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11  IINNTTRROODDUUCCTTIIOONN

11..11  PPrroojjeecctt  BBrriieeff

This proposed project presents details about the investment opportunity in the area of
leather goods manufacturing. The product being focused is leather wallet. However
the unit is also capable of manufacturing leather key rings, credit card holders, ladies
bill folders and other small articles of leather without any addition of machinery.

11..22  OOppppoorrttuunniittyy  RRaattiioonnaallee
In 1999, Leather goods had a global market of $ 5.7 billion. Entrepreneurs in
Pakistan are well positioned to capture this market because of a large raw material
base available locally. Quality hides & skins are available in the country and the
tanning industry is well equipped to manufacture high quality finished leather.
Different types of leather products include garments, footwear and gloves. The
performance of Pakistani exporters in the exports of finished leather, leather
garments and leather gloves has been satisfactory. But leather goods and footwear
are the two areas in which there is a large room for increasing exports. Leather goods
international market is second only to leather footwear in term of dollar value. Over
the last few years, the demand for these products in the foreign market has been on a
rise.
Tanners and Leather Manufacturers are realizing the need to move towards value
addition by producing better quality products, and innovation in fashion trends, in
order to introduce them to the high market. Government has provided various
incentives and restructured tariff base for boosting exports. Moreover Government
provides an export rebate of 5.61% on leather goods exports.

Besides this, the usage of leather goods in the local market has also increased that
also makes it attractive area for investment. This pre-feasibility study has been
developed for leather goods exports.

11..33  VViiaabbllee  EEccoonnoommiicc  SSiizzee  aanndd  PPrrooppoosseedd  CCaappaacciittyy

This feasibility is based on a unit with 4 Stitching Machines with a capacity of
manufacturing 145 wallets per day. This unit will not have assembly line operations
as in modern leather goods manufacturing units and will be labor intensive.

11..44  PPrroojjeecctt  CCoosstt11

Rs 0.51 million

                                                          
1 includes working capital Rs 273,294
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11..55  PPrroocceessss  FFllooww  CChhaarrtt

22  CCUURRRREENNTT  IINNDDUUSSTTRRYY  SSTTRRUUCCTTUURREE

According to Leather Directory 1994, there were more than 125 leather goods
manufacturing units in Pakistan manufacturing all kinds of consumer as well as
industrial goods. Total manufacturing capacity was 5.905 million pieces per annum.
Theses units are mostly concentrated in two cities Karachi and Sialkot. Largest
cluster was in Karachi that comprised of 86 units and accounted for 71% of the total
units and 66 percent of total labor employed. In Sialkot, there were 28 units that
accounted for 23%. Remaining 6% was distributed between Islamabad, Lahore and
Gujrat.

33  MMAARRKKEETTIINNGG

33..11  TToottaall  MMaarrkkeett  SSiizzee  aanndd  GGrroowwtthh
Primary target of this unit will be the export market. In the year 1999 total, world
import market of leather goods was $11,907 million, of which 91% of the leather
goods market was constituted by consumer goods2 and only 9% by the industrial
goods.
The size of the local market for leather goods is very small with an estimated
consumption of roughly 600,000 articles per year. However, this market can offer
attractive dividends catering to high-income consumers and formal corporate sector.
In order to cater to this market segment, marketing expenses will considerably rise.
This pre-feasibility report does not take into account this local market.

TTaabbllee  33--11::--MMaajjoorr  GGeeooggrraapphhiicc  MMaarrkkeettss
Export $ Million

USA 3,077
Hong Kong 2,038
Japan 1,897
Germany 761
UK 602
France 570
Italy 280

                                                          
2leather consumer goods include items like belts, bandoleers, handbags, camera cases, trunks,
suitcases, vanity cases, executive cases, briefcase and wallets, while leather industrial goods include
items like industrial belts, saddlery & harness etc.
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FFiigguurree  33..11::  --  MMaajjoorr  IImmppoorrtteerrss  ooff  LLeeaatthheerr  GGooooddss

Leather Goods - Major Importers
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2.1%
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2.4%

Total Imports: $11,907 

33..22  PPaakkiissttaann’’ss  EExxppoorrttss
Leather goods constitute a very insignificant portion of the total exports of leather
and leather products. In the global imports of leather and leather product, leather
goods held share of 22%, whereas Pakistan’s exports of leather goods accounted for
only 1.5% of the total leather sector exports.
Total exports of Pakistan’s leather consumer goods for the year 1999-2000 was
Rs.118.6 million, 36% of which constituted to the export of purses and wallets.

FFiigguurree  33..22::  --  PPaakkiissttaann’’ss  LLeeaatthheerr  CCoonnssuummeerr  GGooooddss  TTrraaddiinngg  PPaarrttnneerrss

Pakistan Leather Consumer Goods Exports
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33..33  TTaarrggeett  CCuussttoommeerrss
Target customers in the export market include large retail chain stores and corporate
clients.

44  RRAAWW  MMAATTEERRIIAALL
The basic raw material required for manufacturing of wallets is as follows:

TTaabbllee  44..11::  --  LLiisstt  ooff  RRaaww  MMaatteerriiaall33

Description Price/unit Availability local or imported

Buffalo Calf Leather Rs 60/Sq ft Local
Silk Lining Rs 2-3 per wallet Local
Metal Corners Rs 0.75 per corner Imported but also available locally
Zip (if specified) Rs 3/ Zip Imported/Local

55  MMAANN  PPOOWWEERR  RREEQQUUIIRREEMMEENNTTSS

55..11  TTyyppeess  ooff  SSkkiillllss  RReeqquuiirreedd
Due to versatility of the type of skills, the skilled labor (Karigar) is difficult to get.
Expertise is required in the following areas:
•  Pattern making,
•  Cutting
•  Stitching
•  Skiving

TTaabbllee  55--11::  --HHuummaann  RReessoouurrccee  RReeqquuiirreemmeenntt
Positions Required Salary/ Month Salary/Annum
CEO (owner) 1 25,000 300,000
Stitcher 4 5,000 240,000
Skiving machine operator 1 2,000 24,000
Helper 5 2,000 120,000
Salesman 1 4,000 48,000
Total 12 732,000

                                                          
3 The raw material specification will vary with different wallets for different markets.
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66  MMAACCHHIINNEERRYY  DDEETTAAIILLSS

TTaabbllee  66..11::  --  MMaacchhiinneerryy  LLiisstt
Sr.
No

Type Brand
Name

No. Cost per
Machine

Total Cost4

1 Stitching Machine Singer-431 4 40,000 160,000

2 Skiving Korean 1 30,000 30,000
3 Creasing tools 10,000

4 Cylinder 5bed Singer 45,000

Total Machinery Cost 200,000

The prices quoted above are those of the imported machinery, but these machines are
also available in the local make.

66..11  OOtthheerr  OOppttiioonnss  AAvvaaiillaabbllee  ffoorr  MMaacchhiinneerryy
Singer 431 is the most successful stitching machine for manufacturing leather goods.
Other Machines available are Singer-591 and machines by Mitsubishi.

77  LLAANNDD  &&  BBUUIILLDDIINNGG

77..11  TToottaall  LLaanndd  RReeqquuiirreedd  ((AArreeaa))
For leather goods manufacturing unit with production of about 145 wallets per day,
approximately 1120 sq. ft. area is required

77..22  BBuuiillddiinngg  CCoovveerreedd  AArreeaa  RReeqquuiirreemmeenntt
Description Required area (sq. ft)

Factory area 1000
Management building 120
Total area required (in sq. ft) 1120

Land & Building Construction Cost Rate (Rs./ sq. ft.) Construction cost

Approximate Land cost (Rs.) Rs. 500,000/4,500 sq. ft 124,444
Factory area 350 350,000
Management building 600 72,000
Total Building construction cost 422,000
Total Cost Land & Building)* (Approx.) Rs. 546,444
                                                          
4 These costs may vary from the most recent.
5 Only if manufacturing of ladies bags is planned.
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*If Constructed

77..33  RReeccoommmmeennddeedd  MMooddee
Renting a small house or building is a recommended option.

TTaabbllee::  77--33 RReenntt  CCoosstt

Rent cost Monthly rent (Rs.) Annual rent (Rs.)

Building rent cost 6,000 72,000

77..44  SSuuiittaabbllee  LLooccaattiioonnss

Karachi is the most suitable location for establishing a unit of leather goods
manufacturing, followed by Sialkot & Lahore. Availability of skilled labor and
commercial splitting6 facility are important while selecting a location.

77..55  IInnffrraassttrruuccttuurree  RReeqquuiirreemmeennttss

•  Electricity
•  Telephone
•  Fax

88  PPRROOJJEECCTT  EECCOONNOOMMIICCSS

88..11  PPrroojjeecctt  CCoossttss

TTaabbllee::  88--11 PPrroojjeecctt  CCoosstt//CCaappiittaall  RReeqquuiirreemmeennttss
Projects Costs (Rs.) Total Cost
Plant & Machinery 200,000
Machinery Installation 10,000
Furniture & Fixtures 5,000
Miscellaneous (salaries) 25,000
Total Capital Costs (Rs.) 240,000

Raw material inventory 194,119
Up front for building rental 72,000
Up front insurance payment 7,175
Total Working Capital (Rs.) 273,294

Total Investment in the Project (Rs.) 513,294

                                                          
6 A single German splitting machine cost Rs 350,000 so commercial splitting is recommended.
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TTaabbllee  88——11  FFiinnaanncciinngg  PPllaann
Financing
Equity 40% 203,517
Debt 60% 307,976

TTaabbllee  88——33  PPrroojjeecctt’’ss  RReettuurrnnss
Internal Rate of Return 41.29%
Net Present Value (NPV) Rs 1,119,458
Payback Period (Years) 1.15

99  RREEGGUULLAATTIIOONNSS

99..11  SSppeecciiaall  IInncceennttiivvee  ffoorr  tthhee  SSeeccttoorr  bbyy  tthhee  GGoovvtt..
Being an export based unit the government provides 5.61% export rebate (F.O.B.) on
exports of leather goods.

1100  KKEEYY  SSUUCCCCEESSSS  FFAACCTTOORRSS
Availability of skilled labor force and continuous flow of export orders are the key
success factors for this business. This requires aggressive marketing efforts.
Another important factor that now plays a very important role is the packaging of the
product. For export marketing of leather goods, packaging is of special significance
because of both legal requirements in the importing countries and the necessity to
get the products to the markets in good condition.

1111  TTHHRREEAATTSS  FFOORR  TTHHEE  BBUUSSIINNEESSSS
•  Difficult or non-availability of imported accessories
•  Failure to procure raw material
•  The skilled labor for this industry is difficult to find
•  The level of technology being used is very low. This not only reduces the

production capacity of the smaller manufacturers, but also affects the quality of
their products, thereby affecting their competitive edge in the international
markets
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1122  FFIINNAANNCCIIAALL  AANNAALLYYSSIISS

1122..11  PPrroojjeecctteedd  IInnccoommee  SSttaatteemmeenntt
P R O J E C T E D  I N C O M E  S T A T E M E N T  

Y e a r  1 Y ea r   2 Y ea r   3 Y e a r   4 Y e a r   5

S a le s 3 ,5 1 6 ,9 7 5             4 ,1 4 5 ,0 0 6             4 ,8 6 3 ,4 7 4             5 ,6 84 ,1 8 5             6 ,25 2 ,6 04             
O the r in c o m e s  (R e b a te ) 1 9 7 ,3 0 2                2 3 2 ,5 3 5                2 7 2 ,8 4 1                3 18 ,8 8 3                35 0 ,7 71                

C o st o f  g oo d s  so ld
R a w  M a te ria l 2 ,1 3 5 ,3 0 6             2 ,5 2 2 ,3 3 1             2 ,9 6 6 ,2 6 1             3 ,4 74 ,6 9 6             3 ,83 0 ,8 53             
P a yro ll (P ro d u ctio n  S ta ff) 3 8 4 ,0 0 0                4 0 3 ,2 0 0                4 2 3 ,3 6 0                4 44 ,5 2 8                46 6 ,7 54                
M a ch in e  M a in ten a n ce 7 0 ,3 4 0                  8 4 ,5 5 8                  9 9 ,2 1 5                  1 15 ,9 5 7                12 7 ,5 53                
D irec t E le c tric ity  4 6 ,0 6 8                  5 0 ,6 7 5                  5 5 ,7 4 3                  61 ,3 1 7                  6 7 ,4 49                  
T o ta l 2 ,6 3 5 ,7 1 4             3 ,0 6 0 ,7 6 4             3 ,5 4 4 ,5 7 8             4 ,0 96 ,4 9 9             4 ,49 2 ,6 09             

G r o ss  P r o f it 1 ,0 7 8 ,5 6 3             1 ,3 1 6 ,7 7 7             1 ,5 9 1 ,7 3 7             1 ,9 06 ,5 6 9             2 ,11 0 ,7 66             

O p e r a tin g  E x p e n se s
P a yro ll (A d m in ) 3 0 0 ,0 0 0                3 1 5 ,0 0 0                3 3 0 ,7 5 0                3 47 ,2 8 8                36 4 ,6 52                
P a yro ll (M a rk etin g  a n d  S a le s) 4 8 ,0 0 0                  5 0 ,4 0 0                  5 2 ,9 2 0                  55 ,5 6 6                  5 8 ,3 44                  
F ix e d  e lec tric ity 4 7 ,4 1 5                  5 2 ,1 5 6                  5 7 ,3 7 2                  63 ,1 0 9                  6 9 ,4 20                  
In su ra n c e  E x p e n se 7 ,1 7 5                    6 ,4 5 8                    5 ,7 4 0                    5 ,0 2 3                    4 ,3 05                    
A d m in is tra tiv e  O v e rh ea d s 3 5 ,1 7 0                  4 1 ,6 5 7                  4 9 ,1 2 4                  57 ,7 0 3                  6 3 ,7 95                  
A m o rtiz a tio n  (P re -o p era tio n a l E x p en s es) 3 ,5 0 0                    3 ,5 0 0                    3 ,5 0 0                    3 ,5 0 0                    3 ,5 00                    
D e p rec ia tio n 2 0 ,5 0 0                  2 0 ,5 0 0                  2 0 ,5 0 0                  20 ,5 0 0                  2 0 ,5 00                  
T o ta l 4 6 1 ,7 5 9                4 8 9 ,6 7 1                5 1 9 ,9 0 5                5 52 ,6 8 8                58 4 ,5 16                

O p e r a tin g  P r o f it 6 1 6 ,8 0 4                8 2 7 ,1 0 6                1 ,0 7 1 ,8 3 1             1 ,3 53 ,8 8 1             1 ,52 6 ,2 50             

N o n -o p e ra tin g  E x p e n se s
F in an c ia l  C h arges  o n  L on g -te rm  L o a n 6 ,2 4 3                    4 ,4 9 5                    2 ,4 3 3                    -                        -                        
F in an c ia l  C h arges  o n  R u n n in g  F in an c e 4 9 ,1 9 3                  1 2 8 ,8 2 4                1 5 0 ,4 6 6                1 75 ,1 7 0                20 3 ,3 59                
L a n d  L e as e -                        -                        -                        -                        -                        
B u ild in g  R en te l 7 2 ,0 0 0                  7 9 ,2 0 0                  8 7 ,1 2 0                  95 ,8 3 2                  10 5 ,4 15                
T o ta l 1 2 7 ,4 3 6                2 1 2 ,5 1 9                2 4 0 ,0 1 9                2 71 ,0 0 2                30 8 ,7 74                

P ro f it  B efo r e  T a x 4 8 9 ,3 6 8                6 1 4 ,5 8 7                8 3 1 ,8 1 3                1 ,0 82 ,8 7 9             1 ,21 7 ,4 76             
T a x 7 0 ,3 4 0                  8 2 ,9 0 0                  9 7 ,2 6 9                  2 54 ,0 0 8                30 1 ,1 17                

P ro f it  A fte r  T a x 4 1 9 ,0 2 9                5 3 1 ,6 8 7                7 3 4 ,5 4 3                8 28 ,8 7 2                91 6 ,3 59                

R e ta in e d  E arn in gs  b e g in n in g  o f ye ar -                        4 1 9 ,0 2 9                9 5 0 ,7 1 6                1 ,6 85 ,2 5 9             2 ,51 4 ,1 30             
R e ta in e d  E arn in gs  e n d  o f yea r 4 1 9 ,0 2 9                9 5 0 ,7 1 6                1 ,6 8 5 ,2 5 9             2 ,5 14 ,1 3 0             3 ,43 0 ,4 90             
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1122..22  PPrroojjeecctteedd  CCaasshh  FFllooww  SSttaatteemmeenntt
PROJECTED CASH FLOW STATEMENT 

Year 0 Year  1 Year  2 Year  3 Year  4 Year  5

Operating activities
Net profit 419,029 531,687 734,543 828,872 916,359
Amortization (Pre-operational Expenses) 3,500 3,500 3,500 3,500 3,500
Depreciation 20,500 20,500 20,500 20,500 20,500
Accounts receivable (479,588) (85,641) (97,973) (111,915) (77,512)
Equipment Spare Parts Inventory 0 (5,862) (1,185) (1,221) (1,395) (966)
Up-Front Insurnace payment (7,175) 718 718 718 718 718
Stocks-RM (194,119) 0 (35,184) (40,357) (46,221) (32,378)
Accounts payable 0 49,536 8,981 10,299 11,795 8,262
Cash provided by operations (201,294) 7,833 443,376 630,008 705,852 838,483

Financing acivities
Long term debt principal repayment (9,708) (11,456) (13,518) 0 0
Add: buliding rent expense 72,000 79,200 87,120 95,832 105,415
Building rent payment (72,000) (79,200) (87,120) (95,832) (105,415) (115,957)
Addition to long term debt 34,683
Addition to running finance 273,294 442,395 120,231 137,247 156,602 112,418
Issuance of share 205,317
Cash provided by/ (used for) financing activities 441,294 425,487 100,855 115,017 147,019 101,876

Total 240,000 433,320 544,231 745,025 852,872 940,359

Investing activities
Capital expenditure (240,000)
Cash (used  provided by invetsing activities (240,000)
Net Cash 0 433,320 544,231 745,025 852,872 940,359
Cash balance brought forward 0 0 433,320 977,551 1,722,576 2,575,448
Cash carried forward 0 433,320 977,551 1,722,576 2,575,448 3,515,807
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1122..33  PPrroojjeecctteedd  BBaallaannccee  SShheeeett

PROJECTED BALANCE SHEET
Year 0 Year  1 Year  2 Year  3 Year  4 Year  5

Current Assets
Cash 0 433,320 977,551 1,722,576 2,575,448 3,515,807
Equipment Spare Parts Inventory 0 5,862 7,047 8,268 9,663 10,629
Up-Front Insurnace payment 7,175 6,458 5,740 5,023 4,305 3,588
Stocks and Inventory 194,119 194,119 229,303 269,660 315,881 348,259
Receivable 0 479,588 565,228 663,201 775,116 852,628
Pre-paid building rent 72,000 79,200 87,120 95,832 105,415 115,957
Total 273,294 1,198,546 1,871,989 2,764,560 3,785,829 4,846,868

Gross Fixed Assets 205,000 205,000 205,000 205,000 205,000 205,000
  Less: Accumulated depreciation 0 20,500 41,000 61,500 82,000 102,500
Net Fixed Assets 205,000 184,500 164,000 143,500 123,000 102,500

Intangible Assets
Pre-operational Expenses 35,000                  31,500 28,000 24,500 21,000 17,500
Total 35,000 31,500 28,000 24,500 21,000 17,500

Total Assets 513,294 1,414,546 2,063,989 2,932,560 3,929,829 4,966,868

Current Liabilities
Running Finance 273,294 715,689 835,920 973,167 1,129,770 1,242,187
Accounts payable 0 49,536 58,517 68,816 80,611 88,873
Total 273,294 765,225 894,437 1,041,983 1,210,381 1,331,061

Long-term liabilities
Long-term Loan 34,683 24,974 13,518 0 0 0
Total 34,683 24,974 13,518 0 0 0

Equity
Paid-up Capital 205,317 205,317 205,317 205,317 205,317 205,317
Retained Earnings 0 419,029 950,716 1,685,259 2,514,130 3,430,490
Total 205,317 624,346 1,156,033 1,890,576 2,719,448 3,635,807

Total Liabilities And Equity 513,294 1,414,546 2,063,989 2,932,560 3,929,829 4,966,868
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1122..44  KKeeyy  AAssssuummppttiioonnss

TTaabbllee  1122——11  MMaacchhiinneerryy  AAssssuummppttiioonnss
Number of Machines Installed 5
Maximum Capacity Utilization (Year 1) 70%
Total Production of the unit per day 145
Total Production of the unit per month 4,060
Total Production of the unit per year 33,495

TTaabbllee  1122——22  OOppeerraattiinngg  AAssssuummppttiioonnss
Annual Production capacity 47,850
Hours operational per day 8
Days operational per month 28
Days operational per year 330

TTaabbllee  1122——33  EEccoonnoommyy--RReellaatteedd  AAssssuummppttiioonnss
Electricity growth rate 10%
Wage growth rate 5%

TTaabbllee  1122——44  CCaasshh  FFllooww  AAssssuummppttiioonnss
Accounts Receivable cycle (in days) 45
Accounts payable cycle (in days) 7
Raw material inventory (in day) 30
Equipment and spare part inventory (in days) 30

TTaabbllee  1122——55  RReevveennuuee  AAssssuummppttiioonnss
Production capacity of the unit 47,850
Sale price per unit in year 1 (in Rs.) 105
Sale price growth rate 10%
Maximum capacity utilization 100%
Export sales 100%
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TTaabbllee  1122——66  EExxppeennssee  AAssssuummppttiioonnss
Factory & Administrative overhead (%of Sales) 1%
Machine maintenance (per year) 2% of sales
Machine maintenance growth rate 2%
Pre-paid building Rent (months) 12
Pre-paid insurance (months) 12
Insurance rate (% of net fixed assets) 3.5%
Spare part inventory growth rate 10%
Rent growth rate 10%
Raw material price growth rate 5%
Rebate 5.61% of the f.o.b.value
Turnover Tax 2%

TTaabbllee  1122——77  FFiinnaanncciiaall  AAssssuummppttiioonnss
Project life 10
Debt 60%
Equity 40%
Interest rate on long-term debt 18%
Interest rate on short term debt 18%
Debt tenure 3
Debt payments per year 1
Discount rate (weighted Avg. cost of capital for NPV) 16%


	LEATHER GOODS MANUFACTURING UNIT
	INTRODUCTION
	Project Brief
	Opportunity Rationale
	Viable Economic Size and Proposed Capacity
	Project Cost
	Process Flow Chart

	CURRENT INDUSTRY STRUCTURE
	MARKETING
	Total Market Size and Growth
	Pakistan’s Exports
	Target Customers

	RAW MATERIAL
	MAN POWER REQUIREMENTS
	Types of Skills Required

	MACHINERY DETAILS
	Other Options Available for Machinery

	LAND & BUILDING
	Total Land Required (Area)
	Building Covered Area Requirement

	PROJECT ECONOMICS
	REGULATIONS
	Special Incentive for the Sector by the Govt.

	KEY SUCCESS FACTORS
	THREATS FOR THE BUSINESS
	FINANCIAL ANALYSIS
	Projected Income Statement
	Projected Cash Flow Statement
	Projected Balance Sheet
	Key Assumptions


