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. Project Basic Information:

Project Name Factory for the production of plastic sports footwear

Project Location Gharbia Governorate — The project can be set up in any
industrial zones in which the industrial sector is available.

Project Surface Area From 1150 m? to 4000 m?

Means of Disposition Ownership

Annual Lease/meter EGP 800/m? (indicative price)

Life Expectancy Five years

Targeted Products: Production of plastic sports shoes and slippers of various
shapes and types.

Expected Labor 60 workers, technicians, and administrative officers

Investment Costs Expected Approximately EGP 31,500,000 (about USD 1.7 million
with the exchange rate of EGP 18.5/USD)

Feasibility Study Date July 2022
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Introduction to the Activity of the Study:

e The activity of the project under study aims to produce plastic sports shoes and
slippers of various shapes and types in order to bridge the gap of demand for plastic
shoes and slippers in the local market, which is covered by importing from (China —
Indonesia — Turkey — Vietnam).

e Sports footwear production is one of the activities that are globally and locally
required, does not require complex technology, and is easy to be obtained from
multiple sources.

e The idea of the project is based on injection molding: it is a manufacturing process to
produce parts from plastic polymers of both types (thermoplastics and thermosets),
the polymers are injected in their molten state under high pressure in a mold that has
a shape of the desired piece to be produced.

e [njection molding contributes to the manufacture of a wide range of products of all
kinds and different sizes, which helps the project in diversifying its products to meet
the different tastes of consumers.

1. Project Legal Feasibility Study

e The project may be set up as a sole proprietorship, partnership, limited liability
company, or joint stock company.

e Such industry does not require any limitations. The operation license by notification
IS obtained as per Law no. 15/2017, taking into consideration the need to obtain
required licenses from the governorate or the entity having jurisdiction over the land
and its affiliated local units or the City Hall; and the Civil Defense and Fire
requirements that require specific procedures due to the nature of the industry.

e In case of export, the project must obtain an import and export card indicating the
nature and description of the products, or export through an intermediary company
that undertakes the export and customs release procedures on behalf of the project.

e The costs of incorporation, attorney fees, licensing, registration with the Industrial
Development Authority (IDA) and the entities having jurisdiction are nearly EGP
100,000.

I11. Project Environmental Feasibility Study

e The project is classified as the "B" list projects, since it is plastic injection molding
activity as per item (30) of environmental screening projects list. Assessment of the
environmental impact of the project must be according to the Environmental
Screening Form "B", and the requirements of the Environmental Law. The project
must take into account the environmental requirements for such activity due to the
nature of the industry.

e Environmental requirements, which need special measures to reduce pollution,
emissions in this industry and waste disposal, must be met.

e Waste disposal costs were included in the costs of raw materials in the study
according to the data received from the IDA.
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IV. Project Social Feasibility Study

e The social feasibility study aims to analyze the social benefits and costs of various
projects in order to select the projects that achieve the optimum social benefit. It is
noted in this regard that the social feasibility study is concerned with additional
aspects that were not examined in any of the other feasibility studies, because it
focuses on the social effects of the project due to the project's contribution to the
achievement of the economic and social goals of the society.

e The project is socially feasible. It creates new job opportunities; gives access to
favorable employment outcomes; and provides sixty (60) direct job opportunities,
other than the indirect job opportunities.

e The project contributes to the national program to substitute imports for the benefit
of society by relying on local manufacturing, providing foreign currency, and
localizing the industry.

V.  Project Marketing Feasibility Study

1- Outcomes of the project’s marketing feasibility study according to growth
drivers and competitive strength:

e The project aims to bridge the gap of demand for plastic shoes and slippers in the
local market, which is covered by importing from (China — Indonesia — Turkey —
Vietnam).

e One of the growth drivers and competitive strength of the activity under study is
Egypt’s strategic location, which facilitates export to Asia, Africa, Europe and North
America, as well as international agreements with the European Union (EU),
COMESA and Mercosur countries. Egypt has 15 commercial ports to facilitate
exports, and the volume of the large consumer market in Egypt makes it an attractive
market for such products.

2- Supply Volume:
e Real GDP in fiscal year 2018 reached 5.3% compared to 4.2% in 2017, and a gradual
increase is expected to reach 5.8% in fiscal year 2020.
e The average annual sales of footwear is about $600 million.
e The average sales are about 40 million pairs of shoes, of which 60% are for women,
19% are for children, and 21% are for men.

3- Demand Volume:
e According to the data received from the Industrial Modernization Center (IMC),
there is a clear dependence on imports.
e There is a deficit in the trade balance with regard to this activity. The top ten most
exporting countries are as follows:
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4- Market Gap:
e According to the abovementioned, there is a gap in the demand for plastic and rubber
footwear in the local market of more than $66 million in 2018, by an increase of 29%
of 2017 imports. Egypt imports 92% of plastic and rubber footwear from China.

5- Local Market:

e The main objective of the project is to cover the local demand and fill the gap in the
trade balance on the products, which experience severe shortcomings that are not
sufficient to cover local needs.

e This project meets the needs of the local market, and would save the amounts paid in
order to import large quantities of such products if they are locally manufactured.

6- Potential Export Markets:

e One of the opportunities available to the project is to fill the gap of the local market
and export. The project could offer its products at competitive prices to the global
market, which is witnessing a significant increase in the demand for these products.

e |t is possible to expand to invade some other markets, provided that the production
be with special specifications that meet the needs of the countries to which the
products will be exported. The most important markets proposed for export are:

O Europe (Germany — France — Italy — the UK)

O The Middle East (Yemen — Iraq — Jordan — Tunisia — Lebanon)
O North America: the USA

O Africa (Kenya —Uganda — Sudan)

lZD' |
J.)H.l‘
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7- Products, expected sales volume and prices during the fiscal year:

— Sneakers — Slippers for women/men
— Slippers for children — Crocs for boys/girls
— Sandals for women/men — Water shoes and sports shoes

According to the industry, the attached prices are indicative and in light of the natural
rates. They could be modified according to the date of the study, and be summarized

during the annual production cycle according to the following table, and the data
received from IDA and IMC:

Measuring | Expected sales | Average pair | Total expected

Product . i
unit volume sale price annual sales

Pair of plastic shoes or

EGP 30/pair
slippers of various types

Pair of shoes | 1 million pairs of shoes

EGP 30,000,000

8- Expected Marketing Campaign Costs:
The annual costs of the marketing campaign, products distribution, printing of brochures
and publication in specialized magazines, online advertising, especially at the beginning of

the project to achieve the spread are estimated at EGP 500,000 (five hundred thousand
Egyptian Pounds only).
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V1. Project Technical and Engineering Feasibility Study
1- Production Process:

Production Process

v Material mixing - injection molding - removal — finishing

2- Machinery and Equipment Needed for Production Process:

Item
= P.V.C injection molding machine
= EVA injection molding machine
= Dye machines
= Sole washing machine
=  Sewing machines

The investment cost of machinery and equipment required for the project as
per the data of IDA is estimated at EGP 5 million.

1 " \'/ 4 1

3- Location:
The project is implemented in Gharbia governorate in the Arab Republic of Eqypt,
due to the availability of utilities and licenses necessary for this type of industry;
the governorate's proximity to sources of raw materials; as well as the availability
of labor at reasonable prices; and the availability of land at reasonable prices. The
project could be implemented in any suitable place where such comparative
advantages are available.
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The location on the map:

The land surface area needed for the project is 3000 m?.
According to the investment opportunities of Gharbia governorate, which are
contained in some feasibility studies published on Investment Map website, and
according to the data received from IDA and IMC, the average sale per meter
square of vacant land without buildings is EGP 800 (indicative price). The
conditions for undertaking the factory activity are met, all the utilities required for
the project are available, and obtaining licenses is facilitated. Such prices are
reviewed periodically by the relevant pricing committees.

Accordingly, the estimated cost of the land =1150m? x EGP 800 = approximately
EGP 920,000 (nine hundred and twenty thousand Egyptian Pounds only), and it
was included in the capital costs of the project according to what would be
mentioned in the financial study.
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4- Buildings:
According to the data received from IDA, [ |
the factory would need 60%-allocation of
the total land area as an area for the
manufacture and production operations.
Accordingly, the construction ratio is
estimated at an area of 1800m?,
calculating the cost per meter square for | e
buildings, trusses including the walls, |48 .{r?-' ke
security rooms, electricity and tanks, E= @&
some of which are built of bricks and e
concrete completely finished.
Considering the average price of EGP , . -
4300/m?, the total estimated cost of ; -
buildings and constructions = 1800 m2 x &
EGP 4300 /m2 = EGP 7,740,000 (seven million and seven hundred and forty
thousand Egyptian Pounds only).

5- Raw Materials, Packing and Packaging Materials:
v Raw Materials: EVA and P.V.C. plastic materials / dyes, insoles, and
accessories
v' Packing and packaging materials: plastic packages — cartoon packages

The annual running cost needed to obtain the raw materials, packing and packaging
materials to produce the production volume mentioned in the marketing study; 1
million pairs, according to the data of IDA, is approximately EGP 14 million.

6- Utilities Consumption:
» Electricity consumption= 63 MWh.
= Water consumption= 700 m?.

The annual running cost of enerqy and utilities as per the consumption rates needed
to produce the production volume mentioned in the marketing study: 1 million pairs,
according to the data of IDA, is approximately EGP 600 thousand.

VII. Project Financial Feasibility Study
1. Foundations and Hypothesis of the Financial Feasibility Study:

¢ In this financial feasibility study, data and revenue estimates are based on the volume
and sales value as per market study results.

¢ Investment cost values and other costs and expenses have been estimated based on
the technical study results received from IDA and IMC.
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e Buildings and machinery annual depreciation is estimated based on the technical
study results. Same buildings and machinery sale value is presumed to be matching
their book value at the end of the expected lifetime of the project.

e It is assumed that the first operating cycle requirements are obtained with 10%
facility from the suppliers.

e |t is taken into account that the estimated value of the fixed assets mentioned in this
study is time-and-circumstance limited. Accordingly, such value may change by
change of circumstances or by report time prescription or change of economic
climate in general.

e Pursuant to the Egyptian Accounting Standards, it is presumed that incorporation and
pre-commencement costs are fully expired by the first year of revenue.

e The project life expectancy is five (5) years to test the indicators of economic
feasibility of the project.

e The estimated income statements have been prepared on the presumption that there
is no fundamental change in the revenue values and expected annual costs during the
study period, unlike the estimated growth rate in sales, which corresponds to a similar
growth rate in costs of 10% annually.

e Atax rate (TR) of 22.5% for the annual profits of companies, 20% for the returns of
treasury bonds issued by the Egyptian Ministry of Finance, was relied on, in
accordance with the Egyptian legislation prevailing at the time of preparing the study.

e Annual cash flows are estimated using the indirect estimation method; necessary
adjustments have been applied to the results of the estimated income statements of
the years in this study.

e The criteria of Return on Investment (ROI), the Pay-back Period (PBP), the Net
Present Value (NPV), and the Internal Rate of Return (IRR) were relied upon in
evaluating the economic feasibility of the project, taking into account the Required
Rate of Return on investment (RRR).

e RRR is determined as per the weighted average cost of capital (WACC), and
presuming the project is fully financed by the owners.

e Future financial estimates contain estimated and other unforeseen risks, and other
factors that may lead to different performance and actual results that the project
would achieve from the expected performance according to the assumptions on
which the estimated statements were prepared according to the prevailing business
climate at the time of preparing the study.

e General and administration expenses and labor costs have been taken into account
within the estimated income statements, assuming that most of the employment is
direct labor in light of its ratio in the total employment.

2. Definition of Required Rate of Return (RRR)

e |t isthe minimum return required by the investor, in order to invest his/her money in
a project inside Egypt, evaluated by the industrial risks of the economic activity of
the project under study.
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e The study is concluded by an RRR of 18% as per the industry risks in Egypt, and is
calculated as follows:

RRR= [RFR+ (CRPx )]

e The risk-free rate (RFR) is calculated according to the official data published by the
Central Bank of Egypt for treasury bonds due at the end of 2026, which is close to
the evaluation period of the project within 5 years, using the weighted average yield
of different bond issues for that period.

https://www.cbe.org.eq/en/Auctions/Pages/AuctionsEGPTBondsCouponHistorical.aspx

We‘i\ggfed Max. Min. Yield Coupon Accepted Submitted Required Type
Yield (%) Yield (%) (%) Amount Amount Amount (New/Reopening)
Ve, 0T VENT. YT, Ve, Mesovin i VETTN e iv s [ Acenrinaoinnn N
VE,7¢Y Ve, 800 Ve, Ve YE,0% Ao 80 AAT 0w AV g AMT T o s Vi@a s oangsna R
Ve, 7o V§,740 Ve, Vg Ve, o0 IV Tee e ns | To e @m0 ¥ouin s | Avoraraagenn R
Vi E.T Ve g8 Ve, Te. YE, 0 AR P A S \'..Y\‘\',a\i\\".-n- Vedo vl aninns R
VE,¥4 il el anad (i adlal) S gia
1Y, EY %Y+ oy pa aedd day dlall b i
Average return before tax il ypall aad (8 2ilall Lo s
Average return after 20% tax discount %Y+ A pia aad day 2ilal) Lo gia

e A CRP of 5.33% was used according to Egypt's global rating issued by S&P
"Standard & Poor's" — Moody's as per the latest update of the global professor
Damodaran'’s website about the Egyptian market data for the year 2021.

http://www.stern.nyu.edu/~adamodar/pc/datasets/ctryprem.xlsx

e Third, the beta factor of 1.20 for the risks of the Egyptian market for the industry of
the study is assumed as per the average industry risk.

http://www.stern.nyu.edu/~adamodar/pc/datasets/ betas.xls

Thus, the RRR is determined as follows:

RRR=(11.43+5.33x1.20)= approximately 18%
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3. Project Investment Cost

e According to Article (11) of the Executive Regulations of Investment Law No. 72 of
2017, enacted by Prime Minister Decree No. 2310 of 2017, the project investment
cost is defined as follows:

"Project investment cost shall mean such costs required to set up an Investment
Project represented in property rights, in addition to long-term liabilities invested in
setting up or establishing fixed corporeal (tangible) assets or incorporeal
(intangible) assets, conditional on payment of value thereof in cash, and working

capital.”

The opening budget for the investment project can be prepared according to the
results of the estimated technical feasibility study as follows:

Item EGP

Long-term Assets
— Incorporation, licenses, and pre-commencement

100,000
expenses
— Lands 920,000
— Buildings 7,740,000
— Machinery and equipment 5,000,000
Total long — term assets 13,760,000
Current Assets
— Rese_rv0|r of raw materlals, _productlon supplies, 14,000,000
packing and packaging materials
— Cash and likewise (1) 5,160,000
Total current assets 19,160,000
Current Liabilities
— Raw m_aterlals, productlo_n supplies, packing and 1,400,000
packaging materials suppliers
Total current liabilities 1,400,000
Working capital 17,760,000
Total investment 31,520,000
To be financed as follows:
Property Rights
Capital 31,520,000
Total investment financing 31,520,000

(1) To satisfy the expenses of the first operating cycle, including (labor wages 3
million - marketing expenses 500 thousand - electricity and utilities consumption
of about 660 thousand - general and administration expenses that include food,
allowances, stationery, professional fees, etc. of 1 million).
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Thus, the total investment cost of the project is
Total long-term assets + working capital= approximately EGP 31,500,000
(Approximately thirty-one million and five hundred thousand Egyptian
Pounds only)
Equivalent to an estimated average exchange rate of EGP 18.5 / USD
(approximately about USD 1.7 million)

4. Expected Income Statements for the Years of Investment Project:
Could be prepared as per the outcomes of the Technical Feasibility Study as

follows:

Al Ad A AL dadiad A I
= = - = o L = Ja _'|_.._-..|
iy
{H:.'-:'..-.'.} {”'.:-.-.-.'..} (H.". '] ('-‘..-.r',_.,-] |:' .'.',-....:] el 23l5
VAo 11998 YieETdaafs VEAT Yk e VFoVEcsss AR TITEY 7 s
iy
[:"'n"-] .::.L'_'-'-.\_:._EL-:_;__._;_;'_EI ol LN
(A¥er s (AVerss)  [AVered) (AVerer) (AfVaess) Gl e
(1105) () () (W) (e iy e 3
VEIAT L AEE Vi ek IR A LT LR e S —l-:l_yﬂ'IIJJ,—*Jid ﬁ&)ﬁuy_g
iy
AR T B LT PO Y I A VA PR R (AT T (ABARSAL) (9772 _,_,.,a_jq__}_.u
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5. Estimating the cash flow stream for the years of the investment project:

According to the foregoing, the cash outflow in year (zero) =
approximately EGP 31,500,000.
The cash flow stream of the economic life of the project can be estimated indirectly
through adjusting the net accounting profit by re-adding the depreciation premium
because it is a non-cash expense, and by re-adding the incorporation and pre-
commencement expenditure because they are calculated within the value of the
outgoing investment costs in the year zero.
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Thus, the annual cash flow stream could be summarized as follows:

Years 0 1 2 3 4 5

Net Annual | (33,000,000) | 8,623,075 | 9,440,675 | 10,364,785 | 11,381,306 | 39,484,479
Cash Flow

6. Indicators of Project Financial Feasibility Study:
I: Return on Investment (ROI)
I1: Pay-Back Period (PBP)
I11: Net Present Value (NPV)

I: Return on Investment (ROI):

According to what was previously explained and by reviewing the estimated income
statements for the project, the average ROI can be calculated as follows:

average net annual profit o

Ratio of average net accounting profit to investment cost = -
total investment costs
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Project ROI Results:

In respect of the paid-in capital, the project has recorded an average percentage of net
accounting profit of 30%, which exceeds the investors' required rate of return (RRR), which
was previously determined at 18%, and this stresses that the project is financially feasible.

It is worth noting that this indicator is an aid tool to evaluate the project. However, it cannot
be relied upon alone in determining the economic feasibility of the project, as this indicator
is faulted for the following:

1. Its dependence on the net accounting profit, which may be based on depreciation
and provisions estimates that may lead to a value that is different from the actual
value achieved by the project; and

2. Not expressing the actual cash flows, which may give misleading results.

I11: Pay-Back Period (PBP):

The payback period is the amount of time a project takes to recover its investment costs
through the net cash flows expected to be achieved during the operating years. It expresses
the period elapsed from the life of the project until it achieves net cash flows from operating

its assets equal to a value equal to the paid-in capital at the beginning of the project's
operation.

In accordance with the above mentioned, and by reviewing the estimated annual cash
flow statements for the project, PBP _can be calculated as follows:

Years Zero 1 2 3 4 5
Net Annual (31,520,000) 8,623,075 9,440,675 10,364,785 | 11,381,306 | 39,484,479
Cash Flows

Net Cumulative

Annual Cash (31,520,000) (22,896,925) (13,456,250) (3,091,465) 8,289,841 47,774,320
Flows

PBP by Years 3.27
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Payback = last year of net negative cumulative cash flow
absolute value of last negative cumulative cash flow

cash flow of the following year

Absolute value of last negative cumulative cash

Number of Years of negative cash flow | + flow

Cash inflows of the following year

3,091,465
3 + 11,381,306
3 N 0.27

PBP = 3.27

Project PBP Results:

The project has recorded the PBP of all of its annual costs within three years and three
months in operation, and this period does not exceed the expected economic life of the
project, which is five years. This stresses that the project is financially feasible and its
potential risks are reduced.

It is worth noting that the project has recovered its investment costs within a short period,
which presents an opportunity for investors to reinvest the recovered capital in other projects
or to make expansions in the project, and maximize ROI.

However, this indicator is criticized for having overlooked the time value of money, which
will be taken into consideration later in NPV and IRR below.

IV: Net Present Value (NPV) and Internal Rate of Return (IRR):

NPV is the difference between the present value of net cash inflows during the operating
years and the present value of net cash outflows throughout the set up phase. On the other
hand, IRR is the discount rate at which project NVP is zero.

_ net cash flow during the year
Present value of cash inflows = X ]

(1+ni

By reviewing the estimated annual cash flow statements for the project, NPV can be
calculated using a discount rate of 18%, and it represents the return requested by
investors as follows:
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e PV of net cash inflows during the operating years = EGP 43,525,545

e PV of net cash outflows during the set up phase = EGP 31,520,000

e NPV = the present value of net cash inflows - the present value of net cash outflows.
e NPV = EGP 43,525,545~ EGP 31,520,000= EGP 12,005,545

Project NPV & IRR Results:

The project recorded a positive NPV greater than zero, which means that the project fully
recovered the capital; achieved RRR; and exceeded with surplus, thus, the project is
financially feasible and is able to face the potential risks and its exposure to a decrease in its
profits within the limits of the achieved surplus.

The project achieves IRR of 30%, which exceeds the IRR of 18%, thus the project is
financially feasible.

VIII: Results and Recommendations:
According to the aforementioned:

— The project achieves ROI of 30.31%
— The PBP of the project is 3 years and 3 months
— The project achieves a positive NPV, and IRR of 30%
Thus, the project is feasible to be set up as per the assumptions of the study.

Note:

Data mentioned in this technical feasibility study are only guidelines of estimates that are
based on the data provided by Industrial Development Authority (IDA).
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