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CHAPTER I

INTRODUCTION

Purpose
The purpose of this thesis is to determine the

feaaibility of a ball-point pen faotory im Lebanon, by studying
its mafketing, technical ocoast, and finanoial aspectay to help
the entrepreneur in deciding about its feasibility according to
his particular situation and the other alternative investmeats

available $o him.

Justification

"The trading, banking and exchange aciivities that
have brought Lebanon to its pressnt position seem dalfined io
rather aavartulimitations through political and economic shanges
in the surrounding Arab world.“l It is therefore the role of
" the entrepreneur and the govarinenf to introduce something new
to the Lebanese sconomy to justify their prime role as agents of
economic devnlopmant.2 In what other sectors of the economy

these new inveatments have to be oreated since lebanon can no

Yusur Sayigh, Entrepreneurs of Lebanon, (Cambridgs,
Massachussets: Harvard University Presm, 1962), p. xii.
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more count on the serviocea sector? Priority must be given to
the industrial seotor beocause it is the only sector which eould
achieve a balanced economic development in spite of the
limitatione in the market potentials and the soaro;ty of natural
resources. The reasons behind this primordial role to be givsn

to industry will be explained fully in Chapter IT.

Moreover, to promote this important seotor of the
economy, new inveaiments have to be made by both the private
and publio pector; which reguires studies and research in order

that these new projects be schieved on a sound economic basis.

For these reasons, the writer chose this topio in
which he will try to show and study the steps that should be
followed in deociding about any project in general, and about
this project in partioular. In this respect, any entreprsneur
will decide to undertake or rejeot this project acocording to

his phrtioular situation and the alternatives available.

Methods of Remearch and Prementation

This thesis is wostly based on data obtained
pareonally'through correspondence with companies and factories

in Burope about the establishment of & ball-~point pen factory

o mrp—
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in lebanon and through a questiounnaire distributed to the
consumers of ball-point pens in Lebanon. Tﬁaae data were
supplemented by published material mentioned in the bibliography,
by personal interviews ér conaumers and marketing agenoies, and
by interviews of Lebanese industrialiats about new investiments in

industry and the future of such investmenta.

Chapter II reviews the growth of Lebanese industry and
the importance of fﬁa industrial seoctor in fha development of the
econowy. Chapter III presents a market survey ef ball-point pen
consumption in Lebaﬁbh. Chapter IV disouasem a technical atudy
about ball-point pen production. .Chapter V preaents a study of
the total costs of tha project and a situdy about the costs of
unita of production. . Chapter VI disousses the financial aspect
of the project to determine its finanoial feasibility. At the
end of eaoh ohapter, a section is devoted to the problems faoing

the project and the suggested solutions 4o solve these problems.

Scope and Limitationa

This theais inoludes a market survey of ball-point pen

oonaumptioﬁ, a cost and technical study, and a financial analysis. .

The limitationas arise in the market study in relation to the
ﬁcouracy of the results obtained frowm the guestionnaires

distributed to the eonaumera, To judge the acouracy of the
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enswera to the questionnaire, a oross-oheoking method was used

scoording to standard prooeduras.l This ﬁathod tended to
reduce the probability of error in the results of interviews,
and to locate the answers where consumers do not reply
sincerely, but did not eliminate the poasmsibility of errors due
to a tendency on the part of the consumer to distort the
résults., Furthermore, a sample chosen may not be striotly
representative of the Lebanese market. Thias limitation was
remedied by dividing potential oonaumers.in several market

segments where their bPehaviour ia nearly the aams.2

lhefor to Appendix, p.77-78.

2Bafar to Demand Analysis, p. 2%.
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CHAPTER II

THE INDUSTRIAL SECTOR AND THE LEBANESE ECONOMY

Lebsnese indusiry, which ranks third among other
contributing sectora to the national income after trade and
agriculture, has to play a more impbrtant role in the future duye
to the struoture of the lLebanese econﬁmy. Before showing the
reasons behind giving industry this increasing importance, a brief

note on 1ts evolution and growth will be presented.

Evolution and Orowth

The politioal situation of lebanon, before World War I,
wae not favourabl? for the growth of industry. Before that
pericd, industry was limited to handicraft in activities su&g as
8ilk and wool weaving, soap factories, broderiee, winoteries, etc.
During the pericd between 1918 and 1943, when the politiecal
gsituation in the Middle East was favourable for the growth of
industry because of the custom union between Hyria and Ledanon,
the mandatory government did not encourage national industry.
In apite of this lack of interest in the local industry on the
part of the government (g0 that it would not compete with the

French exports to the Middle Bast), this sector was stimulated

-
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during the Becond World War period by the shortage of imports
from Burope and large expenditures by the Allies trcops. Thie
inoreassing demand om looal production enabled the Lebanese

induatry to work at full ecapacity. '

Industrial development ocontinued to grow at a wmarked
rate aftar'the war until the ending of the customa union hetween
Lebanon and Syria in 1950. The following coniraction of the
iocal mgrket'deoroascd the rate of growth of industry srnd created
marketing prodlems. After 1950, the inoreasing population and
standard of living cowpensated for this substantial loss in the
local market. Between 1950 and 1960, ihe share of industry in
the national product inoreased from 141 wmillion Lebanese Pounds®

%o 214.8 million.? The relative inorease or_oth;r sectors ocan

be meen in Table I.

Iuportance and Future

The economic struoture of Lebanen is unigque. It is

oharacterised by an overdevelopment of the tertiary sector

IEtude préliminaire sur les besoins et les poasihilités de
développement au Liban, la Population et ses Revenues, a
repor$ prepared by the Institut International de Recherche
et de Formation en wvue de Développement Intégral et
Harmonisé (I.R.F.E.D.), Beyrouth, 1960, I, 2~B-10-11,

2

Le Commerce du Levant, April 15, 1962, p. 20.
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{ commerce and services) and an underdevelopment of the primary

sector (agriculture) and the secondary sector (indusiry). The
tertiary sector is contributing 3/5 to the national income and
the other two sectors 2/5. The féllowing table shows the
development of the diffarent.aectora' contribution to the

national inocome during the period 1952 - 1961.
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The yearly rate of growth of the national income as

it is nhowﬁ in Tahle I has been 4.3 perce#t during the period
1952~1961. Thué, for a yearly demographic increame of 2.3 per-
oent, the net inocrease in the national income would be 2 percent.
This experienced rate of growth ia not asufficient to achieve the
éeaired economic development. As it is generally accepted, the
naf rate of growth of the national income muet be at léast

3 percent for any country which desires to achieve a well-
balanced aconomioc devslopnant.l Thue, if Lebanon wants to
increase the standard of living of & growing population, to
§chiavu a progressive egonomic development, to eliminate
unemployment, and to oreate new work for an increasing labour
force, the rate of growth of the national product must ﬁa more
than 5.3 pereent. If Lebanon ocan find the neooaaari investments
to inorease_its national product from the experienced rate of
4.3 percent during the period 1952-1961 to the desired rate of
5«3 percent, the economic development of the ocountry can be
schieved. But, if new inveatments are noi properly allocated to
the different sectors of the sconomy as they shouid be, and not
a8 they have been in the past decade, this desired rate of growth
will not be able to solve the employment problem nor to achieve

a well~balanoed economical atructure.

i

Le Commerce du Levant, March 15, 1962, p. 32.




During the past decade, Lebanon has experienced the

following #nnual rate of growth in the different sectors e¢f the

economy shown in Table Il.

TABLE 2

AVERAGE ANNUAL RATE OF GROWTH
DURING THE FERIOD 1950-1957

Industry - 3.65%
Agriculture 1.18%
Transport 10.04%
Services 1.15
Conastruction - 0.3
Administration 1-75%

Sources "Moddle de ocroissance globale pour 1'économie
libdanaise", Le Commerce du Levant, (Maroch 1962),
P 2. - - e .

The following argument is often disoussed in relation
to the aoohomyl If Lebanon has experienced during the past
decade & period of pfoaperity, why nqt leave its economio
structure as it has been in the past; why divert new invesiments
from the tertiary to the primary and eecondary sectors of the
sconomy? The general answer to that argument is that lebanon
cannot ocount indefinitely on commerce and servicems because these
sactors are sasily affected by politiocal situations and
international fluotuations. This riek which can distort the

balance in the economy, can be hedged by encoursging the other




seotora, espeoially industry and agrioulture, which until now

have not been given the encouragement they mexrit.

What economisc etructure Lebanon must adopt toc mchieve
the desired objective? A etudy on the growth of the Lebanese
National product has been advanced by the I.R.F.E.D. Mission,
adopting a 5.3 percent rate of growth. Thie study which is
based on estimates, due to lack of necessary statistios, shows
the investmenta that should be made in each sector, and the new
enployment oreated by sach aeofor acoording to a stated rate of

growth. The study is summarised in the following table.




TABIE 3

EYPOTHESES OF GROWTE OF THE IEBANESE NATIONAL INCOME
FOR THE PERIOD 1960 — 1975 .
RATE OF GROWTH 5.3% ANNUALLY

£ ot ‘ Noew
Natiomal Investment
Sector Product é;:::i Ooszgizzznt . Needed
1960 19715  1960-1975
Million LL.
Agrioulture 15.8 34,3  7.00 2.0 947.6
Industry 12.6 27.3 T.00 2.7 1,020.1
Construotion 2e7 5.9 4.00 2,0 T3.6
Lodging 9.} 20.2 4.00 10.0 1,269.0
Traﬂaport 5-3 1105 6.00 300 ) 378-6
Commerce 31.2 61-6 4.00 0.4 170.4
Finanoe 601 13.2 4.00 0.4 3303
Public Adminis-
tratiou 102 15.6 5025 - -
Other Services | 9.8 21.2 6.00 0.4 93.4
Total 100.0 216.8 3,986.0
Source: '"Modtle de oroimmsance globale pour l'économie

Libanaise", Le Commerce du Levant, (April 1962),

P 20.

PR
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TABLE 4

HYPOTHESES OF EMPLOYMENT INCREASE FOR THE PERIOD 1960-1975
RATE OF GROWTH OF THE BCONOMY 5.3% ANNUALLY

Sector Empi;g:ent Empig;gent E?ﬁi:ﬁ:;ft-' Initial
: Baployment

(000) (000) (000) (000)
Agriculture 220 297 11 35
Induatry 54 112 58 147
Construction a3 44 11 33
Lodging - - - -
Transport 24 43 19 8o
Conmerce ' 53 T2 19 _ 36
Finanoe 2 3.7 1.7 85
Public Administration | 16 20 4 25
Other Services 48 86 . 38 19

Total . 450 677.7 227.7

Source: 'Modble de oroismsance globale pour 1'éconcmie Libanaise",
Le Commerce du Levant, (April 1962), p. 20.
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The study has been made for the period 1960-1975 and
a rate of growth kas been allocated to each s;ctor of the
sconowy, emphasizing the industirial and agriculiural seotors by
giving them an annual rate of growth of 7 percent instead of the
respective rates of 3.65 percent and 1.18 parcenf experienced
previously. The potential employment will increase from 450,000
in 1960 to 677,000 in 1975, thus oreating 227,000 new jobs in 15
ysars. This is asufficient to cover the needs of the inoreasing
population and to solve a part of tlhe preseni unemployment
problem. Had the rate of growth in the different seotors of the
economy baén'kept a8 it was in the past decade, ithe new

employment oreated would have been far below this figurs.

Could the rate of growth imposed on 1nduﬁtry and
agrioulture be achieved in both sectors? In the short rum, it
could be achieved, but in the long rum, realisation becomes
difficult in the agrisultural sector due to the limited potential
agricultural area. 8inoe the primary sector could not grow
indefinitely at this rate, priority must be given to the secondary
sector which could absord the highest percentage of the inoreasing
labour force. This faot could be noticed in Table IV where for
the same rate of growth in both agricultural and 1nddstrial sectors
and with a respective coefficient of ocapital of 2.7 percent and

2 percant, the poteniial employment in indusrtry more than doubled
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while in agriculture it inoreased only by 35 percent.

In achieving such a wodel of growth.of the National

product, wﬁ are faoced by some limitations. The first
limitation is the avallability of new funds tb inaure the

neovessary desired inveatments in sll the séotora and which
amount to LL.3,966 millionl to be invested by both private and
publio oonéérns. The second limitation is the abllity of
investing these fuﬁds acocording to ibhe achedule in Teble III,
especially in a free economy where the government cannot obiiga
the private individual to.invast in a particular seoctor, if he
has a preofitable slternative in other amectors or indusiries.
The third limitation is that of oreating new invastmﬁnt
peasibilitier ocoping with the wmarket potentiale and based on
aound analysis and research soc as to be piofitable for the

sconomy.

The project of establishing & ball-point pen industry
in Lebanon‘ia one of meny projesta in which the entreprensur
can invest, thus, making profit and justifying his role aas sgent

in the development of the economy.

1Befer 1o Table 3.
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Problems Faced by Indusiry

Lebanesa.industry suffers from several problems and
disadvantages which are retsrding its rate of growth and which
can handicap the achievement of the desired rate of growth

suitable for a balanced economic struocture.

- Bome of the most important problems of industry in
general will be outlined in order to compars them later on with
particular problems faoing the establishment of a ball-point pen

industry in Lebanon.

The nost important probleg facing industry in the
narrowness'of the market which limits production and oreates
excess oapacity, thua inoreasing the ocosta of production. More-
over, the existence of several factories manufacturing the same
product resulis in the production of an inferior quality due to
price competition, thus. sccentuating local prefersnoce for

foreign production.

Coats have aleo risen due to such factors aas the
scarcity of raw materiels, and the increasing coats of labour
due to the introduction of new programe such as social security.

All these problems limit the field of action of the Lebanese

éntrepranaur who sometimes accomplishes in foreign ocountries what

he ocannot achieve in lebanon.




CHAPTER III

DEMAND ANALYSIS

Demand analysis ias the moat important step in determining
the'feaaibility of a project because the aise and output of the firm
are based upon the forecase of sales potentiale scoording to a

defined market.

Factors Affecting Demand

The term demand is generaily usesd as “a dependent or
functional relationship revealing the quantity ihat will be
purchaaaﬁ of a particular commodity at various prices, at a given
time and plaoo;"l Practioally, the demand for any commodity iam
affected by other factors than price. TFor dall-point pens which are
not durable goods, the demand is moatly influenced by the number of
consumers using it, the price of ocompeting products, and the price

set by the firm.

Other factors that uasually affeot the demand schedule
suoh as the buying power of consumeras, seasonality, geographic

loocation, availability of coredit, etc., have a srall influenoe

Spenoer end Slegleman, Managerial Boonomioa, Decision

Making and Forward Planning, (Homewood, Illinoiss Irwin, Inc.,
1959%: pe 135.

17
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cn ball-point pen consumption because of thq produot's nature

and the low sale price.

Ball-Point Pen Demand Peterminants

Sinoe'there is no single ooncept of demand, but
different conoepts for different problems, the demand
determinants, &s well as their relative importance, differ with
the type and kind of information they are suppced to nnswer.l
The purpose of the demand analysis in this ohapter is to
determine the total consumption in the Lebanese marke%, the
firm's share of that market, and the to%al potential sales of

the plant.

To eatablieh the total demand, the beat equation

would be iﬁ that expressed in a multiple relation form:

1

_ - "Joel Dean, Mana rial Boonomics, (Englewood Cliffs:
Prentice-Hall, Inc., 1961), p. 145. :

.



1r.|:.=.=11+1=+c:+c;+3é.+o‘-]I

where,

Y = Total consumption.

5, = Conaumption of Universities and Secondary Schools for

_ both students and professors, and professors of
Primary scho

P = Consumption of primary students.

c = Consumption of the commercial and finaneiasl sector.

¢ = Congumption of government officials. l

0 = Consumption of the rest of the population inoluding

that of foreign residents.

Baoch of the market segments listed in equation I are
dependent on three aete of variables, namely, the total univerase
of e;ch market segment, the average conaumption in that particuler
sector, and the percentage of consumers using ball-point pens.

Thus, the equation would be in the form ofs

Y = f(xl)(‘e)
wheres
f = the segment universe.

average oconsumption.

n

X, = percentage use.
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To find the data needed for these computationa, a
market reaéarch project was conducted iﬁ Lebanon. Questionnaires
were distributed to potential consumers, #nd persgonal interviews
and obeervations in segments whers queationnﬁiras do not give the -
right information (such as in segments P and 0). The type of
queationnaire distributed and the method followed in the research
are shown in the lppendix.l In this chapter, only the final

results of the research will Se stated.

The objective of the market researoh was to determine
the tota)l consumption in Lebanon, the possible share of the firm
from the market, the habits of the consumers, and the price at

whioch the product is to be sold.

Total Looal Uogpgﬁptiog

| | " The total market is the sum of the conaumption of the
different market megments acoording to which the population was
divided, (Refer to Egquation I.) BEach of %he constituanta of
this equation is a factor of fhrea variables shown under columns
1, 2, and 3, of Table V, namely, the average use per year, the
percentage using the pfoduot, and the sector universe. Column 4

of Table V shows the results of each segment, while ocolumn 5

1
Appendix, pp. 81 and 98.



gives the sagﬁent's share of the total market, and ocolumn 6 its

percentage of thaﬂp0pu1ation. These two latter observationa
will help in the distribution of the product in knowing that
60.9 percent of the total market is ooﬁsumed by only 9.3 perocent
of the potentlal oconsumers, sales efforis will be concentrated

on thege two segments.

By replacing the resulta in cclumn 4 of Table V in

BEquation I, we have:

I = Sl + P + ¢ + @ + 32 + 0

Y = 1,685,000 + 320,000 + B41,000 + 270,000 + 490,000 +

540,000 = 4,146,000

The aoccuracy of the figure for the total consumptiion
oould be cbntrolled by ocomputing the market potentials from
other data obtained in the market research and summarised in

Table VII.

Table VII shows the average number of ball-point pens
held at cone time By the individual consumer in each market
segment, the average total number held in each segment and the
average total number held by all potential consumers. The tofal'

nunber of ball-point pens used at any time amounts o
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Enowiing the average life of one pen and sapsuming that
the consumer uses the product the whole year around (which is
the case regarding the product), the yearly consumption could

be computed by replacing the findings in the equation:

Y « s? I

whoré:ll
8 = The total number of ball-point pens held at one time.
T = The number of pens required to assume a oonstant

yearly use

1ife of pen in year32
1

replacing the data obtained in Table VII in Equation II;

Y = 1,250,000 ( 3%1 )

Y »1,250,000 ( 3) « 3,750,000

Thus, the total yearly consumption would amount to

3,750,000 pena. This figure is not the same as that obtained

1From Table VII,

2The life of tﬁo pen varies between 3 and 4 months.
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from Equation I, the difference is equal to‘396,000 pena.l
This diacrepandy in the results has to be revised since between
50 and 80 paroenta of the consumers lose pans which have to be

replaced if a constani yearly use is going to be maintained.

Therefore, the difference in the results from both
squationa is not material and could be ignored knowing the fact
that at least the same amount is lost yeerly by potential
consumers. Thus, the final figure which will be used in further
oomputationshfor the total market potentials will be 4,000,000

units per yaar.3

1The results obtained from the two equations being
4,146,000 and 3,750,000, Thus, {4,146,000 - 375,000) =
396,000. :

2prom Table VII, oolumn 6.
3Ths figure béing the roundéd average between the

results from Equations I and II:s

4,146,000 + 3,750,000

2 - 3:948:0{)0
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TABLE 5
CONSUMPTION OF BALI-POINT PENS ACCORDING
70 MARKET SEQMENTS
j (1) 2)f (3) 5 (4) . 5)1» ‘ S(s)t
: o egman . 0 actor
iMarket Av;::ge Universe ngzzgie Total Total Universe
583 ont Per Using Conaump~ Consump~ of Total
i & Year the (000) tion tion Universe
Produet {000)
(1x2x3)
; s, 11 93k 165 1685 40.6 7.0
P 4 40% 200 320 1.7 8.5
¢ 17 90% 55 841 20.3 2.3
a 15 90% 20 270 6.5 0.9
sz 7 T0% 100. 490 11.8 4.3
0 2 15% 1800 540 13.1 77.0
htal Market 2340 4146 100.0  100.0

1

Sources

Market research.
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TABLE 6

BUYING EABITS OF.BLLL-.POINT FEN CONSUMERS

IN DIFFERENT MARKET SEGMENTS

(1) (2) (3) (4) (5) (6) (1)
N2 NS %

KET [Question- Using Uasing Ball- Brand Conaist- Losing BReocelving
BQUENT| naires Ball ©Pens from Prefer- eneyof . Pens Free {not
! Tabulated Pens Question- ence Brand buying
5 naires Use them)
E - Parker
B, 240 225 94% Blo 40% 51% 30%

. . Schneider . : .
? 150 60 40% - - 8o% -

) Parker ’

; ' Bic

h 60 60 100% Schneider  35% 8of 95%
é - Othello . . -
é . Bie

o 20 20 100% Schneider  45% 50% 70%
E . Othelle “ - -
é Bie '

B, 50 35 706  Schneider 50% 70% 50%
8 - Parker . ‘ .
o 100 15 15% - - 50% 20%
btax | 620 405

Sources

®Interviews and opinions used

Market Regearch.

inatead of questionnaires,.
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TABLE 7

IN EACH MARKET SEGMENT

(1) (2) (3) (4)
Average No. 4 of Total No.
MARKRT of Fena Sector Universe .of Pens
SECGMENT Held at Universe Using the Held at onse -
One Time Product time -
(000) (000)
(1 x2x 3)
8, 3 165 94 465
P 2 | 200 40 160 Ny
4] 3 55 100 165
a 2.5 20 100 50
82 2 100 70 140
0 1 1800 15 270
Total 2340 1250

Sources

Market Researoch.
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Market Share

The share of the plant of the total market is affected
by the price of competing products, the price listed by the firm,
the buying hablits of consumers, promotional medias, and
distribution facilities. Another research study was oonducted
for this purpose alming at'knowing the oompeting products and the
price at which they are scld in the wholesale and retail field.
The method through whioh this study was conducted is explained in
the Appendix. The findings are shown in Tables VIII, IX, X, and

XI.

Tables VIII and X show the first and second quality
brands existing in the market with their ragpective wholesale and
retail prices, mark-up and agent or wholesaler cost. Table IX
and XI give the same results ag the previocus tabloé affer a fax
inoreéae of 20 percent &nd a possible retaliation of 10 peioant
on the part of the agent. Moreover, Tables IX and XI show the
new percentage wark-up assuweing the final prioe to tﬁa consumer
remaining constant and the new price to the consuwer, the mark-up

remaining the same.

Pricing the Product

The locally manufactured product would be the same

quality as Bio and Schneider which are used and preferred by moat
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consumers ab could be noticed in column 4 of Table VI.

The uniform retail price to be set for the unibloe type must
be LL.0.25, thus coming between the retail price of ite
direct competitors selling actually at P.L. 20 and P.L. 30.

The firm could set a lower price for the 6onsumer, bui, by

doing that, it would indireotly enter into the low quality
market which acdounta for only 20 percent of the total, thus
deoressing its sales potential and its margin of profit.
Mozeover, by setiing a relatively high price, the firm would
have the possibility of leaving a higher mark-up for both
retailers and wholegalere, thus sncouraging them to =sell the

yroduct.

Table XII shows the price and the mark-up for middle—

men at different marketing stages. Cowmparing the findings in
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Tables VIII and X before a posaible tax inorease of 20 peroent,l
and aksuming a uniform wholesale mark-up of 20 peroent,2 it can be
noticed that the mark-up to both marketing agenoies is quite -
satisfactory. Comparing figures in Tables IX and XI obtained after
a tax increase and a possible retaliation of 10 psroent3 on coat on
the part of wholemalera, the range profit lﬁft, assuming & constant
retail price, will decrease, thus offering the firm an advantage
over its direot oompetitors; If the 1ﬁitia1 mark-up is going to be
retained, the price to both the retailer and consumer has to be

inoreased, thus giving a second advantage.

Sales Potentials

The Local Market Share

| | The data obtained in the market research shows that direct
competitoras have no advantage regarding the aales prioce, but they
have a disadvantage in distribution facilities in relation to the low

wark-up left tec marketing agents especlally i1f prices are going to

1Polioy followed by Ministry of Boonomy to increase taxes
and import duties when a new industry is established.

2Aooording to wholesalers interviews.

3The wholesaler, or agent, faced with a tax increase, has
either 4o increase the prioe or retaliate (decrease the profit margin)
8o that the price and asales volume remain constant.




repain as they were before thé tax inorease. Hbreover, consumera’

é buying habits offer a great poasibllity of penetration in the warket

etk D mwncl e i

ot et sk g e e

i since the comsistency of brand use ranges between 35 percent and

50 percent only.l' Many oonsumers do not buy the commodity themselves

' but receive it free from advertising agenocies or from the office

where they work. This group forms a percentage varying from 20 to

95 percent according to the market segment where they a.re‘looa.ted.2

411 these faoctors tend to support the hypothesia that such
a product will take at least 50 percent of the total lebanese market,
especially when active promotional medias are used. The amount of

advertising costs would be set later in the coat studj.

lprom Table VI, column 3.

2Prom Table VI, column T.
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Wholesale ing Average

TABIE 8
" FIRST QUALITY BRANDS EXISTING IN THE MARKET
- WITH THEIR RESPECTIVE *HOIES.LIE AND RETATL
PRICE, MARK-UP, AND AGENT COST
1) (2) (3) (4) - {5}
o % Mark-=  Wholesaler
-up on Cost AsBum=—

BRAND Wholesale |Retail
, : . Price Price Warik-up . Price -20% Mark-hp
P.L. ' P.L. P.Le : - PaLe
Schneider 24 30 6 . 25 20
Bio 14 . 20 [ 43 12
Staedtler 21 25 4 17 18
Faber 20 25 5 25 17
Othello 22 25 4 19 18

Krause 24 30 6 25 - 20

Sourcet Market resesrch.
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TABLE 9

FIRST GQUALITY BRANDS EXISTING IN THE MARKEP
WITH THETR RESPECTIVE WEOLESAIE AND EETAIL
PRICES, MARK~UP AND AGENT COST AFTER A TAX

) .INCREASE OF 20% AND
' A POSSIBLE RETALIATION OF 10%

(1) (2) (3} (4) (5)
dgent Wholessler New % New ¥ew Retail
On Cost After Wholesale Mark-up Price
Wholesaler 20% Tax  Price Retail Maxrk—up
BRAND . Cost Inorease After Price the same
. Possible _the
Retalistion mane
of 10%
?.L. P'L. P.L.' P.L‘
Schneider 20 24 26 15 32.5
Bic ' 12 14 15 33 21.5
Staedtler 18 21 22.5 11 29.0
Faber 17 20 ' 21.5 16 26.8
Othello 18 21 22.5 11 26.3
Krause 20 24 26 ' 15 32.5

Sourcet Market research.




33 .

TABLE 1O

SECOND QUALITY BRANDS EXISTING IN THE MARKET
WITH THEIR RESPECTIVE WHOLESALE AND RETAIL

'PRICES, MABK-UP AND AGENT COST

—)

(1) (2} (3) (5)

% Mark= Wholesale

Whole-~ Retail JMark-up -up Om OCost Assuming

BRAND sale Price ' Whole-~ Avarage 20%

Price ) sale Price _ Mgrk-up -
P.L‘ P.L. P.L. PCL.
Lyretta® 17 25 8 46 14
Lucky 6.5 15 8.5 130 545
Universal 8 10 2 - 20 6.5
Punta 10 15 5 50 8.5
Unix 15 25 10 66 12
Bo* 15 25 10 66 12
Bobbel T+5 15 T.5- 100 6.5
No Brand 10 15 5 50 8.5
Styloo 9 15 6 66 7.5

8Retraotable type.

Sources

Market remearch.




TABIE 11

SECOND QUALITY ERANDS EXISTING IN THE MARKET
WITH THEIR BESPECTIVE WHOLESALE AND HETAIL.

PRICES, MARK-UP AND WHOLESALER COST AFTER
A TAX INCREASE OF 20% AND A POSSIBLBE
RETALIATION -OF 10%

i i e st

(1) {2)
Agent On  Wholemsalar

Wholesaier GCost After Wholesale

(3)

New

(4)
4 New

(5)

New

Mark-up Retail

BRAND Cost 20% Tax Prioe After Retail  Price
Inorease Posaible the Mark—up
Betaliation same the same
of 10%
P-Lu' PoLo PQL-" PQL.
Lyretta®  14.0 17 18.5° 3B 27.0
Lucky 545 6.5 7.0 114 16.1
Universal 6.5 8 9.25 38 11.1
Punta 8.5 10 10.75 a9 16.1
Unix 12.0 . 15 16.5 51 27.3
Bo® 12.0 15 16.5 51 27.3
Bobbhel 6.5 1.5 8.0 87 16.0
¥o Brand 8.5 10.9 10.75 39 16.1
Stylco 7.5 . 9.0 92.75 54 16.2

‘Ratract;ble type.

Source

Harkef research.
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TABLE 12

PRODUCT PRICES OF THE FIRM

Wholesaler Retziler

TYPE Wholesaler Retailer Consumer " Mark-up Mark-up
P.LC POL. P.L. )
Unibloc 15 19 25 217 31 _
Retractable 20 25 35 25 40

As a conolusion, it can be stated that at these prioces
the firm will have a 50 percent share of the market which
accounts for approximately 2,000,000 units per year, the total

~ consumpiion being 4,166,000.1

Other Markets
Other markets are available for the ball-point pen

industry, namely, the advertising market and the foreign market.

The advertising market inocludes those firms which use
ball—point pens as promotional media. Interviews were made with
aome firms using such policy and with a&vartiaing agencies to
determine the potentials of this market. The salea were

estimated to range around 500,000 pens per'yaar gince the firm

l¥rom Teble VII, column 4.
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has no ocompetitors in thia ares.

The foreign market is very restricted sinoce the
ball=point pen industry exists in some oountrieé of the
Middle East suoch gs Syria and the United Arab Republic.
Expoerts could be made at very oompétitiva prioeas only to
countries like Jordan, Iraq, Kuwait, Saudi Arabis, and a
few African couﬁtrias. .Suoh ﬁarket could only compensate
for poasible deviationa in the total sales eatimates and
the market share. Thua, more conservative figures could be

obtained.

The export market could be inoreased under very
oompetitivé prices after the plant break even, thua being.
| able to sell at variable gosts plus a siigﬁt wmargin of
profit. This situation will be explained fully in the coat

analysis in Chapter V.

TABLE 13

TOTAL SALES POTENTIALS

- (000 L.L.)
(000) Sales Volume
Units 15 P.l.. Pexr Unit
Share of lLocal Market ) 2,000 300
ldrertisiag Market 500 45
Total 2,500 345

-
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Damand Elasticity

Demand elasticity.measures the sensitivity of sales
to changes in one or several facltore affecting the demand
sochedule. It is the percentage inofeaae in salea due to the
game percentage inorease in any demand determinanta.l For
most consumera' goods, three kinda of demand elasticities are
aocounted for, namely, price, income, and promotional elastioity.z
Since ball=point pens are Bold at low prices and they can be-
afforded h} all potential oonsumers regardless of their income
level, inoome elasticity of demand does not have the aame effect
ag on other oconsumers gooda. Thus, the moat important types of
elastioities are the prioce and promotional élasticity. The plant
having not been established yet, it is difficult to measﬁra the
demand elasticity for the product because no measure of the
consumers responsiveness can be known before they are faced with
the goods in a tangible way. In the future, knowing the demand
elasticlty for each determinant, policles regarding prieing and
advertising will be revised in order to determine maximum profits

for the entreprensur.

1061 Dean, Managerial Economios, (Bnglewood Cliffas
Prentice-Hall, Inc., 1961) p. 161.

2rpid.
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Distribution Problem . . E
To arrive at a warket share of 50 percent, the firm i
will probahly'face & distribution problem which can be solved
by adopting three distribution channels, namely, to wholesalers,
to retailera and direct to consumers.

The wholesalers dealing with ball-point pens are )
concentrated in Beirut and scome of the large towns of Lebahon,
such as Tripoli, Saida, and Zahlé. These marketing mi&dlemen
buy usually in lots varying Bthaen 500 and 2,000 pens. They
are concentrated in the commeroial zone which renders the

digtribution process easier and less oostly.

Betailers on the contrary are apread throughout the
whole ccuniry and they buy in lois varying from one to five
dozens, thus creating a distribution préblem. This oan be
solved by eatablishing in eaqh region a distribution oentér.
Thess centers will be loceted in libraries or other shopa and

will act as distributors for the region. The pen will be sold

by thease regional agenta at the wholesale ﬁrica of 15 and 20

piasters respeotively for the unibloec and refractahle types.
Thege centers will handle pens elither oan their own account or

én a consignment basis, and they will be responsible for asales

in fha area.



The third ohannel of distribution‘is to.sell direotly
to oonsumefs in market segments where there is the higheat
concentration of buyers such as the commercial, government, and
secohdary schocls segments, where 10.2 percent of the total
potential consumers account for 67.4 percent of the total market.l
Direot nelling can be made in several ways according to the buying
ﬁabita in each sector. In secondary schools having more than one
thousand students, vending machines can be established. 1In
government services and large companies, annual bids at
~ocompetitive prices can be made asince middlemen profits are

oliminated.

The distribution coets are accounted for in Chapter IV
by inoludihg them in the variable comts. The distribution

schedule would be in the following form:

Wholesalers ) Retailers Consunmera

Factor
3’__________> — A

> Regioﬁal DMetributors

lFrom Table V, columns 5 and 6.



CHAPTER IV

TECHNICAL STUDY

The projeot aims at establishing a plant producing
ball-point pens of two main types, the unibloo type and the
retractable type. The technical study will outliﬁe the steps of
produotion, the type and number of machines required, the raw
material needed, the disposition and layout of the plant, and ths
techniocal assistance in production in order to give a general idea

of the nature of the ball-point pen industry.

The fadrication of both unibloo and ratraotabl# types
requires three main steps of production, namely, the manufacturing
of pointa and refillas, the production of the plastic body, and
finally, the asaemﬁling, printing and packing of the finished item

for distribution.

Syatem of Production

The steps neceasary to produce the ball-point pen in its
final form will be enumerated in this section. Explanation about the
funotioning of the machines, the nature of productas to be uased,
aftear each consecutive step, the measures of control,

40
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will not be explained because they need a deep engineering study

and thus lie besyond the scope of the researoch.

The syetem of production to be followed is used in

most well-known plants producing ball-point pens in Burope.

This system was suggested and atudied by one of these plants

"specialising in the production of ball-~point pen machines.

Production of Complete Refilla

The production of complete refilin requirea two

separate steps, the production of points and the production:

of refilla. Eleven operations are required for this

purpose s

.(1) Prﬁduotion of coniocal or'cyliﬁdrioal blanks.
(2) Cleaning of the blanks.

(3) Microscopic control of the blanks.

(4) Production of the ball-point.

(5) Installing the ball-point in the blank.

(6) Miorescopic control of step five.

(1) Tube ocutting.

(8) Collsr forming.

(9) Ink injection.




., 0f the high degree of precision required, especially in the
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(10) Centrifuging. _ - }
(11) Refills tesiing.

The production of complete refille oonstitutes the

moBt imporfant gtep in the whole system of production because

production of the ball-point. The complete refills are used 1
in boih "unibloc™ and "retractable" tyfes. The only
difference in the production of the two types arises in the

aecond main step, that of the plastic body manufacturing.

Production of Plastic Bodies : ;
The production of the plastic body requires two |

main steps for the unibloc type, the production of the body,

and the proﬁuction of the cap., For the retractable type, an ' g

additional step is required, that of producing the plug.

Aspembling, Printing, and Packing

Now that the two main conetituents of the ball-
point pen are ready, three operations are reguired before
the product is ready for consumptions assembling the
complete refills with the retractable or unibloc bodies,
printing the brand and other devioéa, and finally, packing

the production to be ready for distribution.
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Maohines Required

The machines required for the domplete production of
ball-point-pena.hava an output capacity of six million units per
year. This get of machinery permits to follow a aystem of chain
production, thus decreasing the cosis of manufacturing, but it
has tbe disadvantage of working under ocapacity because of
limited market potentials. Another system which is not
technically up-to-~date could be used if the entreprensur prefers
t0o work at full ocapaoity, but it is not advisable to install
obaoclete machinery which inoreases the cost of production. The
final coat of production under both systems would be nearly the
same under the actusl market potentials, but the first one would
have the advantage to be techniocally superior and more flexible

to the market demand.

Disposition and Layout of the Plant

The division of the plant and the disposition of the
machines can be vigualised in Plan I in the Appendix. Aocording
to this Plan, the plant can double the initial production of
6 million units per year without creating any space problem and

by working the same hours per day.
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The production of refils and points, and the
fabrication of plastice must be separated if a rationally
organised produotion is to result. It ia mainly for that
reagon tQat they hﬁva been put reapectively on the left and on

the right of the assembling hall.

According to the plan, room & is reserved for the
production of the complete refills. This room will accommodatie
twe tube cutfing mechines, two to thrée wmachines for ink
injection and stop springs manufacturing, two centrifuge machines,
two to four machiﬁea for points pioduotion, one degreasing
‘machine, and a sontrol table separating points' production from

refills' production.

Room 11 will be reserved for the storage of raw
materials used in the manufacturing of points and refills such
a8 brass or plastioc tubes, ink, balls, oil, and other liquids

for washing and degreaaing.

The produoction of plastioe such aa bodies, plastic
fubes for fefilla will be done in room B. In this room, we can
install one machine for plastic bodies’ production, two maohines
for plastic tubes production, one oven; and the éhelves for the

layout of moulds.
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Raw materials used in the produgtion of plastics such
as polystyrene and Luran 52 will be stored in room Bl. The
finished refills, points, plastic tuﬁaa, and bodies will.be

gtored in room C.

The gentral room D is reserved for assembling finished
complete réfills with finished plastioc bodiea. In thia room,
provision was made for the inatallation of theae'aasembling

machines, and for one printing machine.

Finiahad pena are stored in room E resdy for
distribution. Room ¥ is reserved for the personnel and for
hygienic installatione. Compressors are installed in room G so
as to be isolated from other rooms for nolse and wvibration
purposes. In the future, room H could be used as & repair shop

or for any future need for enlargement.

Technical Assistance

The plant aime at producing a high-quality brand
capable of competing with foreign products existing already in
the market. To ensure the desired standard, a great care must
be given to pieoision in each a;ccesaive step of manufacturing

Thus, the entrepreneur who invests in such a project is conf

i
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with technical problems which might not be in his mpecialisation

field, especially if he is not a technician. Moreover, since =
ball-peint pen industry does not exist in Lebanon, specialised
techniociane capable of ensuring the desired objedtive are not

available, thus acting as a handicep from the technical side of

the project.

To solve this important problem, which might arise,
an sgreement can be made with the compady supplying the machines
for technical aid and assistance during the early stages of

production. Such an agreement is available in two forms.

Agreement Form One

The company will send an expert for a period of two
years to supervise production, to instruct the personnel, and
1o supply information about up-to-date methodes followed in the
ball-point pen industry. Moreover, the expert guarantees a
winimum production of 24,000 refills per day in 8 hours work.
The guality is also guaranteed to be in conformity with

European atandards.

The cosis inocurred by the enirepreneur under such an
agreement would smount to LL.15,000 per year for the expert's
salary, and a payment of LL.2.5 for each thousand units

produced to the company as'fées.
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Agreement Form Twe

The odmpany'will send for a period of 8ix months, an
sxpert who.will supervise the production only. The ccats

inourred would be the paymwent of LL.2,500 per moﬁth a8 & palary.

IR .

Bigning one of the above agreement eliminates the
risks inourred by employing unspecialised labour and ensures a
product of quality. The extra cosia incurred dua to the
technical assistance iill be accounted for in the study on the

costs of production.

PR



CHAPTER V
COST STUDY

The coast study of this projeot will inolude a computation
of the total costs that must be incurred in eatablishing the plant
and starting production, anasanalysie of the ocosts of units of

production and a break even analyeis based on costs findinga.

Costs _of the Project

The total coats of the project or the investment raquired
to eatablish the plant and atart production are, like in any other
project, composed of two main partss +the ooats incurred in the
purchaze of assete such as machines, land, buildings, and equipment,

end the working capital necessary for operations.

Coat of Asaaets

Coat of Machinea ~ The total cost of machines required

1

will amount to LL.280,000. The cost of spare parts needed were

insluded in oost oomputationa; Table XIV showa the cost of

lpeter to Appendix, pp. 89-90.
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;

- machines needed for each step of production.

TABLE 14 |
TOTAL COST OF MACHINES |

(LL.)

Point Production 93,800
Refills production 42,000 -
Bodies production 78,300
Other machines ' 42,200 f
Spare partis 16,000 :
—_— [

Total 26 6 , 300

_ ¢
Machines setting cost ' ‘
(5% of total cost) 13,700

Total ocosts of machines 280,000

. Land and Bﬁilding Costs _

| The plant will be located preferably in the
industrial zone north of the oity of Beirut, where most
of the cénsumers are located and where it is easler to
find the necessary labour foree,.at relatively cheaper

prices, since moat industrial workers are living nearby.

Acoording to the plan of the plant,l the project

requires 1,000 m° of land on whioh the building will

‘Refer to Appendiz, Plan III, p.fo3
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of lend in the industrial zone varies between LL.50 and

LL.120

Since the nature of the industry does not diotate

i
occupy an area of 700 w2. The price of one square meter l
a apeciﬁl location in that zone, the entrepreneur could

easgily buy the square meter for around LL.70. Thua, the

cost of lend would amount to LL.T0,000..‘

The area of the building would be around 70O m2 a8

R T T N

it can be seen in Plan III in the Appendix. The average
cost of one square meter of built area for industrial
purposes varies between LL.80 .1n 1L.90, inoluding sanitary,
elecstrical, and all other oosts.'.Thus, the costs of

building the plant would amount to LL.60,000 approximately.

The total coats of assets would amount toi

(LL.)
Cost of machines ......... 280,000
Coet of land sevcecenvcens 10,000
Cost of buildinge eceesee. 60,000
Other 0ostsl eseeseeeesess 40,000

Total costs of asaets .ea. 450,000

lInoludes the ocost of fixtures and furnitures
with other costs in dimtribution assets. (Trucks)
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Working Capital

Like in every buasinese, & working capital ia needed.
to finance operations. In the ball-point pen industry, the
working ocapital is need#d to finance the purchese of raw

materials, sales, labour cocats, overhead costs, and

miscellaneous costs. Since the nsturs of thq indusiry doss

ngt require & long procesa of manufacturing, and since the

cost of raw meteriale doss not exceed LL.120,000 for a yearly

production of 4 million unitas, the working eapital needed ‘

would not exceed LL.IOO,OOO.1 : ;

Supmariaing, the investment neoeasary to establish

the plant and start production weould be: | £

(1L.)
Totel Coste of Aspets : 450;000
Working Capital 100,000

Total Invesiment : 550,000

Cogta of Units of Production

In order to ooﬁputa the cost of producing a ball~point
pen, some assumptions must be made about the volume of production
and about the life of the depreciating asaets. The plant is

capable of producing six million units per yaar,.but, acoording

1Rafer to Appendix, p.
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%o the findings of the market survey (Capter III), the total
yoearly production would be in the order of four million units
per year, because of limited sales potentials. The life of the
machines would be estimated at five yesars, thus, they would be
completely depreclated after a total volume of production of

20 miilion units.

For buildings and other assets, assume a flat rate of
depreciation of 6 percent per year. In this respect, the rates
adopted with depreciation do not conform with the Lebanese
depréoiation regulat;ons, which do not allow such a fast rate,
However, a fast rate of depreciation is used hers because these
ratos are generally followed in the bell-point pen industry in
Europe. Moreover, a fast rate of depreciation wili not over-
ostimate profits, which might give an unrealistic figure to the

entreprensur who wants to invest in such a projeat.

Production Costs of & Unibloo Pen with Conical Point

(LL.)
Coat of points only 0.01760
Cost of refills only 0.01470
Coat of body 0.,02610
Amortisation on rest of machinery 0.00210
Depreciation on rest of assmets 0.00250
Assembling coat 0.00375
Technical Assistance coat 0.00125

Total 0.06800
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% Produotion Coat of a Unibloc Pen with Cylindrical Point
% (LL.)
é Cost of a Unibloc econical peint pen 0.0680
? Less Difference in Point cost 0.0022
| Total . 0.0658

. Production Cost of a Retractable Pen

Conical Cylindrica

(L.}  (LL.) g
Cost of & Unibloc Pen 0.06B00  0,06580 :
Difference in body cost 0.00350 0.00350 %

Total C.07150 006930

These final costs of production could be summarised
in the fdliowing table.,
i TABIE 15

PRODUCTION COSTS PER UNIT

Conical Point Cylindrical Point

(in LL.) ' (in LL.) -
Unibloo | ' 0.0680 _ 0,0658
Retractable “ 0.07150 0.0693

Source: Cost Anelysis.



Break even Analysis

A break even analysis is a practioal application of
coet etudies. 1% explains the short run relations of total
ocat and total fevenue to the rate of output and gives flexible
projectiona of the impact of output rate upon expenses, receipts
and profita.1 In drawing the break even chart for ball-point
pen produotion,.aaaume like in all break even analysis that the
total cost funotion is drawn on the basis of nqnatant factor
prices, plant soale, teshnology and effiociency; and that the

total revenue function apaumes conatant selling pricea.2

Fixed and Variable Costs

The break even chart equates two funétionsn the
total cost function and the total revenue function. The
total oost function ia composed of two waln types of costs:
variable costs and fixed costs. The total revenue function

is the total volume of sales expabted.

Variable coats are those costs that are a function
of output. The ocosts of raw materiala constitute the main

part of variﬁble coasts. OQOverhead ocoats are composed of some

1Joel Dean, Managerial Economigcs, Englewocod
Cliffs:t Prentice-Hall, Inc., 19€1), p. 326.

®Tbid.
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fixed ocosts and some ocoats that are variable in naturs.
The writer tendsd to asaume 60 percent of overhead coasts as
fixed'costs; while accountants consider them as a mixture

of both fixed and variable oosta.l

The fixed costs in relation to thia project are
depreciation costs of buildings, machines and other asmsets,
labour costa, and a 40 peroent of overhead costs. The fixed

coata would smount to:

Depreciation Costs (LL.) (LL.)

Buiidings and other assets ...... 4;800 68,800
naohines [ B N T BN BN N B R R R R RN RN CRE N N NN N ] 64’000

B A A4 PRV PR b AR EEN AN 50’000
60%) vieeonvcrsescssaannanes 31,500

" Total Fized Costs 150, 300
Variable Coats for an Output of 4 miliion Units
2

Lahour Costs .
Overhead Costs (

Raw Material Costwm

Bra-“ B AR A RAG NI OV EAB P PR EERES 14'500

Balls IR R R R T E N A N Y T ) 5’600

In-k LA R B R ERE N ENNEEENRENNRENNNNNNENNNENHN] 28’400

Plastio for refills ssvcscccvacen 4'000

Plaﬂtio for bOdiaB tle e bPRBAsES 52’000 104’500
Overhead Costs (40%) SsrsBBEOE NIV T EROE PR e 21,000
Advertising and distribution costs eeeeesses 45,000

Total variaples Coatis 170,000

ISpancer and Siegleman, Managerial Economics,
Decision Making and Forward Planning, iHomewood, Illinois,
Irwin, Ino., 1959 y P 2360

zcomputations were done according to a 20%
production of retractable type and 80% of unibloc type.

TP st



56 .

Break even for Different Combinastions of Cutput and Price ;
Knowing the figures for ihe two main components

of the totﬁl coat function, break even computations oan be

dones acoording to different combinations of levels of

production and sales prices per unit by applying the

formulas

Contribution at the margin
Fixed Coats

Break even =

Table XVI shows the break even reaults for these different ;
combinations. Table XVII given the profit or loms expected {
acocording to the game oémbinations agsuming that the entire
production is sold. Table XVIII indicates the profits
resulting from the sale of the ﬁarkat aharal of the plant
in relation to the total market potentiala at different
levels of prices, assuming a total production of 4 million
units per yaar.z Adssuning a looal market share of 2.5
million unites per }ear, that the balanoce is exported at
variable costs of LL.4.25 per unit, and a looal sale price
of LL.,0.15 per unit, the profits would amount to LL.124,000

per.year;B

IRefar to Dewand Analysis, p. 37.

2laauming that the balance 1.5 million ia sold
for export at variable ceste only, that is, P.L.4.25 per
unit.

3Refer to Table XVII.
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TABIE 16

EREAK EVEN COMPUTATIONS FOR DIFFERENT
COMBINATIONS OF OUTPUT VOLUME AND
SAIBS PRICE PER UNIT

(3)

(5)

1) (2) {4) (6} (1)
. Sales Variable Variable Fixed Unit Break
UNITS Price Costs Cost Per Costs OCompenmation Bven
PRODUCED ©o0)-  unit  (000) of fixed Units
(000) - Coata {000)
PCLQ L.L. PoLa L.L. (2 - 4) Pul 5/4
2000 10 85 4.25 150 575 24608
2000 12 85 4.25 150 T«T5 1.935
2000 15 85 4.25 150 10.75 1,395
3000 10 127.5 4.25 150 5.T5 2.608
3000 12 127.5 4.25 150 T«T5 1.935
3000 15 127.5 4.25 150 10.75 1.395
4000 10 170 4.25 150 5.T5 2.608
4000 12 170 4.25 150 T.7% 1.935
5000 10 212.5 4,25 150 5.T5 2.608
5000 12 212.5 4.25 150 T.15 1.935
6000 10 255 4.25 150 5.TH 2.608
4000 15 - 170 4.25 150 10.75 1.395
Sources: Break even and Cost Analysis
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TABLE 17

PROFIT AND LOSS FOR DIFFERENT COMBINATIONS

. QF OUTPUT AND PRICE

(5)

{1) (2) {3) (4) 2). (6) (n
UNIPTS Sales Total Sales %-Fven Brezk even Profit
PRODUCED Price Coat Volume Units Volume

(000) . (000) (000) (000) {000) (o00)
P.L. L.L. I-IQ-I-I. . L‘Ll LlL‘

- .- .. ,2.. X 5 4 - 3

2000 10 235.0 200  2.608  260.8 (35) loss
2000 12 235.0 240  1.935  232.2 5.0
2000 15 235.0 300 1.39%  209.2 65.0
3000 10 271.5 300 2.608 260.8 22.5
3000 12 277.5 360 1.935 232.2 82.5
3000 15 271.5 450 1,395 209.2 172.5
4000 10 320.0 400 2.608 260.8 80.0
4000 12 320.0 480  1.935  232.2 160.0
4000 15 320.0 600 1.395 209.2 1280.0
5000 10 362.5 500 2.608 260,8 137.5
5000 12 362.5 600 1.935 232.2 237.5
6000 10 404.5 600 2.608 260.8 195.5

Sourcet Break even and Coat Analysis.
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TABLE 18

PROFITS AND LOSS fOR.DIFFERENT SAILES PRICES
FOR A VOLUME OF SALES OF 2.5 MILLION UNITS

(1) {2) {3) (4) (5) (6)
UNITS Sales onare.of o, e op rotal Costa o .o
Market of 2§ wmill.
FRODUCED Price Potential Sales Unit (000)
(000) otentis (000) nits
PeL. Units LL. (000) LL.
(000) 2x3 LL.
4000 15 2,500 375 251 124
4000 12 2,500 300 251 49
4000 10 2,500 250 251

1 loss

Sourpes Domand and Coat Analysis

|| - AN
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.. Managerial Usefulneas of the Ana._lxsié

By introducing correlation analysis, we can build
a set of relations between the wvarious elementn of coast and

the rate of output in the following form.

' I
. r .
Q@ = ax '(b_T-_o_JE + {d +ox)f + {g + hx) +i_,,.”]
where:

Q = Profits. |

& = Average sales price per unit.

x = Volume of output.
b+ ox = Produotivi.ty.

r wm Wage rate,
d +ox = Physica.l volume of purochases.

f = Price of raw materials and services.
g +hr w Dapreoiation and depletion.

i = ‘i'a.xan and interest.

Uging this funstion, the manager can anawer a

variety of questions such aaal

a) What sales volume will be necessary %o maintain a given

ﬁrofit level when costs or prices change?

1

Joel Dean, Managerial Economios, (Englewood
Cliffss Prentice-Hall, Inc., 1961), p. 339.

;
;
;
%
i
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) What productivity gain will be needed to maintain

profits with rising wages and constant prices?

o) What would be the effects on profits of a change in
ﬁricea of purchased materials, sales volume, varying

or remaining constant?

The following example bvased on the data obtained
in the oosf analysias anawers the first gquestion enumerated
previously. Suppose that an entreprensur wants a net rate
of 15 percent on his investwent. This means that he wants
on this project, which total costs amount to LL.550,000, an
amount of profits equal o LL.75,000 per year:" The sales
volume necessary to give him.that ﬁrofit will.be'found by
replacing, in the following formula, the correaponding data

obtained in the cost analysis.

xr
Q = ax - o7 ¢+ (d+eox)f + (g+ hx) + 1
ax = Q + zi + {d+ox)f + (g+hx) + i

ax = 75,000 + 35,000 + {104,500 + 97,500) + 60,800 +
42,500

ax = LL.415,000

‘The rate of interest being 7.7% on LL.550,000,
refer to finaneial analysia under {the cost of capital
section.
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;

Knowing the sales volume necessary to produce net

profita of.LL.?5,000, the entrepreneur can set the price of

units of production according to the market potentials. 1In
reality, there is an infinite number of combinationa of é
prica‘and quantity sold that satisfy the entrepreneur's wish %
for profit. That is, for each amcunt of profit,_theré ia one v §
set of combinations of price and quantity represented by an - é
indifference ocurvae. %
Limitations t
The main limitation of break sven analysia is the %
empirical determination of the ocost and revenue curves. In é

the enalysis, the writer determined the cost and revenue
ourves by the short hand wethod, used generally for practieoal

purposes. Other limitations are caused by possible errors in

the messurement of costs.



CHAPTER VI
FINANCIAL STUDY

In order that the entrepreneur decides about the
flaeibilitj of this project, a financial study ias needed to determins
the measuring stiokas on which he has to rely in taking his decision.
This chapter will inolude a oomputation of the rate of return and the
coat of capital based on the data obtained in the demand aﬁalyaié and
ihe coat study, an analysis of the‘methoda of raising funds, and a
comparison of the results for this particular projeot with other
alternativea in different sectors of the economy, The computationa
will be done for a sales wvolume of 2.5 milliom unite and a regpactive
sale prioe of 15 and 12 P.L. which are the moat likely situations
under whioch the firm will operate respectively for & normal situation

and that where dumping is introduced in the market.

The Rate of Eaturn

The rate of return and the cost of oapital are the most
important tools on whioh the inveator in an& projeoct relies to
determine its feasibility. There are several oonoceptiona of the

rate of return which must be ocutlined beforo-stating the final

63
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definition on which the computations regarding this project will i
be based.
. Definition of the Rate of Return
The precise definition of the rate of return on any

invaatmenf is “that rate which equates the present value of
the cash rebei;ta expeoted to flow from the investment over
its lifetime with the present value of all expenditures
relating to the invastmentF\I A simplified version of the
rate of return is reachad after stating certain assumptions :
which do not distort the rgte of return conoept.2 These :

asnumptidns are

a) No future outlays ars reguired.
b} The cash flow is uniform.

¢} The salvage value is ignored. For this purpose, the
cost incurred in long lived assets such a& buildings
and land will not be accounted for in computations as
part of the investment but as assets on which rent is

pﬂidoS

ISpenoar and Siegleman, Managerial BEoonomice,
Decigion Making snd forward Flanning, iHomewood, Illinoiss
Irwin, Ins., 19595, P. 135. : '

' ' %tvid., p. 388

SRent is not considered as a future ocutlay.
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equation:

This simplified version is expreesed in the following E
that is "for an investment, I, from whioh it is estimated

that thaia will be & uniform oash flow of U, the true rate -
of return on that investment is the wvalue of r which will

equate the total ocash flow with the invesatment outlay,l

that 181

The RBate of Return on the Project
. Substituting the data obtained previcusly in the

Demand and Cost 4nalysis in the equation:

u 18] 1 n
I = T T ( 1+ )

_ 175,000 175,000 1 5
420,000 = =55 o3 (T35 )

420,000 = 500,000 - 500,000 ( i)

420,000 = 500,000 -~ 83,000

420,000 w» 417,00

lrpia.
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the firm is exempted from income tax.

Rate of return if the firm pays taxes

[ =
(=]

I-"'_"".‘"".( 1 )n

Thus, the rats of return will be 35 peroent, l
l+r1r

I = 420,000

ol = 154,000

Substituting the equation f

154,000 _ 154,000 1 5 :
420,000 - =22 5o7 (7O ) ;
_420,000 = 570,000 - 51%1%99 :
420,000 = 570,000 - 140,000

420,000 = 430,000

Thus, the rate of return would be 27 percent.

lﬁafar to Appendix, p. 95.
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Esiimation of the Rate of Return

3ince the study done on this pfbjeot was
approximative, an estimate of the rate of return could be
used for simplification. The beat estimation for the rate
of return is the payout reciprocal U/i where, U, ig the
uniform ocash flow and, I, the invustﬁént outla.y.1 (enerally,
the payout reoiprocal ié an exaoct measure in oase of a
project having an infinite life, and a satiafaotory estimate
of the rate of return where the project life is substentially
greatér than the payout period or at least the double of it,
so that the error of estimate could be ignored.2 For this
particular project, the payout period is 2.43 and ite life
is five yeoars, therefore, the approximato.rate of return

could not be used in the computations of the measuring eticks.

Thus,'the rate of return estimate would be:

1
P = ok

1Spenoer and Siegleman, Managerial Economics,

pe 389.
2Ibid., p. 390.

= —

3Refer to payout period computations, p. 68.
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The Payout Feriod

| The payout period is s short-outimethod generally used
by busineaﬁmen a8 a measuring stick for their capital outlays.
This method determines the time required for the ocash earninga on
e given investment to return the original costs incurrad.l The

payout period, P, ia expressed ass

P = I/E

whers I, represonté the original investment and, E, the average

annual cash flow.

Substituting the data obtained in the coat study in
Chapter IV,

p . 320,000 + 100,000 _ 420,000 _ , ,
175,000 175,000

Other Measuring Stiocks

When the rate of return and the cost of capital are
unknown to the entrepreneur, other maaauring aticks are computed
to help in taking a decision. These yardsticks sre the oapital

Teoovery perlocd and the annual.cost, which give the same result
as the payout period, dut by taking aocount of the time wvalue of

money which is interest.

lpefer to Appendix, p. 95, Determination of Cash

Plowe.
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The oapital recovery period and the annual cost for this project

are shown in Tables XIX and XX, respectively, for the sale prioce

of 15 and 12 I".Iu1 8ince the rate of return and cost of capital
were oomputed, the oépital recovery and annual cost will only
belp in ocomparing the figures for the payout peried when the time

value of money is accounted for or not.

Tableas XIX and XX are a summary of the wyarious
measuring éticka féépectively for a eale price of 15 and 12 P.L.
In these tables, the entreprensur will notice the difference
between the rate of return and ifs egtimate whioh is ths
reciprooal of the payout period, and the difference hetween the
payout periocd when the time value of money is, and'is not

conaidered.

lpeger to Appendix, pp. 96 for computations.

&
lg

{
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TABLE 19
SUMMARY OF THE DIFFERENT MEASURING STICKS
FOR THE SALE PRICE QOF 1% P.L. FER UNIT

f _ Income Tax Income Tax f
is Paid Not Paid
% Rate of return 27% 35% -
Payout period 3.02 2.37
g Capital recovery period 3.2 2.6
Annual cost ‘ 91,500 91,500
é Reoiprooal of payout period 33.1% 42.5%

Sources Finencial Analysias.
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TABLE 20

SUMMARY OF THE DIFFERENT MEASURING STICKS
FOR THE SALE PRICE OF 12 PeL. PER UNIT

Rate of return
Payout period
Capital recove
Annual Cost

Reoiprocal of

ry period

vayout period

Ingome Tax Income Tax
. Is Paid Not Paid
ng 11.5%
434 4.2
6.0 5.2
91,500 | 91,500
- 23.0% 23.8%

Sources

Finanoial Analysis.
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Raising Funds

In Lebanon, the problem of reising funds is more
diffiocult thaﬁ in developed countries having developed money
markeis, and where firma ocan practice internal and external
financing. The main aource of debt funda for the entrepreneur
has been and will remain for the short fuiture the commercial
banks. All banks, besides the BCAIF (Banque de Crédit Agriccle
Industriel et Finanoier) give mainly short term loans with high
interest rates varying between T and 9 percent. For industrial
investmenta, the BCAIF gives long term oredit at the relatively
low intereast rate of‘5.5 percent. The amount of the loan given
rarely exceeds 30 percent of the tofal investment cost.. Horaover;
the potentials of the BCGAIF are limited and demand for long term

loans exceeds by far its possibility.

The only choioe left to the entrepreneur, besides the
BCAIF, ias fha commeroial banks who usually give short term credit
on'ﬁortgage or guarantee basis, or by discounting notes. These
notes usually mature in three months, but they are oconstantly
renewed for a maximum period of five yaara.l But, according to
the Lebanese tax system, evary.note is taxed 2°/oo which

constitutes a very heavy burden on such operations; because, if

lpierre Nasrallah, "Le Crédit & Moyen Terme au Liban",
{Beyrouths Imprimerie Catholique, 1961), p. 144.

H
l I
1
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of five years would amount to 4 peroent.l Such a formula for
oredit discourages the entreprensur who does not have othsr

alternatives.

2°/oo is paid each three montha, the total value paid at the end l
For certain investments, the entrepreneur can find
foreign mources of credit on a medium term bamis te¢ finance -
mostly the import of machinery. The machinery needed for the

project will be financed by a Bpecial organisation in Switzerland

on a medium term basis varying between 3 and 5 yeara at a rate of
interest of 6.5 percent. The conditions for such an agreement
are the preasentation of a guarantee from a Lebaneae bank and the
buying of the whole sguipment from the aame.oompany which will
get in ocontaot with.that organiaation.' Singe machinea account
for two-thirds of the total investweni, such an agreemont{ ensbles
the entrepreneur to raise funds at medium terms for a mubstantial
part of the total borrowed invastment.z Thus, f&r this projeot,
the entreprensur could raise funds for 20 percent of tﬁe total
inveaitment from the BCAIF at 5.5 percent, 60 percent from foreign
sources at 8.1 peroent,3 and the balance from commeroial banks at é

9 percent. The weighted rate of interest would amount to 7.7%.4

11pia., p. 145.

2Gonsidered to be LL.350,000.

36.5% of the initial rate of intereast, plus 1.5% for
the bank guaraniece. : -

4(0.20 x 5.5%) + (0.60 x 8.0%) + (0.20 x 9.08) = 7.7%.



Profitability of the Project

Having determined the rate of return, the payout
period, the capital recovery period, and the annual cost for the
project, the entrepreneur could now decide for th; short run to
invest or not, according to the other alternativea available to
him. If the investor hae other pomssibilitiea giving him a
higher'rata of retur, a lower payout or capital recovery period,
he will drop the projeot. But, in taking his decision, tha
enirepreneur has to make certain oonaiderations about the risk
involved in saoh project proposal., Quantifying the risk
involved differs with the entrepreneur and the values he gives

for each risk determinant., For thia resson, the risk involved

_has not been accounted for in this study and was left to the

Jjudgement of the investor.

The meaauring.atioks computed show that the projeoct is
profitable if the estimated sales volume in thes demand analyais
is reached. But thase findings are not suffioclent for the
entrepreneur to convince him that this project would improve his

earning power in the long run unless he knows the cost of oapital

on such investment and compares it with other proposale. Thusa,

the cost of capital to a firm provides the opiimum socceptar-

eriterion for projects propoeals.1

}'Ibid-, Pe 402.

LT
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Cost of Capitsal

No general agreement has been réached about the precise
meaning of the cost of capital concept, yet, it im generally
accepted by the leading writers on this subject (i.e. Dean's and
the Lutze's) that the cost of capital is the opportunity cost to
the firm.1 IOthers defined the cost of ospital as "the cost of
equity funds (measured by earning yields) when the firm has what
the market considere to be a well-baslanced capital atruoture.'2
But, the earnings yield and the ecapital sfructure differ with the
inveator according to his capacity,.his credit standing, and the
sector of.the sconomy in which he is operating. Thue, if this
definition of the cost of capital has to he used,'ita determina-

tion must be left to the judgment of the entrepreneur.

A further distinotion is mede in relation to opportunity
cost by differentiating betwasen a "lending rate" and a "borrowing
rate¥.3 The lending rate is conceivad t0 be th; rate a% which the
entrepreneur can lend money at a certain rate of interest which is
generally conatant bedause the investment does not have an effect
on the market.4 The borrowing rate ia conceived to be the rate at

which the entraprénaur can borrow.5 Since the entrepreneur ocan

‘Ivid., p. 408.

e —————

°Ibid., p. 409.

3Ibid., p. 403.
41via.

5Ibid.
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borrow money on medium term baris at the rglatively low rate.of i
interest of 7.7 percent only by investing in that particular
project or in similar industrial alternatives enabling 1o reise
foreign sources of funds, the cost of capital for this particular
project will be considered to be the borrowing rate. Thus, the
- oes8t of capital in this aralysis would be 7.7 percent.l

» Comparison with other Alternstives

Having determined both the rate of return and cost of
capital, a comparison with alternative investments can be made.
But there exists an infinlte number of alternatives with an
infinite combination of costs of capital and rate of retum
reléting to them. These combinations differ with the sector of
the economy in which the investment is made and the capacity of
the entrepfeneur. For these reasons, a quantitative comparison
with these alternativea will not be made, but a method of
oomparisoﬁ will be outliﬁed ta help the enirepreneur deciding

acgording to hie particular alternatives.

¢+ .+ & Method for Comparison with other Alternatives

From the list of project proposals availadble, the
entrepreneur will choose the one which glvee the highest

inorement percentage bvetween the rate of return and the

IRefer to the section on raising funds.
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cost of capital, and not the projeot‘ahowing the highest
rate of return. This method of ranking investment
alternatives aasuﬁes that all other factors influenoing
the entreprensur's decision such as risks, payout, or
capital_racovary’period, capital invested, etc., are equal.
But, in reality, these factors are not equal and the
entrepreneur may decide to undertake a project giving a
lower increment percentage between the rate of return and
the cost of capital, if, in his opinion the risk or other
factoralquantified accordingly will outweigh the profit

advantage.

In the Economy, there exisis an infinite
oombinatioh of investment proposals in relation to all the
factore influencing the enireprenesur's decision, thua, a
oomparative study of these combinati;ns could not be made
quantitativply before knowing the comhinations available to

the investor.

Therefore, knowing the influencing factors which
have baen ﬁnalyaed iﬁ relation to this project, and those
related toc other proposals, the enirepreneur could reach a
-decision according to the relative values given to these

factors.

A g 1 VR = A A T SR T e



CONCLUSION

From the findings in the demand, cost, and finanecial
analysis, # conclusion can be stated about the feasidilty of
establishing a ballgpoint pen factory. Such an opinion is
formulated in relation to the aseumptions stated in the study
aocording to several combinations of sales volume and price on which

the measuring stioka compuietiona were based.

(enerally speaking, and assuming other things to be aquall
& projeot is feasible if profits are left to the entrepreneur. Two
assumptions were oonsidered in the study 1n relation to the markét
share of the firm under the sales prices of 15 and 12 P.L.
Computations were made in relation to these combinatione which were
eatimated to be the most probable sifuationa under whish the firm
will operate. The findings show that under a sales volume of
2+5 million per year, ﬁha projeot 1s profitable under both prices.
But, with a seles volume of 1.5 million per year, the project is
only profitable for the selling price of 15 P.L. per unit. Since
the plant will moet likely operate under a sales volume ranging

arcund 50 pereent of the local market, it can be concluded that the

lpnat is, the other alternatives svailabls to the
entreprensur and the risk involwved.

18
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prdjaot is profitable, and thus, feasible.

+

But, for whom is this project 'fsasible? Is it for any
entrepreneur who can raise the necessary funds for such an

investment? Burely no, because, as it has been atated in the

financial anaiysia, ah entrepreneur decides in undertaking or

leaving an investment proposal only when it increases his rate of -

return on his total investiments, under a well~balanced capital

struoture, more than other proposals.

Since an infinite cowbination of the conditions required
for deciding upon s project proposal is a%ailable in the different
sectors of the economy, it could not be concluded that this project,
or anocther one, 1is a feasible investment under any combination.

But it would be very conservative to state that such a proposal is
fezsidble for a numﬁer of oconcerns according to the relative wvalues
they give to the results found in the etudy and that given for

alternative opportunities.

Moreover, it has been stated previcusly that approximately
LL.1,000 million must be invested in the induastrial sector between
1960 and 1975 to0 achieve a well-balanced eoonomic structure under a

rate of growth of 5.3 percent. Since the Lebaness market is
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restricted so &8 to permit a development of large existing lndustries, '

new investments required for the development of that sector:.have to be
divergified among a number of feasible industrial projeota which ean
survive sooording to the market potentiale., Some of these industrial
‘proposals are sconomically :casibla, but the interest of the
entreprepeur is direoted towards other sectora of the economy giving a
higher rate of return. Thip diverts new inveatment from where it is
primarily needed and coniequently distorts the development of the -

gontributing sectores to the economy.

I: the Governmsnt adopts the hypotheses for a well-balanced
davalopmenf of the economy, new advantages must be given to new
investments in the industrial sector so as to compensate for the
differsnce between the rate of return in that sector and that of other
sectors, thus increasing new investments in industry so as to reach

the desired rate of growth.
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Do you use a ball-point pen? Yes No

If ¥o, why?

APPENDIX | s B
- QUESTIONNAIRE | ' ?

What brand do you usually use? (Check more than one, if
necessary) ' . N
Universal Faber Bio ~ Parker

Schneider Others speoify

Whioh brand do you prefer?
Faber —_ Uﬁiversa;l — Parker - Sochneider

Bie _____ Others specify You ars indifferent
How many ball-point pens do you consume per year?

(1-5) (5-10) Qo-15) ___ (35~20) ___
(20-30) (More than 30)

Do you buy your pen ats

10 plasters 15 - 20-25 30-35

40-50 More than 50

Do you usually use the brand you prefer? Yes No
How often do you buy one pen?
Each week Each 2 weeks Eaoh month

Each 3 wontha You do not know

_ 81 .
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Do you buy your pen from:
A wholesaler a stationery any shop

What do you consider in deciding whioch brand to buy?

Price only Quality only Both quality and Price

You do not care

How many pens do you lose per year?

None ___ (5) ____ (5~10) ____ (More than 10)

How many ooloured pena do you use psr year?

(1-5) ____ (5-10) ____ (More than 10) ___

Do you leave a ballwpoint pen in the place you usually work?

Yes Ko

How long it will take you to consume one pen?

One week _____ Two weeks ____ One month ___ Two months
3ix months ___;;_.Hore than six months

How many pens do you own'now?

One Two Five - More than rivé

How many ball pens do you regeive free of charge per year?
411 of them ____ HNone _____ (1-5) _____ (5-10)
You don't know

What ooiour do you usually use?

Red — Green ____  Blue ____ Blaak .

Do you buy your ball pen yourself? Yes No

If Yes, All the time Most of the time

Thank you.
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TABLE A-1

STUDENTS IN SECONDARY SCEOOLS
YEAR 1962 - 1963

Private Publio

Boys Girls Total DBoys Girls Total
{000) (000} (000) (000) (000) (000)

Beirut
Bekaa
Mount Lebanon
8outh Lebanon

ﬁorth Lebanon

Total

20,6 19.1  39.7 3.8 2.9 S;T
2.1 0.9 3.0 8.7 5.1 13.8
16.3 4.0 20.3 9.8 8.3 18.1
2.4 1.1 3.5 12.8 T.5 20.3

7.1 4.7 11.8 12.3 10.9 23,2

TOTAL l
- (000) ;

46.4
16.8
38.4
23.8

35.0

48.5 29.8 718.3 47.4 4.7 82.1

160.4

Sources Ministére du Plan, Office de Statistique.



TABIE A-2

STUDENTS IN PRIMARY SCHOOLS
YEAR 1962 - 1963

Beirut
Bekaa
Mount Iebanon
Soﬁth Lebanon
ﬁorth iﬂbanon

Total

Girls Total

Girls Total
(000)

TOTAL
(000)

543
13.0
17.3
20.0

22.5

44.8
25.1
66.1
28.9

38.4

718.1

203.3

Sources Ministdre du Plan, Office de Statistique.
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TABLE A-}

POPULATION REPARTITION
1ST JANUARY, 1963

Age

Percentage

Number

0 - 14

12.5

269,000

5 =11
12 - 20
21 - 34
35 - 50
51 and over
Total lLebanese

Engineers

TOTAL POPULATION

18.5 398,120
21.0 451,920
18.0 387,360
17.0 365,840
13.0 ' 279,760

100.0 2,152,000

361,920

2,513,920 -

Source: Commer ce du levant, April 15, 1961, p. 38.
Ministére du Plan, Office de Statistique.
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MACHINERY

Machineas Hegquired for the Production of Points Only

“Lathes Tornos M-7" machines to produce conical blanka.

tTathe Tornos M-4" meochine .to produce oylindrical blanks.

"Centrifuge 4 BO" for cleaning blanks.

- -

YPoint Matio T" machine for the production of ball-point.

cleansing device "Philippi II"™ for degreasing
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Machines Reguired for the Produotion of Refills Only
One "DK 61" machine for plastic tubes production.
One Eifruder for cutting.
OneCentrifuge 5PM for eleansing. J
One "AB-I~5" machine for ink filling. =

Machines Required for the Production of Ball-pen Body ;
One Injection moulding machine with preplasticiger model i
DS VARTANTW,
6ﬁé get of.ioulds for the ocaps. ;
Two sets of moulds for the bodies. ;
One set of moulds for the plugs. §

Machines Required for Control, Asasembling, and Printing

One siereoscopic mioroacope type "Wild M 4" for pointa control.

One workshop measuring microscope fype WISQMA M 101" for oconical

end oylindrical blanks oontrol,

One printing machine type "PRESSOR 16".

One pressor machine for assembling.
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Raw Materials Required

The raw matérials are required for the production of the

. plastic ho&iea and for the production of reflillsa.

Plastic Bodies Requirements

Bodies
Polystyréne III F Non-ocoloured.
Polystyréne III ¥ Coloured.
Luraﬁ 52‘ o _ Coloured.

Cap with or without elip

 Polystyréne III F Coloured.
Luran 52 o Coloured,
Plug
Polystyréne IIT P Coloured.
Luran 52. | Coloured.

Refills Reguirements

Brass for the production of pointa.
Ink.
Plastic.

Polysthylene
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COST OF MACHINES

ost of Machines Needed for Point Production .
Type No. Total Price
I . (1L.)
: lathe Tornos ¥ - 7 2 33,600
_ Lathe Tornos M - 4 1 14,700
Point Matic 7 1 21,000 B
Philippt II 1 21,000
Hioroaoopé ‘ 1 3,500

Total 6 93,800 .
Coat of Machines Needed for Refills Production
Type No. Total Price
; - (LL.)
DK - 61 1 9,100
Extruder - 1 12,600
AB-L-5 o 11,200
| Centrifuge 5 PM 1 . 5,600

Miocroscope 1 3,500
Total 5 42,000
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Cost of Machines for Bodies
Pype No.
Plestinjeotor V111 2
Stove 1
Mill 1
Cap Moulds (set) 1
Body Moulds {set) 2
Plug Moulds {set) 1
Total 10

Coast of Asseubling, Printing, Paoking, and other Machines

Production

Total Price
(1L1.)

51,000
2,800
1,500
4,800

13,700

4,500

78, 300

Type No.

Printing 1

Pressor 16 (Assembling) 1

Packing Machine 1
Compressor 3
Total 6

Total Price
L {LL.)

1,000
10,700
14,000

10, 500

42,200

J—



- 91

PRODUCTION COSTS

Produgtion Costs of Points Cnly = Unit Cost

Machinery required LL.93,800
Amortisation price per point ssesessesssaces LL.0.,0047

Raw material required for conical points _
bI‘a.SS R Y N NN NN NN NN NN NN RN LL.0.0040

Raw material required for seylindrical points R ,
braaa I ENENENENENNNENNNNERERINRERIJINFNNIENIENJEJBEJNNENNHN] LL.0.00]-B

Computations for Raw Materials

The conical point requirss 2.75 grdma of braes.
Price of one kilogram of brass LL.Z.SO, less the

Price of one kilogram of brass éhips at LL.1.20 = LL.1.30

' 1.30
Brasa cost = 1600/2.75 - p;.0.0040.
Conical Cylindrical
(LL.) (LL.)

Amortigation of Machinery 0.0047 0.0047
Brass raw material 0.0040 0.0018
’h‘age Copt O 0030 000030
Overhead 0.0045 0.0045
Balls | _0.0014 . 0.0014

Total Cost Per Point 0.0176 T 0.0154.

Cylindriocal Points
Price per cylindrical point  LL.0.0027

less Drase chipa reduction LL.0.000%
. Brass Cost LL.0,001

:
H
=
{
H
&
;
i
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Production Costs of Refille Only

MachineTy required eeeseceessssees LL.42,000

dmortisation of machinery per refill ;;.........
Tnk ecvusnesaansccrsasccasonesnnscsscrnsnnoanran
WERBE eosrevsoncsvttsvesscssrsvecsteasonancnces
OVEThead COSEE eeeesecacscrcerosassacssonssaras

Plastic E I O B LN B O O BB B B B R BB IR R R N R BN B O NN

Total Cost of Refills

Production Costa of Complete Refilla

Coniocal
Point
(LL.)

Costs of Points only ecsecssassess 0.0176
Costa of Befills Only sreveseness 00,0147

Coste of Complete Refills 0.0323

Production Coasts of Bodies Unibloe

(LL.)
Machinery required (LL.78,300) .

Machinery amortisation sessececess 000039
Wages cesevsecrsssssencesssencereas 00040
Ovorhead seseecsocarasasnacvcoccnse 00,0060
Baw materials seeeeenrcrcnnasercess 040122

Costs of Bodies ' 0.0261

0.0021
0.0071
0,0018
0.0027
0.0010

- 0.0147

Cylindrical
Point
(LL.)

0.0154
10,0147

0.0301

Retractable
(LLs)
0.0039
0.0040
0.0060
0.0157
0.0296

|
5
i
{
{
L

e 1 e s
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TABIE A~4

LABOUR COSTS FOR 4 PLANT PRODUCING
4 MILLION UNITS PER YEAR

Produotion Hanagerl
Foreman

Refills Production
Plastic Production
Assembling

Stock and other work

TOTAL COSTS

Yearly Salary Number

Total Salary

(LL.) (LD )
1
5,000 3 15,000
2,000 5 10,000
(Men or girls)
3
- 2,000 (Men oxr girils) 6,000
1,500 10 girls 15,000
2,000 2 men 4,000
50,000

1

technical assistance coatas.

The Production Manager 8 ealary is included in the
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TABLE A-5

DISTRTBUTION COSTS

Oarsl
Salesmen
Drivers

Othar costs

Number Coat Per Year
(LL.)

3 4,000
2 10,000
3 7,500

-3,500

Total Distribution Costs 25,000

1

The price of the 3 oars is LL,20,000. The amoritization

is done on the basis of H years:

20,000

5

LL.4,000 per year.

!
i
H
!

i
l



CASH FLOW
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Cash Plow for the Sale Price of 15 P.l.

Cash flow Net profits + Depreciation.

Net profits 8ales (Costs of sales + rent)

375,000 - (251,000 + 13,000) |

Net profits after tares 111,000 -~ 21,000
Cash flow if taxes are not paid
111,000 + 64,000

Cash flow if taxes are paid 80,000 + 64,000
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Cash flow for the sale price of 12 P.L.
Cash flow ~ NWet profits + Depreciation
Net profits =~ Salea - (Costs of produotion + rent) _ f
300,000 - (251,000 + 13,000) - 36,000 -'
Net profits efter taxes - 36,000 - 3,400 - 32,600
Depreciation -~ }ggﬁggg - 64,000

Cash flow if taxes are not paid 36,000 + 64,000 - 100,000

Cash flow if tsxes are paid 38,600 + 64,000 - 96,600

Working Capitsl Heeded for Operations

Raw Material ocost 'LL.126,000

Working eapital for raw materialsl
Other coste? (LL.)
Labour 50,000
Overhead 50,000 '
Digtribution & Advertising 30,000 130,000
3

Working capital to finance sales

Total

Working Capital -
Needed
(LL.)

30,000

22,000
46,875

98,875

1ksauming a turnover of 4 times.

eiaauming a turnover of 6 times.

sksauming that 50% of sales are on oredit terms of 3 months

375,000 x 0.50
7

= LL.46,875



TABLE A-6

INGOME TAX ON INDUSTRIAL AND COMMERCIAL CONCEBNS

Income Braoket % Tax Income Tax on Bracket Cumulative Income
(LL. ) .- (LL.) Tex (in LL.)
5,000 5 250 250
15,000 7 T00 950
25,000 9 900 1,850
35,000 13 1,300 3,150
50,000 17 2,550 5, TOO
715,000 22 54500 11,200
100, 000 27 6,750 17,950
250,000 32 48,000 65,950
500, 000 37 92,500 158,450
over 500,000 42

Bourcet Ministdre de 1*Economie Nationale.
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Method Followed in the Market Research

To obtain the information needed for the Demand Analysis,
a questionnairel was distributed to potential consuﬁers, and
interviews were made with those who were judged not being able to
answer the questionnaire_(aa in the primary sohcols and the rest of
the population segments)}. A form of the guestionnaire distributed
is presented on page 81. The guestions asked to conmumers who did
not snswer the questionnaire were restricted to numbers 1, 4, 5, 11,

15, and 16 of the form distributed.

The market research was done mainly in the region of
Beirut and its suburbs which aecounis for the major part of potential

cONBUMeTE .

Questionnaires werse also distributed in the following towns

and villagéal2

1The questionnaire was distributed in three languages,
English, Arabic, and French. :

2The names ﬁnderlinad are those from which answers were
received.
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Tripoli

Saida
Zahl$
Baalbeok
Marjeyoun
Rachaya

Easbaxa
Nabatieh

Bint~-Jbeil
Kalamoun
Becharré
Zghorta
Amyoun
Jezzin.

Aley
Souk-el-Gharb

Brummana

Wadi=-Shahrour

Junieh

oy e, A L R PR PR
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The ressarch covered the following schools and colleges

in Beirut and its regionm.

The Amerioan University of Beirut
Colldge Protestant Frangais

Mar Eliag Btina Coliege

e A b PRI, et e -

Makassed College

Saint Joseph University
Beirut College for Women
International Gollege

Lycée Frangais

Collége des Freéres du Sacré Coeur
Zahrét al Ihsaﬁ College
Haud sl-wilayat School
Brummana High School

Aintura Gollegé

College des ApS8tres - Junieh

Vidt&ria College — Baabda

~ The research covered also government services, banks,
private and publice companies in both the commercial and service
sectors, and other potential conaumers'(who were grouped in the rest

of the population sector).

The diastribution of guestionnaires and tabulation of the
information gathered were made according to standard procedures and

summarised and grouped in the market segment where they bdelong.
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Capital Becovery Feriod Computations for the Sale Price of 15 P.lL.

(5o’
log * U - rl
B = Mog (1+r1)

Substituting by the results in the cost analysis if taxes are paid.

175,000
log 175,600 - (0.08 x 420,000)

log 1.08

log 1.23 0.08991
n = “isg'ifﬁﬂ" =~ .02 = 2

If taxes are not paida

lo 154,000
€ T153,000 - (0.08 z 420,000)

b= log 1.08

u 0.10721 3.2
® 0.,03342 * “°

The same ocomputations were made for the sale price of 12 P.L., the

iesulta ares

Jf taxee are paid n = 6.0

If taxes are not péid n = 5.2

1Spencer and Siegleman, Managerial Economios Decision
Making and Forward Planning, (Homewood, Illinois, lrwin, Inc., 1959},

P 382. .
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 Annual Cost Computations ’
v - T (1+ r)l ' |
= T+ -1
U 420,000 x 0.08 (1.08)°
= {1.08)0 - 1 -
U = —igf%gﬁ— - IL.91,500

1Spancsr and Siegleman, Managerial Economics, Decision

Making and Forward Planning, (Homewood, Illinois, Irwin, Inc.,
1952), p. 364. ) |
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