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A. BACKGROUND AND OPPORTUNITIES 
There is an opportunity to establish numerous feeder or satellite unit facili ties for processing 
cashew nuts. These small, inexpensive feeders units would semi-process raw cashew nuts, 
producing a product with added value to be sold to a near by central cashew nut export 
processing facility. 
 
In the related business plan - EXPORT OF CASHEW NUT: MEDIUM SCALE 
PROCESSING UNIT prepared by GPSCA, a model was presented for the development of a 
facil ity for the processing of cashew nut.  This medium scale facility would have a capacity to 
absorb, on the average, 250 to 1,000 tonnes of raw materials per annum and the resources to 
sell its products into international markets. The investor who would develop this business 
would need to have access to relatively significant amounts of funds in the order of at least 
US$ 80,000 for the capital investments, and at least an equal amount for the initial operating 
costs and acquisition of raw materials.  The investor in that project would also have to be 
capable of developing the international marketing component of that venture. 
 
Within the overall strategy of identifying ideally sized processing units, there exists a distinct 
small business opportunity, to operate processing units on a reduced scale, within the radius 
of a medium scale central processing facility. 
 
These smaller satelli te units, with a capacity to absorb an estimated 100 to 250 tonnes 
annually, would attract a class of entrepreneurs completely different. Typically these persons 
would have access to a much reduced amount of investment funds (around US$ 7,500 for the 
equipment) and would not need to have knowledge of international marketing for their 
product. 
 
The profile of the type of business person who could develop such a satellite unit could be 
either an association or grouping of producers (similar to the associations and collectives that 
are currently being developed with the assistance of CLUSA Nampula and Zambézia 
provinces), or still a small trader or operator who resides in an area with a large cashew nut 
production. 
 
In general terms, these satelli te units would differ from the central facility only in respect of 
not having the equipment for vacuum packing, which is expensive, nor the accessory 
generator set. For this reason, these units can operate at a much reduced scale since there is no 
need to amortise large sums of loan investment capital. A satell ite unit should ideally operate 
within a radius of 10 to 15 kilometres of an existing medium scale central facility to which the 
semi-processed cashew nut product would be sold at a price reflecting the value added by the 
satelli te processing unit. Currently, there is an example of such a medium scale central 
processing facil ity in Mogincuale in Nampula Province, operated by Mr. Miranda, who 
exports a container of processed cashew nut per month. There have been set up two small 
satelli te units - Niala Caju and Quali Caju -  in the area surrounding this central factory. These 
units will have started operating at the end of the year 2002. The central processing facility 
wil l derive benefit from purchasing the cashew nut product from these smaller units because 
this material will increase its earnings while reducing the time necessary to produce suff icient 
quantities to fil l a container and thus wil l commence export transactions at an earlier date.  
 



Preliminary business plan: Unidades satellite de processing da cashew nut Página 4 

The other great advantage of the satelli te unit is the inexistence of a structural l imitation. 
These units have the possibility to expand simply by the progressive incorporation of more 
manual cashew nut shelling operations and once they reach a production level of 250 tonnes, 
they can choose to cease further growth or to expand by acquiring a vacuum packaging 
machine and become a medium scale processing unit exporting their product directly. 

 
This “symbiotic relationship” benefits the satelli te unit by guaranteeing a market for its added 
value product, lowering the capital investment entry level and dispensing with the need for 

marketing skills. The symbiosis also benefits the central facility through an expanded use its 
facil ities and an increase of earnings. 
 
 
B. BUSINESS STRUCTURE AND INVESTOR PROFILE  

Depending on the structure selected, that is a single operator or an association  of growers or a 
local trader, the factory would process its own harvest production or would acquire raw 
material from growers located in the immediate area. 

 
The localization these units should be within a radius of 10 to 15 kilometre of an existing 
medium scale processing facility, such as the unit in Mogincuala, because the semi-processed 

cashew nut should be packaged with the maximum period of three days after processing. Any 
delay will reduce the quali ty of the cashew nut, since the nut will yellow which will 

negatively impact the sale price. 
 
 
C. MARKET 
The satelli te unit will sell the processed cashew nut  to the central facili ty at a fair price to be 
negotiated  between the parties. The price should reflect the added value incorporated in the 
product. It is recommended that a premium be agreed for better quali ty products which will 
benefit both the satellite unit and the central unit. 
 
For the purposes of this preliminary business plan, an assumption was made that the fair price 
for the sale of the semi-processed cashew nut to the central facil ity would be US$ 2.80/kg 

(excluding premiums paid for higher quality). The central facility would subsequently 
classify, vacuum pack, and sell the cashew nuts into the international market  at a price of 

US$ 3.60/kg. The price of US$2.80 per kilo of cashew nut supplied by the satell ite unit 
corresponds to 80%  of the export price that the central facil ity wil l receive at the point of 
sale.  In practice, the final price will depend on the negotiations between the operator of the 
satelli te unit  and the manager of the central unit, the quality of the cashew nut supplied and 
the price offered in the international market.  
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The transport of the semi-processed cashew nut to the central facility is an extremely delicate 
operation, since any delay greater than 3 days would contribute to the deterioration of the 
product quality due to the yellowing of the cashew nut.  



Preliminary business plan: Unidades satellite de processing da cashew nut Página 6 

Typically, the small unit would have a daily production of approximately 100 kgs of cashew 
nut. The ideal transport for the cashew nut to the central processing facili ty would be a three 
wheeled bicycle (tricycle) to guarantee the stabil ity and size of the load. 
 
The world market for cashew nut is estimated currently at around 294,000 tonnes. The present 

production in Moçambique is equal to 9,500 tonnes of cashew nut (around 3% of world 
consumption) from its harvest of 52,000 tonnes of raw cashew nut. The principal consumer 

markets are the United States of America and Europe, with 57%, India with 21%, and China 
with 8%. The major producers are India with 33%, Brazil with 16%, and Vietnam with 13%, 
Guinea Bissau with 8%, Tanzania with 8%, and the Ivory Coast with 6%. 
 
World market prices fluctuate from year to year, corresponding to the demand and the supply. 
Prices paid also very according to the quali ty of the cashew nut. Premium prices are paid for 

white quality nuts (to the detriment of brown nuts), for the large sized nut (to the detriment of 
the small sized kernels) and for whole nuts (to the detriment of broken nut pieces). It is 

important to understand the implications of these considerations, because the technology 
chosen for the factory requires the steam heating of the cashew nuts in shell (which produces 
more white cashew nuts than when the shells are roasted), and the use of manual shelling 
(which produces more whole cashew nuts  than when mechanical forms of shelling are used). 
 
 
D. RAW MATERIAL SUPPLY SOURCES 
Where the satelli te unit is operated by an association of growers, the unit will process the 
growers’ own raw material product or acquire it from residents in the area. The cost of 
acquisition of the raw cashew nut uses a price assumption of 6,750 Meticals/kg (US$ 

280/tonne). The collection of the raw cashew nut for the small processing unit can use the 
transport available to members (bicycle, motorcycle, animal cart or push cart).  
 
The harvest period lasts 3 months. In the northern provinces in Mozambique, this corresponds 
to the months of October, November and December. 

 
It is not foreseen that there wil l be any problem of cash flow for the acquisition of raw 
material, since with delivery of the product to the central facil ity twice a week, the payments 

are made on delivery, making funds immediately available to be used in the purchase of raw 
materials. 
 
 
E. PRODUCTION PROCESS DESCRIPTION 
A very simple technology, similar to a method used in India,  would be used for the nut 
processing operation. The first operation consists in the softening of the shell by heating the 
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shell with steam. The removal of the shell is done manually after which the nut is classified. 
All of the manual procedures are extremely important for the production of high quality 
cashew nuts to guarantee the best price from the consumer market. 

The employment of the steam heating method ensure the greatest number possible of white 
cashew nuts, and correspondingly reduces the number of burned cashew. The manual shelling 

of the nuts guarantees the reduction of the quantity of broken nuts, and thereby a higher 
percentage of whole cashew nuts. 

 

The equipment which is necessary for the processing plant includes a boiler (US$ 3,500), 10 
manual pedal operated shellers and 5 tables (US$ 1,300), a small wood charcoal oven (costing 
US$2,400), and 3 tables for shelling (US$ 300). The total amount of investment in equipment 
is around US$ 7,500. An additional US$ 8,500 will be required for the construction or 
rehabil itation of a small warehouse, and US$ 2,000 is budgeted for the acquisition of a 

bicycle. 
 
 
F. MANAGEMENT AND WORKFORCE  

Having opted for the use of a manual technology, the labour requirement is high. To treat 100 

tonnes of raw material, 23 workers will initially be required and within four years, with the 
increase of production, this number could rise to 70. The skills are not diff icult to learn, but it 
is necessary to practice to reach a reasonable standard of productivity. The problem of the 
CNSL (Cashew Nut Shell Liquid) which causes a painful irritation on the  hands of the 
workers needs to be appropriately dealt with. The frequent application of castor oil on the 

hands during and after processing wil l protect the workers hands. 
 
The quality of management is always the critical component that can benefit or prejudice a 

venture. On the one hand, due to the small size of the plant and the minimal investment 
needed, the project could be undertaken by a small operator, but on the other hand, the need to 
guarantee acceptable production quali ty and eff iciency standards has requirements similar to 
those at the level of the central processing facility. 
 

The management wil l need to be familiar with the required quality standards and to be 
capable of guaranteeing that these standards are met. 
 
 
G. CONSTRAINTS & RISKS 

 
The specific constraints and risks identified in respect of this business venture are the 
following: 
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Competition within the raw material market between the satelli te unit and the medium scale 
central processing facili ty. The competition for raw material is a factor since both units will 
share the same geographical space. If the raw materials do not come from the production of its 
members, that is the satellite units located within the periphery, the raw materials will have to 

be acquired from more distant producers which is less economic for the central unit. 
 

The dependence of the satell ite units on the central unit’s control of the marketing of the 
product could carry a risk of unfair prices being paid by the central unit for the semi-
processed cashew nuts. But on the other hand the dependency could be positive to the extent 
that the small unit operators are guaranteed a permanent market for their product.  
 
- The degradation of the nut quali ty due to the delayed delivery of the cashew nut  is a 

real risk since transport is always a problem in rural areas. 
 
The lack of discipline and control over the workers could lead to the increase of levels of 
theft, and other practices that would be prejudicial to the operation and result in the gradual 
decline in the performance indicators, such as the percentage of whole cashew nuts, that are 
crucial for success. 
 
 
H. LINKS AND SUPPORT NETWORKS 

The need agricultural investigation and extension services continues to be the most important 
area where linkages and support networks could have a positive impact  not only with regard 

to the processing units  but also with regard to the overall development of the cashew nut 
processing industry as a whole. The research institutes such as INIA (National Agricultural 

Investigation Institute) and INCAJU (National Cashew Institute) need to carry out, inter alia, 
basic investigation into improved varieties, pesticide spraying campaigns and fertil isation 
recommendations.  
 
Improved dwarf varieties which are easier to spray and to harvest as well as hybrid varieties 
that produce more fruit at an earlier stage of growth need to be introduced. 

 
Donors, in their support programmes, could introduce research programmes, and also assure 

the financing for pesticide spraying for the control of mould which wil l result in the improved 
earnings of the small growers. 
 
Institutions specialized in micro-finance and financing for the PME could also assist the small 
growers in the pre-financing of spraying programmes with the arrangement for the repayment 
of loan for the spraying after the sale of the cashew nut.  
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NGOs and Government extensionists should distribute information and provide support in the 
field to the growers with regard to training and improved agricultural practices. 
 

I. ASSUMPTIONS AND PRELIMINARY FINANCIAL PROJECTIONS(US$ 000) –BASE CASE 
 
GENERAL ASSUMPTIONS 
 

� Sale of the cashew nut from small satelli te units to a medium scale processing plant in the 
domestic market. 

� Opportunity cost of capital = no risk alternative domestic application = treasury bond = 
28% 

� Target internal rate of return for the project = 35% (28% treasury bond plus 7%  risk 
premium risk premium) 

� Cash flow years 6 – 10 = cash flow year 5 
� Cash flow terminal year 10 = 0 
� Necessary funds  = investment + operating funds 
� Term of bank loans = 5 years (with reimbursement of capital in each year) 
Tax obligations not factored (these wil l vary depending on the nationality of the investor, 
locale of the investment, and the special tax regime applied) 
 
 

BASE CASE FINANCIAL ASSUMPTIONS   
Equity Capital 50% 
Cost of internal bank loans after inflation (interest) 30% 
Net present value discount value 35% 
Target Internal Rate of Return(Target IRR) 35% 
Income Sensiti vity Factor 1 (relating to the base case) 
Operating Cost Sensitivity Factor 1 (relating to the base case) 
Year 1 Operating cost investment (in Year 0) 50% of the annual operating cost 
Capital Investment 18 (USD 000) 
Capital Equipment Depreciation 15% (of the initial value each year) 

 
Volumes/pr ices/cost Assumptions (USD real) Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
processed Raw Material (tonnes) 0 100 150 200 250 250 
Broken cashew nuts percentage 0 20% 20.5% 21.0% 21.0% 21.0% 
Whole cashew nuts percentage  0 70.0% 72.0% 74.0% 75.0% 75.0% 
Cashew nut production (tonne) 0 20 30.75 42 52.5 52.5 
Average Price of cashew nut (USD/kg) 0 2.75 2.8 2.9 3 3 
Raw material price  (tonne) 0 280 300 280 280 280 
Labour & Management Cost /tonne of raw cashew nut 0 100 100 100 100 100 
Preliminary packaging cost/tonne of raw cashew nut 0 25 25 25 25 25 
Transport /tonne 0 30 30 30 30 30 
Other fixed and miscellaneous costs/tonne of raw cashew nut 0 20 20 20 20 20 
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BASE CASE(USD 000) Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
       
CASH FLOW - OPERATIONS       
       
VOLUMES       
Production of cashew nuts (tonne) 0 20 31 42 53 53 
       
INCOME AFTER VAT 0 55 86 122 158 158 
       
OPERATING COSTS 0 -44 -65 -86 -106 -106 
Raw material cost 0 -28 -42 -56 -70 -70 
Labour & Management 0 -10 -15 -20 -25 -25 
Packing 0 -1 -1 -1 -1 -1 
Transport 0 -1 -1 -1 -2 -2 
Depreciation 0 -3 -3 -3 -4 -4 
Other general & miscellaneous costs 0 -2 -3 -4 -5 -5 
       
OPERATIONAL CASH FLOW 0 11 21 36 51 51 
       
CASH FLOW - FINANCING       
       
INVESTMENT (Including Year 1 Operating Costs) 40 0.0 0.0 0.0 0.0 0.0 
Equity Capital 20 0.0 0.0 0.0 0.0 0.0 
Bank Finance 20 0.0 0.0 0.0 0.0 0.0 
       
CAPITAL & OPERATING EXPENDITURE -40 0.0 -2 -2 -2 -0 
       
BANK FINANCE COSTS 0 -10 -9 -8 -6 -5 
Interest – long term loan 0 -6 -5 -4 -2 -1 
Principal – long term loan 0 -4 -4 -4 -4 -4 
Overdraft Facility – short term loan 0 0 0 0 0 0 
       
TOTAL CASH FLOW       
       
Annual Cash Flow  0.0 1 11 27 43 46 
       
Accumulated Cash Flow 0.0 -30 -34 -27 164 356 
       
Net Present Value (NPV) up to Year 10 $46.89      
IRR Cash Flows (including cash flows for Yrs 6-
10) -20 1 11 27 43 46 

Internal Rate of Return (IRR) 75%      

 
On the basis of the assumptions of the “base case” scenario, and assuming that 50% of the 
necessary investment is realised with equity capital and 50% with bank loans, an investor who 
contributes US$ 20,000 in year 0 for capital expenditure and operating capital  will generate 
an internal rate of return (IRR) of 75%. This IRR is greater than the target of 35% (28%  for 
treasury bonds plus a 7% risk premium). In other words, the net present value is les than what 
an investor could earn (28%) investing in treasury bonds. 
 
Given the high operating cash flow, this project could support the cost of bank loan finance 
which would have a positive impact of the target IRR. For example, if the project is financed 
with 90% equity capital, the rate of return for the investor would be reduced from 75 to 65%.  
If the bank loan is increased to 90% (10% equity capital) the internal rate of return is raised to 
102, but the net present value is reduced from US$59,000 to $33,000  due to the costs of the 
bank loan interest.  

The following table presents a summary of this “base case” scenario for the three financing 
structures (50% equity capital, 90% equity capital and 10% equity capital). 
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SENSITIVITY OF THE BASE CASE TO THE FINANCING STRUCTURE 
Equity Funds 50%      
Bank Loan 50%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow  0.0 1 11 27 43 46 
Accumulated Cash Flow 0.0 1 12 38 81 127 
Net Present Value (NPV) up to Year 10 $46.89      
IRR Cash Flows (including cash flows for Yrs 6-10) -20 1 11 27 43 46 
Internal Rate of Return (IRR) 75%      
       
Equity Funds 90%      
Bank Loan 10%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow  0.0 9 18 33 48 50 
Accumulated Cash Flow 0.0 9 27 60 107 157 
Net Present Value (NPV) up to Year 10 $59.29      
IRR Cash Flows (including cash flows for Yrs 6-10) -36 9 18 33 48 50 
Internal Rate of Return (IRR) 65%      
       
Equity Funds 10%      
Bank Loan 90%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow  0.0 -7 2 19 38 42 
Accumulated Cash Flow 0.0 -7 -5 14 51 93 
Net Present Value (NPV) up to Year 10 $33.19      
IRR Cash Flows (including cash flows for Yrs 6-10) -4 -7 2 19 38 42 
Internal Rate of Return (IRR) 102%      

 
 
J. SENSITIVITY ANALYSIS (BEST CASE / WORST CASE) 

In addition to being sensitive to the level of bank loan finance util ised to finance the project, 
the project is also very sensitive to changes in the projected earnings  and operating costs. 
Assuming the ªbest caseº scenario in which the earnings increase by 10% and operating costs 
are reduced by 10%, the rate of return for the case of 50%  equity capital finance increases to 
98%. Using 90% equity capital, the rate of return is 80%. If the investor invests only 10% 
equity capital, the rate of return is 168 %, but the net present value is reduced from $74,000 to 
$50,000. 
 
Even assuming the ªworst caseº scenario in which earn ings are reduced by 10% and costs 
increase by 10%, the rates of return with any bank loan finance are above the target of 35%. 
 
The following table provides the summary of the cash flow and return for the ªbest caseº and 
the ªworst caseº scenarios. The det ailed analyses are set out in the annexes to this document. 
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SENSITIVITY ANALYSIS OF THE  FINANCING STRUCTURE FOR THE BEST CASE 

Equity Funds 50%      
Bank Loan 50%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow 0.0 6 17 35 53 56 
Accumulated Cash Flow 0.0 6 23 58 111 167 
Net Present Value (NPV) up to Year 10 $62.45      
IRR Cash Flows (including cash flows for Yrs 6-10) -19 6 17 35 53 56 
Internal Rate of Return (IRR) 98%      
       
Equity Funds 90%      
Bank Loan 10%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow 0.0 13 24 41 58 60 
Accumulated Cash Flow 0.0 13 37 78 136 196 
Net Present Value (NPV) up to Year 10 $74.23      
IRR Cash Flows (including cash flows for Yrs 6-10) -34 13 24 41 58 60 
Internal Rate of Return (IRR) 80      
       
Equity Funds 10%      
Bank Loan 90%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow 0.0 -2 10 29 48 52 
Accumulated Cash Flow 0.0 -2 8 37 86 138 
Net Present Value (NPV) up to Year 10 $50.46      
IRR Cash Flows (including cash flows for Yrs 6-10) -4 -2 10 29 48 52 
Internal Rate of Return (IRR) 168%      

 

 
SENSITIVITY ANALYSIS OF THE  FINANCING STRUCTURE FOR THE WORST CASE 

Equity Funds 50%      
Bank Loan 50%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow 0.0 -3 3 18 32 35 
Accumulated Cash Flow 0.0 -3 8 37 86 138 
Net Present Value (NPV) up to Year 10 ($30.89      
IRR Cash Flows (including cash flows for Yrs 6-10) -21 -3 3 18 32 35 
Internal Rate of Return (IRR) 53%      
       
Equity Funds 90%      
Bank Loan 10%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow 0.0 5 11 24 38 40 
Accumulated Cash Flow 0.0 5 17 41 79 118 
Net Present Value (NPV) up to Year 10 $44.35      
IRR Cash Flows (including cash flows for Yrs 6-10) -38 5 11 24 38 40 
Internal Rate of Return (IRR) 50      
       
Equity Funds 10%      
Bank Loan 90%      
 Yr 0 Yr 1 Yr 2 Yr3 Yr 4 Yr5 
Annual Cash Flow 0.0 -12 -7 6 23 31 
Accumulated Cash Flow 0.0 -12 -19 -12 11 42 
Net Present Value (NPV) up to Year 10 $14.36      
IRR Cash Flows (including cash flows for Yrs 6-10) -4 -12 -7 6 23 31 
Internal Rate of Return (IRR) 55%      

 

 
In the ªworst caseº scenario, with any level of bank loan financing, the project has the 
potential to achieve a rate of return well above the target of 35%. 
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K. KEY ISSUES TO CONSIDER IN THE PREPARATION OF A DETAILED BUSINESS PLAN 
In addition to a thorough study of costs and prices, the acquisition and use of a simple, 
manual technology as well as the dependence on the central facili ty for the purchase of its 
production, the following are the key issues that a potential investor should investigate in the 
preparation of the detailed business plans: 
 
- It is essential that the investor identifies a central facil ity interested in purchasing its 

annual production. The first step would be to contact such a central facility to establish a 
relationship and obtain a supply contract with the grower. 

 
- The investor needs to ensure a supply of raw material. If the investor is an association of 

growers, the raw material would be supplied by its own members, but if the investor is 
an individual, it would be important to negotiate the terms and prices with the growers 
who could supply the satellite unit with raw material.  

 
- The unit must be located close to a central facil ity in order to reduce transport costs  and 

to maintain the quality of the cashew nut, since the quali ty has a tendency to deteriorate 
3 days after processing.  
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Annexes 
- ASSUMPTIONS AND FINANCIAL PROJECTIONS ± BASE CASE 
- ASSUMPTIONS AND FINANCIAL PROJECTIONS ± BEST CASE 
- ASSUMPTIONS AND FINANCIAL PROJECTIONS ± WORST CASE 
 


