.Lukasik J.Lukasik J.Lukasik




e

WEEK 3
Time Saturday Sunday Monday Tuesday Wednesday Thursday
26.05. 27.05. 28,05, 29.05. 30.05. 31.05.
8.30-10.30 Demand Forecasting| Manpower Financial Analysis | Discounted Cash
= Sales, Pricing, Labour Costs FIELD Flow Methods
Marketing and Plant Overhead A.Guichard Net Present Value
=4 Production Esti- TRIP Internal Rate of
mates D.Sussma Financing Equity Return
| a Loan Intrinsic Rate of
J.Lukasik Net Income State- Return
= W ment
Cash Flow State-
! ment A.Guichard
o
10.30-11.30 o idem Location and Site | EL HASANEISA Evaluation from the| Sensitivity Analysis
Implementation Textile Company point of view of Break Even Point
“ Exercises Critical Path the investor Probability Analysis
Spinning
Weaving Simple Rates of
Finishing Return A.Guichard
J.Lukasik D.Sussman
A.Guichard
11.30-12.30 idem Financial Analy- Pay Back Period Practical sequence
sis of operations in
Exercises Presentation of $ view of investment
the Accounting A.Guichard promotion
J.Lukasik Tables 16.00 Different contacts

Sales

Operating Costs
Working Capital
Requirements
A.Guichard

to establish

A.Guichard




enterprise and the
other economic
agents in the
economic system

A.Guichard

Discount

J.Lukasik

Project

J.Lukasik

Value Added
Direct/Indirect

A.Guichard

Time Saturday Sunday Monday Tuesday Wednesday Thursday
02.06. 03.06. 04.06. 05.06. 06.06. 07.06.
8.30-10.00 | Planning Proce- Value Added in Rate of Foreign Industrial Comp- Effects Method Mr .Bhattacharjva:
dures in Sudan National Accounts| Exchange plexes Alternative Investment Oppor-
Input-Output Situation tunities in Sudan -
Dr.Abd E1 Mushin Tables J.Lukasik A.Guichard A.Guichard in Food Industries
Prof., University
of Khartoum J.Lukasik
10.30-11.30 | Liaison between Value Added in Absolute and Additional Indi- | Practical Calcu- Organization of the
Project Formula- IDCAS Manual Relative Effi- ces and other lation of Value Case Study
! lation and Planning 1Indirect Value clency Test considerations Included Break Dowm of Parti-
" Added cipants into different
~t J.Lukasik A.Guichard J.Lukasik J.Lukasik A.Guichard groups for collecting
' data
System of Price
ADMP-ACIF-AFOB A.Guichard
J.Lukasik
11.30-12.30 | Links between the Social Rate of Expansion of Effects Method Parallel between Guidelines

IDCAS Method and
Effects Method

J.Lukasik

UNIDO Method

J.Lukasik




A.Guichard
J.Lukasik

- N — T
WEEK 5
Time Saturday Sunday Monday Tuesday Wednesday Thursday
09.06. 10.06. 11.06. 12.06. 13.06. 14.06,
8.30-10,30| Case Scudy "Recent Bank Me- Case Study Case Study Case Study UNIDO and
thods and Proce- Investment Promotion
Critical Exami- dures" Preparation of idem Economic Evalua-
nation of the Alternative tion M.Kulczycki
numerical data by Mr.Ahmed El1 Projects A.Guichard
of the case Bashir Fadoul A.Guichard J.Lukasik
study from FAICAL J.Lukasik
E ISLAMIC BANK
L
10.30-11.30{ Price Fore- ""Sudanese Expe- idem idem Economic Evalua- Evaluation of the
! casting rience in Project tion Training Course
" +
o E Preparation" by
- Mr.Zaliir Yacoub Commercial A.Guichard M.Kulczycki
f A.Guichard from Project Prep. Profitability J.Lukasik
J.Lukasik Unit, Ministry of Analysis
Finance and
Planning A.Guichard
L J.Lukasik
11.30-12,30] Cash Flow Preparation of Commercial Pro- Economic Evalua- End of the Seminar
Accounting Alternative Pro- fitability Ana~ tion
Calculation of jects lysis idem Necessity of Closing Ceremony
NPV and IRR E Comparison of two Reported to the
E A.Guichard or more alterna- Evening
A.Guichard A.Gulichard J.Lukasik tive projects
J.Lukasik




ANNBX I.D3

-Training Course in Industrial Project Premaration. Khartoum May - June 1984,

The Concept of Value Added.

National Income is the only scurce for increasing both consumption
and savings in a country. Hence it can serve as 1 quantitative measure of
the level and rate of increase in naticnal welfare.

According to the rules of National Accounts, the ¥ tional Income is
constituted of : Wages
plus Household income from property and entrerreneurshlp
tlus Saving of corporaticms
plus Corporate Tax
plus Government income from mroperty ancd entreprsneurship
minus Interest on the public debt
minus Interest on consumers'debt.

If we consider that entrepreneurship is equivelent <u the artisanal
activity, we can say that the five first points of the list above find ideir
source in the commercial and industrial sesdvity.

The eontxrtbusion of the entsrprises to the Naticnzl Inccme has been
called the Value Added.

As such, the Value Added is the link between the micro-econcmics of
ene Troject and the macro-economics,

f *he value Added created during ~ne period of activity by an enter-
rrise is positive, one can say that that activity has centributed to the .
National Income.

Definition of the Value idded,

Strict definition varies from cne country to ancther., Value Added can
be determined by addition of its composants or by difference.

By difference:
Value Added = Value of the Producticn - Intermediate Consum-
e e et e a e e e, e e, — - ——— - = - - Ptiom.

Production = Producticn sold, put intc stocks, deliversd by the
enterprise to itself,

Intermediste Consumption — Raw materizls and inputs, utllities,
services and transport.

Services include : Extermal services
Rent
Lease
Postage and TT
Temporary manpower
Fees
Are not included : dent of the lanéd ,A
Product of the earth
Insurance remium
Royalties
Subsidies given by the enterprise,

Those latter elemar 8 2re included into the Value Added,
.o 0/ a8




alements:

- wages and social charges related to manpower

- taxes, included corporate tax
- gross income of the enterprise
which includes, among others,

value Added can also be determined by addition of the following

2. :

: net profit <f the enterprise
depreciation
interests paid to "anking ins- 3
tituticns
insurance prenium ste.,,
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ANNEX I.4

Traintng Course in Ingustrial Project Preparaticn Evaluation and Financing
Khartoum Sudan 12 May - 14 June 1984,

>y

From the idea of project to the financing.

Short description uf the iterative process which leads to the adoption
of a financial planning accep*.a.ble for the investor and the banker,

1) Preparation of previsional accounts for at least two signi<
ficant alternatives ofinthe project.

That will te prepared on thecbasis of data coilected at the very
beginning of the mresiavestmeni~phase, The accuracy (f the data will be
iaproved during the elaboration of the prefeasibility study.

! The following acccunts #ill be prepared:

1) Investment costs.
Including working capital which will be prepared on the basis
of the operating cosis.
All costs will be broken down according t« the:r urigin of the
items : foreign or local,

2) Depreciaticm.
For having an idea on the time of replacement of the equipment.
and the amount of the salvage value. That account will serve to
calculate the amcunt of the corporate tax.

3} Operating costs.
Broken down in foreign and local curwency, with detailed accountrs
for Raw materials and inputs, Utllitles, Manpower and, if neces-
sary, for Transport, External Services stc,,.

4) Income.
Sales and other inflows like Subsidy, Cther income
Broken down in foreign and local currency.

5@ Integrated Net Inecome Statement and Net Cash Balance

1) first hypothesis : without cutside financing for calculating
an acceptable debt charge fcr the investor,

2) second hypothesis: With outside financing - first essay
This cash btalance sheet will indicate if the financial.rsdscur
are sufficient at any moment for cuvering the flnancial needs
of the moject. If they are not sufficient we must find addi-
tbnal financial rescurces.

2) Computation of seme criteriocns of profitability from the point of
view of the investor,

This will give to the.investor the opportunity to decide if there
is an advantage- for him to rezlise the project under that form ( if not, we
have to look for another altemative of the project). Criterion of profitab:”
ty will facilitate the choice between two or more altsrnative projects.

3) Semsitivity Analysis,

For takdng risk and uncertainty into consideratiom. If the project
praves toce risky we will have to find another altermativ-.and repeat the pre-
ceding steps.

4) Pinancial Analysis,

That step will show to the investor if the project can work in a
smomilafid independant way, from a financial point of view. It will allow the
Investor to open the dialogue with his banker in a view of getting additiomal
Tesources. ,

Iz thc.hnkar agrees,the project can be realised on that base, Zf not,

-




Z.

we have to go back to thz step 1)5)1 on *he base of the remarks of the banker,

If the new altermative passes the steps 2) and 3) above and if the
banker his not changed his mind, the pvroject can be adopted from the point of
view of the investor. He can g0 to the following step which is the introduction
of an official demand to the government for obtaining a licence and the advan-
tages of the Investment Code.

5) ZFconomic Appraisal of the Prcject.

Normally, there are the public services which will evaluate the pro-
ject from the point of view of the collectivity. That evaluation will give the
way of deciding if the project can beneficiate of the inceatives cf the Code
of Investment. Sometimes, the government will ask some modificaticns of the

project. If so, we must.gotback to the step 1) above,

Practically, for avolding long discussions with the filnancing insti-
tutioms, we can prepare 2 set of financial altermatives of the project.

Showing that set of alternatives to the banker will mrove to him that
almost all possible alternatives have been scrutinised., Such a procedure can
prevent further objecticons from the banxer,

We must add that even at a very early stage of preparation of the
moject, it can be very useful to approach the banker(s) for knowing this (their)
opinicn concerning it., If the opinion is faverabls, the rresentation of the
study when completed will be much easier. If not fa.vorable, there will be
an indication that the project must be presentad to an a.nother hariker or
simply abandoned

- @ @w o W& = W @ > -




Training Course in Industrial Project Preparation, Evaluation and
Financibg Khartounm 12 May - 14 Junme 1984,

The Financial Analysis.

The financial analysis 1s based on balance sheets which show

what a company owns (1ts ASSETS) and what it owes (its LTABIIITIES)
at a2 given poment. of its existence.

It 18 a different approach that we utilised with she Cash Flow ana=-

lysis. Thg Cash Flow Statement is Isferring to given periods ® (year, semsster
or month ).

Anyxxy, the Cash Flow apprcach can give indications = on the financial

needs of the company and on the finencial rssouxces it cen—ind. It w=2s possi-
ble to make a sort of financial planning on that basis.

The next step is ths financial analysis which covers 3 series of

techniques sstimating the financial soundness of 2 project.

Those techniques have been developed in*the banking world for the ap-

maisal of sxisting entorpriscs. With some precautions they can be extended
to the study of projects that will be implemanted in the futuze.

Pixed
Capd

Current

Assets

Structure of a Balance Sheet,
The balance shest car be presented schematically as fcllowsy

Preoperational 1 i
expenditures | i /
r v
4 ‘ o
’ Bquity “ Permanent
3 Fixed Investmenty and Reserves } Capital
3 { *
d , Long Term
Inventories r:i"oertld.ng Capitall Liabllities
Accounts receivallle l
Cash Lcwrent Liabilities |
i 1 '

The items of the Assets are classified along their availability and the

items of the Liabilities along how readily thecreimbursement can be demanded by
the creditors,

1)

Financial Ana.lzsis Techniques and Princiges.

Fixed capital must be financoed by BEquity ar Long Tera lozns (Permanent

Capdtal); Working Capital ought to be financed by Bquity or long Term Liabilities,

2)

Ratio Analysis,
@ the tasis ¢f mlance sheets a series of ratios has been developed.

Those ratiocs are useful for appraising the guarantces a company can offer to
its lender.




/t

o
They can also serve measure the financial autonomy of an entcrprise.

The most common ratics are:
Current Assets
Current Liabilities
That ratio gives a measure of the capacity of the entermrise to: .
its.. short term debts, The bankers prefer a current ratio as high as possible

but the company prefers a low current ratio because excess of liquidity or
stocks too abundant is a sign of poor management. -

- Cash Balance * Accounts recelvable

The Current Ratio: »

- - Tre Liquidity Ratio = ——
(or Acid Test Ratio) Current Liabilities
That ratio is more severe than the preceeding one.
- : - Term Debt
The Long Term Debt-Equity Ratio = Tty

which is an indicator of the financlal risk of the emnterprise.
Equity owners favour high long Term debt-e uity ratic which allows
to control a project with a2 relatively small amount of the capital,

Moreover, if the interest rate of the loan is smaller then the inter-
nal rate of retum, theequity owners take advantage of the leverage offect.
Paid interests can also be substracted from the taxation basis,
- Commercial Ratios:

Rate of Turnover =

Cost of zoods manufactured during the-vear
Value of average stock.

- Profitablility Ratics:

Net Profit
Total Assets

Net Profit
Equity + Resezves

Net Profit
Sales

General Remark ¢n the utilisation of ratlos:

At the pre-investment stage, it 13 very difficult to assess correctly
the amounts of the previsional balance sheets. This uncertainty is reflected
and scmetimes increased by tne use of ratiosm.

We advocate the use of ratios when we have to contact tankers who are
more accustomed to the approach of the balance sheets than to the approach
of the cash flow statement.
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Pood Industries in Sudan .

ANNEX 1.6

Jaze of The Puctory

Maximum

Aarual Preductjon Gavpecity

Aztusl Produation

1) YXpmsala Qnion De=

2} ¥au Poults and Tage
etablss Canning

. M™otor?

3) Znzaias Proics aod
Yazetables Canping
Factory

3} Jabancusa #42%

Products Pactary

i
!

| De~hydrsted Onion=900 tons

! a) Toaato Paste
b) Pineappis Products 144 tons
¢) Macgzo Produata 432
d) Canned Vagetablas
iacluding Zsans 1CHO
») Tomato Fasta 3240
b) Dates 1700
c) Canned Pruits and
Vegetables inclu- 1080
| ding 3cans . e
L d) Mruis Juicas 720
|
!
| o) Pruis Jams £0
i
l

%04 tons

Marimum - 611 tons (1974-T%)
Minimum - 108 toms {1969-7C)

1883=A1 « 110 tous

Marimun (All Products) - 412 tors
(1874-75)

Migimum (411 Products) - 18 *
(1978-79)

3ince re-hadilitation of this
factary aizcs 1380-81, the fact-
ory has aade 435 tons of all
producta.

Haximum 1124 tons (157%=74)

Riafwuz 39 * (1966=67)
a990-81 29 *

190 tons on Average par yedr
Maximum - 731 tons (1968 = £9)
Wiaizum - 27 * (1580 - &1)
198081 - 27 "

Xarimus - 196 tons (1567-63)
Mataum - 1.5 tons (1975-76)
2o~ 9 °

¥aximm -~ 128 tons (1379-80)
Mnoizuwa - 0.6 * {1977-78)

198041 = 34 ®

The factory has boea dneigned to manufscture some mill Products with the folloving

capicities.

f

') Spray drisd waole
ailx Powder

b) Sutter

¢) Ghee (Butter 011)

900 tons

218
12

Marimum - Jdtons (1973-74)
Maiwum - 6 * (1976-77)
Information not available

doveve> as aciquats quantity of ailk 1is not avsiladle, s the factory, it has now
svitched on to sagufackure De-hydratad Karkadeh and Gum Arabic Powders with the

followving ocacagities.

The factory can manufa

a) Karkadeh

%) fum Areabic Powder

280 tons

cture one of these two products|a

Maximuz - 22 tons (1973-74)
Ths Larkades mazgufscturing
Season was prolonged this year
Mintmus « 3O tons (1978+79)
1981-82 - w0 °

The fuctory onrly proviles
Processing Fucilities to Gun
Arabic Company and therefore
flcuru ars not anvailable.

& tiae. However in adsenca

of milk, the factory cAn work year rauad for Gum Aubic and four moaths for Karkaleh.
In thut event, Production capacity will go up for thuT tvo Products.

5) Kxiksb Sweets Pactozy,

hartoum Morth
W Aany soft Boild

'

t
Swe¢ets includin; sone !

Chocrinte Praducts,

- I o =c  Ymee

42C0 tons|The {nforsatior {3 under

ieolleaction
L




Maxizun Aatual Producticn

Name of The Factory I Annuyal Ezggggt;gg Caoacity
!

£) 2sa Sveeta Pactory,

Khartoua North 36CC tona The inforzation 12 uader

golleation.
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ANNEX 1.7

Provossls for Considerazion oy the dorld Rank

To Allccate Credit Faciiities for Develzoment and

Re-habilitation of SomerFocsi Precessing Industries in

The Public Sector in the Democratic Republic of the Sudan

The Democratic Republic of the Sudan is considered to be ane of
the best potential areas for agricultural and horticultural developmezij
this is due to the fact that land aad water, two important factors fer
such development, are available in planiy in the county., Realising =te
importance of processing and preservatica in making such integrated
development successful, one ¢f the earliest Public Corporations set up
by the Goverameant was Food Iadustries Corporatioen. It has now gzot Iive
factories under its mansgement and they are engaged in precessinz tcmate,
onion (white variety) citrus fruits, mangoes, pineapples, melorns,
different types of beans and vegetables, Karkade and Gum-arabic., A
sister organisation of the Corpcration wnich is also one of the earlisst
Corporations is engaged in processing edible o0il-seeds and it has got thre

factories under its managemznt,

Though the factories under the Foed Industries Cerperation were set
up in early sixties yet it has not been pessible to develop them further
mainly because of lack ef adequate finance 2and as a result they have new
reached a stage where 1f necessary iavestments are net amads fer thaelr
development and re-hacilitntion then some of thea will kave toke closed
down and this will have a sericus adverse effect on the progress of
food processing induscry in the country. To avoid such a situation, the
Corpoation has thought of developing agro~induatrial complexes with
some of its present factoriss as zucleus and re-habilitate its factorisse
in the Southern and ¥2stern Regions. To implement such a plan, it needs
Institutionaf flnancial assistance for next few years and the World 3Bank
is considered to be the appropriate instituation for this purpcse, Tae
Corporation therefore sutmits, in order of grioerity, the teoilowing

propesals for consideration:-

1. Setting up of Agro-Industrial Complexes

The Corporation plans to convert its existing faoctories into
agro-industrial complexes that w#ill have captive farms as well as
captive farmers, The general sequence of activities in these
complexes will be (a) To achieve higher productivity of fruits
and vegetables in the Captive Farms and in the farms of the

Captive Farmers through intrcduction of high yielding seeds,




planting materials, fertilisers, insecticides and better farm
management techzigues. (t) Harvesting at proper maturities,
{¢) Improved grading, packing transportatiocn, storage.

(d) Advisory guidance to Captive Farmers. (e) Product develcp-
ment through Research a2nd Development activities and better
quality comtrol. (f) Continucus use of better technology Br the
processing of fruits and vesetables and packing of finished
products., (g) Crganised marketing of finisned products in and
cutside the country. Some of these activitias are now carried
cut but it is planned to expand them in such a way that these
ccmplexes become focal peints of develcpment and they act as
catalysts for rural develcpment and developmernt of ancillary

industrizs in the areas where thzy are lacated,

Two such complex2s =23 indicatad telow are planned to te

set up during tze pericd 1930 - 19383,

Ae Kassala Cnicn De=-hydration Factory

This factory which is 21 export orieatednone is
situated 2t Kassala 300 x=. Zast of Zhartoum., It is equipp-

ed to make dehydrated ornion cn a commerci=l scnle, Itis
capacity is to handle SO (fifty) tons of Iresh onions per

day (3 shifts of 8 hrs each). Hcwever due to shortage of

white onions fcr export it has not been possible to utilise
fully this capacicy, ‘It is thersfore propeosed to increase
the availaoility of white onions to the factory by establish-
ing a farm of 1500 fsddans at Tajog, 20 kKm from Kassala so
that the factoery can work for 240 days in a year, As the
production will increase, it is nescessary to increase storage
facilities for raw material and fiaished product, It is 21s0
necessary to introduce meciianical peeling of onions to =zcpe
up with inereased production and improve quality arnd decrease
losses, Estimated financial assistance required to iamplement

these proposals in 23 below :-

a) Establishment & Development of

1500 acres of Farm at Tajog near Kassala, §,ca,0c0
b) Expansicn of storage facilities for 300,000
raw matarials and finished products. !
¢) Additional Machinery and Equipment, 100,800

T ———————

Total 8.800,cc0

-
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Xariema Fruits =ard Vegetztles Canniznz Factory :-

This factory is situated at Kariema in a suitable place
near the River Nile 500 kms. North of Xhartoum., It is equipp-
ad to make tomato paste on a ccmmercial scale and a few products
from citrus, mango and pulses on a small scale. Tha2 installed
capacity of this factory is tc process 117 tons of fresh
tomatoes per day (tkree shifts of 8 hrs. each) in two tomato
paste making lines. It has got its own can {(two sizes) making
line; it has also got its own generator and water supply. If
the installed capacity is fully utilised, the factcry can
produce 2340 tons of tcmato paste in 100 working days but due
to ipnadequate supply of tomatoes, it has so far been possiblaz
to make maximum 500 tons of concentrate from fresh tcmatces
and 900 tons of re-constituted paste f{rem impertad tcmato
concantrate, In order to increase capacity utilisation

considerably it is prcposed to develep Xariama Factory as

~

an Agro-Industrial Complex where growing of tomatoes ani

other raw materizls for the factery will be an imperrtant

operaticn. 1In order to divarsify productiom, it is also

proposed to set up 2 new line to process asngo, citrus fruits

and pulses.

The estimated financial requirements for these two

proposals are as celow :-

a) 1) Development of tae Farm (10CO acres)

attached ts the factory, §.260,0¢0

ii) Development of Islands in River Nile
within a radius of 100 kms from the
factory for growing tomatoes including
two power-driver rivae transport for
transportaticn of farm inputs to the
Islands and tomatces t3 the factory.

30,000

b) Setting up a new processing line for
¢itrus mango and pulses.
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Re-nabilitaticn af Fastaories in “he Southern 2 Western Zzzions
Ae PFactory irp ths aou’he:x Raericon - Wau Truits and Tez=2tables -
Canning Factory :-
This factory is situated 3zt Wau iz the Southern Region,

It is ezquippe
and products
The capacity
tomatoes gper
availability
at al
There

to make
plant.

pProcess mango

-,

develop f=zrms
srow tcmatces
agro-industri

processing mz

some 'on goin
Estimated TFiz

are given bel

(9

£3 =make temato paate cn a ccmm2reial scale

v

L
-

O

n mango and pineapple on 2 small sc=le,

the

[
th

factory is to hzndle 45 tons of fresh

day of three shifts. However, due to non-

of tomatoes in Wau Area, it has not been possitle

1l tcmato paste frcm fresh tomatoes in this

is good scope of developing this factory to
and pineapple. It is therefore proposed to
aftar carrying sut fea sibility studies to

for this fa crated
31l

pilneapple. It

and pineaprles actory as an inte

2l zlan ard inst acninery and equipment for

rzo and is also proposed to have

g' prograame td process a2neo and pineapples.

ot

5 =¢ ipplement these propcsals

-~ - § w
ancizl rsguirenen

[SL/AEE 2

a) Zstablishment and development 2f farms
to grow tcmatses and pineapgples including §$.300,cCC0
cost of feasibility studies,
b) Machinery and equipment to prccess mangces 250,000
and pineappl=zs, !
¢) For 'on-gcing' programze to procass manzo 250.060
and pineappl:s. i
$.1cco,lze .

PR
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3, Ta2ctory in thz Western Je~ion - Sak-nust Vilk Dae-hvdr-stion

™is facteory whiza is situatzd 2t Babanusa 17C0 kms

west of Khartoum is egquipped to make

de-njdr-atz31 atlk and

scme otrher zilk products. Due zo lack of ~dequafe supnly
¥

cf miix to the faciory, sprny=-dricd,

are now made in it, Trnere is ~ good
two products. It is therefcre nccess
preducticn iz this factory. In crder

'3
r
(0]
3}
L}
M
n
(9
o]
<t
L
n
r
'.‘
b
™
o
a
fo )
Pq
5}
3
[b]
n
(34
3}
w
4]
[as
n
-

srk-~de ~nrd 'Sum Ar-bic!
export markat for these
ary to develop their

to 36 so, 1 feasibilicy

re necessary nd deleczicn

The astimated

capnacitizs nd vroducts mix

Annexure 1,

r iaveloprent,

rsificaticn and rez-hazbilitation c¢f sceme 2
cted akeve are summarisced telow ;-
Establisnment of isro-Industriosl Tomplexas:

2a

2. At Kassala

e At K-riema

3
o
cr

ries in the

or
O

Re=-nabilitaticn ¢f Fac

Southern and Western Recions.

a. Factory at Wau

b. Factory 2%t Babanusa

Total

or

%]

1 8.1860,0C0

10C0,CC0

100,0C¢C

$.1103,000

arand Total (I + 2) $£.2960,0CC

2.9 miliions $.

e
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The sis*er crganisation of the Corperation that is the Cil Corp.

‘J
(7]
[
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(1]
o)
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e of edicle 2ils from cchton segeods nd

th regz2rd ta zoundnut oils.

'—4.
v

-

r
also carries out relizing cperacticns wi
Hewever, due ta lack of mult

i
i-gurpose mochinery and equipment, iz

"3

has not been possitls for this Corporation to utilise 1ts capacity

fully; percentage of utilis=tion is only 30%. The organisation
tharefore wants to re-habilitatz its facktories by installing

additional mochinery and equipment including selvent caltraction

[

pi~nts so that it can precess groung-nuts ~nd other edible oil seeds

(2]

in addition tc cotten seeds ~nd thareky incrersa c-pecity utilis-tion.

I+t con carryout such 2 3lan oanly if it gets Institulional Finoncia

zssistance from an crzsnisaticn like the %orld 3-nk. The Corporatiza

vropcs2ls for zonsideration:-

S

therefore submits the followin

15}

Ae. TJ2e-habilitation cf Africop 01l Mill

This aill is =t ¥h~artoum Yorth ~nd it hrs -~ crushiazg
c~pacity of IS0 tons of cotton seeis per day. The a-~chinaery
and equipment nave become old 2nd oksolat2 ~nd hence they nced
replacements immediztely. The Cerporntion has therefore entered
into a ccntract wicth M/S. French 0il Zisc Corgparation, Pigun,
Chio, U35A to suprly zew mszhinery and egquipment at an estimatad
cost of 9.2, million, It nas »ecome extroemely difficule for
the Corvoratian to arrange this finance.. It tharefore neads

~

asaistzance of the "orldi Bank to get this Iinnnce.

Be Re=-habilitation of the Sudan 0il wilil

i $1i established in 1 is »lsc at Knartoum Morth; its
This gil tabl 2d 1645 t Knart Merth; it

[2)

criginal crushirg capacity wnas 200 tons of cotton seeds per day,
but due to ccmplete worn-cut conditions of machninery =2nd equipmenc<,
it can ¢rush now hardily 75 tans <f seeds/day., It therefore needs
complate overhauling and the Zorporation wants to put pre-press
expellers ard solvent =xtraction plants for this purpcose. The

e

estimated investmernt is as below :=-

1. Buildings 8. 600,000
2. Machinery, Equipment ZIor

Pre-press solvent Zxtraction §.3,850,000
5. Boilers 27,000
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it nas become necassary tc install delintars so that produc-

7

tivity of the thr2e oil mills i3 not effected. It therefore

t an estimated cost 2s indicaced

%)

propes2s t¢ set up delinzers

bolow -
i Juilding - 8. 12cC,<ce

2. Macainzry and Zguipment - 900,0C0

[ 4
The total financial asziztonce meeded by the Cil Corperation

sunmarised bolcw -

Re=haoilitation of African Cil will - $.2.200 amillien
Ee=-habilitaotisa of the Sudan Cil ¥iil - 5.4.866 "
Inst=llzticn o Delinters - - 8,1.CCC "

3.7.566 aillion
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Estimated Investments, Capacities

Annexure 1,

and pProducts mix of the Factories under the Fcod Industries Corporntion

1 2 3 h 5 6 7 8 9
G N-me of Products Mix. Cnpacity (3 L ! ! 0 pUrLDPINGS
no. e Fretory chifts per day) Factory Farm factory are esident-
ial 8.
* s' B. sl
a)Tomato Paste. a)23 tons. The land At present only 20
1 | Kartema Fruits & , ] 1
Vogatables b)Canned Fruits & [ b)Very small has been acres of 1and is used; |203.506 | 948 | 256,064
een tabl includ ntit: given free it is proposed to
Canning Factory.|Vegetables 1nclud- quantitye. by the Govt.|develop 1000 acres of
ing joms. farm & 3 islands in
River Nile as part of
an Agro-Industrial
Complex.
2| Kasesala Onion Dehydrated onion 7 tons Do 20,0C0 h23,70C - 195,032
DPehydration
Tactorye.
3| wau Fruits % a)Tomato Paste. a) 8 tons
De Yoo acres of land
Vegotables Cann-|®)Mango & Pine- b) 3 tons glven free by Govt. 500,000 - 95,200
in, Factory, apple products.
W] p-banusa Spray- |Spray dried Full capacity , Do - 731,660 | 3,090 | 271,926
dried Frctorye. Karkade & Gum-~
Arabic.
Sl Kartema Dates Processed Dntes
Packing in Consumer Packs Do - - 52,000 - -
Factory.




B

10 11 12 13 | 14 15 16 17 l 18 19
Machinery & equip- Working
S T A F _F
SR.| ment including - Cnpital
{ :‘ utilities. Factory F a r m Transport (Avernce) Remnanrks
Factory Farm |Permanent casual Fermannnt Casual]l Factory | Farm
r :. . £, 1. i s, | o . :.
The casunl staff is
1 598,776 2,552 3C3 27 37 - Job, 306 15,138 f1,065,202 mainly for peeling
onion,
2| 438,574 | 1,510 205 831 - - 99,032 | 16,292 2,121,148
) ' workine Capltal is yet
i 24¢ ,000 - 319 - 92 - 12,000 - 12,800 tu be provided.
g - ~ ]
I ! b ft 6 | 2,000 242 5 12 - 287,740 - 2,509,680 The fnact wag set up
B A ’ ' T for Dehyd. *ti1k; not
is used to m-ke spray
dried Karkade P Gum-
Arabic,
s 34,000 - 25 - - - 2,116 - 190, o0
1
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Annex I.8

CASE STUDY AND EXERCISE SERIES

Iz - 32'€ - P
Rev. Sept. 1972

TINNED MILK MAR¥SET FCRICAST
MARKET 2ESTARCH CASE STUDT

Problen

This case study is based on a consultant's market research report
for a pre-feasibility study of a cropesed new factory. The
consultant ferecasted future demand by analysis of past imports.
The case raises gquestions cn proper methods of dewand forecasting
and the interrelationship with the rest of the "marketing mix".
Aporoximate workingz time: 2w hours.

Prepared by: Raocert Zouxer

Copyngit £ 1975 =y the [mternativaal 3ank for Reconstruction =ad Develop=sat
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INTRODUCTION
QBJECTIVES
To deternine if the project is sufficien’ ¥ acteraccive za jusciily
aroceecdizg with detailed engineering studies and Zinal cost calculations

3JTeparazicry fo an investment decisiou.

To answer such major questions as type of oil to be used in the
sgczastitucing process, size of can o be sroduced, size of the factory and

e :cctal amount of investzent required.
SCCP=
Product - raconstitucted Zioned aoilk, either matural or filled.
Gecgrapaical Area - Ghara and export zarkets iz 2earby countries.
Planning Harizoz - five years to 1968.
DEFTIMNITICNS

Reconscituted or recombized ailk is the =2suls of blendizg aonfacz
dry milk powder with vater and anhydrous =il fac =9 produce a product stiich
is very similar two eithler fresh or evaporated wiola 2ilk.

Filled milk is the producz zade Ircm skim ailk (reconscizuced
powder or liquid) with vegecable fats or oils added iz approxizmacaly the
same proprocion as the butzerfat removed from the ~hole zilx. The
vegatable fat may be any one of a zumber of adidla Zfacs and oils, such
as coconut oil, corm oil, stc. Zarliest availaple reporss of aduc:ic
show filled milk, maizly in hulk femm, z2roducad iz zhe Umicad

3T
<

2arly as l916. It i3 believed thac filled ailx is currsacly Sesing 27 cuced

ia szbout ten coumtries imcludiag Ghama, wnere the Ghamna Cold Storszge Jempazz

iz 2ccza is already produciag fillad wnole =ilk ané distzributizg it as Iz

as "0 miles from Accra

Tinned ailx is any Jorm of 2vaporatad or condansed =ilk which
a3 32en :acxag»d iz tia cazs, usuully of a standard size, for purjoses

4 reconsctituted £i{lled evaporated milk 3lanc would bSe 2 {avorabie
acdiziss =0 che Ghama econoamy.

Niae parts coconu: 3il the one jpart cora oil should Se used iz
the raconstictuting process.
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Production should be exclusively in the l4,35-ounce can size.

A .factory producing 17 millicn pounds per year operating on one
shift full capacity would require a total investment of & 417,584 if taxes
and impor: duties are waived, or of 3 438,043 if these taxes and duties
zust be paid, raising the working capital requirements.

A sales prices of %2.25 - per case would produce a 75.2% return
om izvasted capital if taxes and izpaorted duties are walved, or a 197 re-
tura i chese taxes and duties rust be paid. This assumes operation at full
plaat czpacity and over 90% of ine present market (l7-million-pound output,
or 390,805 cases vs. 18.9-million~pound 1963 consumption). The break-even
poinzs ara 110,8%4 cases and 177,882 cases under the two zlternatives.

Protection from import ccmpetitica by means of either restrictive
licensing or protective tariffs i{s recommended for the firsc three to five
years of production.
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) MARKET

SUHMMARY

We have restricted our market projection to unsweetened evaporated
milk for the following reasons: (1) The quite separate and distinct amarket
for uzsweetened evaporated milk as compared with other forms of liquid wmilk,
resulcing largely from its major use for infant feeding; (2) the greatly
superior keeping quality of tinned evaporated ailk in a tropical country such
as Ghana (for exaample, shelf life of this product is estimated at over
six zonths, and an opened can will keep for over 24 hours without refrigera-
ticn tf kept in a reasonably cool place); (3) the fact that this is the form
of liguid ailk to which most consumers are accustomed; and (4) the difficulcy
of widespread distribution of any other liquid milk farm. Total demand for
this unsweetened evaporated uilk Is approximately 19 =million pounds per year
(1963), and the market has been growing at an average conpound rate of approxi-
mately 12X per year. The one-shift capacity of the plant envisioned in this
report is 17 -willion pounds per vear. This is the smallest economical-sizad
plant. It seems, therefore, that with a lower price than prasent impcte
and/or government pratection ageinst imparcs, the factory should be able =o
operate successfully at capacity or bdeyond.

PAST GROWTH ‘
In view of the lack of local milk production, the official iapert

figures are considered to be a reliable estimate of the total size cf the

market. Total milkx consumption in Chana Is (1) small in relation to cther

comparable countries, (2) increasirg, and (3) satisfied alzmosc antirely

by imports. These poiants are illustrated in Table !, which shows che

imports of all forms of dry and liquid milk into Ghama from 1953 through

1963. Figures are shown both in cwt. and in kilos =z faciliczate compariscn

betwvaea the Ghana statistics and the incermational scatistics ia Appendix A.

De=z=2 Zor unsweerened avaporated ailk has grown from 67.9 cwec. in 1935 co

162.3 zwz. in 1963, or an average compound rate of increase of approximactely
12 zer ve2r. On a per capita basis, this increase has been from .59 kilos

ser zersoz ia 1955 to 1.18 kilos per person in 1963. These rates can be
czparaed with per capita consumption of other countries shown in Appendix A,
¢aparatle consumption figures of avaporate milk on a per capita dasis for

a faw selaczad countries with low whole milk coasumption are as follows:

e
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Countrv Kilos Per Yaar

Ghana (1963)

Panama

Trinidad and Tobago
British Honduras
Greece

Malaya

fhilippines
Thailand

(]

— e N O O
)

OO & &0 &~

The projected future demand preseants a favorable market situation
for establisanment of an evaporated milk plant in Ghana. This projection
{s sho'm in Table I and Grapan l. The projection in Graph |l is based only
on past per capita consumption figures. Qther considerations would pro-
bably increase demand for chis product at an even greater rafe than that
projected., Such considerations include a lower possible price for a local:
sroduct as compared with the imported variecy and the expected overall growth
of natiecnal income during chis period. The general preduct --— uyunsweezaus
evapcrated tinned ailk -~ is already widely sccepted snd its demand has 2
rapidly. Wich the introduction of a comparable product at a lower cost in
growing aconomy, and with addicional sales promocion, the rate of growth ia
demand will prabably increase even mora rapidly than projected on cthe basis of
past figures.

2
d

The proieczad per capita demand frem Crapan ! is used in
togacher with the projected population to provide tfotal grojecced de
for this product. This projection is showa ia cwe. for comparison
past Ghana figures, in kilos for comparison wizh intermational figur
a~d ia pounds for comparison wizh expected output of the proposed fa
c should be zoted that evea Ihe highest projected per capita demand
n1uzzs of 1.479 kilos Zor 1993 is conservative when comparad wicth tne
2_cczed {ntersnational figures of 1.3 to 9.4 kilos and higher. The pro-
: demand indicates a sufficient market to justify a plant of the
capacity oroposed in chis reporc.

i ¥
w

N
[
0O -
"
H
.

ZOUNTRY OF ORIGIN

Table 2 shows the imporcs for 1961, 1962 and 194] broken down
3v country of origin. Berwen 90% and 95X are from the Netherlands. This
efleczs the large percentage of the market controlled by PREAK, the major
uteh producer,

LA

Q
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SIZE OF CONTAINER

Incaerviews with importars in Ghana and import figures from U.A.C.
have revezlaZ that six-ounce caas have conzrolled about ¢Q% to $5% of the
unsweetened avaporated milk market. We aknowledged that certain marketing
sroblems may e involved in selling the l4.5-ouace cans, but we Ieel

that :the pesple will buy this size if it can be obtained at a substantially
cheapar zrizz and ft is the only size available. Ia view of the lesser
invest=eat raquired for production of a single size can, and of the aore

aconc=izal groduction cost and sales price of the larger size, we have
decided to base this report on production and the sale of only the larger
14.5-ctace cain. In the Philippines, where only the larger size can was
produced, there was no diffizulty in inducing consumers to change from
the smaller can which had been previcusly imported.

COMPEITITION AND EXPECTED MARKET SHARE

Ghanaians are known %o be bhrand conscious, as is witnessed by the
large share of this market traditionally occupied by PEAK ailk from Holland.
This gzives us reasaon to doubt that locally nanufactured amilk would be 3ble
to compete successfully with this established brand without a substantial
price advantage. The reason for this doudbt is increased by the necassizy
to produce only the larger size caans. The required price advantage can be
attained in part by the lcwer costs invelved in local manufacturing, but we
feel that either protective tariffs or restrictive import licemsing «ill
also be required for at least the first three ta five years of local zanu-
facture in order to ensure successful market acceptance of this anew product.

Prior to the introduction of this new produzt, the new company will
have to coanduct market surveys to detersine the name of the aew groducsz and
its acceptability at various market levels. During the early geried of
intreoduction, an extensive advertising program will 2e raquired tc davelop
the new company’s brand image and to guarantee narket acceptance of he new
product,

government should ansure that the local product does act tise
11 in quality while the government is providing a praotectad

t 1s expected that local production will £it iato the normal
distriducion syszem in place of imports. Sales would be made to present
imporsars and ocher wholesale dealers., It is also expeczied that the new
company would make a substantial effort to expand the distribution syscem
to better teach all points of possibla salaes and thereby accelerate the
increas{ng demand for this product. This expansion of the distribucioa svscen
and the praviously mentioned extensive advertilsing program are reflected
in the Advercising and Miscellanegus Sales Expeases section af Table 16,
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PRICT AND MAGINS

The nroiection iz Tabdle 1§ is based on sales srice at the factorv aqf
per 45-can case, or 0.046875 per can. This sales price was derived ip an
attemcs o provide a lower price than the present import price of
22.9 per case, or .06042 per can, and scill zllovw a satisfac.ory rerurm
cn izvesszscc o the aew plant. Ia addition to an attempt t2 Droacen the zar-
cet, the lcwer arice is justifiad by the lower ccst of raw z:acerials used Ia
RS

.
lad =ilx.

?e feel that it may be necessary, in order to gain zmaxiznum assist-

azca Itom t distzibutors iz promoting tiis new producz, 0O achv the same
a=ouzz of :atg-n on this new product as is oreseatly beiag appliad to Izrports.
This srocedure would result in a pricfag structure wnich coapaces 31:& the
orasan: priciag structure as follows:

Present Pricing Structura

I=zorz whalesale Recail
Per Can .06042 .36542 .07083
Par Case 32.9 ¥3,1375 3.5
Margin Per Case 0.2375 0.2625

Factarv “holasala 2arail
Per Can .046875 .053167 .05833
Par Case 82,25 ®2.& %2.73
0.2375 0.2823
TICRT MAKET
The imgports of unsweerenad avaporated =ilk in countciss adiacge=z:
n2 5Shana are listad {a Table 3. It acpears tha: suostancial markets axSst
i~ -hesa zgunt=ias and that these nariercs will grow rapidiv, Sut lacal
fzzzisries 1ay displzace izperts iz 2uch the sace Ranner as s aow deizg
zs=siders4 i Ghana. We f2el that che umncertainty of these markets ore-
vaz sheir iaclusioca in our forecast of cthe pocential =arkec Zo- the Ghana
iz acw Seing considerad. The possibilicy of developiag zhese exger:
) = 3 should be kept ia mind, however, and an atiempc siouli te zade o
é p them to whatever exteat is possidle, '
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Table 10

ESTIMATED PROFITABILITY {

SALES
390, 805 cases @ L2, 5/- per case

VARIALBLE COSTS
Raw Materials
Direct Labor

Utilitics
Advertising and Misc, Sules Expeunse
Sab-Total

FIXED COS5TS

Persannel, Indirect and Administrative

Rent, land

Profuessional recs

Misc. Supplies and Expenses
Interest

Depreciation - Equipment
Depreciation - Building
Maintenance

Elcctricity Fixed Charge
Amortization of Start-up Costs
Dircctors! Fees

Source

‘Table 7
Table 11
Table 12
Est,

Tahle 11
‘Table 8
Est.
lest,
Table 13
Table 9
Table 8
Tuble 9
Talile 12
Tuble 15
Est,

Nel Profit Before Tax (Asswine § years tax free)

Tax @ 15%
Net Profit After Tax

Equity Investment

Rate of Return on Equily

Taxes and Import
Duties Walived

Taxes and Import
Dutjes Imposed

1879, 311
1620, 840
2,628
2, 500

34,000 659,968

L.219, 343
L 13,048
600
300
1,000
16, 707
15, 505
4,000
7,753
960
1,372

1, 000 62,245

L157,098

1208, 842

5. 2%

1879, 311
L1701, 590
2, 628
2, 500
34,000 740, 718 |
L1348, 593
ry
|
1 13,048
600
300
1, 000
17, 522
15, 505
4, 000
7,753
560 ‘
1, 389
1, 000 63,077
L 75,516 & o
_33.582 -
L 41,851 ¥ o i
b alodd o |
f’ 'Q9

.m.
\

L214,022

ju% s

S e
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Table 3

IMPORTS CF UNSWEETENED CONDENSED MILK
- (ccnverte=d to pounds in weight and & in vaiue)

1961 1862 1963
Uszer Vaita
Guantity 3/ ’ 354, 944 954, 600 1, 430,798 7/
Value 4/ £ 19,731 i, 66, 485 £ 72,3657/
Tcga 1/
Quantity 3/ - 1,574,099 2, 043, 092
Vaiue 4/ - £ 75,753 t, 89,788
Ivorv Coast
Quantity 5/ 7,560,008 4,850,197 -
Value &/ £ 444, 940 & 272,271 -
Dancmey 2/
Quantity 3/ - - 793, 663
Value §/ - - . 42,390

Condensed mulk of all kinda.

Imported {rom France oniy; includes evaporated and condensed miix
and cream.

Metric tons mulitipiied oy 2, 204,62 (1 mt = 2, 204,82 b.).

T.CFA divided by 621.18 ($1.00 = 246,85 F.CFA!}, rounded to nearest
Xz multiplied by 2, 204622 (1 xg = 2, 204622 1b.).

divided by $2.80 (1 £ = $2,80).

leyen months.

18
— e

|..;|f-|

3
=

1= o

Sources: Upper Voita - Bulletin Mensuel de Statistique; Togo - Bulletin de
Statisticue; Ivory Coast - Statisticue du commerce exteriesr de ia
[ Cote d'lvoire; Danomey ~ Commoditr Trage Staristics (United
Nations).
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ADVANTAGE OF FILLED MILX

In -scme situations, especially wvhere the couantry concarned has a
surplus af soze acceptable type of vegetable oil such as ccconuc oil, for-
eign exchange can be couserved aad the selling price of the milk reduced
by subsi:iizuting vegetable oil for anhydraus milk fat. The rasulting pro-
duct, wnich i{s similar to evaporated whole milk ia Soch rascte and autritioa,
is callad Zilled amilk.

Ghana’s supply of coconut oil lends ZLtself to use in the manufac-
ture of this product. Not only is foreign exchange ccaserved, but a less
expensive precduct is produced. As seen in Table 4, the United States CCC
exporz sales price of butter 1is now about $.35 per pouad, or 0.125, and
siace butzer is only abour 80% anhydrous zilk fat (butter oil), the orice
per pcund af sil would be about S.44, or 0.15833. It must also be motad that
freight and handling would have to be added to this price in order to get
a2 landed cost in Ghana. In contrast to cthis high cost, faterviews ia Ghana
have shown that refined coconut oil is available on the Ghana marketr for
about 5 28.5 ver 44 gallons (imperial), =r about 0,037083, or $.20, per
pound. This amcunts to a saving of Q.85%L7 per 9.8 pounds of oil required
for 100 pounds of =milk output, or 53%.

A combinazion of one part corn oil with nire parts c<sconut oil
was found to be the best ¢il combination in the Philippines. We feel that
a similar comhination should be utilized in the Ghana preduction. Table 5
shows that the cost of corn oil Is also less thar rthat of buzter oil, wit
its most receat price per gound being about 3.19,
ation to Ghana,

s o

The nature of the markers and end-uses of filled ailk
that for evaporated whole milk. - This aew product will be compe
and, hopefully, displacing the presentl; imported evaporatad wi

s §
O
e
1
3]
I

]

For all of these reascns, we belive that the produczion ia
of reconstituted unsweetened evaporatad amilk should He 2 :
than 31 whole milk, using both coconus cil aad cerm oil,

"o\
n 6)

RAW MiTITIALS .

As noted above, it is proposed to use locally available vefined
cogcznus oil and imported corn oil as the oil < -ponents of this milk.

Unized

r australia
nz, it is

nfaz dry milk A
ted Staces.

Yonfat dry =milk would probably be imported from th
zlzhough Comzonwealth countries such as Mew Zeal

sc Ye able to supply some or all of this requiresme
iag 29 note that the world supply situation Zor no
that even Holland is now importirg 1i¢ from the Unf

FE )
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The st2adilv rising tresd of U.S. prices for aonfat dry aiik is stown in
Tatle 3. The =ost rcecen: ‘ce at which this oraduct is avzilable is about

§.13, ¢r 0.Q5417, per pouad. It is “ikely that this orice trend will continue
ugwvard. This is hecausa U.S. supplies are presenzly limiced, the daicy pro—
ducing ara2as are intensifving their sressuras so the government Ior Iacreased
d2izr 2zize suppor:ts, 2nd also decause it Is not expectad that the govern-
sexz 2x90:% subsidy (PIX = payment Iz kiand) progrzm -1ll be <Te2iastated inm :he
fuzuzs zz subsidize any reductioun ia expor: prices Ifrca che higner support

-l -

2
-,

The desired vitamin addizives would also bYe izmportad. The exact
Tecuiraneacs wauld depend on =edical research co detaraine grecise zeeds in
Ghiaza, The cost would be aimor in any eveat.

There ars 20 companies iz Ghana row able to sucply cthe type of czus
equired for this milk-sroducing operacion. The cost of equipment to produce
14, 3—ounce sanitary-~top cans used in the pronosed plant is too high (inm

the area of 3 143,000, TAS Yew Yark) tgo be supportaed exclusively by this
size =ilk factoary. Initially, cthersfore, the tin cans could z20st ecoucmic-
ally be izported. The nearest factary is in Nigeria. There are saveral
faczories i{x Gaang thac mav soon e able to supply the necessar» cans.

Labels could je priated in Gharma at a2 very small <aosc.

The amounts and casts of the vaircus zaw matazials raguirad arce
summarized ig Tahla 7.
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Tuble 6

U.S. PRICE OF NONFAT DRY MILK

Payment Rates Under
Anncunced CCC—/

2/ Payment-in- ifmd

Pericd or Date Export Sales Prices— Progran,-
July-Sept., 1962 6. 12-6. 21374/ 8. 13-8. 253/
Oct. -Dec. 6.22-6.35 8.22-8.91
Jan. -Mar., 1963 6.29-6., 35 8.84-8, 90
April-June 6.33-6. 40 8.78-8. 85
July-Sept. 6.40-6, 47 8.73-8.78
Oct. -Dec. 6.46-7.10 8.08-8.73
Jan. -Mar., 1964 7.10-7,57 7.80-8,08
April-22 May 7.990-9.25 6.13-7.75
Augustg.lgs‘t 1.00-2.95

2 Sept. 82

As of 10 Feb. 64, the U.S. Department of Agriculture support buying
price for spray nonfat dry milk, U.S. Extra Grade, is:

Bags without tape 14. 40
Bags with tape 14.60

In view of the halted PIK program, export sales for at least the near
f::2-2 must be expected to be for at least this minimum sugport price.
Thareiore, for the purposes of this report, an average price of 3.15 is
usad.

/ CCC = Commodity Credit Corp., an aifiliate of the U. S. Department
griculture.

ource: U.S, Department of Agriculture,

U.S. cents per pound,

F.A.S, basais, other-than-Pacific ports.

/ The las!t PIX export gzles registration accepled. No more are
planned {or at least the near future,

jnl ety Q) —
g




Table 7

RAW MATERIAL COSTS

) Assuming Import Dutiecs Waived Assuming Import Duties Imposed
Amount Per Hundred Cost Per Hundred Tolal Cost at Cost Per llundred Total Cost at
PPounds of Finished Pounds of Finished Annual Oulput of Pounds of Finished Annual Output of
Item Product Product 17 Million Pounds Product 17 Million Pounda
Milk Constituents:
Nonfat dry milk 18.3 b, £ 1.144 1/ 1 194, 480 1, 1,296 2/ $, 220,320
Coconut oil 8.8 1b. . 623 3/ ' 105, 910 . 623 3/ 105, 910
Corn oil 1.0 1b. .063 4/ 10,710 .079 5/ 13, 430
Total . 1.830 1. 311,100 1. 1,998 1. 339, 660
Cans (14.5-0z.) 110. 345 cans 1.534 6/ 260, 780 1,841 7/ 312,970 '
Shipping cartons 2. 299 cases . 288 g/ 48, 960 . 208 8/ . 18, 960 &
)
Total . 3.652 }. 620, 840 4,127 i, 701,590
_l_l * Imported from USA at §.15 per pound plus $,02 per pound freight and handling, or a total of .0625 per pound.
_Assumes present import duty of L 1 per cwt, would be walved for this project.
2/ As in footnote 1, but includes import duty, or a total of .07083 per pound.
g/ From local supplier at L. 28.5 per 44 fwperial gallons, 9.21 lbs., per imperial gallon, .07083 per pound,
4/ Imporicd from USA at $.15 per pound plus §.02 per pound freight and handling, or a total of .0625 per pound '
Assumces import duty of 25% waived for this project, g
_El/ As in footnote 4, but includes import duty, or a tolal of .07917 per pound.
G/ lmported from Nigeria at estimated cost of ,01390 per can plus shipping. Assumes present 20% import duty
waived for this project.
7/ Asin footnote 6, but includes import duty, or a total of 01668 per can, g{:‘,
8/ From local supplier, 48 cans per carton at 125 per carton, . \’5\} |
= n ,
1]
LG/

74



APPENDIX A-1

PER CAPITA CONSUMPTION

WESTERN HEMISPIERE, 1959-61 1/

(Kilograms per year)

£-5218-2
Rev. Sent. 7¢

Country Whole Milk Skim Milk Drv Milk Evaporated Milk
Canada 189.1 - 3.6 8.3
Argentina 81.6 - .6 .4
Bolivia 9.8 4.0 3 .3
Brazil 52.9 1.8 .5 .3
hile 89. 4 5.3 2.2 .1
Colombia 55. 2 3.2 .7 -
Costa Rica 94.4 5.1 1.7 .8
Cuba 93.6 4.0 .1 1.0
Ecuador 62.3 3.2 .2 -
Guatemala 24.7 5.0 .9 .3
Haiti 8.4 - .3 -
Honduras 21.6 1.6 .9 -
Mexico 70.2 1.0 .3 .3
Panama 16.8 - .9 4.7
Peru 22.4 4.3 .3 .4
Trinidad & Tobago 18.8 - 4.7 9.4
Venezueia 9.6 8.7 6.5 .4
British Honduras .4 - 2.7 20,9

fee

Scurce: Food Balances for 24 Countries of the Western Hemispnere,
:359-61. Foreign Regional Analysis Division, Econcmic Researcn
Service, U.S. Department of Agriculture.




Countrv
—————

Austria
Sel-Lux
Denmark
Irance

W. Germany
Netherlands
Norway
Sweden
Switzerlarnd
U. K.
Greece
[taly

Spain

APPENDIX A-2

PER CAPITA CONSUMPTION
WESTERN EUROPE, 1959-61 1/

(Kilograms per year)

N

.17,

IzZ.5218-7
Rev. Sept. 79

Whole Milk Skim Milk Dry Milk Evaporatad Milk

165.8 11.2 .4 .4
101.9 8.0 2.6 2.8
135.2 37.4 - -
1035. 86 - 1.1 1.4
105. 4 10.5 1.2 7.1
121.8 45.1 .8 7.5
183.4 7.6 .1 1.9
152.3 33.3 3.2 .3
178. 7% 2.7 2.4 1.3
148.3 - 2.0 2.5

45.0 5.8 .5 2.4

63. 4 - .2 .3

59.8 - .1 1.1

1/ Saurce: Food Balances for 1§ Countries of Western Zurope, 1353-31.
Foreign Regional Analysis Division, Eccaomic Researca Sexvize, U.S.

Department of Agriculture,
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APPENDIX A-3
- : PER CAPITA CONSUMPTION
FAR EAST AND OCEANIA, 1959-81 1/
{Kilograms per year)
Counsr~ Whole Milk _2_/ Dry Milk Evanorated Milk
Burma 16.2 - -
Ceylon » 8.9 1.2 .9
India 48.5 0.1 -
Indonesia 0.3 - 0.1
Japan 15.6 0.5 -
Malay 2.6 0.3 7.4
Pakistan 45.0 - -
Philippines 0.9 0.6 1.9
Tailwan 0.5 0.2 -
Thailand 0.3 0.1 1.8
Australia 137.0 3.3 4.0
New Zealand 209.6 4.2 3.3

1/ Source: Food Balances for 12 Countries in the Far East and 2
Service, U.S. Department of Agricuiture.

2/ Economic Research Service estimates.

<
1959-61. Foreign Regional Analysis Division, Zconomtic Des2arel

~4

W
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APPENDIX A-4

PER CAPITA CONSUMPTION
AFRICA AND MIDDLE EAST, 13958 1/
(Kilograms per year)

Count=v Whole Milk 2/ Country Whole Milx 2/
Algeria 41.9 French Eq. Af. 33.9
JOF o+ 20.0 French West Af, 10. 4
Zthiopia 66.7 Ghana 7.0
Libya 14.3 Guinea 6.6
Jlorocco 64.3 Xenya 30.5
Tunisia 49.7 Liberia 3.1
Sudan 17T.5 Nigeria 9.3
Angola 6.4 Tanganyika 33.8
Bel. Cango & R. U. S.6 Togoland 1.8
Cameroon 2.3 South Africa 81.5
Rhod. & Nyas. 18.1

L/ Source: Fcod Balance, Calendar Year 1953, Foreign Regional Analirsis

Division, Economic Research Service, U.S. Depariment of Agriculnure,

2/ Cow'g, sheep’s and goat's milk. I[nciude the wnole milx squivalecz: 27

canned and dried milk; dried wnole and skim miix oot separataly szeciiied,
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CASE STUDY AND EXERCISE SERIES

IE-5218-5

Jun 76
TINNED MILK HARKET TORECAST -
Market Research Case Stugy
Tas mzjor issue in this case is whether the Naticnsl Investment Zank

hould tromcte a factery to manufacture unsweetened evapcrated tinned milk.
zn zrrive at any decision, we cave tc analyze the consultant's
see whether its findings are rezsonasble. We can alsc improve
5 with more rigorous methods for foreczsting demard. I
world alsc useful to check the rea cn;bleneas of the consultant's forecast

e first look at Grarh 1 which trojects future demand. This grarh is
very simple and the trend line is an eye-fitited rough estimzte. fnotner
methcd ¢f forecasting is by a simple regression lirne.

Craph 2 and Gragrh 3 show the trend of rer capita eccnsams
the use of regression aralysis. Gracn 2 éiffers from Crarh 2
Grsph 2 projects the trend by leaving out 1961 data wneresazs i
1961 cdata is included.

it first glance it locks as if the 1961 figure is
T -

this is the case it should te left out. Hewever, on
resezrch, we discover taast 1562 and 1363 figures were &
Chanaian Government introduced import and exchanze rest
correct hzlance of payments deficits. In thisz case %
figires in our regression anelysis.

crie ster further, we should do a regression znzlysis excliding
; , fizires, This is as shewn in graph L. ;.is would te the case
17 we zslieve that the main reascn for cut-back in imports of milk in 1562 and
L5CI we meert restrictions., In this case if milk was
v : mana wotld te higher than actuzlly imcorted. -
in making this analysis sspecialily if we trolsct
36 we may get an unreaiistic ligure.

In ilcoiking at the ?
tras 13702 and 1963 resu
incressing curve ralher
cirve on Tiain grarh Tager wo
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Although it is cheaper to buy in larger size cans scme consumers
may o2 so poor that they cannot afford to lay out a large sum of money
at a time to buy the bigger can. Also, milk cans once cpened cannot be
kapt <00 leong withoubt refrizeration. Hence scme consumers may nre---
Lo buy smaller cans. Unless imports of 5 o0z. cans are totzlly banned
it is likely some consumesrs will continue to ouy imported milk even .
though it may be cheaper on a per 0z. basis to buy locally vroduced
milk. I this hapoens the demand for locally produced milic will be
less zhan projected. The project, however, would be basad on tne

anninz of imports.

2. Tae consultant also assumed filled milk will be equally
asz27%tz20le TO the cousumers even thouzh it will taste different.
Tuziigy-wise it may be the same bui vary ofien consumers are not that
razismzl in their thinking. Psychologically ‘“ea&:tg they Zend to
rasist changes and may therefore have negative fselings ftowards filled
eTzgoratad milk. A survey would have helped vo gzugs the consumers'
f2elinzs. On the other nand filled milk will reduce ﬂholesterol
in the2 diet because it replaces animal fat with vegetable oil.

3. In esstimating orofitability, the consuliant estimated advarti-
sinz and sales expenses to be L% of sales. This seems to be on the low
ide. In launching a new product, there needs to be innensive and
extensive advertising to maxe the pesple aware of the sroduct. The
sroduct also neads to be odromoted through point ¢ sale displeys, cenis-
off coupons and samples in order tc get the consumers %e tiry the sreduict.
To encourage 4isiributors to carry and push the vrocducth, mors salesmen
must be enploved. Contests for distributors can also be Teatured.
Hence when a product is launched initially it is bebter to target
advertising and sales expenses at a certain amount rather
vercentage of salas. This is because sales inizizlly are

e Sl -~

The consultant recormends a single shift, 7 million "
Ycwever, this would be insuificient if demand 1s as ’orecaa:e: The
consultant should also have looked into the sxport markst.
o ne potential f{or export especially to the neighbouring
hzva a small oouu_atlon and cannct support a milk plant ik
Zzrz2 2nough size to be 2fficient. More invessigastion in
25 =2 be sarried out. I7 needs be, a3 second snift

c
znzlysis needs Lo be done on tLe cests of adding a sec

Yo zstempt has been made by the consulizali toO segment the markes
for milk, There apvesr to be ¢ distinct market

a
S. .

3. 3BDary feedins

5. AS a complemeni to beverages (t2a, csffse, etc.)
c. Ccoldng

d. Bakeries
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UHNSWEETEIED ZVAPORATED MILX

(022 - *20)

Toual Consumpiion (cwt )

o

2wu2l  {Imzers Siabistics)

Pam N
L +
Oy N
- -
-~ n
ON N
AT ul
~—

/\
[AS]
(8 2Y
=
b

239,550
("24,509)

(52.°%)

%4 Tiflzarance
@ zz= {PDa-waggi lvsis Using
Forecgst i Pegrassion Analysls Jsing

all Datz-Table 3)

261,119

i e e =




PER CAPITA CONSUMPTION

(02.)

Comparative Data

. e e = e ——— e

Year Actual Contultant's Estimate Regression Analysis Ropression Analysis Regression Analysis
(without 1961 data) (all data) (without 1962 &
e 1963 data)
1955 20. - - - -
56 22.63 - - - -
57 27.317 - - -
58 29.23 - - - -
59 3417 - - - -
€0 3h.93 - - - -
61 93 - = - -
62 .16 - - - -
63 W .67 - - - -
6l - Wbty he .97 h8.2y 53.60
65 - h6. 1% he.72 51.27 57.L5
66 61.1 8. 30 1.0 51,.30 61.23
674 61.96 G0.2y Gly.2h 57.33 65.04
&0 g Tt.97 “:;ie_._un o J _,.__4____'{_6_",).9_.-, N £0.37 66.85

#Potal Consumplion (from Import Statistics) divided by Population Figures (froam 1970 UN Demographic Yearbook)

65




Year

e e

Actual

\()1;1;

67,90
16,549
95,014
00,126
12);, 960
131,130
V16,920
162,616
168,914

201,90
R NS

36, 599

TOTAL CONSIMPTION  (CWT,)

Comparsbive Dala

Consultant's Estimate

166, Yy
199,520

Yy N
),L’r‘.’{)

on
LI LN

REVINSUS)

Repression Anal ysis
(all data)

TABLE 3

Repgreasion Analysis
(without 1962 & 1963 data)

194,210
208, LEO
222, 680
236,899

251,119

210,816
227,460
2L, 104
260,748
271, 392

¢

09
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