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A. BACKGROUND AND OPPORTUNITIES

There «ists an oppatunity in Niassa Province to establish a processing operation to clean,
select and peckage different types of butter bean®, for both the internal and regional markets,
where there is a significant demand for a good quality, well seleded and presented bean.

Each yea there is regularly an excess produwction d butter beans on the Lichinga plateau,
where the ayro-climatic condtions are favourable for the adltivation d this crop which can be
acquired at very competitive prices snce the production takes placein an isolated area distant
from the normal commercial circuits.

The quality of the bean is basicdly good but the price and acceptance in the market could be
considerably increased through a simple processng with the removal of (1)gravel and aher
extraneous waste matter, (2) other types of beans, and (3) defective grains sich as immature
beans.

Thereisregular demand in dverse markets for the butter bean. South Africaimports annually
thousands of tonres of the dried bean.

On the other hand, the Mozambican wban consumers also buwy large quantities of different
varieties of the bean. A higher price can be obtained through packaging in packages of
different varieties and sizes to meet the demands of each market.

B. BUSINESS STRUCTURE AND INVESTOR PROFILE

The structure of the proposed business venture includes the installation d a plant with smple
equipment to clean, select and package butter bean in Lichinga, in abuilding of sufficient size
to house the machinery and store enough raw materials for six months of operation.

The investor will need to establish bwing posts in the villages surroundng the dty of
Lichinga where justified by the volume of production. The wlledion d the raw material will
be caried ou using atruck whenever the quantity acquired is aufficient for aload. Given the
limited duation d the harvest period and the relatively low volume of the material to be
purchased (300 tonres in the first yea), the option d leasing transport as needed warrants
consideration.

The profile of the ideal operator of this venture would probably be a partnership between a
local trader resident in Niassa, and a foreign or locd investor with capital funds and contads
in the South African market.

! The butter bean is a'so known as the lima bean and wax bean



Preliminary Business Plan: Packaging and export of butter beans Page 4

The local partner could assume the resporsibility for the management of the fadory in
Lichinga. This person shoud be apable of moving around easily among the local family
sedor prodwers of the bean in order to ensure the aayuisition d the raw materials at
competitive prices.

The foreign partner would provide the capital funds needed for the purchase of the egquipment
(US$70,000), and for operations for the purchase of the bean (another US$63000), as well as
for carrying ou the marketing of the product.

C. Market

There ae two principal target markets. The first and largest market is in South Africa which
imports annually 40,000 tonres of butter bean, mostly from its neighbouing courtries. The
principal varieties imported are the white, red and streak? coloured beans. The CIF sale price
is around 5000 Rands (or US$50C) per tonne, padked in jute bags of 50 kg.

The second target market, which shoud be progressively developed, are the principa retail
food business establishments in Mocambique. The dried bean would be packaged in ore
kilogram plastic wrapped padkages, and the different varieties sold under a particular brand
name. After conquering the “Shoprite market” in Mogambique, for example, the strategy
would be to manage to place the product in the other 135 (or so) Shoprite stores gread
throughou the southern region d Africa

Retail prices vary between 25000 Meticdskg and 50000 Meticdskg depending on the
variety. The sale price to these business establishments is assumed to be 60% of the retail
price (in ather words between 15000Meticds to 30000 M etical s’kg/packaged).

The cost of transport to the principal cities of South Africa, where the major buyers are
located is around 1800Rands/ton. The reason why the transport cost is so high is due to the
distance and bed state of the roads. This cost could be reduced in the future dter the
conclusion d the paved road construction works between Lichinga and Malawi.

At the present, there ae no custom duties on the import of the beans into South Africa, as
these duties were very recantly abalished pursuant to the SADC Trade Protocaol.

Potentia clients in South Africa ae:
UMGENI PRODUCTS, Durban

CURRY’S ROST TRADING, Hillcrest. JohnChapman, Tel 27 3176595000u 27 83
3000647

CENTRAL AFRICAN SEEDS, Greytown. GordonGuthrie, 27 824910782

2 Also caled spedkled or calico coloured beans
% At current October 2003 exchange rates, 500 Randsis about US$715
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D. SUPPLY OF RAW MATERIAL

The suppy of raw materials would appear to be reasonably assured. The butter bean is a
traditional crop which is grown regularly on the Lichinga plateau, even if the revenue from
sdes is abjed to variation correspondng to the rainfall. Niassa Province has an annual
average production d 23,000 tonnes, while the amourt of raw material needed to supdy the
factory would be in the order of 600 tonnes per year from the third yea of the project. The
harvest of the beansisin period d June/July, and sufficient operating funds will be needed to
acquire the necessary annual requirements all at one time.

The price of the purchase of the bean is budgeted at 5,000 Meticds/kg (US$210/tonre). A
large part of the production recessary for the supgy of the fadory can be aquired very nea
to Lichinga, in this way reducing the costs of transport. It could be worthwhil e to procure the
bean in zones further away from the dty, in order to puchase the raw material at a cheaper
price, provided that the transport costs can be suppated.

E. Production Process Description

The production process involves the cleaning (in a macdine that separates out the stones and
other impurities), followed by a manual visual seledion dore on a conveyor belt carrying the
bean in a single layer in front of a team of 8 workers (for the removal of defedive grains).
The bagging of the beansin jute sadks of 50 kg uses a simple scale and a bag sewing machine.
The total cost of this st of equipment is budgeted at US$15000. The packaging is done by a
machine designed for this purpose with a cgacity of 150 packages per hour, the st of which
is budgeted at US$5,000. The total investment in equipment is thus budgeted at US$20,000.
An additional amourt of US$15000 will also be necessary for the construction o
rehabilitation o a warehouse large enough to process and store 600 tonnes of beans. A
building with an area of 20m by 10m would be sufficient.

The collection and transport of raw materials would be crried ou using a recondtioned truck
budyeted at US$35,000

The fadory can process 600tonnes in 6 months, working 25 days per month, and processing
4 tonres per day. The equipment necessary for this undertaking can be suppied by the
following companies:

Griffin Exports, Stand 153 Northlands Business Park, New Market Road, North Riding
PO Box 2697 North Riding, 2162 South Africa (Jose de Souza)
Tel: (2711) 462-1222/ 462-1085Fax; (2711) 462-1462E-mail: jose@griffintrading.co.za

RUTEC Pty Ltd, 50 Davies Street, New Doornfontein, Tel 27 114023245Fax 27 11402
3246E-mail: rutec@iafrica.com.

ITDG, 3" floor Coal House, 17 Nelson Mandela Avenue, P.O.BOX 1744 Harare, Zimbabwe,
(Mr. Alex Mugove) Tel (263 4 780995 7508802 Fax (263 4 771030E-mail:
itdg@ecoweb.co.zw
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F. Management & Work-Force

The maximum number of workers necessary for the fadory would be 10 at the height of
production in the third year. There is no shortage of available labou in Lichinga. Given the
nature of the work, the minimum industrial wage is payable, currently around 820000
Meticds/month (US$35. The level of skill needed could be eaily achieved after a short
period d initial training.

Operational management, the training of the workers and the purchase and collection d the
raw materials would be under the resporsibility of the local partner, while the marketing and
sale of the production and financial control of the business venture would be the responsibility
of the foreign partner.

G. Constraints & risks
The spedfic risks and constraints identified in resped of this project are:

- Lack of electric energy supdy - Lichingais nat linked to the national eledrical energy
supfy grid. For this reason, the factory will need to operate for a period longer than
the 6 months budgeted for the processing of the 600tonres, and this longer period o
operation could slightly increase the marginal costs.

- Equipment breakdowns in remote aeas * it will be necessary to provide astrategic
stock of spare parts.

- High costs of transport to the markets - . it is hoped that this cost will be reduced orce
the Lichinga-Malawi road construction works are cncluded in 2005

H. Links & Support Networks

The project is viable even as an independent business venture, withou the need for assistance
from suppat networks. However the establishment of rural extension services for the
produwcers, provided by the Provincial Diredorate of Agriculture or by an NGO, would be
very useful. The introduction d more produwctive bean varieties and aher improved
agricultural pradices could result in larger crop yields and a reduction in the unit costs,
thereby contributing to the improved feasibility of the business venture.

|.  ASSUMPTIONSAND PRELIMINARY FINANCIAL PROJECTIONS(US$000 +
BASE CASE

General Assumptions
Padkaging of the butter bean for export (South Africa) and sale into the local domestic
market.
Availability of the raw material = depends on the excessproduction d the beanand the
price of sale to the fadory.
Oppartunity Cost of Capital = alternative domestic gpplication withou risk = treasury
bonds = 28%
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Target project internal rate of return = 35%
Cash flow yeas 6 — 10 = cash flow year 5

Cash flow terminal year 10=0

Necessary funds = investment + operating funds

Bank loan term = 5 yeas (with reimbursement of capital each yea)

Tax olligations are not included (these will vary depending on the nationality of the
investor, locaion d the investment, and the spedal tax regime gplied)

BASE CASE FINANCIAL ASSUMPTIONS

Equity Capital

Cost of domestic bank loans after inflation (interest rate)
Net present value discount rate

Target Internal Rate of Return (IRR)

Income Sensiti vity Fador

Operating Cost Sensitivity Fador

Year 1 Operating cost investment (in Year 0)

Capital Investment

Capital Equipment Depreciation

50%

30%
35%
35%

1 (relating to the base cae)

1 (relating to the base cae)

50% of the annual operating cost
70 (USD 000)

15% (of theinitial value eab year)

Volumes/prices/cost Assumptions (USD real) YrO Yrl Yr2 Yr3 Yr4 Yr5
Quantity of beans purchased (tonnes) 0 300 450 600 600 600
Quantity of export to RSA (tonne) 0 250 375 500 500 500
Quantity of locd package sales 0 50 75 100 100 100
Pricein RSA(USD/tonne 0 500 500 500 500 500
Price of local sales (USD/tonne) 0 800 800 800 800 800
Raw material cost / tonne 0 210 210 210 210 210
Labour cost 0 4 4 4 4 4

Average packaging cost /tonne of raw material 0 17 17 17 17 17

Average transport cost to market /tonne 0 180 180 180 180 180
General and other costs 0 10 12 15 15 15
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BASE CASE(USD 000) [Yro Yri Yr2 Yr3 Yr4 Y5 |

CASH FLOW - OPERATIONS

VOLUMES 300 450 600 600 600
Export to RSA(ton) 0 250 375 500 500 500
Local market sales in packages(ton) 50 75 100 100 100
INCOME AFTER VAT 0 165 248 330 330 330
OPERATING COSTS 0 -147 -210 -274 -274 -274
Raw material 0 -63 -95 -126 -126 -126
Labour 0 -4 -4 -4 -4 -4
Packaging 0 -5 -8 -10 -10 -10
Transport 0 -54 -81 -108 -108 -108
Depreciation 0 -11 -11 -11 -11 -11
Other general costs 0 -10 -12 -15 -15 -15
OPERATIONAL CASH FLOW 0 18 38 56 56 56
CASH FLOW - FINANCING

INVESTMENT (Including Year 1 Operating Costs) 143 0.0 0.0 400 0.0 0.0
Equity Capital 72 0.0 0.0 200 0.0 0.0
Bank Finance 72 0.0 0.0 200 0.0 0.0
CAPITAL & OPERATING EXPENDITURE -143 0.0 0.0 -400 0.0 0.0
BANK FINANCE COSTS 0 -36 -37 -32 -23 -19
Interest — long term loan 0 21 -17 -13 -9 -4
Principal — long term loan 0 -14 14 -14 -14 -14
Overdraft Facility — short term loan 0 0.0 -5 -5 0.0 0.0
TOTAL CASH FLOW

Annual Cash Flow 0.0 -17 1 24 34 38
Accumulated Cash Flow 0.0 -17 -16 8 42 80
Net Present Value (NPV) up to Year 10 $26.03

IRR Cash Flows (including cash flows for Yrs 6-10) -72 -17 1 24 34 38
Internal Rate of Return (IRR) |

On the basis of the assumptions in the “base” case scenario, and assuming that 50% of the
necessary investment comes from equity funds and 50% from loan capital, an investor who
contributes US$72000 for capital and operating expenditure in Yea O will generate an
internal rate of return (IRR) of 21%. This is doule the rate of inflation (10%) but lessthan
the target of 35% (28% for treasury bonds plus a 7% risk premium). In aher words, the
investor could earn more - 28% - investing in treasury bonds.

Given the high cost of the bank loan, the project cash flow and rate of return are very sensitive
to the level of loan finance. For example, if the projed was financed with 90% equity funds,
the rate of return for the investor increase to 2746 and the net present value increases from
US$26,000to US$74,000 de to the reduction in the cost of the interest. If the bank loaniis
increased to 90%, the rate of return and the net present value ae negative for the same reason
(cost of interest).

The table that follows shows in summary this “base case scenario” for the three alternative
financing structures (50% equity funds, 90% equity funds and 10% equity funds).
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SENSITIVITY OF THE BASE CASE TO THE FINANCING STRUCTURE

Equity Funds 50%
Bank Loan 50%

Yr 0 Yri Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 -17 1 24 34 38
Accumulated Cash Flow 0.0 -17 -16 8 42 80
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -72 -17 1 24 34 38
Internal Rate of Return (IRR)
Equity Funds 90%
Bank Loan 10%

Yr 0 Yrl Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 11 32 51 52 53
Accumulated Cash Flow 0.0 11 43 94 146 199
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -129 11 32 51 52 53
Internal Rate of Return (IRR)
Equity Funds 10%
Bank Loan 90%

Yr 0 Yrl Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 -46 -33 -16 -13 -9
Accumulated Cash Flow 0.0 -46 -78 -95 -108 -117
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -14 -46 -33 -16 -13 -9
Internal Rate of Return (IRR) I:I

However, since the projed is very sensitive to the changes in the predicted earnings and to
operating cost, an analysis of the sensitivity of the financial projedion indicate that based on
the less conservative presumptions, the project could be ansidered feasible under certain
condtions.

J. SENSITIVITY ANALYSIS(BEST CASE / WORST CASE)

Assuming a best case scenario® in which the earnings increase by 10% and the operating
costs are reduced by 10%, the rate of return for the 50% equity funds financing, increases
to73% with the net present value at $130000. With 90% equity funds, the rate of return is
62% but the net present value increases to $172000given the reductionin the st of interest.
If the investor only contributes 10% equity funds, the rate of return increases to 114% which
makes the project lucrative but the net present val ue decreases to $86000 aving to the st of
bank loan interest (see table below).

Unfortunately. the inverse gplies to the avorst case scenario® in which the eanings are
reduced by 10% and the aosts increase by 10%. In this case, independently of the financing
structure, the rate of return is negative.

The following table provides a summary of the cah flow and the rate of return for the est
case® and 3worst case®scenarios. The detailed analyses are set out in the annexes to this
document.
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SENSITIVITY ANALYSIS OF THE FINANCING STRUCTURE FOR THE BEST CASE SCENARIO

Equity Funds 50%
Bank Loan 50%

Yr 0 Yrl Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 14 53 90 94 98
Accumulated Cash Flow 0.0 14 67 157 251 349
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -68 14 53 90 94 98
Internal Rate of Return (IRR)
Equity Funds 90%
Bank Loan 10%

Yr 0 Yri Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 42 77 111 111 112
Accumulated Cash Flow 0.0 42 118 229 340 453
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -123 42 77 111 111 112
Internal Rate of Return (IRR)
Equity Funds 10%
Bank Loan 90%

Yr0 Yri Yr2 Yr3 Yr4 Yr5
Annual Cash Flow 0.0 -13 25 69 77 84
Accumulated Cash Flow 0.0 -13 12 81 158 241
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -14 -13 25 69 77 84
Internal Rate of Return (IRR)

SENSITIVITY ANALYSIS OF THE FINANCING STRUCTURE FOR THE WORST CASE SCENARIO

Equity Funds 50%
Bank Loan 50%

Yro Yrl Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 -49 -54 -62 =77 -95
Accumulated Cash Flow 0.0 -49 -104 -166 -242 -337

Net Present Value (NPV) up to Year 10

1

IRR Cash Flows (including cash flows for Yrs 6-10) -75 -49 -54 -62 =77 -95
Internal Rate of Return (IRR)
Equity Funds 90%
Bank Loan 10%

Yr 0 Yr1l Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 -19 -19 -20 -25 -32
Accumulated Cash Flow 0.0 -19 -38 -58 -83 -115
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -135 -19 -19 -20 -25 -32
Internal Rate of Return (IRR)
Equity Funds 10%
Bank Loan 90%

Yr 0 Yri Yr 2 Yr3 Yr 4 Yr5
Annual Cash Flow 0.0 -12 -10 -9 -12 -16
Accumulated Cash Flow 0.0 -12 -22 -31 -43 -59
Net Present Value (NPV) up to Year 10
IRR Cash Flows (including cash flows for Yrs 6-10) -15 -12 -10 -9 -12 -16
Internal Rate of Return (IRR)

Any potential investor is, for this reason, encouraged to be very cautious in giving
consideration to this business oppatunity and, as a prerequisite, shoud carry out a thorough
investigation into the csts of the raw materials as well as the price levels in preparing a
detailed business plan.
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K. KEY ISSUES TO CONSIDER IN THE PREPARATION OF A DETAILED

BUSINESS PLAN

In addition to the thorough investigation d the aosts and frices, the key issues that a patential
investor shoud address in the process of preparation d the detailed business plan are as
follows:

The investor shoud na have problems with acquiring beans from the farmers given
the larges quantities avail able, but it will be important that the investor offers a price
that is competitive in the market for the beans. The investor will have to study the
market constantly to maintain its vantage point in the market for the purchase of the
bean from Lichinga.

The investor shoud provide samples of the different, available varieties of bean to
potential buyers in South Africa for example, particular attention shoud be given to
the varieties that are difficult to cook Once the dient demonstrates interest, the
investor can negotiate the terms of sale, price, quality and variety.

The investor shoud have agood knavledge of the market in South Africa, and shoud
maintain contact with several different buyers, to be ale to react when the market
demands new or diff erent varieties of beans.

The investor has to identify and ensure the acquisition d the buildings where the
factory isto beinstalled.
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ANNEXES
- ASSUMPTIONSAND FINANCIAL PROJECTIONS + BASE CASE
- ASSUMPTIONSAND FINANCIAL PROJECTIONS £ BEST CASE

- ASSUMPTIONSAND FINANCIAL PROJECTIONS + WORST CASE



