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INTRODUCTION 

-=oOo=-

The pt csent study was carried out within the framework oC UNTACDA's objective 
for the promotion of an African industry In the field oC transport equipment. The 

project document was signed in April 1990. 

The proj~t consisted of two parts : 

- Diagnostic survey for thr. selection of 4 pilot regional plants. 

This survey was performed In the middle of 1991 and lead for the Southern 
Africa sub-region to the selection of the company ZECO In Zimbabwe. 

- Prefeastbillty study of the selected company. plus Investment proposal report. 

This study. regarding the company ZECO. was awanled by UNIDO to the French 
Consulting company SOFRECO In Paris through contract N° 93/026 of February 16. 

1993. following the project N° DU/RAF /89/850. 

The present report ls the tnvestrnent proposal report. 

1 
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DIPORTANT NOTE 

The first dlagnost1c survey was performed In the middle oI 1991. 

Upon arriving at the site In May 1993. the SOFRECO's experts discovered that ZEC0 
was already Implementing a new expansion prqect wllh a value of about 5 million 

US$. that Is approximately 20 % of the company's turnover. 

The prqect Is the expansion of the rolllng stock production capacity . 

In May 1993. financing wa:; approved wtth 50 % through shareholders' funds and 

50 % through a commen:lal bank loan. 

- the equipment was ordered. 
- the ctvil works had begun, Including Increasing the length of the cxlStlng bays . 

The beginning of operations with the new facllltlcs Is planned for the 4th quarter 

of the cuITmt year ( 1993). 

Moreover. taking Into account the present and future status of the accessible 
market for ZECO. It appears that the present expansion will allow ZECO to be well 

adapted to Its market for several years. 

Therefore. no other project could be suggested and studied . 

Consequently. the present study Is more a post jusUftcaUon of ZECO's expansion 

project than a real pre-feasibility study . 

2 



• 

• 

• 

• 

• 
CHAPTER I 

BRIEF DESCRIP'DON OF THE COMPANY 

• 

• 

• 

• 

• 

• 
3 

•• 



• 

• Ll • 

• 

• 

• 

• 

1.2. 

• 

• 

• 

., 

TBE ENIERPRJSE 

ZECO Is an Important mechanical manufacturtng company In Zimbabwe. located 

In Bulawayo. 

It Is a public company incorporated In Zimbabwe. The current manpower Is about 
1000 persons and the turnover In 1992/93 (Oscal year ending 28th of February) was 
approximately 100 mllllon Zimbabwean dollars (equivalent to 16.7 mlllton US$). 

ZECO was founded In 1948 by JOHNSfON and FIEI'CHER. another manufacturing 
company In Zimbabwe. whieh Is still an Important shareholder . 

The main business of ZECO Is distributed among 3 dMslons : 
I) manufacturing of rallway rolling stock. steam. diesel electric and electric 

locornottvc rehabilitation and assembly . 
2) fabncatton and structural engineering. 
3) erection contracting. 

The railway dlvlston contributes to about 50 % of the turnover . 

In each dlvtslon. the orders arc subject to wide varlattons. However. the existence 
of three acttvttles allows the company to regularize Its annual turnover. 

According to the loads. ZECO makes tranfers of unskllled or seml-skllted 

personnel from one sector to another. 

Futhermore, for erection contracting. It Is possible to hire temporary manpower. 

THE RAILWAY DMSION 

The rolllng stock acttvtty began In 1964. Up to 1985, ZECO's acttvtty was oriented 
almost entirely towards the local market. particularly for National Railway of 

Zimbabwe (NRZ) . 

From 1986 to 1992, however. an average of over 90 % of the rolling stock was 
exported to other Afrtcan countrtes. namely Botswana. Ethiopia. Tan7.anla (plus 
Tazara). Malawi, Mozambique. Madagascar. and Uganda . 

In t.he regional market. the sales of ZECO are also made easier by the fact that NRZ 
track Is laid to a l 067 mm gauge. the standard gauge for Southern Africa, which ls 
also used by the railways systems in Zambia. Zaire. Mozambique. Botswana. 
Angola, Swaziland, Tanzania/Zambia Railway Authority (TAZARA) and RSA In 

an Inter-connected regional system . 

4 
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2.1 • CAPITAL STRUC'l1JRE 

2.1.1. Capital atock and main sbueholden 

ZECO Is a public company incorporated In Zimbabwe . 

In 1992. the number of shareholders Is 512. with the following distribution: 

-
Namberof ,.. Number of ,.. 

lhareholden sharea 

ORDINARY SHARES 

Parent company 
. l 27024941 45 J. 

Nominee companies 11 2 4820676 8 

Pension funC:S 13 3 3483810 6 

Other residents 462 89 15375974 26 

Non-residents 25 5 9142001 15 

TOTAL 512 100 59847408 100 

l) The parent company. owning 45 % of ZECO's capital. Is MEIKLES Consolidated 
Holding. MEIKLES Is a private company. a well-lmown Zimbabwean group family
owned and acting on stores. tea plantations, cattle farms and big hotels In Harare 

and Bulawayo. 

Included In the 45 %, 20 % IS held by the company JOHNSON and FLETCHER. 

Incorporated 1n Zimbabwe . 

JOHNSON and FLETCHER Is an Industrial co".llpany with a sl7..e comparable to 

ZECO (860 staff employed : turnover 100 Million $). 

50 % of the ordlnaIY shares are held by the same Holding company as ZECO . 

2) Nominee companies hold 8 % of ZECO. 
There are stockbrokers and other companies. such as tnvestment companies. 

3) Pension funds hold 6 % of ZECO . 

The main funds are : 
- OLD MunJAL 

- ZESA 
- POLICE 

6 
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4) Other residents hold 2C % of ZECO . 
Their number Is 462. Each of them has therefore a small parUclpaUon. 

5) Non residents hold 15 % oC ZECO. 
This Include English citizens related to Barclays Bank. namely Mr RC. BuxroN. 

and Mr H. YOUNG . 

Of the nolllinee companies. 5 of them are also controlled by members of the 
MOXON family. 

e Consequently. MEIKLES Holding holds directly or Indirectly more than 52 % of the 
capital. They therefore have completed control of ZECO. 

• 

• 

• 

• 

• 

• 

• 

• 

2.1.2. Movements and ftlaea of 1barehoklen fanda 

All monetary figures In $ 000 

1987 1988 1989 1990 1991 199'J 

Shareholder's funds 8885 9076 10611 24873 54908 64096 

An Important Increase In capital of approxtmattvely 25 Million Zimbabwean $ 

took place In January 1991. The shareholders' funds rose from 24 873 Mllllon 
Zimbabwean $ to 54 908 Million Zimbabwean $. 

The parent company undersigned the offer, conunulttng Itself to buying all shat"Cs 
not sold to the public . 

The new funding enabled the company : 

a) To finance expansion in the rolling stock and structural dMslons, 
b) To expand the m.1chlnC shop In order to be better placed for future export orders, 
c) To take advantage of opportunities that may materialise for joint ventures In 

allled heavy engtneertng fields. 

Fulhermore. the. additional funding was expected to eliminate all medium term 
bank loans and Improve the Company's cash flow . 

7 
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2.2 GENERAL INDICATORS: BUSJNESS OBJECTIVES AND CORPORATE 

STRATEGIES 

2.2.1. Balance aheet at February 29. 1992 

1982 
$000 

CAPITAL EMPLOYED 
S.tiareholden'Equlty 

Share capital 29924 
Share premium 12200 
Non-distributed reserve 10568 
Retained income 11402 

TOTAL CAPITAL EMPLOYED 61008 

EMPLOYMENT QF CAPITAL 

Flzedauets 40909 
Investments 42 

TOTAL 40951 

CURRENT ASSETS 
Inventories and contracts in progress 30432 
Debtors 54293 

Funds on deposit 428 

Bank balances 6 

TOTAL CURRENT ASSETS 85Ul9 

CURJmfa LIABD.111ES 

Creditors 36244 
Short tenn borrowings 13190 
Bank overdraft 9229 

Dlvldends 3351 

TOTAL CURRENT LlABILITIE8 62014 

NET CURRENT ASSETS 23145 

._'.!!?f ~EMPLOYMENT OF CAPITAL 61098 

8 
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From an operation's point of view. the followtrig table g1vCs the main Indicators. 

1991 lSID um 
$000 $000 $000 

Sales 74623 61447 101374 
Sales Tax 1237 1009 

75860 100% 62546 100% 

Less : Cost of m: 1terfa1s 56001 74% 42231 68% 

and services purchased 

Value added 19859 26% 20315 32% 

Value added per employee 18.9 26.2 

Distributed to : 
E.mployees 
Salaries. wages and benefits 13356 67% 9457 47% 

Government taxes 1237 6% 1099 5% 

Re-Invested In the company 2739 14% 4846 24% 

Depreciation 7fR 1499 

Retained profits 1972 33'7 3973 

Providers of capital 2527 13% 4913 24% 

Dividend to shareholders 1915 3351 4010 
Interest paid 612 1582 1780 

19858 100% 20315 100% 

It can be seen that the ratio between value added and turnover ls In the range of 30 
%. Thts shows that the manpower factor ls important In ZECO's busineS& . 

9 
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From the shareholders' point of vtew the main indlcato!'S are the following : 

19:91 19ID l9BS 

I 
Turnover 746'23 61447 101374 
Profit after taxation 3887 6698 7983 

Total assets 870741 126110 
Shareholders' funds 54908 64096 
Relum on shareholders' funds 10.4% 10.5% 

F.amlng per share - cents 9,5 11.2 13,3 
Dividend per share - cents 4,7 5.6 6.7 
Dividend cover - tJrnes 2 2 2 

The main conunents could be the following : 

l) The return on shareholders· funds ts in the range of 10 % . 

2) The board maintains a ratio of two to one between eamtngs and dividends. ThlS 
shows concern for glVing a normal remuneration to the shareholders while 
keeping a stgnlficant part of the earnings in retained profits for the company . 

2.3. ANALYSIS OF ZECO'• FINANCIAL £VOLtmON SINCE 1988 wrI'B THE METHOD 

OFRA'nOS 

1) When the mission was In Zimbabwe In May 1993, only some figures (tumover
profll) of the fiscal year 1992/93 were kriown, because the fiseal year ends on 
February the 28th . 

Therefore. the comparalsons arc made from 1988 to 1992. 

2) The Important tnflatlon In the recent period makes lt dJJ'flcult to compare the 
figures In normal values. However. It IS possible to calculate ratios which allow 
to study the evolution out of the tnflaUon factor . 

10 
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2.3.L Prod1ICtlaa ntlo 

Ratio: Net tncome 

Turnover 

ThlS very Important ratio allows to evaluate the performances of the enterprise In 

Its competition envtronment. 

The values are the following : 

um 1989 1900 1991 19912 199S 

Profit 597 1641 3137 3887 6698 7983 

Turnover 21121 45117 62367 74623 61447 101374 

~ao 3% 4% 5% 5% 11% 8% 

It can be seen that the ratio. which was about 5 % up to 1991. Increased strongly to 
11 % In 1992 and maintained a good level of 8 % In 1993. 

e The conunerctal performances of ZECO are ther~forc quite satisfactory. 

A) 

• 

• 

• 

• 

• 

Ratio: Permanent funds 

Fixed assets 

This ratio allows to compare the economtc capital with the financial capital. It ts 

very Important. because ll shows the available working capital . 

It must be always higher than l . 

11 
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The values for ZECO are the followtng : 

um 1989 1990 1981 1992 

Permanent 
Funds 9076 10611 55638 54908 64096 
Fixed assets 7221 a 116 228ll 334CTT 40951 
Ratio 126% 131% 244% 164% 157% 

The above ratios. chiefly these of the recent years which arc higher than 1.5. show 
that the enterprtsc beneflclates of a confortable working capital. 

Ratio: Shareholders' funds 

Total liabilities 

Thts raUo gives an lndJcatlon on the financial lndependance of the compar,y . 

The values arc the following : 

um 1989 1990 1981 1992 

Shareholder's 
funds 9076 10611 55638 54908 64096 
Total liabilities 19195 51244 48688 87071 126110 
Ratio 47% 21% 51% 63% 51% 

This ratto of roughly 50 % conflnns the financial autonomy of the company. 

2.3.3. ProfttabWty ratio 

Ratio: Net Income 

Shareholders' funds 

12 
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'ibe values for ZECO an: the following : 

1988 1989 1990 1991 199Z 

Pro flt 597 1641 3137 3887 6698 

Shareholder's 9076 10611 55638 54908 64096 

funds 

Ratio 7% 15% 13% 7% 10% 

From the shareholders point of vue the profitablltty of the e'ltt:;pnse Is good. The 

decrease In 1991 corresponds to the Increase of capital. 

To summarize. ZECO Is a very sound company, both on the Industrial and 

financial point of vuc. 

13 
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CHAPTERS 

MARKETS AND SALES 
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ID Zimbabwe. the mam ~tomer Is of course Natloaal Rallwa79 of Zimbabwe 

(NRZ). 

Within the framework oC Its restructuring program. implemented with the help of 

the World Bank. NRZ will Invest In the following components : 

- procurement of 25 new main line locomottves. 
- repowcrtng of 43 shunting locomotives. 
- provtsion of locomotive spare parts . 
- procurement of about 520 dropsided and about 500 hJghslded wagons. 
- procu1"Ilent of 50 passenger coaches. 
- rehabilitation of coaches-

The programme Is to be implemented over a six-year period. 

ZECO coald al eo.ane putldpate ID the 1epowedn& al tbe lllmatlDC Jocomotlwa. the 
camplete fabdcatlaa al tbe ..goas, and tbe reheNUtatlall al the CCJKba 

ID the •ab-re&fon, the •ltuaUon I• dlMcult. None of the natloaal ralhnym 

companies Is commercially viable. 

In Zambia. with efficient operation and reasonable utilisation levels. Zambia 
Railways (ZRJ requires no additional locomotives or rolllng stock. 
In Tanzania. tn the market accessible to ZECO. there will be a rehabllltatton of 27 

coaches over two years. 

In Malawi. the new Investments tn rolltng stock arc very small and efforts arc 

matnly oriented towards the improvement of tracks . 

In Mozambique. due to the 17-year civil war, the reopening of routes Is slow and 
current main efforts of the Mozambique Ports and Railways (CFM) are oriented to 

the rchabUltaUon of tracks . 

In Dostwana. the situation ts better, but the actMty of the national railway 

company IS small. 

la •hort. the apectecl orders to ZECO from the •111>-re&loa are Tery •mall ID the 

sbort and medhuD term. 

Fortunately. thanks to credits allowed matnly by Japan. the situation Is better In 

other Af ncan countries In the accessible market for ZECO . 

15 
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Mo~r. ZECO will probably get an Important order tn MaJalsla . 

To summar1zc. the present sales forecast of ZECO. tn the short term. Is the 
following: 

CLIENT QUANllTI" YEARLY AVERAGE 

NRZ 400 4years 100 

MALAISIA 500 2years 250 

GHANA 100 1 year 100 

OUGANDA 100 1 year 100 

SUDAN 100 1 year 100 

BURKINA FASO 50 1 year 50 

ETHIOPIA 100 2years 50 

-
TOTAL 1350 750 

ZECO considers that the probability for getting the orders Is 50 % of the total. The 
annual amount of orders tn the short tenn Is therefore 375 wagons per year. for a 
present capacity of 200 wagons per year. 

This ahowa the uqent need for an apanaloa of the rolllq atock production 
facWtlea. 

Additional orders m production or rehabilitation of coaches could be the 
following: 

CLIENT QUANTITY YEARLY AVERAGE 

TANZANli\ RAILWAY 27 2years 14 

NRZ 55 2 years 27 

TOTAL 8Z 41 

16 
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Using the same probability coefficient oC 50 %. ZECO could therefore get orders for 

the construction oC 20 coaches per year. 

To thts must be added a rehabilitation oC 100 coaches tn 2 years agaln ln Tanzania. 
although ln this particular case. TANZANIA RAILWAYS would the~lves do the 
rehabilitation and ZECO would supply the components : windows. seats. water 

Tanks. etc. 

In 1970. ZECO ventured into the locomotive field. Since then. the following 

projects have been undertaken : 

- 85 Alsthom diesel locc motives rebuilt structurally. with National Railway of 

Zimbabwe providing power units . 

- 24 locomotives rebuilt and repowered with Brush U.K. 

- Rebuilt complete 2 GE locomotives for Mozambique. Thts included engine and 

traction motor overhaul and rebuild . 

- 3 GM Henschel Locomotives for Ztscosteel. complete rebuild and overhaul of 

engine. 

- Manufacture and assembly of 30 all-electric locomotives with ABB . 

• ZECO could therefore partldpate In the NRZ proerunme. 

The main competitors of ZECO are the following : 

On the local market. one company only. MOREWEAR. located In Harare . 

On the tnternauonal market. numerous and very active companies. principally : 

- Daewoo (South Korea). 
- PEC (Projects and Equlpmem. Cy) (India) . 

- SEMAF (Egypt}. 

- Cobrasma :erasll). 

- TAFESA 1Spaln) . 

17 
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• DUTIES AND TAXES· TARIFF PROTECTION 

3.3.L Sales tu 

ThlS Is levied on the purchase of most goods and services within Zimbabwe. The 
• bask: rate IS 10 per cent. For scml-durable goods. the rate IS 15 %. but a higher rate 

of 20 per cent applies In the case of durable goods (and many other Items which may 
bt: consldeRd luxurtes). As an Incentive for Investment In high prtortty projects 
and/or Investment In designated "growth point areas·. Govenunent has provided 
for the refund of Sales Tax on goods of a capital nature purchased within 

e Zimbabwe. 

• 

• 

• 

• 

• 

• 

• 

• 

With respect to sales tax. as to the Import tax. a recent concession announced by 

Government provides for the refund on the tmportatton of new goods of a capttal 
nature (Le. plant and equipment) earmarked for approved new p~ccts which arc : 
Prtortty projects. I.e. they Involve exports or create an appreciable number of job 
opportunttles or Introduce new technology : and/ or of any type. but located tn a 
designated "growth point area" . 

Customs Duty. Su.1ax and Import Tax are levied on vartous items Imported into 
Zimbabwe. However. the rates on ttems of primary Interest to potential Investors 
are very modest and ·.re In line with corresponding rates levied by developed 
countries. Futhennore. Government offers a number of specific tncenUves to new 
Investment through the rebate or drawback of vartous Import duues and taxes. and 
these result In an effective rate of zero. The fo!lowtng paragraphs give an outline of 
the main provisions. 
Customs Duties range from 0 per cent up to 50 per cent (for cars). with most Items of 
Interest to Investors being tn the range 5-20 per cent. Surtax Is nom:1ally 20 per cent 
but some tndustrtal. agrtcultural and m.tn1ng equipment qualifies for a 15 per cent 
rate. Rates of Import Tax range from 10, 15 and 20 per cent. 

With respect to Customs Duty as an tncenuve to the manufacturtng industry. many 
raw matertals and components arc either Imported duty free or at rebate rates of 
d•Jty. Slmllarly, as an incentive to the export sector. a system of lndustrtal 
drawbacks allows full remission of duty on those Imported raw matertals and 
components contdlned in exported goods. Duty free Import (or duty rebate) of some 
plant and equipment ls also possible . 
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3.3.3. The Preferential Trade Area 

The Treaty for the establishment of the Preferential Trade Area for Eastern and 
Southern Africa States was concluded at WSAKA on the 21st December. 1981 and 
entered Into force on the 30th September. 1982 . 

Currently. PTA Includes the following countries : 

COtJNTRIES CURRENCY 

ANGOLA Kwanza 

BURUNDI Franc 

a.>ROS Franc 

DJIBOUTI Franc 

ETHIOPIA Birr 

KENYA Shllllng 

LESOTHO Malott 

MALAWI Kwancha 

llAURITWS Rupee 

MOZAMBIQUE MeUcal 

RWANDA Franc 

SOMALIA Shilling 

SUDAN Dinar 

SWAZILAND Lllangenl 

TANZANIA Shllllng 

UGANDA Shllllng 

ZAMBIA Kwancha 

ZIMBABWE Dollar 

The main objective or the Agreement between the members or PTA IS to encourage 

trade between the states. 

The .Agreement also aimed at strengtenlng regional economle co-operation and the 

Integration or development efforts by member states. 
The main thrust or PTA ts the promotion or trade In goods and seIVICes as a means 
toward achieving the broader goals or accelerated development. transformation 

and lndustrtaltsatlon In the sub-region . 

The Unit or Account or the PTA (UAPTA) IS equal to f.he Special Drawtr~g Right 
(SOR) or the International Monetary Fund and all Intra-regional settlements are 
expressed anc! recorded In this unit or account . 
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In Zimbabwe. the Government published at the begl.nnlng of 1993 (Statutory 
~t 3 oC 1993) a schedule gMng the new values of customs duties and surtax 
applying to a considerable number of products. 

The new tariffs are appllcable only if the goods concerned are prodt:ccd or 
manufactured within the territory of any one of the Member States and comply 
with the rules of origin set In the P.T A Treaty. 
The products are classifled according to the HarmonJzed System (H.S. Code). The 
Harmonized System Code sections corresponding to railway materials 
Oocomottves. wagons. coaches. parts) are numbers 8 602 to 8 609 lfour first cUglts). 

inclusive . 

It can be seen In the schedule (page 95) that. for these goods : 

- Effective customs duty ts free . 
- Effective surtax ts either 3.24 % or 4,32 %. 

These figures are therefore very low . 
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4.1 • 

The sales forecast for ZECO shows that the company has to Increase Us wagon 
production capacity from 200 units (current productton) to 375 units. 

Moreover. the company has to Improve its capacity for rchabllltatton and 

construction of coaches. 

An expansion project Is therefore pl~med. with the followtng main f eaturcs : 

4.2. LOCATION. SITE AND ENVIRONMENT 

4.3. 

In order to Implement the expansion of rolling stock capacity. ZECO has acquired 
approximately 6 500 m2 of land. adjacent to the London Road plant works . 

On this new property. the company plans to build new buildlngS to Increase the 
length of the existing bays. The additional covered area would be 3 700 m2. an 
inCrease of 31 % of the workshop's size . 

Since it is therefore an expansion. the new project will benefit from the existing 
fac11lttes in utilities, electricity. water. of the present works. 

TECHNOLOGY 

Additional equipment can be dlvlded Into two categortes : 

- complementary machines of existing types (but probably with some Improved 
performance due to up-to-date technological progress) such as lathe. drill. press . 
fork lifts, plate rolls. shot blasting machine. saws, etc ... 

- new facilltles allowing more integrated production (providing more value added) 
such as fiber glass moulding s:t.~p for seat manufacturing (until now. seats have 
been purchased from suppliers for previous coach r~furbtshing) . 
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INVESTMENTS AND ADDITIONAL SALES 

Financial statements for the new expansion projet are the following. in million 

US$ or Z$($) : 

Foreign currency 
Local currency 
Interest during construction 

TOTAL 

Additional Ale. 

2.55 MUS$ or 16.32 M$ 
17,28M$ 
0,83M$ 

------------------

Taking into account only the rolling stock Increase in wagons with a prtce per unit 

of 55 000 US$. the addIUonal sales are the following : 

Foreign currency 
Local currency 

TOTN .... 

80% 7,7 MUS$ or 48.28 M$ 
13,32M$ 

------------------
61,60011$ 

Sales correspond to approximately twice the value of the Investment. 

This is caractertstlc of a "light industry". but we must keep in mind that this new 

investment benefits from existing facilities. 

PRODUcrION COSTS 

The respective weights of the components are the following : 

M$ 

- raw materials 18.64 39% 

- labour. direct 12.3 26% 

- overhead and admtntstrauve costs 10.11 22% 

- other production costs 2.6 6% 

- depreciation 2.37 5% 

- financial costs 0.83 2% 
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4.6. 

4.7. 

RAW llATERIAl.S 

Raw materials employed arc compose<! mainly of stttl or aluminium plates and 
sheets. The plates are used for building underframes or chassis of rolllng stock and 
also spcctal tanks ( for high pressures). The sheets are used for buUdJng tanks and 
panels or doors oC wagons and coaches. Aluminium ls used as oft.en as possible In 

order to reduce weight. thereby Improving the load capacity. Sectional steels are 
either purchased or made In the company workshops according to their size, 
dimension or shape . 

Other components such as bearings. axles. wheels. couplings. braking systems, 
welding rods. paint. electric wtres. etc. are supplied by local or foreign factories. 
Bearings and couplings are Imported from speclalJzed foreign companies. as ls the 
case for most braklng systems components. Axles machining Is carried out In 
ZECO plants with special Imported steel. 

Approxtmately, 30 % of the value of raw materials are Imported and 70 % are 
supplied locally . 

HUMAN RESOURCES - ADMINISTRATION AND OVERHEAD COSTS 

The expansion will lead to the creation of roughly 150 additional Jobs. 

ZECO has some problems finding locally skilled manpower . 

Admlnistrauon and overhead costs are in fact the add1t1onal commercial costs 
resulting from development of sales In other Af rlcan countries or overseas 
(Malaista) . 

4.8. PLANT DIPLEMENTATION 

The deUvery time 1S less than one year . 

Of course. ZECO's structural and erection dlvlslOns will participate in a large part 
of the civil engtneertng works and the estJmated budget could be reduced. 

Excavating work ls being done. Workshop erection and equipment mounting wlll 
be achieved by the end of this year. Final machine layout will be optlml7.ed taking 
into account materials flows in connection with production lines . 
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FDlAl'f CING 

Source o{ Onancc 

A - FOREIGN 

For the lnltlal Investment In foreign currency. a prtvate bank loan of 2.6 MS$ 

could be arranged. 
ZECO believes that the company would not have any problem obtaining such a 

loan . 
The condiUons would be appromnatdy the following : 

maturity 8years 

Interest rate 10% 

B - LOCAL 

The ln1Ual tnvestment In local currency of 17.28 M$ would be entirely covered with 
funds from the shareholders. through an tncrcase of capital. If necessary . 

FINANCIAL ANALYSIS • RETURN 

Taking Into account the Investment cost. source of finance. production costs. 
depreciation rates. etc. the Onanclal results obtained through the COMFAR are the 

following : 

L Internal rate of retmn 

A. The Internal Rate of Return on total Investment (IRRl Is equal to 35 %. 

This figure. when compared with an average level of 20 % for Interest rates In 

Zimbabwe. shows a good profltabUlty for the project. 

B. The Return on Equity (IRRE I) Is equal to 61 %. 

This criteria ls In relation with the possibility of attributing dMdends to 
shareholders, which ls obvious in this prOject . 

The pay back period ls 3 years. whtch ls quite satisfactory . 
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This ratio Is always ht~hcr than 1. There Is therefore no cash problem . 

Including Onanclal costs. the break-even point Is equal to 45 %. 

This good ratio shows a good security In regard to sales V2r1atlons. 

To summary. the financial profitability oC this project Is excellent . 

Yartanl with lnflatton 

We proceeded to COMFAR calculauons wtth an l.nflaUon rate oC 10 % . 

The IRR Is then 41 % 

The IRRE 1 Is 72 % 

ID conclaslon. the upanslan project Is excellent far ZECO. 

This upanslon bu been made possible by the considerable efforts made by the 
company to lncreue Its sales. partlcuJuly an the export market. 

Main COMFAR schedules and charts arc placed In the following pages . 
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THE ECONOlllC REPORll PROGaAllME 

In Zimbabwe. the generai outline of the Government's action ls the Second Flve

ycar National Development Plan 1991-1995. 

In thlS plan. In the field of economy. the Government began at the end oC 1990 the 
Implementation oC the Economic Rtfonn Programme. with three main objectlves: 

- trade UbcraUsatlon 
- removal oC prtce controls 
- relaxation oC labour regulations. 

The reforms aim to create an envirorunent which will stimulate Investment and 
growth. The Implementation of the Economie Refonn Programme was pursued In 
1991 and 1992. despite the difficulties resulting from the drought . 

Regarding the manufacturtng sector In general and ZECO ln particular. the main 

points are the following : 

TRADE LIBERALISATION, OGlL and ERS 

Trade liberalisation 1S made through a two pronged strategy. that ls placing Items 
on to the Open General Import Licence (OCIL) and enhancing the Export Retention 

Scheme . 

The Export Retention Scheme ls a mechanism through which an exporter may keep 
a percentage of the foreign currency resulting from its foreign sales. The E.RS. 
funds may be used to freely Import goods. The goods imported are freely 

transferable . 

If the exporter does not use the totality of the E.RS. for hls own Imports. he can sell 

the dlff erence. 

The unrestricted OGIL was increased to 20 percent of Imports while the restricted • 

or end user specillc OCIL is in 1993 at 13 percent. 

Since its inception In 1989, the Export Retention Scheme (ERS) has Increased over 
Ume from the original 5 and 7 .5 percent. and stands In 1993 at 35 percent of export 

earnings. 

The Government took the decision to pursue trade llberallsatlon primarily 

through the ERS route . 
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6.3. 

6.4 • 

6.5. 

It Is Important to pursue this strategy. which Is linked to Increased exports. 1n 

order to generate the foreign exchange earnings required for the economic reform 

programme to be succcssf ul. 

To support more rapid export growth. the ERS was enhance to 15 percent during the 
second half oC 1991. From January to June 1992 the ERS was raised from 15 
percent to 25 percent. The level was raised from 30 percent 1n the last half of 1992 

to the current level oC 35 pcn:cnt . 

EXPORT INCFNnVE SCHEME (E.LS) 

The Export Incentive Scheme ls a mechanism through which a tax free cash 
payment may be made to registered Zimbabwean exporters on the basis of actual 
performance and of a list of quali.fying export commodltles . 

The current rate Is 9 % of the FOB value of the exports. 

FISCAL INCENTIVES 

There are a number of provisions within the fiscal system. which are aimed at 
promoting exports and Investment. These include the duty drawback system. the 
Inward processing arrangement. and the duty exemptions on capital goods. In 
addition to the current 9 percent Incentive scheme . 

DUTY EXEMPTIO~ FOR CAPITAL GOODS 

At the beginning of 1992. exemptions were Introduced for capital goods from 
Import tax and surtax for imports under ZIC-approved projects. Investments made 
outside ZIC can benefit from this facility If they apply for exemption through ZIC. 
The approval process which caused delays In obtaining Exemption Certlficates was 
simplified by delegating the authority to the Department of Taxes who determine 
whether the goods in question are of a capital nature. 

A list of qualifying capital goods will be produced thereby obviating the need for 
application to get an exemption. The exemption of capital goods from Import tax 
and surtax means that the only Import duty paid in respect of capital goods ls the 

customs duty . 
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6.6. INVESTMENT INCENTIVES 

In spite of the balance of payments constraints which still necessitated some 
exchange controls. the Govenunent recogntsed that the remittabWty of dMdends 
and profits was an tmportant consideration for foreign Investors. In order to 
provide a clear signal to foreign Investors and to promote rapid Investment 1n 

Zimbabwe. the following new reforms on dtvldends and capital remittances will 

apply: 

Effective May 1 1993. any new company establlshed with foreign shareholding and 
without recourse to direct foreign exchange allocation ts automatlcally eligible for 
unrestricted remittance of after-tax dividends accruing to the foreign 
shareholders. provided those dividends are p2id in foreign exchange through the 

ERS market . 
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CONCLUSION 
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From a technical point of Tlew. ZECO's primary market Is In wagon construction 
and the rehabWtatlon of coaches and steam locomotives. 

With the techntcal expertise which ZECO Intends to acquire thJs technology could 
easily be tranferred to the complete construction of coaches . 

However. the fabrication series are small (300/400 wagons of various types per 
year). This docs not justify the large degree of automallzatlon that would be 

necessary to produce higher-technology Items. Moreover. the market for 
locomotives Is very limited. 

In fact. ZECO Is well adapted to its market and lt would be hazardous for the 
company to proceed with a large Investment for more sophisticated products. 

From a eommercfal point of view. ZECO was clever enough to release Itself from the 
economic stagnation of the subregion and of PTA countries In general. Thanks to. 
ln particular. the dynamism of its Managing Director. ZECO was able to obtain 
contracts ln other countries. thus allowing It to double Its sales In wagons and to 
proceed with an expansion of the rolling stock facilities. through the project 
described ln this study. The new equipment will be ln operation before the end of 
the current year ( 1993). Moreover. the NRZ's restructuratlon programme will allow 
ZECO. In the coming years. to maintain its current workload even If all other 
projected export sales did not materialize. 

From a financial point of view. as can also be seen ln various producUon. financial 
structure and profitability ratios. ZECO ls a sound and well-managed company. 

ZECO gives its shareholders a good return. However. these shareholders arc 
concerned with : 

- permanently promoung the development of their company. at the same time 
retaining for the company an equal amount of funds as for diVldends. 

- keeping complete financial independence. The increase ln capital ln 1991 was 
done partly to elemtnate all medium-term bank loans. 

The new Investment will increase ZECO's profitability. It must be emphasized, 
however. that this expansion results from the company's commercial efforts. 
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From a point of 'riew of recuJ.atlona. the Government's action largely contributes to 

the promotion of Investments and development of export (OGIL. ERS. EIS. fiscal 
lncenUves). With Its sales malnly oriented tcwards the export market. ZECO 

benefits fully from these regulations. 

However. the general economic sltuatlOn Is not good ln Zimbabwe. and IS poor In 

the sub-regton. 

On the other hand. as noted In this study. the present lnvcstment wll1 enable ZECO 

to be well-adapted to Its market for several years . 

There ls therefore no financing opportunily ln the medium term. 

We hope. however. that the present study will contribute to mak.lng easier any 

future analysis for a new tnvestment on the part of ZECO . 
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