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18 September 1992

Or Kenneth King

Personal Adviser to the President
Office of the President
Georgetown

Guyana

In accordance with our contract with the United Nations Industrial Development Organisation
("UNIDO"), we enclose a copy of our valuation report on the Guyana Sugar Corporation Limited
("‘Guysuco®). The report has been prepared to provide the Government of Guyana with an indication
of the likely value of Guysuco's sugar business.

When reading the report it is important to consider the background of the business and its current
position. Much of the sugar industry in Guyana had been owned and managed by Booker Sugar
Estates until 1975/76, when it was all nationalised to form Guysuco. In recent years the industry has
declined rapidly and, as an initial step 1o arrest the decline and rehabilitate the industry, at the end of
1990 the Government appointed Booker Tate Limited ("Booker Tate”) to manage Guysuco. The
second step is likely to be the privatisation of the industry through a trade sale of up to 90% of
Guysuco and the potential purchasers include Booker PLC (*Bnokers®) and Tate & Lyle Pic (*Tate &
Lyle”), the joint owners of Booker Tate.

As managers of the business, Booker Tate have been responsibie for preparing most of the
imormation which we have relied on for our valuation and we have worked very closely with them in
the preparation of our report. Nevertheless, our report does contain much confidential information
and guidance on negotiation strategy which might prejudice any negotiations if it was made available
to them. Accordingly we strongly recommend that this report should not be provided to Booker Tate
or any other prospective investors. We also reques! that the report should not be made available to
any third parties other than UNIDO without our consent.

In the event that we consent io the release of the valuation report to any third parties, it remains
addressed to the Government of Guyana and it is a matter for the Government 1o decide whether
the release of our report is in their best interests in reaching a satisfactory conclusion to negotiations
with a prospectve investor. It should be made clear to any third party that they should not rely on
our report but shouid obtain their own independent advice and carry out their own procedures to
estimate the value which they believe should be placed on the business, taking account of their own
specific circumstances.
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Notwithstanding our concefn over the release of the repoft to prospective investors, we recognise
that it may be appropriale o provide some information to mvestors of to model different scenarios
during the course of any negotiations and we would be happy to advise the Government on such
maltters.

The resuilts of our valualion are expressed as a range of values and are heavily dependant upon a
number of assumptions. The valuation range we have determined for the business of Guysuco as at
31 December 1991 is in the region of US$35 million to US$45 million.

This valuation represents our assessment of the value of the sugar business of Guysuco on the basis
that the rehabilitation plan proposed by Booker Tate but amended for some changes proposed
ourselves, the World Bank and their advisers is implemented. This valuation therefore represents the
likely vaiue of the business after its privalisation and after contributions (capital, management skills
etc) from the new investors. The valuation does not reflect the underlying value of the existing
business and therefore the amount that might be paid for the existing business in any free market
sale.

The valuation does not incorporate any value for other businesses that Guysuco may have, such as
rice farming, or for any redundant assels :hat they company may have. Such redundant assets may
include land which is not being used. When structuring the sale agreement the Government should
ensure that arrangements are put in place to enable the Government to benefit from any additional
value that there may be in these assets Techniques which may be appropriale in these
circumstances include leasing some of the land for relatively short periods and incorporating
clawback arrangements in the agreement.

In addition to the issues mentioned above which affect the price, the valuation is very sensitive to
changes in the assumptions which support the forecast performance of the business. These can be
divided into three different categories: those determined by external factors, those which the owners
or managers of the business can influence and those which can be influenced by Government. The
most important assumptions concern the availability of markets for sugar and the prices offered in
those markets. The loss of quotas, particularly for the European Community market, or a decline in
the prices offered in those markets would reduce the value of the business significantly. Similarly,
changes in the timing and levels of capital expenditure necessary to redevelop the industry can
significantly affect the valuation. Finally the levels of taxation, levies and currency retentions will also
have a significant influence on the vaiue of the business.

AN
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The report has been structured 10 enable the reader to:

- first gain an understanding of the business and its performance to date (sections 3 and 4),
and

then to consider the major assumptions which support the forecasts for the business (sections
S and 6)

the assessment of the value of the business is then considered in section 7, and

finally there is a section dealing with other issues which we believe are particularly important to
the privatisation of Guysuco and to the Government's negotiation strategy.

Clearly, this report cannot deal with the valuation of the business under all the possible scenafios
which may become apparent during any sale negotiations and it cannot cover all the issues which
may be relevant to the negotiation strategy. Furthermore, as we have already mentioned, the
valuation may not be the most appropriate for use in any sale negotiations since it only provides an
assessment of the value of the business on the basis that it is rehabilitated. Such a valuation
therefore incorporates the value of any conltributicns which the new investors make to the business.
In any negotiations with them it wili be important to also understand the underlying value of the
business on the basis that there was no sale. We would recommend that a valuation using such a
‘worst case” scenario should be prepared before commencing negotiations.

We would be very happy to heip you prepare valuations on alternative scenarios, and to assist the
Government with its negotiations.

Yours faithfully,

A"vi(, Wt Ty

Price Waterhouse
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GUYSUCO
VALUATION REPORT - 31 DECEMBER 1991

SECTION 1: EXECUTIVE SUMMARY
INTRODUCTION

In this section of the report we have sel out a brief summary ol the important issues and matters
dealt with in the tollowing sections ot this report.

OBJECTIVES OF THIS REPORT

The report aims to provide the Government of Guyana with a guide to the fair market value of
Guysuco's business to assist them in their negotiations with potential investors. it does not
determine the price at which a transaction should be done.

SCOPE OF OUR WORK

The valuation deals only with the sugar business of Guysuco valued as a going concern and on the
basis that there is new invesiment in the business and the industry is rehabilitated. It does not seek
to give an indication of the value ol the underlying business in its current state or of the assets of
Guysuco on a break up basis or on a replacement cost basis. Furthermore it does not seek to value
the other peripheral businesses of Guysuco such as the rice and dairy farming operations.

The valuation provides a range of values lor the business and has been prepared using three
different valuation me‘hods:

discounted cashilow
leverage value

The report addresses the value on the basis that there are new owners and new investment in the
business. This scenario effectively .ncorporates the value of the improvements and new investment
that the investors may make (o the business. A valuation on the basis that there is no significant
new investment would reflect more larly the underlying value of the business as it currently exists.

The report also considers the sensilivity of the valuation io changes in the assumptions which
support the valualion. Lastly we have considered other issues which may affect the negotiating
strategy the Government adopls and the eventual price thal will be achieved.

The valuation has been prepared as at 31 December 1991 because forecasts have been prepared
on an annual basis. The value of the business will change over lime and changes on the business,
the industry generally and the political position will need to be monitored closely.
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SECTION 1: EXECUTIVE SUMMARY (continued)

REVIEW OF INDUSTRY AND CURRENT OPERATIONS

In Guyana the sugar industry is one cf the most important industries. Sugar is the largest export
from Guyana and the industry therelore represents one of the major sources ol foreign currency for
the country. The industry is very labour intensive ond is the largest employer in Guyana, directly
employing some 23,000 people.

‘Norldwide the industry is supported in many markets through price supporft arrangements. In the
case of Guyana the induslry is very dependent on the EC market where it has a substantial quota to
supply sugar. The major risks lo this arrangement wauld appear to be a reduction in the size of the
quota resulting from the failure of Guyana to meet its quota or a reduction in the price paid for the
sugar. The latter may be more likely to occur since there is sonsiderable pressure to move EC
prices closer to world prices. The world price of sugar is currently very much lower than the EC
price and with changes in the trading arrangements between Cuba, one of the largest exporters of
sugar. and the USSR there are likely to be even greater downward pressures on the world price and
therefore the EC price.

Accordingly, two of the most important issues for the industry in Guyana are the maintenance of its
sales quolas and sales prices o preferential markets like the EC and the maintenance of a
committed work force.

ANALYSIS GF PERFORMANCE TO DATE

Over the last 10 years, and patticularly in the last 3 years, there has been a significant decline in the
performance of Guysuco's business. This has been attributed in part to the general decline in real
terms of international sugar prices, but the major factors have been related more to the industry in
Guyana.

During the period the industry has not had sufficient funds available for investment and has adopted
a wage rate policy which has resulted in a substantial fall in the real incomes of the workers. The
wage rate policy in particular has reduced both the number of employees and their motivation. The
reductions in staffing levels and produclivity have resulted in declines in the standards of farming
practices and have caused the company to abandon substantial amounts of farm land. In recent
years the industry's problems have been further compounded by unseasonal rainfalis which have
reduced the production levels very significantly.

Over the last 10 years the total sugar production of Guysuco has fallen from 270,000 tons per year
to 130,000 tons. At its current level Guyana is unable 10 fully meet its sales quotas and Guysuco is
having 1o purchase sugar on the world market in order to meet local demand and maximise sales to
the EC. This has put at risk the EC quota and the Government and the Company have had to make
force majeure claims lor the last three years (o retain the quota. To date they have been successiul
in maintaining the quota for the EC.

W~
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SECTION 1: EXECUTIVE SUMMARY (continued)

Al the end of 1990 Booker Tate were appointed 1o manage Guysuco. They have started to make
improvements to the farming practices and have improved the wage rates during the last year. This
has had a significant impact on the performance of the industry.

ANALYSIS OF FORECAST WITH INVESTMENT

As part of the plans for the business that Booker Tate have presented to the Government of Guyana
they have prepared forecasts of the Company's performance for the period to 2003 on the basis that
substantial investment is made.

During our review of the forecasts we identified a number of changes which we have made to the
forecasts on which we have based our valuation. The major changes arose because Guysuco
management (the local Booker Tale managers) are torecasting improvements in the performance of
the business which are signilicantly better than those incorporated in the original forecasts.

The major assumptions which support the adjusted forecasts we have used are summarised below.
These are:

that the business should only seek to produce for the preferential markets such as the EC

and should not aim to produce for sale on the world market;

that the various quotas 10 these markets are maintained;

that the sales prices generally do not decline:

that the US$: UKE exchange rale remains at US$1.7: UKET,

that the s'gar sales levy 1s 20% of export sales;

that labour supply is mainiained through real wage increases of 400%,

that the business will be free to convert its profits into foreign currency whenever it wishes to;
- that capital expenditure levels and timing are lower and fater than those originally forecast by

Booker Tate.

that the World Bank or other third parties will provide loans of $50 million al a real interest rate

of 5% per annum.

The forecasts using these assumgtions show thal the business will start 1o absorb cash after the first
year as the rehabilitation and expansion of the factories takes place. The business only begins to
generate cash again in 1996/97 when the capital expenditures fall to more normal levels. From that
time the business generates about US$25 million per year before financing costs and tax.

Overall the forecasts would appear 1o be most dependent on the prices achieved for the EC sales,
the timing and level of the capital expenditures and the level of sugar levy:
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SECTION 1: EXECUTIVE SUMMARY (continued)

EC Sales

The torecast prices for EC sales incorporate a decline of 2%% per annum for the next four years
which may be prudent but which could equally prove to be less than actual. The major tactors which
will influence this wili be changes within the EC agricultural policy and movements in the US$: UK £
exchange rate.

Capital expenditure

The timing and level of capital expenditures is very much under the control of the owners of the
business. Clearly, some expenditures will have to be incurred each year to keep the business
running but there would appear to be some fiexibility in the timing of the major expenditures on
improving the factories.

Sugar levy

The forecasls we have used have assumed that a sugar levy of 20% of export sales will be charged.
Clearly it is very much within the Government's powers 1o change this.

VALUATION METHODOLOGIES

The approach we have used !0 value the business of Guysuco is to consider a number of
techniques. The principal techrique we have used is the discounted cashflow valuation. In addition,
we have also considered the leverage value (the amount of debt the business could finance).

These techniques concentrate on the expected future performance of the business and we believe
that this is the most relevant approach for two reasons:

an investor is primarily interested in the future returns that the business can generate for him,

the historicai performance of a business, particularly in cases where the business is being
privatised, is less likely 10 provide a useful guide 10 its future performance.

Accordingly this report focuses on the future prospects for the business and the value has been
assessed on the basis of those prospects.

RESULTS OF THE VALUATION
On the basis of our valuation work and the assumptions referred to above, we estimate that the

value of the business, without taking into account any of the peripheral businesses and the value of
any redundant assets, is between US$ 35 million and US$ 45 million. '
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SECTION 1: EXECUTIVE SUMMARY (continued)

Some of the assumptions on which the valuation is based can be influenced either by Government
or the management of the business. and some are dependent on external factois. Those that can
be influenced by the Government or management will need to be considered further when

negotia ng the sale price. Those that are dependent cn external tactors will shape the purchaser's
perception of nsk and therefore need to be taken into account when determining the rates of return
that the purchaser will require.

in our valuation we have assumed thal the risks involved in investing in Guyana will be similar to the
perceived risks of investing in similar businesses in other Caribbean countries. We have therefore
assumed that the purchaser will require a real rate of return of between 20% and 30%. Given the
possibilities of a change of government in the near future and the recent deterral of elections in
Guyana, an investor may consider the risks at present to be higher and so may require a higher rate
of return. The use ol a higher iate of return in our valuation would result in a lower range of values
for the business.

We have also considered the sensitivity of the valuation to changes in the assumptions underlying
the forecasts. It is clear from these that the valuation is particularly sensitive to issues such as
changes in the levels and timing of capital expenditure.

In additicn, w~e have considered the likely atfect on the value of the business if a tax and currency
retention holiday is given to the privalised business. We understand that this scenario was
suggested by SG Warburg and is based on the approach that was adopted for the privatisation of
the Bauxite industry. Whilst such a3 scenario will undoubtedly increase the value of the business we
dc not believe that the increase in value will olfset or exceed the cost to the country of the benelits
which would be foregone.

ISSUES WHICH COULD AFFECT THE EVENTUAL PRICE

The valuation can only be an estimate. The price at which a buyer and a seller eventually agree will
be influenced by many factors which cannot be determined in any valuation. A critical factor that will
eventually determine the price at which any transac'ion is carried out will be the quality of the
negolialing strategy adopted and its implementation. When developing the strategy there are a
number of important issues which should be considered:
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SECTION 1: EXECUTIVE SUMMARY (continued)

The availability of compelitive bids

Al present there appears to be only one consortium negotiating o acquire the business. By
encouraging others to bid for the business it may be possible 1o increase the price at which the
business is sold and it should ensure that the eventual price obtained is fair. The number of other
investors wha might be interested in acquiring Guysuco’s whole business may be limited, however, it
might be easter to find investors for individual estates. Such an approach to selling the industry may
provide other benelits. in particular it might reduce the risk of the Government being dominated by
one company, but there would also be some additional risks and costs involved.

The synergic benefits for potential purchasers

Another factor which may influence the price which a particular investor might pay is the other
benelits that they may gain from the acquisition. In the case of Bookers and, especially, Tate & Lyle
there may be a number of additional advantages to them from acquiring Guysuco:-

Guysuco is a major source of supply for Tate & Lyle’s sugar refinery in Scotland;
Tate & Lyle are likely to supply much of the equipment needed to refurbish the factories;
Bookers are responsible for the shipping of Guysuco's sugar.

The value of these benelits is very difficult to judge since it is not clear what profits are made from
these activities and it is possible that much of the business would still be given to these companies
even if different investors acquired Guysuco.

The trade off between sale proceeds and fulure revenues

A further influence on the eventual price oblained may be the Government’'s desire to receive
revenues in the future from taxation, sugar levy or dividend income from the business. The impact of
higher taxes etc would be to reduce the sale price but they would provide the Government with a
regular income stream, provided the business conltinues to perform. It will be very important to
ensure that the negoliation strategy takes account of the needs of the Government and presents the
Governmenl's proposals on issues like the sugar levy in such a way that they do not increase the
potential investors perceptions of the risks involved in investing in the company.
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SECTION 1: EXECUTIVE SUMMARY (continued)

The basis of the valuation

The valuation has been prepared on the basis that the investment goes ahead. The value derived
therefore incorporates the value of any contribution that the new investors make. A valuation on this
basis theretore represents the "maximum* that an investor might r.ay for the business. When
determining their negotiating strategy potential investors are more likely to look at the value of the
business before any investment. This basis is likely to produce a lower valuation. It will be very
important for the Government to produce such a valuation so that they are aware of the likely levels
of offers that may be made and so they have an understanding of the strengths and weaknesses of
any such valuation.

UNUTILISED AND REDUNDANT ASSETS

As mentioned above, the valuation does not take account of any value that there might be in the
peripheral businesses that Guysuco has or in any redundant or unutilised assets it owns. Rather
than seeking to value these types of assels an approach which has been used elsewhere in
privatisations has been to exclude any clearly identifiable redundant assets in the transaction and
then to incorporate arrangements in the sale agreement to deal with assets that cannot be clearly
identified at the time of sale.

There are two approaches which might be appropriate in this case. Firstly, “clawback® arrangements
are commonly used where there is considerable doubt about whether particular assets may be sold
off later on. Under such an arrangement a proportion of the sale proceeds or profits from the
subsequent sale of such assets is paid over to the Government.

The second approach which may be appropriate would be to lease some of the land for fixed
periods. This would be more approgpriate where it is expected that land will become redundant in
the future as is the case with the Wales and Enmore estates. Under such an arrangement the land
and buildings are leased to the privatised company for the period which they are expected to use
them. If the company determines that it wishes to continue using the land then it must negotiate a
new lease with the Government. If it does wish 1o continue using this land then it reveals 10 the
Government who can then sell the land off.

The Government should consider incorporating such arrangements in any sale of Guysuco where
there are potentially very large amounts of land that could be sold off by the company.

OTHER MACRO ECONOMIC ISSUES

The restructuring of such a large part of the economy of Guyar.a will obviously create some potential
risks to the whole economy. Two particular areas that the Government will need to consider carefully
will be the impact on inflation of the proposed wage increases and the systems by which Guysuco
will be able to convert prolits into foreign currency without damaging the foreign exchange market.
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SECTION 1: EXECUTIVE SUMMARY (continued)

CONCLUSION

The above provides a briel summary of the salient points of our report, however it is essential that
the entire report is read in order to lully comprehend the methodology in our approach to the
valuation and the impact of the key assumptions on the range ot values discussed.

ey ™
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GUYSUCO

VALUATION REPORT - 31 DECEMBER 1991

SECTION 2: INTRODUCTION

OBJECTIVE OF THE REPORT

The objective of this report is to provide the Government of Guyana with an indication of the likely
value of Guysuco's business if it is rehabilitaled. The Government of Guyana are currently involved in
negotiations with a consortium of potential investors who are interested in investing in the Company
and, in order to provide themselves with a guide 1o the likely vaive of the Company. the Government
have commissioned thic report.

In this report, we have estimated the value of the Company withcut taking into account the possible
impact of a special purchaser. A purchaser wha is involved in the same business as Guysuco, such
as Bookers or Tate & Lyle may be able lo obtain or provide a number of benefits through -ynergies
between the tvo businesses. The value of synergies that may exist is obviously very difficult to
assess without a clear understanding of the additional profits and the value of any strategic benefits
to the potential investor's.

in addition, the valuation can only be an estimate based on a specific set of circumstances at a
particular point in time. The final value or price is essentially determinable only by negotiation
between a willing buyer and a willing seller in an cpen markel. The price obtained will therelore be
heavily dependent upon the negotialing skills of each party as well as their particular objectives and
circumstances. As a resull the price obtained may be substantially different from the valuation we
have presented.

SCOPE OF THE VALUATION

The valuation, in accordance wilh our instructions, seeks {0 value the sugar manulfacturing business
of Guysuco on a going concern basis. The report does not address the issue of what the assets of
the Company may be worth either on a break up value basis or on a replacement cost basis. In

addition, we have not sought to value any redundant or surplus assets that the Company may own.

VALUATION METHODOLOGY

The valuation methodology used is described in more detaii in Section 7, however the approach that
has been used is to adopt those business valuation techniques which are regularly used in the UK
and other markeis and which, we believe, are suitable for use in this situation.

’
7 -
-




e

SECTION 2: INTROBUCTION (continued)

The methodoiogies we have used tor our business valuations are:

. Discounted Cashflow - based on an assessment of the business’'s abilty 1o generaie cash in
future years. The value of the net (or tree) cashliow, discounted at a suitabie rate, represents
the net present value of the business 1o an investor.

. Leverage Value - based on a calculation of the amount of debt that the business could
support. On the assumpiion that an investor boirowed agamnst the assets and cashfiows of
the company 1o finance the purchase the imit ol debt supportabie represents the business
value.

The appilication of all of these methods requires a good understanding of the business, the markets

it operales in, s past performance and s likely future performance. Therefore in the loliowing four ’
sections we have described our understanding of these issues based on our discussions with

management.

10
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GUYSUCO
VALUATION REPORT - 31 DECEMBER 1991

SECTION 3: REVIEW OF INDUSTRY AND CURRENT OPERATIONS

INTRODUCTION

in this section we have set out a very brief summary of the nature of the sugar industry in general
and of the industry in Guyana.

CANE SUGAR PRODUCTION

The production of cane sugar involves two mam stages, the growing of sugar cane (agricultural
operalions) anad the conversion of sugar cane o raw sugar (factory operations).

Agriculiurai operations

Agricultural operations involve preparation ol the land, cane planting and tending the plants through
1o harvesting. These operations are usually highly labour intensive and require significant manpower
throughout the growing season and during harvesting. Sugar cane is planted in either spring or
autumn and reaches maturity in approximately 12 months. It is expected to yield 4 o 5 crops, called
ratoons. Alfter the fourth ratoon the cane plants begin to yield a reducing volume of sugar and are
usually replaced. By dwiding available land and planting in spring and autumn, two crops can be
harvested each year - thus maximising the utilisation of the factories.

After harvesting, the cane is ransported lo factories for mdling and processing into raw sugar. Time
from cutting o precessing is kept 1o 3 minimum since the cane sugar content declines rapidly once
the cane is cut.

Agricultural operations are critically dependant on:

. Adequate supplies of iabour Much of the process is difficult to mechanise, particularly cane
cutting.

. A reqular rainfall patiern that gives rain free periods during harvesling operations.

. A replanting cycle 10 ensure that oid ratoons are replaced and the overall plant age profile
remains less than four ratoons. In this way yields of sugar should remain high.

. Good land preparation and mantenance. Field inputs such as fertiliser are important 10

maintain yields. Where possible, 2 system of flood fallowing, whereby land is left under water
for six months, likewise helps 0 improve soil fertility.

11
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SECTION 3: REVIEW OF INDUSTRY AND CURRENT OPERATIONS (continued)

Factory operations

in the Factory the cane is first milled or crushed, to separate the juice. The juice is boiled under
vacuum o remove impurilies and any excess water content. The syrup produced is passed o a
centnluge which separates the raw sugar and molasses.

Factory operations are capital intensive and require close management and coordination with field
operations. Factory efficiency is measured in terms of sugar recovered from cane (tons of cane
required to produce a ton of sugar). This elficiency is however dependant on both factory and
agricultural operations since the quality of the cane reaching the factory will have a significant impact
on the ratio. Critical tactors for factory operations include:

. The quality of cane supplied by field operations. If cane is poorly harvested then the factory
receives waste malerial which has no sugar content. Similarly if the cane is not processed
quickly the sugar content will decline.

. Constant and high level of power to run the factory equipment.
. Reliable machinery, requiring investment in new equipment.

. Availability of skilled factory workers.

SUGAR IN GUYANA

Sugar has been produced in Guyana for over 300 years. For most of this time the induslry was
based on a number of privale eslaies, many of which were owned by Bookers, however in 1975/76
the Government of Guyana nationalised sugar. With the nationalisalion of Booker Sugar Estates and
the merger with Demerara Sugar Company, Guysuco was created in 1976. Guysuco now represents
the vast majority of the Sugar industry in Guyana, growing the bulk of the sugar cane itselt but also
milling small volumes of cane from local farmers. Since nationalisation the company has been run by
local management, until October 1990 when Booker Tate were appointed as management.

The sugar industry is vital to the economy of Guyana since it employs approximately 25% of the

country’s workforce and indirectly supports a number of other industries, such as distiling. The
company is the largest foreign exchange earner in Guyana.

12
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SECTION 3: REVIEW OF INDUSTRY AND CURRENT OPERATIONS (continued)

The cane growing areas of Guyana are in the coastal region and are low lying with much below sea
level. They require a considerable drainage and irrigation infrastructure. Rainfali is high with
approximately 100 inches per annum in the east and 66 inches in the west. To prevent flooding by
both Iresh and sea witer a complex system ot drains and pumping stations operates. The fields
themselves are small and are laid out in strips of camber beds which facilitate water run off. This
arrangement - 2cludes the use of mechanical harvesting equipment. These drainage and irrigation
channels are 21s0 used for transferring cane from field to factory and are a cost effective means of
transport.

The peak periods of rainfall in Guyana are June and December. Guysuco produces two crops per
year. The harvesting of these crops is timed to avoid the months of high rainfall. The first crop is
harvested from February-April and the second August-November. The factories operate io capacity
duning iiwese periods but are inactive at other times.

Guysuco currently operates 8 sugar estates and factories which produced 129,920 tons of sugar in
1990. The eslates are concentrated in two areas, around the Corentyne River in the East (Berbice
region) and the Demerara River in the West (Demerara region). The crop growing areas of Berbice
are more mioductive than those in the Demerara region. The table below shows by region the
estates, their current area and sugar production.

Area for
Gross area harvesting Sugar production
Acres 000's Acres 000's lons 000's
Berbice regron

Skeidon 12 10 15
Aibion 20 18 kk
Rose Hali 16 13 20
Blarmont 13 10 20
61 51 88

Demerara regqion
Enmore 13 8 8
LBi/Dramond 23 12 11
Wales 9 6 8
Uivlugt 16 9 15
61 kL) 42
122 86 130
k] —_— —_—

The 1980's have seen falling sugar output in Guyana and a period of conltraction in the industry.
From a peak output of 369,000 tons in 1971, sugar production fell to 129,950 tons by 1990. This
decline in production has necessitated the closure ot 3 factories. The last of these closures occuired
in 1986/87 when the Leonora and Diamond factories were decommissioned. The eight factories
listed above represent the remaining operationat facilities.
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SECTION 3: REVIEW OF INDUSTRY AND CURRENT OPERATIONS (continued)

SUGAR MARKETS

Guysuco has a number of available sugar markets, the most important of which is Guyana's EC
quota ol 163.500 tons which is aliocated to Guysuco. The EC quota price has been significantly
above the world sugar price. The quota does however represent an obligation to supply a specitied
amount of sugar. tailure to do so, except in the event of a force majeure claim, may result in a
teduction in the quota. Guyana has failed to meet the EC quota on three previous cccasions
(1988/89, 1989/90 and 1990/91). It has now successlully claimed force majeure i respect of all
thiee 0CCasions.

Nao other country has ever had a force majeure claim accepted twice, which is a testament to the
skill and effort demonstrated by Guyana and Guysuco, but may mean that further claims are unlikely
to be successlul.

Guysuco has concentrated on supplying the EC quota in preference to other markels in order to
minimise the risk of a reduction in quota and to maximise revenue by gaining the highest sefling
prices available.

Other markets available to Guysuco include the US for which Guyana currently has a quota of 15,000
tons, Caricom, the Guyanese domestic market and the world market. The US quota is not subject to
the same downward revisions as the EC quota if not filled. However, because of excess supply in
the US, the quota was reduced from 23,000 tons in 1990.

It is important o note that the EC and US quotas are owned by Guyani rather than Guysuco.
Details of production allocations tc sugar markels in recent years ¢=.,» be found in section 6.

EMPLOYEES

in recent years Guysuco has faced a number of employee refated problems. Non competitive pay
rales have had the double effect of labour shortages and industrial disputes. These have had a
critical impact on the company’s ability [0 harvest the area under cane and have necessitated
reductions in productlion levels in recent years.

Labour shortages

Cane cutters in Guyana have received significantly lower rates of pay than cutters eisewhere in the
Caribbean including Jamaica, St. Kilts and Barbados and they therelore often travel overseas (o earn
higher wages. In addition, Guyana has experienced considerable migration amongst its workforce 1o
the US, Canada and elsewhere. The eflect of these problems has been particularly acute amongst
the cane cutters. In November 1990, at the end of the tirst crop, Guysuco employed 6,829 cane
cutters which was only 70% of the number required.

14
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SECTION 3:

REVIEW OF INDUSTRY AND CURRENT OPERATIONS (continued)

The problems have also altected techmical. managerial and field supervisory stalf. At senior levels
stalt have left at a rate of over 10% in each of the last 9 years, reaching as high as 20% in 1988.

The labour shortages have recently been addressed by management. Since October 1990 there
have been pay awards of 70% and 50% and management are currently negotiating with unions over

a third wage claim.

These measures have significantly reduced the labour shortages and management have indicated

that the workiorce 1s up to strength in 1991 for the first time in many years.

Industrial disputes

industrial dispstes have caused problems during critical harvesting periods. One of the contributory
factors in Guysuco's tailure to meet the 1990/91 EC sugar quota was a 6 week strike during the first
crop of 1989 The table below shows both the decline in the labour force and the man days lost

through industnai relations problems.

1990
1989
1968

1987

Man days
icst 000s

217
738
255

119

Worktorce
Numbers 000s

18
17
18

20

Many of the disputes suffered by Guysuco have been political in nature. We understand that the
majority cf sugar workers are of Indian descent and generally support the current opposition party,
the People's Progressive Party. The sugar worker unions are directly atfiliated to the opposition
party and have used GuysucG as a political piatform on which lo demonstrate their opposition to

Government.

REPLANTING AND GENERAL CROP HUSBANDRY

A combination of shortages of iabour, investment funds and agricultural equipment, has led to a
failure to implement an adequale replanting cycle. The optimum replanting cycle is plant plus four
ratoons. Guysuco's raloons are in many cases significantly older than fourth and are consequently,
on average, subject 1o declining yieids. The table below shows that Guysuco's estates have been

far from the ideal.
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SECTION 3:  REVIEW OF INDUSTRY AND CURRENT OPERATIONS (continued)
Position at 13 October 1990
Ssaie % Ct zare replanted
~ tast year % Ratoons over &
S«eigon 6 58
Atvon [ 68
Rose Hail 10 s9
B:armont 13 40
Ermore 7 67
L8i:Dvamond 7 50
Waies 8 N/A
Ushviugt 2 a9
Recommenaed 20 NiL

The shortage of labour in the fieids, coupled with an increasing scarcity of experienced managers
and supervisors, has led 10 poorer slardards in crop husbandry. Poor field harvesling standards
have led to increasing volumes ot rubbish entering the factory with a consequent adverse eftect on
sugar recovery.

The new management have undertaken a significant reform programme during 1991. Increased
iabour availability has led to considerable improvements in crop husbandry standards and a replant
poiicy of 20% per annum has been implemented. A 20% replant rate will not be achieved in 1991
but management are confident that a significant improvement will be made to enable this target to
be reached in 1992. The benelits of this replanting will be seen in higher yields in future years.

INVESTMENT

Guysuco have suffered for some time from a lack of investment funds. This has been altributed to

the Government's foreign exchange retention policy. Guysuco is a major foreign exchange earner for

Guyana and the Government needs these earnings lor its own spending requirements  Under

present legislation Guysuco retains 17.5% of foreign currency earnings, the remaining 82.5% being

converted 10 Guyana Dollars. This retention policy has apparently prevented Guysuco from obtaining

new equipment and spare parts from overseas suppliers. In consequence, faciory equipment is old

with a shortage ol spares and there are serious deficiencies in equipment for agricuftural use, notably

in transport. .
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GUYSUCO

VALUATION REPORT - 31 DECEMBER 1991

SECTION 4: ANALYSIS OF PERFORMANCE TO DATE :

INTRODUCTION

In this sect:on we describe the historical performance of Guysuco. The purpose of this is to provide
an outline of the current state of the business and the problems it has encountered. This then
provides a basis for assessing the forecast performance of the business.

in summary. Guysuco's revenues and profits have seen a significant decline, particularly in recent
years. The Company’s obtectives have been to maximise sugar production in a climate of faling
investment and increasing operationai dillicullies. Government policy has, in the past, not given
encouragement to agriculture and has been claimed [o have deprived the sugar industry of the
necessary foreign exchange needed to upgrade and maintain equipment. Additionally, the Company
has sulfered from industrial disputes which are widely considered to be political in nature. The
decline in the performance of the business has also had a serious impact on the economy of
Guyana.

Recognising the problems in the industry and the needs for external management skills to rehabifitate
the business, the Government of Guyana appointed Booker Tate to manage the business. Booker
Tate have been managing the business during 1991 and in that time they have started to make
some significant improvements in the performance of business. It is in the light of these problems
and changes that the performance to date of Guysuco should be reviewed.

OVERVIEW

Guysuco has experienced declining sugar production and profitability since 1981. Total production in
1981 was 300,790 tons, falling to 129,920 tcns by 1990, a decline of 57%. These levels represent
significarit reductions compared to the average level of production in the 20 years priof to 1981.
During this earlier period average annual production was 311.000 tons with a maximum of 368,843
tons in 1971 and a minimum of 241,527 tons in 1977 The graph below illustrates production levels
from 1970 and demonstrates the decline.
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SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (continued)

SUGAR PRODUCTION 1970-1930
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The decline from 1981 can best be analysed in two periods, from 1981 to 1987 and 1987 o 1990
and movements can be split between agriculture and factory.

1981-1987

Sugar production fell from 300.790 tons in 1981 to 220,995 in 1987. This represents a reduction of
approximately 80,000 tons or 27% durnng a 7 year period.

a)

Agriculture

The average area of cane harvested during this period declined steadily from 136,213 acres in
1981 to 106,039 acres n 1987 This represents a reduction of 22%. The abandonment of
land can be traced to both a policy of planned abandonment and an increasing shortage of
cane cutlers with the concequent inability of the Company to harvest the land.

The productivity of agricultural activiies is measured as t.e tons of sugar cane produced per
acre (tc/a’). Throughout this period [c/a remained relaliveiy constant. There is only a 3.5%
dilference between yields in 1981 and 1987.
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SECTION 4:

ANALYSIS OF PERFORMANCE TO DATE (continued)

b) Factory
During this pertod cane quality was maintained and factory management were abie to keep a
constant level ot efticiency Accordingly. recovery, measured as tons cane o produce a ton
ol sugar did not vary sigruficantly
The overall production deckne dunng the period is theretore largely attributable to reductions
in farmed area.

1987-1990

Sugar production declined trom 220,995 tons in 1987 to 129.920 tons in 1990, a tall of 41%.

a)

b)

Agriculture

Two tactors had a direci effect on production during this period. Between 1987 and 1988
there was a large drop in the area harvested from 106,039 acres, to 85,823 acres a fall of
19%. The reduction was partly due o a planned reduction, by abandonment of marginal land
and partly due lo a 6 week strike during the first crop and general labour shortages. This
resulted in a backlog ot cane and consequently large acreages remained unharvested.

The second agriculturat factor is declining yields. In 1987 29.23 tons cane were harvested per
acre compared to 2210 tons cane in 1990. This fall however largely occurred from 1989
(29.56 tons) o 1990 (22.10 tons). We understand there are a number of causes, as follows:

. Extreme and unseasonal weather conditions during 1990, leading to fiooding.

The normally dry harvesting months of February - April experienced 29 inches of rain
compared 1o an average of 9 inches in the same periods between 1985 and 1989.

The heavy unseasonal rainfall not only atfected harvesting during the irst crop, but also
seriously alflected ratoon yields in the second crop through impaired crop growth. The
effects of the unseasonal rainfall are the basis of the majeure claims with the EC.

. Inadequate replanting in previous years leading to declining yields from old ratoons.
. Declining tield husbandry standards including failure to fertilise or flood fallow land.
Factory

Factory recovery during the period worsened from 14.03 tons cane per ton sugar in 1987 to
15.54 tons in 1390. This reflects a number of problems:

. Reduced cane quality due 1o old ratoons, delays in harvesting and waterlogging as a
result of unseasonal rainfall.

19

>
-

C'.

e A

. VU




i

1991

a)

b)

SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (continued)

. Disruptions in cane supply to the tactories causing high down time and reduced
recovefies.

. Declining harvesting standards giving fise to increased trash content in cane entefing
the tactory.

The reduction in sugar output from 1987 to 1990 is therelore aftributable to two major factors,
the signiticant tall in acreage harvested due to planned land abandonment, insulficient cane
cutters and adverse weather conditions leading to poorer crop yields.

The new Booker Tate management have implemented a number ol changes during 1991,
Management now expect the total crop for the year to be 151,710 tons. This is an improvement of
17% on 1990.

Agriculture

Current management projections for 1991 reflect a significant improvement in cane yieid.
Estimates for the second crop suggest an average yield of 26.9 tons per acre which would
give an average for the year of 23.4 tons per acre, an improvement of 6% over 1980. The
company has also increased the acreage under cultivation from 91,372 to 94,449

These improvements are attributable to:

. Improved labour supply as a result of increased wages. Management now have
adequate numbers of cane cutters.

. Improvements in field husbandry standards both for tending crops during the year and
al harvesting.
Factory

Improvements are also expected in factory recoveries due to better quality cane inputs. To

date management have attempled to operate factories as efficiently as is possible given the

previous investment deficiencies. This deliciency has manifested itself in failures in equipment :
such as generators. A generator failure at Albion in October led to loss of power and

significant problems in operating both factory equipment and field drainage pumps. Enmore

has recently suffered a boiler explosion necessitating the transfer of cane to LBI. The

disruption caused by failures can be significant and seriously affect sugar production.
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SECTION 4:
FINANCIAL RESULTS

Prolit & loss account

Sales

Sugar levy
Net sales

Cost of procuction

Profit betore taxation

*Estimate tor

ANALYSIS OF PERFORMANCE TO DATE (continued)

1991 1990 1989 1988 1987
USsm UsSs$m UsSsm US$m US$m
864 96 0 936 799 1103

(18 0) (27 7) 85 (41.7)

864 780 659 714 686

149 3) (77 0) (64.6) (70.3) (66.5)
kY@ 10 13 11 21

. The 1991 estimate has been taken from Guysuco’'s August 1991 Management forecasts and
excludes any amounts for sugar levy The forecast is based on estimated production and
sales of 151,710 tons.

a) Sugar sales

Guysuco sales have comprised the following:

Sales

Sugar market
EC

us

Cancom
Worid
Domestic

Revenues from own production
Imported sugar
Molasses

Other crops

Sales

Estimate
1991

US$m

760

760

1990

US$m

827

827

103

21

1989
US$m

810
39

13
13

862

1988 1987
US$m US$m
707 914

- 42
04 04
52 70
52 70

763 106.3

06 .
23 36
07 04

799 1103
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SECTION 4: ANALYSIS GF PERFORMANCE TO DATE (Continued)

in order 1o itustrate the movement in Guysuco sales it 1s necessary (o identily separately the
revenues generated trom own production. Since 1989 a significant element of 1otal sales has come
through the sale of imported sugar (1990 11%) in the domestic market. This has been necessary
because Guysuco's production has been insufficient o satisty domestic demand. Revenues from
own production nave fallen from 1987 levels with a low in 1991 estimated at US$ 76 milion. This
decline can be attributed to both a fall in Guysuco production volumes and price movements.

The effect of sales volume movements and price movements should be analysed separately. This is
done below.

. Sugar volumes

The table below illustrates the dechning volume of sugar sales, by market, in recent years. This has
been due to problems of falling sugar production, as explained above, rather than market limitations. .

Estmate
1991 1990 1989 1988 1987

Tons 000's Tons 0CJ's Tons 000's Tons 000's Tons 000's
EC Quota 152 130 154 134 145
us . - 7 - 9 s
World - - . . 20
Cancom 1 2
Local - - 4 45
Own production 152 130 165 168 221
imported sugar 30 28 25 3
Total sugar sales 182 158 190 7m 21 ’

In order to maximise revenue through the higher prices of the EC quota regime, 100% of Guysuco
sugar production has been exported o the EC since 1989. This has still been insutficient to meet
the quota available. The domestic market has been salisfied since 1989 by imports of sugar from
the World market. .

Falling sugar sales volumes have been the largest contributing factor in the decline of sales income.
The decline is therefore directly atiributable to decreasing sugar output. .

. Sugar Prices
The US$ equivalent average selling price per ton obtained by Guysuco from its different markets is

shown below. It illustrates the fikely benefits of higher prices achieved by allocating production to the
quota markets of the EC and US.
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SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued)

Sugar seiing prices 1991 199G 1989 1988 1987
pet ton LSS US$ Uss Uss uss
EC 556 636 526 529 633
uS - - 567 - 443
Vicna - - - 159
Cancom - - - 256 241
Local . - 336 159 156

Prices have been calculated using average exchange rates for the year. EC prices are subject to
changes in the USS: UK £ exchange rate since prices are paid in Sterling.

The above table shows the considerable variability in sugar prices in recent years which has been
largely due to exchange rate movements. The EC price per ton has been subject to the greatest
effect of exchange movements, since the US dollar to sterling rate has fluctuated greatly in recent
years. Slerling strengthered approximately 18% between 1989 and 1990. accounting for the
significant increase in EC selling price when expressed in US dollars.

The EC sugar price has also come under pressure from reductions in subsidies. This was
particularly noticable in the price fall from 1987 to 1988.

Prices in the domeslic market have been controlled by the government and any increases have been
the result of official policy and the need o keep prices approximately in line with inflation.

b) Sugar levy

Sugar export sales revenue 1s subject 1o a levy by the Government. We understand that the current
basis for calculating the levy 1s as loliows.

. 45% of the price in excess of G$700 but not exceeding G$1,000 per ton.
. 55% of the price in excess ot G$1.000 per ton.

With the devaluation of the Guyanese Dollar the average selling price of sugar is currently expected
to be G$65,000 per ton. Theretore, the bulk of sugar revenue is now subject 1o a levy at 55%.

In recent years Guysuco has been unable 1o pay the full amount of there levies and it has negotiated

a "remittance’ of some of the ievy with Government. The table below shows gross and net levy for
the period 1986 1o 1590.
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SECTION 4:

Sugar vy

Amount rayacie
Government remittance
Net levy

Net levy as % of gross
export sales

*Q30 1989 1988
JSEm US$m USSm
133 2142 34
25 M 16 5) 249
ji-X0] 227 85
—— T k3
22 k) 12

ANALYSIS OF PERFORMANCE TO DATE (Continued)

1987

489
(L)

41 6
P

82

The forecast for the 12 months ended 31 December 1991 presently mcludes no sugar levy, wihnch

will be subject to negotiation between Guysuco and the Government al the year end.

¢) Cost of production

A review of costs in Guyanese Dollars shows a dramatic increase in the four years to 1990 which is
largety due to inflation. Costs ol production expressed in US$ have remained at relalively constant
levels, however there have been iregular lluctuations because of the significant devaluations in the
Guyanese Dollar in recent years.

The result of these problems s that 1t is very dillicult to analyse the costs ot the business through
comparison between different years.

The total production costs of the business expressed in Guyanese dollars for the period 1987 to

199G are analysed below:

Totai production costs

Employment costs
Mater:als and other

Loss on foreign exchange
Interest expense

Local subsidy

Totat costs betore taxaton

Total costs beloie faxaton lransiated
al average exchange rates

Inflation rate
* Estimated

1990

9805
16523
128 4

12

27624

2822

30446

770

100 0°

24

1989

5151
776 7
2138
166
1.5222

2352

1.757.4

S$m

646

800"

1988

3029
3885
17
48
6979

48

7027

ussm

703

99

2942
3433
48
96

6519

6519

usgm

665

287

P



SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued)

The table below dlustrates the main elements of production costs pet ton in Guyana Dollars tor the

oencd 1987 to 1990

Produchon

Costs per ton
Empioyment costs
Marenais ang othert

Loss on lore-gn exchange

interest expense

Total cost of production per ton

. Employment Costs

Total employment Costs

Actual cost

Costs restated at 1990 pnces

1990 1389 1988 1987
Tors OO0s Tons 00 s Tons 000's Tons 000's ,
130 165 168 221
S N —— £ ]
1990 1989 1968 1987
_Gs _G3 G _G$
7547 3126 1.808 1.331
12.718 4713 2319 1.553
988 1297 10 2
3 101 2 43 !

21.262 9237 4166 2949
S 3 — ]
1990 1989 1988 1987
G$m Gsm G$m G8m
980 5 776 7 3885 34323
980 S 15534 1398 6 17290

increases n emgicyment costs reflec: the large number of pay awards made i recent yeass Costs have nsen at a lowet
raze than inflation pnmardy due 10 the fall n empioyee numbers expenenced over the penod In agahon. wages at Guysuco
teli behing inflalion dunng the same pefiod

Movements in costs per ton can be antubutec both to inflation and a talkng sugar production The dechne n sugar output
was al a faster rate than the tall n employee levels gving a iIncreasing average empioyment cost per ton

. Material Costs

Totai matenals and other costs

Actual cost

Costs restated at 1990 prces

1990 1969 1968 1967 .
L$m Ssm G$m S§m
16523 776 7 3885 3433
16523 1553 4 1398 6 17290

Material costs in real terms have increased shightly over the period despite considerable reductions n
the total production. The principal cause of this has been the need (o purchase sugar from the

world market 1o meet local demand. Costs excluding these purchases have declined over the period
broadly in line with the decrease in the levels of production.
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SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued)

Loss on Foreign Exchange

A signiticant element ot the 1989 and 1990 increases in total cost of production per ton has been
losses on toreign exchange. These have arisen both on loans denominated in foreign currencies,
which are translated to Guyanese Dollars at the balance sheet cate, and on evetyday trading
actnities with overseas supplies. The Exchange rate between the Guyanese Dollar and US Dollar
remained constan: through 1987 and 1988 at G§10:US$1. In 1989 the Guyanese Dollar devalued to
G$33-USS? and in 1990 to GS45:USSt  These devalualions gave rise to the significant exchange
losses.

. Local Subsidy

Since 1988, in addition to its owr: cosls of production, Guysuco also incurs a cost associated with
the import of sugar for the domestic market. Importation of sugar fcr the domeslic market is
necessary since all Guysuco production is exported 16 the overseas quota markets of the EC and
US. The policy has been necessary to protect the EC quola. This costs of buying sugar on the
world market and importing it into Guyana have exceeded the revenues altainabie at the fixed
domestic price.

in 1990 the domestic sale price averaged (G$14,708 per ton. The cost of importing sugar to satisly
the local market was G$24.996 per ton giving a subsidy cost to Guysuco of G$10,288 per ton. The
average domestic sales price in 1989 was G$6.070 per ton which compared with G$15,250 import
cost and G$14 348 average sales price.

Prior to 1988 Guysuco's average production costs exceeded the fixed domestic sales price. This
subsidy has not been shown separately.
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SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued)

Balance sheet
1990
USSm
Fixed assels 188
Current assets 333
Current habihlies 141 &)
107
Represented by
Capital ang reserves .
Loans 12
Cepentures 32
107
T
a) Fixed assels
Fixed assets compnse the ‘ollowing:
1990
USsm
Net book amcunt
Lana and buidings 39
Plant and machinery 59
Livestock 06
Work in progress 84
188
—

HEEE !%

P
w o o

-
[R]
-]

44
65
0s
86
200

The above amounts represent the historical cost or valuation, net of accumulated depreciation,
converted 1o US$ at year end rates. The high levels of inflation in Guyana in recent years mean that

these figures are of imited relevance.

Guysuco currently has 146,800 acres of land of which approximalely 122,000 acres is lor cultivation.
Of this only 86,000 is being harvested at present, leaving a significant area unutilised. Of the total
area 34% is owned under Ireehold by Guysuco the balance being under long term leaseholds.

Work in progress includes factory machinery and the new head office under construction. It aiso

includes rice cultivation at Blarmont.
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7 ' SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued) F
I b)  Current asseis t
Current assets compfise: ;
l 1990 1969
US$m
l Stack 235 28
Debtors 55 59
Casn and bank 43 155
22 a2
: ~ .
l 1390 19689
USsm —US$m
l Stocks represent
Unsosd produce 34 87
inentones 21 141
l ns 28
/ Guysuco does nol value standing cane {cane still growing at the year e J). Inventories represent
l spare parts tor equipment and sundry loOls.
L}
l (4] Current liabilities
) . Current liabililes comprise.
‘\ I 199C 1989 I
—USSm US§m
N \ l Creattors 83 91
Sugar levy 214 21
Accrued interest 52 St
l Loans with repayment within one year 62 70 -
Taxaton 01 01 .
Bank overgraits 02 69 AR
as 503 i
| ;
£
| ¥
‘ Y
' 28
¢
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SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued)

Since 1990 the company has obtained a number of suppher credits to tinance operaling anc capital
expendiure

¢} Loans
1990 1989
LS$m US$n
Externy
Terants Suaranty Limited 24 24
08 154 16 19
70 43
Local
Loyas c3 0s
Ciher g1 41

~
&
-]
©

Lcans adh rapayrent athun one year 62 70
Loans with repayment alter one year 12 19
74 89

The current position on the loans is as foilows:

The Tenants Guaranty loan is a delingquent loan accruing interest at 17% p.a. The full amount of
Guysuco's liabiity has been paid to the central Bank of Guyana for onward payment to the overseas
lender. (This amouni is included n deblors.) Guysuco has not receved formal confwmation of
settiement of this liability from the Ministry of Finance and therelore continues to recognise the debt.
We understand that the Ministry has taken up this liability.

The Inter-American Development Bank (IDB) provided funds under Industrial Reactivation loan 154
for purchase of fixed assets and working capital. The fxed asset loan was initially drawn down in
1989 and the working capital loan in 1390. Both loans are organised through Guyana Agricultural
and Industrial Development Bank (GAIBANK) and are guaranteed by the Government of Guyana.

The tixed asset lacifity is US$6 2m ot which US$4.3m had been used by August 1991. The working
capital facility is US$3.6m of which US$1 3m has been used.

The fixed asset loan ic repayable in the equal half yearly instalments in Guyana Dollars at the
prevailing official exchange rate. The current rate of interest on this loan is 32.5% p.a. The working
capital loan is repayable i US Dollars with the same repayment schedule as above. Interest is
currently charged at 15% p.a.

-
- —

a N v

Raa .

\




]

SECTION 4: ANALYSIS OF PERFORMANCE TO DATE (Continued)

The iDB have provided an additional ioan tacility on wihich no drawdowns have been made to date.
This 108 839 loan is for US$12 3m tor the purchase of machinery and equipiment, spare parts and
agncuitural chemicals

The DB 839 loan is made to the Government of Guyana who on lend to Guysuco. Loan terms to
the Government include repayment in 60 semi-annual instalments commencing October 2000 and
nterest payable ai 1% p a. untd Apal 2000 and 2% p.a. therealter. Al the present time no formal
confirmation has been receved by Guysuco of the terms on which the Government will lend on to
them. But it is expected that the loans will be at commercial rates.

Other local loans in 1989 included US$0.4 mifion in suppher credit from Thomson International,

US$0.7 miflion trom the Guyana Agricultural and Industrial Development Bank (GAIBANK) and

USS3 0 million from local insurance companies and others. By 31 December 1990 the supplier

credits had ceased. the GAIBANK loan was repaid and the insurance company and other loans .
outsianding were USS0.1 muliion.

e) Debentures

In 1984 Guysuco received a loan from the Government of Guyana which was subsequently
converted on 1 January 1986 to a convertible 2% debenture redeemabile in the year 2000.

' The debenture is denominated in Guyanese Dollars and amounts to G$ 143.6 million.
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GUYSUCO
VALUATION REPORT - 31 DECEMBER 1991

SECTION 5: ANALYSIS OF FORECASTS ' ;'

INTRODUCTION

As part of their proposals to the Gavernment of Guyana for the refinancing of Guysuco, Booker Tate
have conducted an exiensive review of the sugar industry in Guyana and produced an investment
plan for the future, covering a period of 12 years from 1991 to 2003. The forecasts included in the
plan have been prepared in US dollars, based on constant January 1991 prices. We have reviewed
the Booker Tate torecasts, considering in detail their assumptions regarding both Guysuco and the
economy of Guyana. Qur views on these assumplions are covered below. During our review a
number of matters came to our altention which we believe should cause the forecaslts to be
changed. This section ccnsiders the forecasts incorporaling these changes. These have then been
used as the basis tor our business valuation which has been discussed in Section 6 of this report. In
addition, in that section we have considered the impact on both the forecasts and the valuation of
changes in the assumptions supporting the forecasts.

SUMMARY OF CASH FLOWS TO 1997

1991 1992 1993 1994 1995 1996 1997
USgm Ussm USsm US$m Ussm US$m USsm
Sales income 719 844 879 921 92¢ 96 6 976
Cperating costs (40 3) 152 8) (61 8) (70 1) (68.0) (67 4) 64 7)
4
Capital expenditure (124 1275) (390 (350) (30.2) (14 6) (10.2)
Foreign exchange 11 11 11 1 11 11 11
Working capial o7 52 o8 ©4 ©3 ©n o1 N
AR Y
Net cash tiow 190 00 (12 6) (123) (S 4) 150 237
Loan movements 50 250 160 160 00 (5.0) (50)
tnterest 02 (05) (13 @2 @9 (19 (16 B
Tax 8n 69 29 ©on 08 2 6
’
Net after tax cash flow Iss 77 03 s 83 38 no

>

These cashliows are analysed in more delail below. Under each heading we explain the assumption

used and any areas where we have made amendments 10 the Booker Tale forecasts. In these
instances our reasons for making cnanges are explained.
. [
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SECTION 5: ANALYSIS OF FORECASTS (continued)

Although the cashtiows have been forecast through to 2C03 we have only shown those to 1997 since
from that time it has been assumed that the business will have reached a steady state and its .
forecasts are the same as for 1997.

SALES
Rewvised forecasts 1991 1992 1993 1994 1995 1996 1997
Ussm Usém Ussm USsm UsSs§m US$m Ussgm
Sugar sales
EC 860 304 883 860 839 838 839
us 72 72 72 72 72 72
Domestic 17 70 131 133 133 133
Caricom 17 60 60
World 15 26 .
860 993 1025 106 3 106 1 1118 1130
Sugar levy (172 (194 {ggn (187 (18 6) (19.7 (199
688 799 834 876 a7s 921 931
Moiasses sales 22 45 45 45 45 45 35
710 844 879 921 320 9.6 976 '

We have reviewed the sales markets anticipated by Booker Tate including quantities and selling
prices available. Our comments are included below.

Markets

Booker Tate commissioned a detailed review of the potential sugar markets available to Guysuco.

This review was conducted by Landell Mills Commodities Studies, an independent firm of

consultants. Their initial conclusion was that Guysuco should concentrate on supplying only those

matkets which were likely 1o offer prices in excess of the world market. On this basis they concluded .
that Guysuco should aim to produce 243,000 tons per year. The markets identified in their report are

shown below with suggested allocation of production and estimated prices. A revised price is also

shown, which reflects adjustments discussed later in this section: .

32
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SECTION 5: ANALYSIS OF FORECASTS (continued)

1991 Prce estimated Revised prnce used in

by Booker Tate torecasts for
Raw sugar valuation purposes
Tars of sugar US$ton US$ton
Estaonshed Marnets
EC 163.500 616 566
us 23.000 482 482
Domestic 38 500 359 35
225000
Other Markets
Cancom
- White 6.000 347 347
- Raw 10.000 416 416
World 2000 290 290 '
18.000
243.000
£ 4
a) EC

Guyana presently has an EC quota of 163,500 tons of sugar. This quota gives a price which is

significantly above the world sugar price. This is the second largest quota that the EC has granted

and it is subject to a number of conditions. The most significant condition is that the EC reserve the

right to revise the quota in the event that the country is unable to supply the sugar. As the only

producer in Guyana, Guysuco is responsible for meeting all of the quota production. Guyana has

failed to meet the EC quota in the iast three quota years but it has successtully appealed to avoid a .
quota reduction in each ol these years

There may be a further shortfall n 1991/92 since production of only 141 000 tons is forecast by
Booker Tate in 1991. Guysuco management however now consider 150,000 + tons to be likely for
1991 with a second crop of 107.000 tons. i this is achieved and the first crop of 1992 is 56,600

tons or more then the quota could be achieved. A further requirement of the quota is that the *
supplier should satisfy their domestic requirements from this over production. This requirement is not s
enlorced as rigidly as the requirement to meet the quota and it is not expected that Guyana will be in

3 position to comply with this requirement until 1993. The EC quota is critically important to Guysuco :

and the Booker Tale forecasts assume [hat the quota level will remain unchanged.

The likelihood of this EC quota being reduced in the medium term for reasons other than the failure .
of Guyana to meet the quota is considered by Landell Mills to be very small. The EC has stated its
desire 10 increase trade with those countries who have major quotas with the EC and a reduction in
the quotas would contradict that desire. The major risk would appear to concern the price that the
EC is likely to offer for the sugar
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SECTION S: ANALYSIS OF FORECASTS (continued)

The majot pressures on the price that the EC will ofer are the same as those on the internal
intervention price in the EC v+hich the quota price is linked to. Intervention prices are being reduced
in real terms because of internal pressures in the EC to reduce the levels of support to farmers. The
low level o the world market sugar price relative to the intervention price is also putting pressure on
the EC. Furthermore, the GATT talks are also placing considerable pressures on the EC to reduce
prices.

These tactors would seem to indicate that there should be a substantial reduction in the intervention
price and therefore in the quota price. However, any significant decline in the intervention price
would have a serious impact on the European sugar industry and it is therefore likely that there will
only be a limited and gradual reduction in both the intervention and quota sugar prices.

The EC sugar price has declined in recent years. In 1989/90 and 1990/91 there was a reduction of
2% in each year. In 1992/93 the price has been held to the 1990/91 level. Market analysts expect
this downward trend to continue and Booker Tate have assumed in their forecast a 2.5% price fall
per year in constant terms from 1992 to 1995 with the price remaining constant thereafter.

The current EC quota price based on Booker Tate calculations is currently approximately US$616 per
ton. This price is derived as follows:

. The EC price is fixed for quota years, from 1 July to 30 June, in ECU per melric tonne. In
1990/91 this was 439.4 ECL!

. The sugar producer i1s paid in the currency of the buyer. For Guysuco this is UKE since Tate
& Lyle buy all Guysuro's EC sugar sales. The exchange rate on 1 July 1990 was 0.78
ECU:UKE1; giving a sterling price of £343/metric tonne.

. Guysuco then receive a further premium because the quality of the sugar they produce is
higher than the EC standard. This premium amounls {0 approximately €9 per metric tonne,
increasing the price to £352/melric tonne.

. Freight, insurance and sundry transport are ctarged in sterling and are deducted from the
sales price before payment 1o Guysuco. These cosls are estimated at £24 per metric tonne,

reducing the price (o £328 per tonne.

. Using a sterling to US Dollar exchange rate of 1.88 US$: UKE1 (per Booker Tate Investment
Plan) the EC price 1s US$616 per tonne.

. Guysuco expresses production in imperial tons. (Conversicn at 1 ton : 1.016 tonnes). The
US $616 per metric tonne therefore equales to US $626 per ton.

in therr forecasts. Booker Tate have incorrectly used the price for metric tonnes rather than imperial
tons. Ther forecasts are based on US $616 rather than US $626 per ton.
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SECTION 5:

ANALYSIS OF FORECASTS (continued)

The price received by Guysuco is theretore subject to two different exchange rates plus freight and
insurance costs. Any movement in these exchange rates will have a significant effect on Guysuco's
income. Given that exchange rate movements between the UK £ and the ECU are being managed,

our forecasts only include a sensilivity analysis of the effects of movermnents in the US$: UK £
exchange rate. We understand the freight is presently arranged by Bookers. No allowance has

been made for possible changes in freight and insurance costs.

The Booker Tate forecasts have used a US Dollar exchange rate of 1.88US$: UKE. This rate would
seem optimistic and for the purposes of the valuation a rate of 1.70US$: UKE1 has been assumed.
This has a downward effect on revenues.

Projected future prices are as follows:

Pnce per ton
per Booker Tate
forecasts at US$
1 88:UKE

Revised price per
ton at USS
1 88.UKE

Pnce used in the
valuation foracast
at an exchange
rate of

US$1 70 UKE

b) us

616

626

566

601

610

552

586

595

538

571

525

557

512

1996

557

566

512

557

512

-

The second preferential market for Guyana is the USA, under the US sugar programme. During
1990/91 Guyana's US quota was 23,000 tons; a figure which has been used by Booker Tate for a
constant future market. However, the 1991/92 US quota to Guyana has recenily been reduced to
15,000 tons. In the forecasts for the valuation it has been assumed that the country will continue to
be aliocated this quota. The Booker Tate forecasts do nat anticipate having sufficient surplus over
the EC quota for exports to the US untit 1993.

Guysuco, which is responsible for meeting the quota, has not supplied sugar te the US in the recent
past because its entire production has been allocated to the EC quota. Despite this, the US has not
suspended or withdrawn the quota. The reduction in the quota in 1991/92 was more in response to
the general reduction in quotas by the US resulting from surpiuses in the couniry. The likelihood of
the quota being maintained in future is much less certain than it is for the EC quota. The same
pressures affect the US quota and quota prices as affect the EC, however the political pressure to
maintain support 1o the countries given quotas is much less.
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SECTION 5: ANALYSIS OF FORECASTS (continued)

The US quota price assumed by Booker Tate is USS 482 per ton derived as follows:

USS ton s
Base prnce 492
Quaiity premwum 14
Freight costs (24
Net price 482

c) Domestic

Demand in the domestic market has declined in recent years from 45,000 tons in 1987 to 34,000
tons in 1990. Booker Tate has assumed this level will remain constant in future with raw sugar
demand of 34,000 tons and white sugar at 4,000 tons. However, Guysuco's output will not be
sufficient to satisfy this market until 1993/94.

In 1987 Guyana produced all the sugar required lor its own market, however since that date
pressure to fill the preferential quotas has led to all production being exported. The company has
imported sugar (o salisfy local demand. It is however an EC requirement that the domestic market is
satisfied before the EC quota and Guyana is increasingly under pressure to do so.

Booker Tate have assumed that they will be allowed to continue exporling to the EC in preference to
the local market until 1993 and that they will be able to set a market price for sugar in Guyana.

“\
o . . . . . R
‘\ With the removal of price controls, prices would increase to the same level as imported sugar which
is calculated as follows:
U /ton
Assumed World price for raw sugar 326
Qualty premium _9
335
White sugar premum _60
395 v
—
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SECTION 5: ANALYSIS OF FORECASTS (continued)

This calculation gives a raw sugar price of USS335 and a white sugar price of US$395. In ther
original forecasts. Booker Tate caiculated thewr price by adding treight costs of USS$24 to give
USS359 raw and USS419 white However, the landed price of workd market raw sugar would be
US8326 per ton and any shipping costs of other suppliers would have to be met from this price.

The adjusted torecasts have theretore been based on the price of US$335 per ton throughout the 12
year period.

d) Caricom

The Caricom market is provisional with negotialions continuing over the establishment of a Caribbean

Trade Area protected by a Common External Tariff (CET). Such a tariff on external imports would

provide Caribbean producers with a significant price advantage. The Booker Tate forecasts have .
been built on the assumption that Guyana would be able to sell 10,000 tons raw and 6,000 tons

white to this market from the mid 1990's.

’

’
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Sugar prices have been derived as follows:

Raw White
US$Aon
Assumed World prce 326 326
b Shipping and insurance (24) (24)
! White suger premium - 60
‘ 302 362 .
‘\, Share of CET to Guysuco estimated at 15% 45 _54
4 416

There is no quality premium on sugars sold for direct consumgption.

o)  World

World prices are extremely volatile and are generally lower that all other available markets. The
Booker Tate forecasts assume a world market price of US $290 per ton based on World Bank
projections.  This is derived as foliows:

.
é
¢
&
3
!
-
»

37

.




SECTION 5: ANALYSIS OF FORECASTS {continued)

usston
Assumed Word prce 326
Quaity premium 9
Shigping and insurance (45)
2%
—

The workd markel price is currently approximately US $200 pet ton.
The Booker Tate investment plan forecasts only small amounts ol sugar sales to the world market.
Sugar levy

The sugar sales levy represents a significant source of income for the Government of Guyana, but «
also represents a significant tax on the business.

The forecasts prepared by Booker Tate have assumed that there will be no sugar levy. For the
purposes of the valuation we have assumed that there will be a sugar levy ol 20% of export sales.
This is similar to the level of net levy paid in the recent past.

Sugar production

On the basis that Guysuco should am to produce 243,000 tons of sugar per year, the production
levels at each estate are planned [o change as foliows:

Nae *
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SECTION 5: ANALYSIS OF FORECASTS (contirued)

“—

13 1990 1997 1997 % mncrease
Care area S.3& pragucton Cane area Sugar procuchon o sugar ;
acres 2O tors 200 acres 000 tons 000 produchon '
Berbce regon
Saelgon 0 15 i 3 100
Alteon - 3 23 114 245
Rose Hall 13 2 15 - (100}
Blarmont 18 20 13 33 65
i 88 x| 178 102
1
-
Demerara region
Enmore 3 8 5 - (100
L8 Diamandg 3 T 12 44 300
Vaies 3 8 - - (190)
- Utiugt 3 15 8 2 2]
35 32 25 65 55
A Total g6 130 8a 2a3 87
L I - I _—

The assumptions on which these changes are based can be analysed separately under agriculture
and factory. On the agricultural side of the business the local management of Guysuco are now

N rojecting that the improvements sel out in the original forecasts can be achieved much earlier.
11} proj g pr g
%
Since the preparation of the Booker Tate report it has become clear that improvements in agricultural
ag

\ operations impiemented by management are having a more immediate effect than anticipated.
These include:
. Motivation of the worklorce

. Re-establishment of proper cultvation practices for harvesting and replanting.
. Proper training for statt.

. Adequate usage of tield inputs such as fertilisation.

-
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SECTION 5: ANALYSIS OF FORECASTS (continued)

The Booker Tate production assumptions were based on managemen! budgets lor the period 1991.
1993 Budgets tor 1992-1994 have subsequently been prepared and revised. Management
lorecasts are based on the assumpirin that adequate agncullural equipment and dranage
egupment will be available. In the short term, from 1991 10 1994, thefe are significant differences
between the Booker Tate torecasts and Guysuco management forecasts. These diferences are best
rewewed in the logical order of the sugar production process, as outline below. We have used the
revised management forecasts tor the valuation.

a) Acres harvested
The Booker Tate plan envisages a resiriction of the area harvested due to concerns over the

availability of cane cutters. Guysuco management have recently taken a more optimistic view as to
therr harvesting capacity and expected harvest acreage has increased as follows: '

Acres harvested | 000) 199 1992 1993 1994
Socker Tate plan 895 883 87t 865
First management torecast af 874 938 975 98 4
9 August 1991

Revised management forecast 874 36 975 9% 4

at 15 October 1991

These higher levels of acreage reflect the signilicantly improved worker turnout achieved in the 1991
crops. Al present the company has all the field workers it requires. This level of labour supply
enables land preparation and harvesting on a much larger area.

b) Agricuftural yields

Management now believe they will achieve improved yields, expiessed as tons of cane per acre,
above the levels anticipated in the Booker Tate report. The improvements can be seen below:

Tons cane per acre 1991 1992 1993 1994
Booker Tate plan 2118 238t 2641 2825
First management forecast 2120 2455 2726 2863
Revisea managemen: forecas! 272 2610 2726 2863

These increases in cane yields are due (o significant improvements in field husbandry techniques.

Land has been properly prepared and lertilised during 1990/91 with a direct elfect on yield.

Additionally the 1990 yields were low due 1o very poor weather conditions ‘which have not recurred in

1991. The revised 1391 eslimate has been prepared during the second crop and is therelore

considered to be more accurate. Likewise revised 1992 estimates are based on the better |
management expectations of yields in 1991. ]
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SECTION 5: ANALYSIS OF FORECASTS (continued)

The improvernents in yield threugh better field husbandry techniques are dependart on Guysuco's
abidity to carry out these operations effectvely. The man constraint on these activities 3t present is a
lack of equipment which prevents adequate replanting and field preparation. The Agnculural capital
expenditure requirements of Guysuco are discussed later in this section under capital expenditure.

¢} Sugar cane production

The results of the above improvernents in yield and increases in acreage harvested are to
significantly increase sugas cane production beyond original expectations, 3s follows:

Tons cane . 300 1, 1992 1993 1994
Sccrer Tate man 1895 2102 2.300 2445
First management torecast 1853 2.304 2.656 2318
Revised management ‘orecast 2073 2443 2656 2818

d) Factory sugar recovery

Booker Tate have been more optimistic than management about the likely improvements in factory
sugar recovery, expressed as tons cane 1o tons sugar. The differences in recovery are shown
below:

Sugas recovery 1991 1992 1993 1994
(tons cane 10 produce a ton of sugar)

Booker Tate pian 143 138 134 131
Fist management torecas! 145 144 142 139
Fevised management forecast 145 142 132 139

Improvement in factory recovery are atlributable o two factors. Firsty better quality cane entering
the factory due to improved crop husbandry and secondly more efficient factory operation due 10
factors such as belter and more constant cane supply. The Booker Tale plan forecasts better
tactory recovery than Guysuco management are presently budgeting. The Booker Tate plan is
based on signiticant factory investment whilst management forecasts are based on a more limited
refurbishmen! assuming availability ¢f spares and parts o conlinue elficient operation. The factory
investment plans proposed by Booker Tale are discussed later in this section under capital
expendilure.
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SECTION 5:

] Tons sugar produced

ANALYSIS OF FORECASTS (continued)

The averall increase m cane production anticipated by management will h.ve a signilicant impact
incieasing sugar output. The increase is to some degree offsel by management expectations ot

lower recoveries in the factones Sugar volume production estimates are as fcliows:

Sugar tons 1 200

Booker Tate pian - estates
- tarmers

Frst management rorecast - estares
- tarmers

Revisea management forecast - esiates
- tarmers

152

1993

172

Iz

. 4
12 ke

|..
N~

199
=

i

—
~

8

B |

o8

8 I3
LR
3 a |

N
—
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The 1991 sugar production is now expected (o be approximately 152,000 tons. This is a significant
improvement over both management’s first forecasts and the Booker Taie plan. The 1991 second
crop is expected o produce 107,180 tons, 17.6% above first estimare. With this second crop 1991
and an estimated 68.940 tons for the fiist crop of 1992 the combined total output of 176,120 tons will
exceed the EC quota for 1991/92 and largely tullil the US quata. This represents a major recovery in

Guysuco's performance and is an excefient platform on which to rejuvenate the industry.

The 1992 sugar production forecasts by management exceed Booker Tate plan levels by 21,000

tons or 13%. Whilst these increases are impressive our experience in the rehabilitation of the

Jamaican industry would indicate that they could be achieved.

In view of the revised lorecasts we consider it appropriate to amend the Booker Tate cashflows to
reflect the higher outputs.
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SECTION 5: ANALYSIS OF FORECASTS (continued)

5.4 OPERATING COSTS

The Booker Tate torecast operating costs have been prepared in considerable detail. A summary of
the torecast cperating costs for the perod 1991 to 1997 is shown below:

1991 *332 1993 1992 1995 1996 1997
LS$m “S§m USSm US$m USSm US$m US$m

Agrcuiture 187 235 283 332 kI D] 347 8
Intrastructure 34 42 434 48 48 45 45
Factary ana Transpoat 10 133 175 136 193 189 179
Estate Suppart 42 53 58 62 62 58 47
rieaa Cthce 3o s 35 36 36 36 36

433 519 595 574 680 672 635 :

The operating costs prepared by Booker Tale were compiled from detailed data relating to
agricutural, tactory and other costs. Agricultural operaling costs are based on planting, ratoon
cultivation and cutting costs per acre for individual estates. These unil costs represent consolidated
hourly rates for labour and machine costs and materials costs per unit. All these amounts have been
calculated on a cash cost basis.

Factory operating costs represent the consolidation of detailed unit coslts for labour, consumables
including materals. chemicals, iubricants and fuel and miscelianeous such as handling costs. Each
of these unit cosls represents the cash cost per ton of cane or other variable.

Operating cosls rise o a steady state level by 1995/96. The main element of increase in both
agricultural and factory cosis 1s the proposed Booker Tate pay increases, of 400%, in real terms, by
1994. Other costs will increase 1o a lesser degree due 10 increased sugar throughput.

in view ol our adjustments to increase suqar production in the period 1992-1994 we have also
adjusted operating costs. We have increased agricultural and factory costs by 5% in each of the
years 1992-1994. These increases rellect the greater acreages to be harvested than anticipated by
Booker Tate and consequent higher cane volumes entering the factories. The revised operaling cost
cashilows, as used in the valuation, are set out below.
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SECTION S: ARALYSIS OF FORECASTS (continued)
3 "392 1393 1934 1995 1396 1997
LSEm LS8 JSSm LS$m US$m USSm USs$m
Agrcutue 87 s 298 349 341 347 328 '
b gsruciure kKRS 13 44 48 48 45 45
Facrory & Transport 119 °55 183 206 193 161 191
Estate support 12 53 58 62 62 5% a7
Heaa oftce 30 34 3s 36 36 36 16
Q3 32 618 701 680 674 647
G == EENER — 3 S ]

Steady state production volumes and unit costs ie, the torecast position in 1997, are shown in the
table below. These cosls are based on the Booker Tate forecasts. '

Producton Operahbng costs

0G3 Tons US $Ton
Beroce

Skeidon N 316
Albion 114 251
Biarmont 33 R
178 217

Demerara
LB a3 324
Uibvlugt 21 433
65 359
Total 2‘2 &

The table shows that sugar production in Berbice is cheaper than Demerara with an overall average
cost of US $277 compared 1o US $301 per ton. The reason lor this is the expanded faclory at Albion
which would produce at only US $251/ton.

The EC, US and Domestic markets require 225,000 tons of sugar which will be satisfied by the
nroduction of lowest cost producers Albion, Skeidon, Blairmont and LBI. These estates are all
expected to produce sugar at cosls well below the expected sales prices and therefore, on a
financial basis, Booker Tate Is justified in planning to maintain operations at these estates.

In the case of Uitviugt the situation is less obvious. The Caricom market which, if it is formalised, is
expected o provide a quota of 16,000 tons would be satisfied by the Uitviugt production of 21,0C0
tons. However, the average cost of production for Uitviugt is expected to be less than the likely
selling price (cost of production of US $401/ton or US$433/ton for refined sugar which would
compare with expected selling prices of US $347/ton raw and US $416/ton refined sugar from the
Caricom market.) On purely financial criteria it would therefore seem dilficult to justify maintaining
operations al this estate. However, the estate has the only sugar refinery in Guyana and it will be
essential to maintain a refinery (o meet local demand for refined sugar. We understand that the
costs assn~iated with moving the refining operations to another estate or maintaining only the refining
operations would be prohibilive but we have not seen any defailed costings o support this.
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SECTION 5:

CAPITAL EXPENDITURE PLANS

ANALYSIS OF FORECASTS (continued)

The capital expenditure plans proposaed by Booker Tate are shown below:

1961 1992 1993 1994 1995 1956 1997

JS$m US$m US$m US$m USSm USSm _US$m

Agncultute 85 44 128 73 70 62 53
infrastructure 28 79 84 76 35 33 17
Factory & Transport 38 121 275 289 272 88 57
151 344 87 438 7z 183 127

Contingency 5% 08 7 24 22 19 09 06
159 A6 1 571 460 396 192 t33

— E— — 3 E 3 — E __ 3 A A

Agriculture

Guysuco agricultural equipment is, in most cases, very old. 28 out of 48 draglines/excavators are
pre 1969, as are 21 of 71 irrigators. In total 60% ol the equipment has exceeded its normal

economic life.

if vital agricultural operations are to be performed, the agricultural machinery requires significant
capital investment in the short term both in replacement parts and new equipment. The result of this
will be the achievement of replant operations and overall enhanced eificiency, leading to improved

yields.

The Booker Tate forecast capital expenditure is as follows:

Agncultural equipment 1991 1992 1993 1994 1995 1996 1997
US$m US$m US$m USsm US$m US$m US$m .

Crawiers/bulidozers 19 47 19 G2 01 - .
Tractors 37 17 27 19 20 16 14
Iingators/excavators 11 N 22 04 02 - -
Imglements 11 17 27 21 20 20 13
Support equipment 08 o8 11 05 04 03
Lorries o7 18 20 15 15 17 15
Other 06 05 o1 07 0s o8

FT YT 128 2 2 &2 53

Beoker Tate have identified an immediate requirement for 144 tractors in 1991 followed by a further
50 in each of the 4 successive years. In 1992 their plan requires the purchase of 20 bulldozers
followed by another 12 in 1993. 60 excavator/draglines are to be purchased from 1991-1993,
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SECTION 5: ANALYSIS OF FORECASTS (continued)

The rehabiltation and reinvestment noted above 1S expected 1o increase cane yields to 31.7 tons per
acre. at steady state in 1998, an increase ol 88% over 1990. Sorre of these improvements, as
noted abcve, have already been mplemented and a degree of the cane yield increase has been
achieved in 1991. The 1991 average yield is approximately 23.4 tons per acre but projections for
1992-1994 prepared by Guysuco management show an increase to 28 .63 by 1994. These fcrecasts
are based on improvements in agricultural operating procedures and limited capital investment.

Faclory

The rehabilitation and rationalisation ot the tactories has been planned to reach a steady level of
production of 243,000 tons by 1998

The strategy proposed by Booker Tate requires production to be increased as quickly as possible
towards the 243,000 tons target. To do this all 8 factories will initiaity be retained to achieve
approximately 225.000 tons by 1995. At this stage a review of markets will be requited to determine
whether the 16.000 ton provisional Caricom market is available. If not, production would remain at
225,000 tons rather than continue expanding to 243,000 tons. The Booker Tate plan involves the
retirement of 3 factories, the rehabilitation ot 3 and the expansion ol 2 factories.

The rationale for tactory closure is to keep operating costs to a minimum. The remaining factories
alter rationalisation will be the least cost producers needed to salisfy the identified demand.

The condition of most factory equipment is considerea to be poor. Capital expenditure requirements
have been prioritised between stabilisation, rehabilitation and expansion. The phasing of expenditure
has been dictated by the requirement to supply faciory equipment to cope with the availabie cane
produced from the agricultural development programme.

The timetfable for capital expenditure on factories is as follows:

1991 1992 1993 1994 1995 1996 1997
usSsm USSm US§m  US$m uUS$m  USSm US$m

Skelidon . 13 27 19 41 24 10

Albion 18 28 58 113 179 36 17

Rose Hall . 12 12 04

Blarmont - 09 47 11 01 08 10

Enmore - 09 09

LB 10 21 86 81 28 11 11

Wales - o8 o8

Uitviugt 10 17 28 61 26 09 09

Cent.al Services — 04 —_ — _ _ -
RE:) 123 275 289 272 88 57
- — - - — - -
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SECTION 5: ANALYSIS OF FORECASTS (continued)

This timetable has been designed to maximise pioduction in early years using all available tactories
with expenditure to merely maintain the tuture closures.

The Booker Tate plan lor factory closure, rehabilitation and expansion is outlined below:

a) Faclories due to close

Rose Hall

The Rose Hall tactory is planned by Booker Tale 1o close in 1997 however, much of the estate will
continue to be tarmed and approximaltely 60% of the previous volumes of cane will be transferred to
Albion.

Prior to closure Rose Hall, like Enmore and Wales will be important to the recovery plan in expanding
production levels  From the 20.120 tons produced in 1990, production will be increased to 40,000

tons in 1996. The factory will only be required to produce 17,000 tons in 1997 prior to closure.

Capital expenditure at Rose Hall is limited to stabilisation. There will be little refurbishment and no
new investrient. Capital expenditure has been estimated by Booker Tate to be US$2.5 million.

Enmore

Enmore factory is planned for closure at the end of 1995 At present it only operates at one third
capacity and its production would be increased in the short term from 8,130 tons in 1990 to 22,000
tons in 1994 without incurring very much capital expenditure. However, at the end of that time the
factory equipment would be of limited use.

Wales

Booker Tate have planned for closure at Wales at the end of 1996 at which time the estate would

also be abandoned since cane cannot be transferred to another estate. Expenditure is estimated at .
US $1.6m to stabilise the plant and permit up to 16,600 tons of sugar to be produced priof to

closure.

b) Factories to be rehabilitated

Skeldon

Skeldon would be rehabilitated under the Booker Tate plan and its capacity expanded. Factory

production would correspondingly increase from 15,095 tons in 1990 to a steady state of 31,000 tons
from 1998.

Rehabilitation would include expenditure on new power generation equipment, and additional

upgrading on control equip” i >ryslalliser and centrifuging stations. Estimated cost is US $11.9
miltion

\
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SECTION 5: ANALYSIS OF FORECASTS (continued)

Blairmont

As with Skeldon this factory is due tor a rehabiitation and marginal expansion. Estimated cost is US
$7.3 million.

¢

Uitviugt

Uitviugt is the only factory in Guyana equipped to refine white sugar. The facility needs
refurbishment and may need expanding. In other areas capital expenditure is needed on new
alternators, a juice heater, cane knite drivers, process and other controls and centrifugals. Estimated
cost is US $13.5 million.

¢) Factories to be expanded !

|

[y

Albicn

This is the largest and most modetn of Guysuco factories with a design capacity of 152 tc/h. Itis
also the lowest cost producer of sugar. The Booker Tate investment plan envisages expansion of
the factory to cope with cane from Rose Hall estate after the closure of Rose Hall factory. Total
production will increase form 32,715 tons in 1990 to 114,000 tons in 1998,

This expansion will require considerable additions 16 all process equipment ~tations, the addition of a
fitth mill and ge~~ral upgrading ot other mills. Other expenditure includes new punt unioading
equipment and additional cane preparation equipment. Total costs of expansion are forecast to be
at US $40.6 miliion.

LBI

LBl is to be expanded under the Booker Tate plan from 105 tc/h to 145 tc/h over two years, 1995

and 1996. During the period of expansion over 50% of LBI cane will be sent to Enmore for

processing. Overall, these modifications will allow an increase 1o a steady state of 44,000 tons from '
1996.

The main area of expenditure will be the installation of three new mills equipped with latest designs
of pressure feed rollers and chutes. Total cost of the new mills and other refurbishment is budgeted
at US $21.5 million.

Timing and levels of capital expenditure

The forecasts prepared by Bnoker Tate appear lo assume that very high levels of capital expenditure
are required on the factories in the near future. Most of the expendilure planned for the next few
years is directed at expanding some of the factories. Whilst this may increase the productivity in the
long run there may be some scope for delaying and reducing the leveis of some of the expenditure
without impairing performance. ’
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SECTION 5: ANALYSIS OF FORECASTS (continued)

We understand from the World Bank that their engineering acvisors believe that the factory costs

could be reduced by at least 10 - 15%. They also believe that some of the expenditure could be . i
delayed, although they have not yet said how much could be delayed or for how long. Given that

the World Bank’'s objectives will be tirst to ensure that the business is likely to be successtul, then

these revised estimates may still represent a prudent view of the capital requirements.

On the basis of these views we have restricted the levels of expenditure in the forecasts used for the
valuation to 80% of the Booker Tate forecasts.

With regard to the expenditure on agriculture ang infrastructure, although it is clear that some

expenditure is required on these areas we again have some concerns about whether all the

expenditure is necessary and whether it all needs to be incurred in the short teriii. Delays in the

expenditure will have a significant effect on the valuation provided they do not cause significant '
reduction in the levels of production. Again our views are supported by the views of the World

Bank's experts who currently believe that the levels of expenditure can be reduced by about

US$8-10 million or a 20% reduction. On the basis of this we have again assumed that the

expenditure in the forecast used for the valualion should be 80% of the Booker Tate forecast.

In addition to the reductions in the detailed expenditure plans, we have ignored the extra contingency
that Booker Tate have included in their forecast. It these expenditures are to be incurred they are
unlikely to be incurred untit towards the end of the major expenditure programme rather than
throughout the period as planned by Bcoker Tate.

The revised capital expendilure plan is shown below:

ra

\ 1991 1992 1993 1994 1995 1996 1997 y
w US$m US$m US$m USsm USem Ussm US$m y
\
Agriculture 68 115 103 58 56 50 42
\ Infrastructure 22 63 67 6.1 28 26 14
. Factory & Transport 31 37 220 231 218 70 4
’ 121 7 6 390 350 302 146 102
— S E— S —— — ——

5.6 OTHER CASH FLOWS
Foreign exchange

Booker Tate prepared their cashllow forecasts using an exchange rate of US$1.88 : UKE1. As noted
above we consider a more appropriale rate 1o be US$1.70 : UKE1. Where operaling costs and
capital expenditure are incurred in UK € Booker Tate will therefore have overstated these sums, due
to the use of the higher exchange rate.

. .

X
We have assumed that up to US$20 million of operating and capital expenditure would be paid in &‘
sterling and have therefore made an adjustment to reduce cash flows by the difference between the \
exchange rates used by Booker Tate and this valuation. This adjustment amounts to US$1.1 miilion y
per annum. )
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SECTION 5: ANALYSIS OF FORECASTS (continued)

Working capital

The working capital cash tlows represent the likely additional requirements in stock and increases in
debtor levels duning the period under review. These increases will be due to the significant
production expansion trom 1990 levels. Booker Tate have assumed that sugar stocks would
represent 15 days production and sugar sales would be paid 21 days after leaving the Demerara
Sugar Terminal.

The working capital requirements used in the valuation are set out below:

1991 1992 1993 1994 1995 1996 1997
usm Usm Usm usm usm usm Usm .
Stocks
Sugar 02 25 04 02 g1 03
Operating matenals - 40 - _- - - _-
35 04 02 g1 03
Debtors o7 04 02 c3 05
07 52 08 04 04 08 -
— — _— — — — -

The increased aclivity level and general upgrading of facilities necessitates higher levels of operating
materials.

Loan movements

The anticipated loan movemenits used in the valuation cashflows are set out below:

1991 1992 1993 1994 1995 1996 1997
Usm uim usm Usm usm usm Usm

108 loan 50 70 . - . . . *
World Bank - 180 160 160 - (50 (5.0
50 20 180 169 ;B9 59

The cutstanding US$12 million faciiity with the Inter American Development Bank under loan IDB839

is expected to be drawn down in 1991 and 1992. We have assumed that World Bank loan financing 4
for the rehabilitation of Guysuco would be drawn down over three years commencing 1992.

Repayment of this sum has been assumed to be over ten years commencing 1996.

Interest
Guysuco presently has a number of IDB loans organised through the Government of Guyana. The
terms of these loans are very favourable both for repayment schedule and interest rates. However

IDB loan 839 is a very recent faciiity and as yet the company has received no Government
contirmation on the loan terms that will bo ~assed on.

50
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SECTION 5: ANALYSIS OF FORECASTS (continued)

If future loans to Guysuco are 1o be lent on via the Government then the terms passed on 1o the
company will have a direct impact on tuture cashtlows and consequently value.

We have assumed that any World Bank financing made available for investment in Guysuco would
be at the favourable interest rate of 5% per annum.

Tax
The Booker Tate torecasts concentrate on the pre tax position. In order to carry out any valuation
the cash flows available to investors must be determined and consequently taxation is an important

factor.

We understand that from 1 January 1991 the income and corporation taxes in Guyana will be
consolidated al a rate of 35%

We have assumed that capital allowances will be the same as currently allowed for the sugar
industry. For the purposes of preparing the lorecast we have assumed:

. Agricultural equipment would altract allowances of 20% per year.

. Infrastructure expenditure would attract first year ailowances of 20% and writing down
allowances of 8% per year.

. Factory expenditure would attract first year allowances of 10% and writing down allowances of
15% per year.

These are based on the rates for the sugar industry as set out in Guyana's Income Tax (Depreciation
Rates) Regulations and our assessment of the likely proportions of expenditure on each category of
asset. On the basis of the historical capital aliowances claims that the company has made their
rates would appear high. In 1990 the average initial allowances were approximately 10% of the total
expenditures and the annual allowances were less than 10% of the tax written down values of the
assets.

OTHER ASSUMPTIONS CRITICAL TO THE CASHFLOWS
Availability of labour

As noted previously Guysuco has suflered in recent years from shortages of labour. This represents
a critical constraint on the efficient operation of the business, particularly in the Demerara region
where estates sufler most due to the nearness of Georgetown and competing employment. With an
inadequate supply of cane culters the company was in the past forced to abandon cane land and
standards of field husbandry declined. For the rehabilitation of the sugar industry in Guyana it is
recognised that the future supply of labour must be safeguarded. To this end Booker Tate have
included in their forecasts pay increases amounting o 400% in real terms over the forecast period.
Such a measure is expected to ensure an adequate supply of cane cutters and other staff.
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SECTION 5: ANALYSIS OF FORECASTS (continued)

Weather/waler availability

All torecasts tor the sugar industry are (o a large degree reliant on predictable weather patterns. The
Booker Tate plan assumes good growing conditions and no repeats of the adverse and unseasonal
weather experienced in 1989 and 1990.

¢

Management have indicated that the Berbice region couid. in the future, suffer from a water shortage
it work is not carried out to improve the water supplies. The major source of water for the afea is
trom the Canje Creek which in turn is supplied from the Torani Canal. The Torani Canal is unlikely to
be able to supply the needs of both the sugar estates and considerable areas of ifrigated rice
schemes. Large scale expansion of agriculture in Berbice cannot be undertaken uniess storage
tacilities are provided on the Canje or a pumping station constructed at the head of the Torani Canal.
Booker Tate have assumed such work, if necessary, would be paid for by the Government. In the
event that the Government choose to charge the beneficiaries directly for this work, this will reduce
the value of Guysuco's business.

-
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6.1

6.2

GUYSUCO

VALUATION REPORT - 31 DECEMBER 1991

SECTION 6: VALUATION

INTRODUCTION

There are a number of valuation methods used to value an enterprise. These can be grouped into
two categories: a business valuation approach or an asset valuation approach.

The object of the business valuation approach is to value the enterprise on the basis of the returns
or profits that its business can generate or has generated. There are several techniques that can be
used !o value a business and the most generally accepted and trequently appiied of these are the:

. Discounted cash flow
. Assessment of the debt the business could service
. Comparison with similar businesses quoted on stock markets

These techniques are described in more detail below.

An asset valuation approach seeks !0 value the enterprise by valuing its underlying assets. There
are two principal types of asset valuation - the liquidation value and the net replacement cost basis.
The liquidation value considers what the fikely proceeds would be if the business was discontinued
and the assels sold off indidually. The net replncement cost valuation seeks 1o assess the cost of
replacing the assets of the enterprise, basing the cost caiculations on the current cost of new assels
depreciated to the same extent or the existing assets of the business.

In the case of Guysuco it is likely that both asset valuations would result in very similar values since
the major tangible asset of the business is the land. The majority of the plant and equipment is so
old that the second hand value and the depreciated replacement cost would be negligible in both
cases.

The benefit of any asset valuation of Guysuco is likely to the limited since alternative uses for the
maijority of the land would be difficult to find. Accordingly, we believe that the Government's decision
not to have an asset vaiualion carried out is appropriate.

BUSINESS VALUATIONS

The different types of business valuation can be split between those that are based on the historical
performance of the business and those thal are based on its expected future performance.
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SECTION 6: VALUATION (continued)

In most crcumstances the mofe appropriate valuations are bised on the expected future
pertormance since it is the return from that performance that vill generate the vaiue tor the investor.
The importance of such valuations increases significantly in circumstances such as privatisations
where the historical performance has afnisen in a completely differen. environment to the environment
in which the privatised business will operate. Accordingly our valuation focuses on these types of
valuations.

6.3 FAIR MARKET BUSINESS VALUATION

The object of the valuation is o try to provide an estimate of the fair market value of Guysuco's
business. The far market value being detined as the amount a willing buyer would pay a willing
seller for the business where neither party 1S under any compulsion to buy or sell.

In the circumstances where the valuation is to be based on the expected future performance of the
business, it is most appropriate to base the valuation on the expected performance of the business
without taking account of the improved performance which a new investor may be able to obtain
from the business. The reason for this is that any increased performance and therefore value, as a
result of the additional investment which may arise from the acquisition (whether financial,
managemsant, new business techniques etc) should accrue to the person making the investment.
Using forecasts based on the investment going ahead is likely o over-value the business for the

- l purposes of a fair market valuation.

\

In this case we have been asked, initially, to consider the value of the business on the basis that the
investment goes ahead. Accordingly, the results of our valuation, based on these forecasts, should
be considered as an estimate of the likely maximum amount that the investors would pay.

In any transaction the actual price at which the transaction occurs may be different, in some cases it
may be significantly different, from any fair market valuation. Such differences may arise for many
reasons - the seller may be under some compuision to sell, the business being sold meay offer the
purchaser some strategic or other advantage that would not be available to other purchasers etc. In
addition, and perhaps most importantly, the eventual price at which any transaction is carried out will
be most influenced by the negotiating skills of tne parties to the transactions.

z
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6.4 DISCOUNTED CASHFLOW VALUATION
Determining the cashflows

The discounted cashilow approach is based on the assumption that the amount a buyer is willing to

pay for a business is determined by the amount of cash (or cash equivalent) that the buyer will ’
receive in the future as a result of his investment. At its simplest, the cash which an investor will

receive will be the amount of the future dividends that a company will pay. However, particularly in

the case of a private company, the dividend pclicy of the company may be determined by many

factors. Therelore an alternative approach of identifying and valuing the amount of cash that could
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SECTION 6: VALUATION (continued)

be distributed to investors (the tree cashtiows) 1s adopted. This approach invoives projecting future
hr2e cashtiows ol the business over a number of years and applying an appropriate discoun: tactos
to reflect the ume value of money (an analysis of the factors alfecting the selection of the discount
tactor 1s outlined below).

The torecast cashtiows that we have used for the purpose of our valuation have been described in
the previous section ot this report. The free cashliows available to an investor have been assumed
to be all of the net cashflows that would be generated after adjustment for capital and interest
payments on loans from bankers, capital expenditure and movements in working capital.

The cashfiows we have used include forecasts for 1991 and our valuation incorporates the value of
those cashtlows. Therefore, technically, our valuation is an estimate of the value of the business as
at 31 January 1991. However, from discussions we have had with the Booker Tate personnel it
would seem that the forecasts are intended to retlect the likely performance of the business from the
time that the transaction 1s carried oul.  On this assumption then it is reasonable to treat the
valuation as being a current valuation.

Discount rate

The discount rate determines the way in which the projected cashtlows are given a capital value. It
is chosen according o the rate of return that investors would expect from an investment in similar
businesses. Tne higher the required rate of return, the higher the discount rate and the lower the
capitalised value ascribed to the projected cashflows.

As a minimum the rate of return required by an investor takes into account the following factors:

. An amount to cover the effects of inflation - an investor will wish to ensure that the purchasing
power of his investment is not impaired and will therefore want to receive a rate of return
which compensates him lor this  For the purposes of our valuation the rate of return we have
used does not include any amount to compensate for the effects of inflation since the
forecasts also exclude any adjustment for inflation.

. An amount to cover the opportunity cost of not receiving funds until somelime lates - an
investor will require some compensation for allowing his funds to be tied up for a period of
time.

. An amount to cover the investment risks - the investment risk can be categorised into three

constituent parts being investment risk in equities, investment risk in the sugar industry and
investment risk in investing in Guyana. There is less ceriainty that dividends will be paid on
equity investments than there 1s of interest being paid on loans. Therefore investors would
expecl a premium from equity invesiments over and above the rate of return that would be
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SECTION 6: VALUATION (continued)

obtained from loans. The nsks associated with the sugar industry are likely to be ditferent to
those tor an “average investment and. on the basis ot our assessment, they are likely to be
shightly less. The nsks associated with investing in Guyana compared to the risks involved in
nvesting in the Western Europ2 or the USA are likely to be considerably higher. A more
detaled discussion of the lactors we have taken into account is set out in Appendix 4.

Many companues interested in making acquisitions have established minimum corporate rates of
return below which they will not underiake an investment. Each company's required minimum rate of
return is likely to ditter because of the ditterent investment opportunities available to them. The
purchaser's assessment of the nsks associated with the company he is acquiring will be unique to
tim as will his plans for the business. Accordingly, the likely rate of return that each investor will
determine as their required rate of return for a paiticular business is likely to be different.

In the absence of any detailed knowledge of the potential investors’ required rate of return from '
Guysuco, we have estimated the discount rate using information on the rates of return investors in

quoted sugar companies are obtaining and the rates of return that purchasers of other sugar

companies in the Caribbean have required.

To estimate the rate of return based on the rates investors in other similar business are obtaining we
have used an assessment of the weighted average cost ol capital (WACC) of those companies. The
WACC is based on an assessment of the cost of both the equity capital of the business and its loan
capital. The costs are computed as a rate of return based on the level of dividends or interest paid
as a proportion of the market value of the capital. Clearly such calculations are liable to be distorted
by many factors and in particular since they are based on historical information tor the amounts of
dividends or interest paid, they may not relflect the current requirements of investors. To minimise
the effects of distortions arising in individuals companies, we have carried out the calculations for a

Q\\ number of different companies and then used the average of these to determine an appropriate rate
N 1o apply 1o value Guysuco. in addition to determining the average WACC for comparable :
) companies, it has also been necessary 1o adjust the derived WACC 1o take account of the different
X risks associated with investing in Guyana compared to investing in the countries in which the

comparable companies are based or have the majority of their operations.

For the purposes of this calculation we have identified the following public companies that are
involved in the sugar industry’

Company Country

Bookers UK ,
Tate & Lyle UK

Suedzucker Germany

Savannah Foods USA

-

The basis of the calculation of the WACC and the results for these companies is set out in
Appendix 3.
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SECTION 6: VALUATION (continued)

The problem we have fourd when trying to identily comparabile companies is that we have been

unable to tind any quoted companies invoived only in similar businesses to Guysuco. Most

companies are more diversiied and their sugar business concentrates on the refining and .
distnbution of retined sugar. Accordingly, the rates of return derived from these calculations may be

less reliable than it we had been able 1o find more comparable companies.

In summary the calculation shows that tne average WACC, net of infiation, for the companies above
is 10%. We have assumed that investors investing in Guysuco would want a rate of return of this
amount plus an amount to cover the additional risks of investing in Guyana of between 10% and
20% gving a total required rate of return of between 20% and 30%.

Turning to the rates of return that investors in similar businesses in the Caribbean have required, we

have been involved in advising parties 10 a number of privately negotiated transactions over the last

few years and have therelore developed a good understanding of the rates of return that investors '
have been looking for. On the basis of those transaclions our view is that investors in that type of

tusiness in the Caribbean would expect to earn a real rate of return of between 20% and 30%.

Given the current political uncertainties in Guyana at this time, with an election due in the very near

future, the importance of Guysuco to the whole economy of Guyana and as a source of revenue for

Government, and the very significant effects that changes in some of the current tax and levy

regulations can have on the profitability of Guysuco, we expect that an investor in Guysuco would ‘
expect to earn a rate ol return at the higher end of this range.

The informaticn we have been able to obtain on transactions in the sugar industry which have been
made public either deals with businesses which are not directly comparable with Guysuco's or there
is insutficient information available to enable the rates of returns required to be properly calculated.

The nature of the determination of an appropriate discount rate 1o use is inevitably subjective and it

is therefore appropriate to consider a range of rates of return in any valuation. Given the numbers of ‘
very significant and subjective issues which are likely to atfect an investors assessment of the risks

involved we believe that it is necessary to consider a wide range of possible rates of return for a

valuation of Guysuco at this time. On the basis for the foregoing paragraphs we have concluded

that an investor is likely to require a rate of return of between 20% and 30%. Furthermore, we

believe that an investor will only be willing to accept a rate of return at the lower end of this range if

he can be provided with some strong assurances thal the business will be Iree from undue political

interference in the short and medium term.

Results of the discounted cashflows valuation

Using the revised cash flow as described in Section 5 of this report and applying the discount rates
described above we have determined that the likely value of the business is in the range of US$ 36
million to US$ 50 million. As explained earlier, the cashfiows described in Section 5 represent the
expecled cashflows that the business will generate if the transactions goes ahead and there is
adequate investment in the business. As such, the valuation should represent a high value for the
business.
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SECTION 6: VALUATION (continued)
6.5 SENSITIVITY ANALYSIS OF THE DISCOUNTED CASHFLOW VALUATION
Introduction

As mentioned above, there are a number of assumptions underpinning the forecast cashtlows which
are very important to the calculation ot the value of the business of Guysuco. In this section we have
sought to assess the likely effect on the valuations that changes in these assumplions would have.

In order to keep the number of variables to a reasonable level, this section has considered
separately the effect ot changing each assumption. In addition, the assessment of the effects has
been restricted to considering the impact on one base case scenario - the forecast using a 30%
discount rate. On the basis of subsequent comments we have also considered a scenario that the
privatised enterprise could be given a tax and currency retention holiday for five or ten years in order
to increase the sale price of the business.

The key assumptions

As described in Section 5, the major assumptions which underpin the forecast are:

- the price of sugar, in particular the EC quota price
the sterling US dollar exchange rate

P l - the effective rate of the sugar levy

the level and timing of capital expenditure

the effective rates of taxation and capital allowances
the level of debt finance available

the availability of hard currency

The effects of the changes in each of these assumptions on the valuation are considered below.
The price of sugar

The most important issue atfectirq the price Guysuco will obtain for its sugar is the maintenance of
Guysuco's EC sugar quota and the company's right to supply all of the quota. A loss of the quota
or part of the quota would result in the price ohlained for the sugar declining from the EC price to
the world price in most years. The decline would be less in the earlier years when it would be
possible to sell some of the sugar to the US or Caricom markets at rates likely to be higher than the
world market price.

In the event thal the decline in the EC quota was of a significant amount (say more than 25,000 tons)

then the long term approach that would probably be adopted would be to close one or more of the ’
estales. On the basis of the expected world prices many of the estates would not be viable and it

would be commercially prudent io close them if the EC quota declined. The expected operating

cosls of the various estates in order of cost per ton and the expected long term levels of production

{based on 1997 forecasts) are as foliows:
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SECTION 6: VALUATION (continued)

Expected
steady state Average
culput cost per ton
Estae Tons 800 US$

Ancn HE 251
Skeidon kal 316
LBl 443 324
Blairmont 33 332
Uilugt 21 401

243

Source Baoker Tate investment Plan Stage It Report

4

In the event that the EC guota declined by say 30,000 tons from 1992 onwards then the most likely '
strategy for Guysuco to adopt would be to close its estate with the highest cost of production

namely Uitvlugt. The closure of the estate would probably not happen immediately but would occur

after a number of years, say three. On the basis of these assumptions the likely impact on the value

' of the business would be to cause it to decrease from US$ 36 million to US$ 34 million.

Pernaps of more relevance is the possibility of a decline in the price offered by the EC rather than
the size of the quota. Unless the deciine in price was very substantial the likely strategy is that
Guysuco would continue to produce the same quantities of sugar but would just suffer from reduced

A} income. The base model assumes a price fall of 2.5% per annum from 1992-1995. A 5% decline
per annum in the EC quota price in the same period would result in a decrease in the value of the
business from US$ 36 million 1o US$ 26 million ie a 30% decline in value.
v
&? A constant price throughout the period rather than a 2.5% decline would increase the value of the
\\‘ business to US$45 million. ‘

An increase of 5% per year over the same period in the EC price, although the prospect for any

upward movement is unrealistic particularly with the growing pressure from East European farmers to

be allowed to sell sugar to the EC, would result in an increase in the value of the business from .
US$36 million to US$6S million. The effect of changes in the EC price would seem to increase of

decrease the value of the business by about US$10-15 million for every 2.5% change in the price.

~

The sterling/US doliar exchange rate

The original forecasts prepared by Booker Tate assumed a £:US$ exchange rate of 1:1.88. This rate
was adjusted to 1:1.7 in the forecast used for the valuation. On the basis that the rate declined
further to say 1:1.6 then the US$ vaiue of the EC sales would decline since these sales are made in
stefling. Against this there would be a decline in the costs of the operations, both revenue and
capital items, which are denominated in sterling. It is estimated that approximately 33% of the
Company's operating expenditure will be denominated in hard currency. Clearly any capital
expenditure planned in Sterling would also be subject to movements in the £:US$ exchange rate.

-
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SECTION 6. VALUATION (continued)

it the above exchange rate moved to 1:1.6 it would be beneticial in this case. We do not have a
detailed analysis of the levels of sterling expenditure planned by Booker Tate but we have assumed
that such expenditure will amount (o approximately £12 million per annum.

The eltect of a 6% decline in the exchange rate trom 1:1.7 to 1:1 6 is estimated to result in a
decrease in the value of the business from US$ 36 million to USS 28 million or 22%.

The effective rate of the sugar levy

As mentioned in the review ol the torecasts, the rate ol sugar levy as laid down by law and given the
current Guyanese dollar value of the sugar sales is approximately 55%. The company has never
paid this level of levy since in each year o date they have entered into negotiations with the
Government and then they granted a remittance which has substantially reduced the eftective rate of
levy. In recent years the effective rate ot levy has varied between approximately 40% and 10% of
sales. For the purpose of the base forecast we have assumed that the levy will be retained at an
effective rate of 20% of sales - Booker Tate had assumed that there would be no levy.

A reduction in the effective rate of the levy from 20% to 10% would result in an increase in the value
of the business from US$36 million to US$55 million. Similarly, an increase to 30% would reduce the
value to 13 US$ million.

Whilst these figures might suggest that the Government should reduce the level of levy and so
increase the value of the business, there is obviously a balancing effect on the value of the levy and
taxation revenues the Government will receive. There are a number ol issues which need to be
considered when determining the approach the Government adopls:

- The first issue is whether the Government wishes 1o take its proceeds from the business as
soon as possible or over a period of time. if it were to opt for the tormer strategy it would
reduce the levy to zero

The second issue which might atfect the Government's strategy is that it may lake a different
view of the risks associated with the levy and tax income streams compared with the
investors’ assessment of the nisks of investing in Guysuco. The rate of return the investors are
likely 10 require will incorporate a substantial premium for the political risks associated with
investing in Guyana. Tne discount rate the Government should apply to the levy and tax
income streams should reflect its own costs of borrowing, which may be significantly different.
Provided that Government’s cosl of borrowing is below the investors required rate of return
then the highest overall value to the Government will come from a high sugar levy.

The third issue is the impact ¢n the investors perception of risk of different levels of levy.
Clearly, there must be an upper level to the amount of levy that could be charged and, on the
basis of the following table, this would appear to be approximately 25%. In practice the upper
imit may prove to be lower than this since at such a high rate investors ray consider that the
risks associated with the investment are much greater and so may look for a higher rate of
return, reducing the value of the business.
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SECTION 6:

VALUATION (continued)

In the tollowing table we have sel out the kely value of the business and the levy and tax income
streams on the basis that the Government’s cost of capital is say 20% and the investor's required
rate of return is 30%.

Net cresent
value

Sugar levy Nit

Sugar levy 5%

Sugar levy 10%
Sugar levy 15%
Sugar levy 20%
Sugar levy 25%
Sugar levy 30%

Business Vaiue
US$m
at 30%

13

Levy income

US$m

at20%
0

26

54

81
108
134
161

Tax income Total value
US$m US$m
at 20%

66 146

57 151

47 156

38 166

29 173

18 175

11 185

In real terms, the total revenues that the Government would obtain from selling 100% of this

company and applying either 0, 10, 15, 20 or 30% rates of levy would be as follows:

Levy of 0%

Lewy of 10%
Levy of 15%
Levy of 20%

Levy of 30%

1921 1992 1993 1994 1995 1996
UsSsm USsm USsm US$m Ussm USsm
N8 136 91 66 73 110
754 200 153 127 134 175
7062 232 184 157 16.3 207
619 263 215 188 194 238
445 27 286 280 278 296

A more detailed analysis by source of income is set out in Appendix Ii.
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USEm

130

1896

228

260

299

1998

USsm

136

201

233

265

299
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- l SECTION 6:  VALUATION (continued)
The etfects of the ditterent levels of sugar levy on the value of the business, levy income and tax
I income at 30% discount rate 1s summansed in the lollowing graph.
GUYSUCO
l Effect of changes in the rate of sugar levy
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A l The level and timing of capital expenditure
, I One of the major assumptions in the lorecasts prepared by Booker Tate is that there will be a need '
for substantial amounts of capital expenditure on agricultural equipment, on land structure and on
lactory equipment. In addition, the torecasts assume that there will need to be a significant amount
l of expenditure on the expansion of two factories to enable them to deal with increased levels of
production due 1o the closure of other factories.
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SECTION 6: VALUATION (continued)

On the basis of our review of the forecasts, we believe that the adjusted forecast levels of capital

expenditure on agricultural equipment and land structure are probably necessary and it would be

ditficult to delay the expenditure for more than one year without having a significant adverse atfect on i
the pertormance of the business. The issue ot the expenditure on the factories and, in particular, the

expansion of two of the factories is less clear. In the past it is apparent that the whole industry,

including the factaries, have been starved of investment and accordingly there is now a need for

considerable investment to rectify the position. Furthermore, as the additional investment in the

agricultural side of the business is made the levels of cane production will increase putting greater

pressure on the factories. It will therefore be necessary lor there to be some expenditure on the

factories, however, in our view it may be possible to reduce and delay some portion of the

expenditure. We understand from the World Bank that their advisors believe that the factory costs

could be reduced by at least 10-15%. Furthermore, they believe that some of the expenditure could

also be deiayed although they have not yet said how much could be delayed or for how long. Given

that the World Bank’s objectives will be first to ensure that the business is likely to be successful and '
then to consider the costs this may slill represent a prudent view of the capital requirements. On this

basis it might be reascnable to argue that much of the cost could be delayed for a number of years.

We are not experts in the agricultural or engineering aspects of the industry and therefore the

Government of Guyana may wish to take other advice on this issue.

Given the comments above we believe that this is an area where ihe sensitivity of -~ .orecast should
be considered carefully. For the purposes of our sensitivity analysis we have assumed that the level
of capital expenditure on the factories will be restricted during the period 1992 to 1996 to no more
than US$ 5 miflion per annum. This compares with the expenditures incorporated in our base case
forecast ol some US$ 13 million per annum over the same period. The reduclion in expenditure
might seem very aggressive however it should be recognised that a delay of say 4 years in the
expenditure would have a similar effect. Such a delay. or a combination of a shorter delay and a
smaller reduction which again would have the same effect, would not be unreasonable.

On the basis of the above changes in assumptions, the value of the business will increase from
US$ 36 million to US$ 57 million.

If the full level of expenditure as planned by Booker Tate, including the 5% contingency, were .
included in the forecasts the value would decline to US$13 million.

Taxation

In order 1o determine the free cash flows available to any potential investor we have deducted

taxation from Guysuco's net cash flows. The tax charge has been calculated using the current

Guyanese capital allowances regime which seem 1o average 25% for indial allowances for

infrastructure and factory expenditure and annual allowances of 20%, 8% and 10% for agricultural,

infrastructure and factory expenditure respectively. We have used 35% as the corporate tax rate
-e we understand this to be the intended rate from 1 January 1992.

63 b
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SECTION 6: VALUATION (continued)

Should the Government decide 10 retain a 45% corporate tax rate then the value of Guysuco would

decrease trom USS$36 million to USS29 million. The vaiue of Guysuco is more sensitive is changes in

the capital allowances structure. If tirst year aliowances were 100% then the value would increase :
from US$28 millon to US$47 million, a rise of 42%. In the event that the capital allowances :
increased to 40% initial allowances and 20% annual, the value wouid increase to US$42 million. "

Changes in tax rate or capital allowances aiso have an impact on the Governments future tax
revenues and their net present value. By maintaining taxes at 45% business value declines, as
shown above, but future tax income increases. The effect is the same as movements in the sugar
levy. Changes in the rates of capital allowances have a similar effect.

The availability of finance

l The forecasts used for the vaiuation have been prepared on the basis that Guysuco wiil be able to '
obtain loans of USS50 million at a real interest rate of 5% per annum. The assumption that US$50

' million would be available is based on the proposals incorporated in the Booker Tate pian. In their
plan Booker Tale envisage a capital injection of some US$35 million and loans of US$50 million. If
the loans are to be lent at rates lower than the equity investor's required return then they increase the

' value of the business. However, the amount of funding required by the business on the base case
scenario appears (o be substantially less than US$85 million. On the basis of the base case

- scenario the funds required only amount to US$21 million, which, it the same gearing ratio is to be

l maintained, would mean US$8 million of equity and US$13 million of debt is required. On this basis

the value of the equity. including the US$8 million injection would be US$30 million (Appendix 8.11).

Given that US$8 million would be left in the company, the value of the business to the Government
would decrease to US$22 million.

On this basis it is clearly in the Government's interest to encourage the bankers to lend as much as
possible to Guysuco.

The forecasts also assume that the IDB loans will bear interest at 2% per annum. Given US dollar

inflation rates of approximately 5% this represents a real rate of negative 3%. In the event that this .
loan is to bear interest at commercial rates - say 5% real rales - then the value of this business will

decrease frorn $36 miflion to $33 million.

The availability of hard currency

In the recent past the Government has had a policy of allowing Guysuco 1o only retain a limited
amount of the gross hard curiency earnings. In addition, the company has been prohibited from
purchasing hard currency through the Cambio.

In the forecasts that Booker Tate have prepared they have assumed that the Government will
continue 10 maintain such a policy but that the amount of foreign currency retained will not increase
above the current absolute levels of the retention.
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SECTION 6: VALUATION (continued)

For the purpose of valuing the Company we have assumed that to the extent that there are
cashllows available tor distribution that they will be available in hard currency. This will mean that
either Guysuco will have to have access to the Cambio to convert the cashfiows into hard currency
or that the Government will have to aillow the company to retain whatever hard currency it will need.

If the company does not have access to such hard currency then the value of the cashfiows,
denominated in Guyanese dollars, is likely to be very small. On the basis of the forecasts that
Booker Tate have prepared, the free cashllows that would be available in hard currency would be
negligible and theretore the value of the business would also be negligible.

Tax and currency retention holiday

Amongst the many issues and options being considered for the sale of Guysuco’'s business, one

scenario suggested by SG Warburg is to sell the business and o give the purchasers a tax and '
currency retention “holiday™ in respect of the operations of the business. Such a holiday would be for

a period of tive or ter years.

4

On the basis of the schedules shown in Appendices 7.12 and 7.13, it is clear that the value of the
business would increase significantly if no taxation is 1o be paid on the profits of the business.
However, there are two important factors which may oftset much of this increase. '

It the investors are foreign investors then they will only value profits or revenues which can be
repatriated to their home country. On repatriation those profits are likely 1o be subject to a tax
charge in the country of the investor. In most instances double taxation arrangements will
ensure that the total tax charge is not higher than the higher of the two countries’ tax rates.
Therelre, the result of offering a tax holiday in Guyana may be that the investor suffers more
tax in their home country cn the repalriated profits. The net profits on which their assessment
of vaiue will be based wiil theretore not be significantly different. ‘

ii) Because the country will be gving up such a iarge amount of direct income there may be
considerable pressure on fulure governments to reverse any agreement. Accordingly, the
investors assessment of political nsk will increase. .

Whilst offering tax holidays may increase the value of the business, we do believe that the increase in
value is unlikely to be as great as the value of the concessions given.

e e

Summary

On the basis of the above it 1s clear that the valuation is very sensitive 10 many factors. The analyses

above help to give some indication of the likely effects of changes in individual assumptions. in some '
cases il may be possible to determine the eflects of changing more than one assumption from this -
analysis but great care should be taken when doing this. If there are particular scenarios that the

Government wish 1o consider we would be happy to rework our model using those assumptions.

/s
l 1)




SECTION 6: VALUATION (continued)
6.6 LEVERAGED VALUE APPROACH
Introduction .

The leveraged value ol a company 1s calculated on the assumption that in order to finance a transter
ol shares from one sharehaolder to another, the acquiring shareholder has to borrow against the
assels and cashtlow of the company to hnance the purchase. We have therefore sought to calculate
the amount of debt that the underlying business is capable of sustaining.

Assumptions

Projected accounts of Guysuco for the year to 31 December 1991 were used as the basis for this
valuation. It has then been necessary 1o make a number of assumptions. These are summarised
below: ’

- Projected profit before tax tor the year to 31 December 1991 of US$15.5 million has been
assumed to increase in line with the increases in the operations cashflows used for the
discounted cashflow vaiuation;

- All cashflows generated by Guysuco will be available to service acquisition debt; .
The tax charge has been calculated using a corporation tax raie of 35%,

- Interest rates will remain at constant levels for the foreseeable future and the financing
institutions will require a margin of approximately 10-20% over US base rates on the
acquisition debt. Interest rates of 18-28% have therelore been used;

- The financing institutions would require profit before interest and tax ("PBIT") to cover interest 4
payable on the acquisition debt by at least a factor of 2 during the first year of acquisition. In

addition, we consider that the tinancing institution would require the debt to be repaid within a

period of 10 years.

Maximum available debt

In 1991 projected profit before interest and tax for Guysuco is US$15.5 million. Given the
requirement for a minimum interest cover for 2 imes PBIT, the maximum permissible interest charge
in 1991 would be 7.8 million. On the basis of assumed interest rates of 18-28% this indicates that
debt amounting o between US$28 million and US$43 million could be raised.

’ l
| l




SECTION 6: VALUATION (continued)

Cashftow cover

The cashtiows for the company reveal that during the period from 1993 to 1996 the business would
not be generating any positive cashflows and because of the capital expenditure programme, it
wouid in fact absorb cash during that time. During 1992 the cashlflows is only positive because of
the receipt of loan. It is not until 1997 that the Company forecasts to start making positive cashflows
that could be used to repay any loans and then the cashflows are only modest amounis.

This would seem to indicate that the Company would not be able to take on any signiticant amounts

of debt. However it should be recognised that the cashfiows have been prepaied on the basis that

they are all stated at 1991 prices. There will inevitably be some inflation during the 10 year pefiod

which should cause those cashfiows to increase such that, at 6% p.a. inflation, the total positive

cashflows during this period would amount to US$154 million. Given that most of this income would

arise towards the end of this period, the amount of debt they would be abie to support would be ,
between US$30 million at 28% interest and US$45 million at 18% interest.

Summary

On the basis of the cashflow cover and the profits cover it would appear that the Company could
afford to service a debt in the range of some US$30 to US$40 million.

6.7 CONCLUSION
The results of the valuation techniques we have used may be summarised as follows:

Valuation range

X US$m
I\NY

3

\ Discounted cashflows 36 to 50
\ Leverage valuation 30 to 40

It is our opinion that the discounted cash flow valuation is probably the most appropriate method of
valuation. However the leverage valuation also provides a useful guide and some comfort over the
discounted cash flow valuation.

-

As mentioned betore, the valuations are highly dependent on a number of assumptions including
some where the Government could directly influence the vaiue (sugar levy and taxes). However on
the basis of our work and the assumplions we have used, we have ascribed a value in the range of
US$35 to US$45 million for the business of Guysuco. As we have mentioned above, this value
represents our assessment of the value of the sugar business of Guysuco on the basis that it is
rehabilitated. It does not include the value of any redundant assels or other businesses of the
company in particular it does not include any redundant land from the Versailles and Leonora estates
that the Company may still own. 3

Yo
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SECTION 6: VALUATION (continued)

We understand that the company is currently negotiating to sell its rice farm and mill to a number ot

potential investors.  The prices being offered tor this business are in the region of US$4 million

although they vary signiticantly. The nce farm comprises of some 1,600 acres ot land compared to .
90.000 acres for the sugar industry. On the assumption that the price olfered reflected only the

value of the land and that the land is a simiar quality to that in the sugar business, then it would be

reasonable to expect the sugar business to have a value of some US$225 miillion. The reasons why

oui assessment of the value of the sugar business is much lower than this are:

i) The iand used for the sugar indusltry could not, in most cases, be used tor other purposes -
development or more profitable crops. Therelore, the value is dependent upon the returns
that can be generated from growing sugar.

ii) Sugar sales are subject 1o an export levy which we have assumed will be 20% of the sales
proceeds. Rice sales will not be subject to this levy.

4

1ii) We understand that the rice mill is modern and the overall levels of capital expenditure
required for the business are small. In comparison, the levels of capital expenditure required
in the sugar husiness are quite high.

On the basis that the sugar industry pays no sugar levy and spends only a small amount on capital
items, then the value of the business increases significantly. If the other assumptions are the same
as in the base case. then the effect of no levy and limited capital expenditure is to increase the value
up to about $160 million. Given the ditferent nature of the two businesses and the fact that there are
a number of potential investors bidding for the rice farm, a value of $160 compared to $225 does
not seem unreasonably dilferent.

-
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VALUATION REPORT - 30 NOVEMBER 1991

SECTION 7: OTHER ISSUES RELEVANT TO THE SALE

71  NEGOTIATING STRATEGY

As described in the previous section, the valuation represents an assessment of the “fair market”
value of Guysuco on the basis that it is rehabilitated. This assumes a willing buyer and seller, neither
under any compulsion to buy or sell. It also ignores any special considerations relevant to a specitic
buyer or seller and the added value that will have been contributed by the investors. Such a
situation can only be theorelical; In any transaction there will be special circumstances applying to
one or both parties which will infiuence the eventual price at which the transaction is carried out. The
major influence on the final price at which the transaction is carried out is the quality of the
negotiating strategy and its implementation. If the Government of Guyana is 1o achieve a good price
for the sale of Guysuco it is important that such a strategy is developed as soon as possible. We
assume that the Government's financial advisors are preparing such a strategy but we would be
willing to assist in this work if required.

s

/

\

In this section we have set out a number of issues that we believe the Government should take into

l account when developing its negotiating strategy.

-

7.2 POTENTIAL INVESTORS

In any negotiations the presence of a number of potential buyers should ensure that the price offered
for the company tairly reflects its market value.

At present there appears to be only one consortium involved in the negotiations to purchase

Guysuco. This would seem to place the buyer in a strong positiuii. Depending on the urgency with

which the Governmeiit wishes to sell Guysuco, it might be appropriate to try to encourage interest

from other potential investors. Even the threat of a serious rival offer may encourage the present

consortium to increase the level of their olfer or at least weaken their resolve not to increase their

ofter. Yo

The number of possible investors who would have the interest, financial resources and management,
10 acquire and operate the whole of Guysuco is likely 1o be very limited. However, by selling the
eslates separately or in small groups it might be possible to attract a number of smaller investors
wilh the resources to operate the businesses. This approach was adopted with some success in ! ’
Jamaica when they privalised part of their sugar industry. Possible investors in this situation might
include local Guyanese farmers and businessmen and the owners of sugar estales in other parts of .
the Caribbean and elsewhere.
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SECTION 7: OTHER ISSUES RELEVANT TO THE SALE (continued)

Clearly such strategies involve some risks and potential benelits and would need careful
consideration before they were adopled. Based on our undetstanding of the Guyanese industry and
the experience of privatisations of other sugar industries, particularly the Jamaican experience, some
of the factors which we believe would have 1o be considered are:

. the benefits of developing some competition in the labour markel. The companies would
compete for labour which may result in increased wages. !n addition the power of the trade
unions may also be reduced, particularly if the separate companies chose to negotiate with
them separately.

. the risks of upsetting Booker Tate. As the incumbent managers are closely tied to the

consortium bidding for the Company, Booker Tate are in a strong position o intiuence the

attractiveness of the business or businesses 0 other potential investors. Even the threat tfrom ,
Booker Tate to withdraw from managing the estates might reduce morale in the worklorce

and reduce production. This would in turn put considerable pressure on ihe EC quota

position, since it would be less likely that the 1891/92 quota would be met.

4

. the likely levels of interest from other potential investors. This can only really be determined
by approaching them directly or indireclly.

A

the wilingness of the World Bank to provide finance and to provide it on favourable terms.
Low cost finance provided the World Bank would increase the value of the industry.
Furthermore, many other potential investors will Le dependant on additional finance and the
number of alternative sources of such finance is likely to be limited.

-

. the political benefits (o risks) of attracting local investors into the industry.

. the likely response of the industry 1o ditferent owners and managers especially other foreign
investors or indeed local investors or different ethnic backgrounds to the workforce.

. the additional costs, time delays and commitment of Government resources to carry out
marketing and negotiations and to allow the parties to carry out the necessary due diligence
and review of the business.

. the additional ongoing costs of some form of sugas commission to allocate the sugar quotas
between the companies.

4
3
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SECTION 7: OTHER ISSUES RELEVANT TO THE SALE (continued)

7.3  FISCAL POLICIES

As described in the previous section, the value of Guysuco is extremely sensitive to a number of
factors which the Government can influence. The major factors which attect the value of the
business are:

. the level of Government hard currency retentions.
. the level of sugar levy.
. the level of protlits taxation.

In each of these cases there will be factors other than the likely effect on the value of Guysuco that
will need to be taken into account when determining the strategy to be adopted. A very obvious
example discussed in the previous section was the impact on Government revenues of changing the
level of sugar levy.

’. I
' |

As explained in the previous section, the Government's cost of borrowing may be significantly lower
than the rate of return that potential investors in Guysuco would require. In such circumstances in
theory it would seem logical to maximise the Government's revenues from future taxation at the
expense ot proceeds from the sale of the business. However, there may be a number of adverse
consequences from adopting too aggressive a policy:

\ . low sale proceeds in exchange for luture levy and tax revenues may not be politically
acceptable.
- . an aggressive policy of taxalion may cause potential investors to withdraw. In the event that
¥ they do not withdraw it may still discourage any investment but the minimum and least risky. J

-

A

This is likely to result in a further contraction of the industry and eventual dacline in
Government revenues

The eventual position is likely to be determined by the level of sales price that will be politically

acceptable and the amount of revenues that are necessary to fund the Government budget rather ’
than any "scientific* valuation. Nonetheless we believe it is important that the Government should

have some indication of the possible financial impact of adopting ditferent options, albeit ignoring the

unquantifiable factors mentioned above. Accordingly, we have set out on schedules in Appendix 7

a number of scenarios showing the eftects of different levels of sugar levy, income/corporation tax

rates and capital allowances. These schedules cannol cover all possible scenarios and would be

happy to rework the models using different scenarios if the Government wished. .

71 4
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SECTION 7: OTHER ISSUES RELEVANT TO THE SALE (continued)

OTHER POSSIBLE BENEFITS TO INVESTORS

in addition to the inherent value of the business, there may be significant additionat value from the
business for certain investors. In the case of Guysucc it would seem likely that if Tate and Lyle were
10 acquire the company then much of the expenditure on equipment, especiaily in the factories,
would be directed to other Tate and Lyle companies which manutacture such products.

It is not possible to accurately assess the value of such an arrangement since other owners of
Guysuco might also decide to purchase equipment from the same companies. However in any
negotiations with the consortium this factor should be taken into account.

The 1ssue also raises another matter, which is, that the Government will need to ensure that it has
adequate powers to prevent the owners of Guysuco from transterring profits overseas by making
sales at below market prices or purchases al above market prices. Within UK tax laws there are
provisions 1o allow the infand Revenue to investigate transfer pricing and impose additional tax
charges on the company if they lind that such arrangements are being adopted. If such
arrangements are not in place then the Government should consider introducing them.

OTHER COSTS TQ THE COUNTRY OF PRIVATISATION '

Within the plan prepared by Booker Tate there is a proposal that ownership of the EC sugar quota

should be given to Guysuco. Ciearly Booker Tate wishes to ensure some security over the quota,

however the effect of transferring the quota is to remove any Government influence over the market

and effectively prevent anyone else from entering the sugar market in Guyana. Again the value of

such an arrangement is difficult to judge but it will be important to recognise that there is likely to be .

some value in this, which has not been reflected in the valuation. ¢

!so within the plan there is a proposal that the Government should fund repairs and improvements
in a number of areas. These include repairs 1o the sea defences and improvements to the water
supplies. We understand that these expenditures are likely to be incurred whether Guysuco is sold
of not, however this may not be apparent to the investors and therefore it might be possible to use N
them in any negotiations.

OTHER UNUTILISED ASSETS IN GUYSUCO -

As mentioned in the previous seclion, the valuation does not take account of any possible redundant
or unutilised assets that may exist in the Company. Such assets are likely to inciude unutilised land '
and land and other assets that will be abandoned alter the closure of some of the estates as well as
land which may already have been abandoned. in particular there may be land still owned by the
Company which formed part of the Versailles and Leonora estates. In the case of lands that are
currently unutilised and are not planned to be put back ir*o service it might be possible 1o exclude
them from the business sold and to retain them as slate owned assels. In the case of land that
might be abandoned in the future such an arrangement would be more difficult to draft.
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SECTION 7: OTHER ISSUES RELEVANT TO THE SALE (continued)

An alternative arrangement v.hich has been used in other countres, especially the UK. is to introduce
a “clawback arrangement into the sale agreement. The basic procedure is that the company being
sold is required to remit a certain proporttion of any proceeds earr.ed from asset sales made within a
certain tme of the sale (otten 5 years) This has the benelit of sull encouraging the company to sell
assels since they stll earn a profit albeit a smaller one trom the sales. It also prevents the need to
identity and value those assets which are 1o be soid at the time of the sale of the business.

As experienced with the sale ot the Guyana Telephone Company, it is also important to ensure that
all available cash balances are extracted from the business before its sale since the value ot the
business is based on the assumption that its cash requirements will be met by either loans or by
internally generated cashliows.

7.7 OTHER MACRO-ECONOMIC ISSUES

The sale of Guysuco will also raise a number of other issues that the Government will need to
consider. The most important may well be the impact on the economy of increased wages for the
sugar workers. Whilst the increase will be supported by increased export earnings and so justified, it
may, patticularly in the short term. encourage inflation in the country as the increased wages are
spent on produce which is in limited supply. This situation will be exacerbated if the Government

' retains a high proportion of the hard currency (evenues of Guysuco for its own expenditure.

A further issue that will need to be consic>red is the possible impact on the value of the Guyanese
dollar in the Cambio. it much of Guysuco's hard currency earnings are retained by the Government
and the Company is then allowed to use the market to convert its free cashflows into hard currency
then there is likely to be some signiticant swings in the value of the Guyanese dollar each time the
Company makes a transaction. The consequences of allowing the Company to use the market for
all its needs would be even worse. y

If investors in Guysuco are unable to convert their prolits into hard currency then the value of
Guysuco will be negligible. Accordingly some mechanism will need to be found to enable this to
happen and to prevent the transactions of the Company adversely influencing the market. The most
appropriate approach might be to conlinue to agree a ievel of direct cufrency retentions that would
allow the Company to cover most of #ts hard currency needs inciuding the payments of dividends
and to then allow them to use the Cambio for other transactions which should be small. A further
advantage of selling the industry as a number of separale businesses is that their influence over the
Cambio would be much smaller.

1.8 USE OF THIS REPORT '

As we have explained earlier in this report, the report is for the use of the Government of Guyana to
assist them in their negotiations with potential investors. It is therefore essential that the valuation is
not shown to any potential Investors or their contacts. The report should only be made availabie to
the Government and its advisors 0t
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GUYSUCO

VALUATION REPORT - 31 DECEMBER 1991

BALANCE SHEET - 31 DECEMBER 1990

FIXEC ASSETS

CURRENT ASSETS
Stocks
Debtors and prepayments
Bank and cash

LESS: CURRENT LIABILITIES
Creditors
Sugar levy
Accrued interest
Loans
Taxation
Qverdratt

NET CURRENT LIABILITIES

FINANCED BY:
Capital and reserves
Loans
Debentures

— - —t_
APPENDIX 1

US$m US$m

18.8
235
55
43
33.3
8.3
21.4
52
6.2
01
0.2
414

(8.1)

10.7

6.3

1.2

32

10.7
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GUYSUCO APPENDIX 2
VALUATION REPORT - 31 DECEMBER 1991

PROFIT AND LOSS ACCOUNT

-

Yezr ended
31 December 1990
US$ million
Sales 18.0
Profit before taxation 1.0
Taxation 0.1
Retained profit for the year 09
X
Q\ STATEMENT OF ACCUMULATED LOSSES
N\
At 1 January (8.6)
\ .
Retained profit for the year 09
At 31 December (9.5)
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GUYSUCO APPENDIX 3
VALUATION REPORT - 31 DECEMBER 1991

ANALYSIS OF THE WEIGHTED AVERAGE COST OF CAPITAL

The following analyses the components of the WACC caiculation.
Required rate of return on debt

In estimating the required rate of return on cebt we have examined the prevailing corporate bond
rates and the corporate tax rate. in eacn of the three countries where the comparable companies
are situated. The tax rate 1s relevant since interest expense is deductible for tax purposes. For
example, Appendix 5 illustrates that with a corporate bond rate in the United States of 8.73%
and a corporate tax rate of 34%. the resultant net cost of debt is 5.76% with 2.97% saved
through taxes.

Debt percentage - leverage

The level of debt for the WACC calculations is based on our analysis of the capital structures of
the comparable companies. It is determined by calculating the amount of debt as a percentage
of debt plus equity, reflected at market value. Implicit in this approach is the assumption that an
investor is likely to finance his investment in Guysuco in a similar proportion as the average for
these comparable companies.

Required rate of return on equity

Required rate of return on equity combines a nsk-free rate of return and a risk premium tor 4
equity investments in general, adjusted for the level of risk for the specific industry.

Risk-free rates of return are generaily equated to long-term government bond rates; such bonds

are fully guaranteed as to interest payments and principal repayments by the respective

government, and hence present virtually no cred risk to investors. Risk free rates of return *
reflect the opportunity cost of receiving money next year rather than this year.

For equity investments there is less certainty regarding the payment of dividends and the

repayment of invested capital. Investors expectations, over and above the risk free rate of return

for equity investments, can be estimated by observing the way shares are priced on stock

markeis. Empirical analysis of share prices have shown that on average over a long period, v
transactions involving shares yielded prices which, when ¢*~/~and income and the increase in the

capital value is taken into account, offer investers -~ ..« .eturn of 9%. This premium of

9% is referred to as the equity risk premium.
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APPENDIX 3 {continued)

The equity nsk premum must then be adjusted to consider the risk profile of the business
valued The levei ot nisk which is presented by a patticular investment depends on the extent to
which the business is aftected by general economic trends. Some induslries are more exposed
than others to general developments in the economy. This may be the case for a number of
reasons. Sales may be attected more or less quickly by changes in economic wealth. Some
businesses may have higher fixed costs which cannot easily be reduced if economic
crcumstances deteriorate. Investment in industries with these characteristics normally carries a
tugher returns on thewr investments, and discount cash tlows by a higher rate when valuing the
business.

The nsk exposure of industries can be estimated by observing the movement of share prices in
particutar industnal sectors and analysing the correlaticn between movements in their share
prices and changes in the level of prices in the stock market generally.

The measure which is used to describe the strength of this correlation is called "Beta™. A share
which has average risk will have a beta factor of 1.00. Shares of higher risk will have betas of
more than 1 00

Beta measures are calculated for most quoted companies. We have oblained the betas for the
companies identitied as comparable (o Guysuco. These companies on average appear to be of
a shightly lower risk than the average company. Since the Beta factor is used lo adjust the risk
premium for equily investments, the derived discount rate has not been adversely alfected by the
ndustry nsk. Appendix 5 illustrates that Booker Sugar has a beta risk measure of 0.828. The
equity nsk premium for this company would be 9% x 0.828 = 7.45%, which when added to the
nsk tree rate of return (the long term government bond rate) of 9.51% yields the required rate of
return on the equity of 16.96%.

Equity nercentage

Similar to the calculation of the debt percentage, the equity percentage of comparable
companies capital structure is determined by calculating the amount of equity as a percentage of
the debt pius equity.

Required Rate of Return

The WACC is then calculated as the sum of the required rate of return on debt multiplied by the
debt percentage, and the required rate of return on equity multiplied by the equity percentage.
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APPENDIX 3 (continued)

In our analysis we have distinguished between real and nominal interest rates. The basic
ditterence concarns how inflation is treated. A nominal interest rate is the total, actual interest
charged by lenders. This rate may be divided into two components: the

infiation rate and the real interest rate. Determining the infiation rate is the first step in
establishing real interest rates because the lender or investor would not want to lose in terms of
purchasing power through the effects of inflation.

The real intetest rate component is the interest element charged, over and above infiation, to
compensate the lender or investor's for his investment risks. The cash flow projections presented
in Appendix 6 do not include inflation, thus the discount rate should also excludes the inflation
component. In Appendix 5 the infiation rate for each of the home countries of the comparable
companies has been deducted from the WACC to arrive at the real WACC.

The discount rate (on a real basis) for potential investors in this industry was determined by
taking the average of the real WACC of the comparable companies. This yielded a discount rate
of 10%, which must then be adjusted for the perceived risk of investment in Guyana.
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GUYSUCO APPENDIX 4

VALUATION REPORT - 31 DECEMBER 1991

ANALYSIS OF GUYANA RISK FACTORS

The risks inherent in investing in Guyana are ol a nature and magnitude not normally encountered in
more developed economies. The assessment of these risks is much more subjective than the widely
accepted approach to the caiculation of the WACC since there is as yet little basis for comparison.
Also, each investor will perceive this risk differently, based on their unique assessment of economic
and political tactors. Following are considerations for some of these risks:

. The country has been experniencing growing political tension. The elections, originally due in
December 1990 have been twice postponed with no new date as yet sel. A stale of
emergency was declared to reconvene the assembly after the last postponement in
November 1991

. The opposition People's Progressive Party are not as supportive of privatisation as the
government. This presents potential investors with uncertainties as to the future position on
the issue. Even in the event of the present Government winning the election, there will remain
considerable uncertainty over the passible position of the Government if there is a subsequent
change.

. The Guyana economy has nct been strong for several years, suffering from negative growth in
GDP and high inflation  In 1990 nflation was estimated at 100% and GDP was -3.5%. Whilst
the economy has improved since then, the overall size and nature of the economy is such that
it will remain very susceptible to changes in the performance of a lew industries and the
markets in which they operate

. The size of the Guyanese economy and the relative size of Guysuco's business means that
the business will always be subject (0 a level of political interterence higher than for most
other businesses.

. The Guyanese Dollar 1s "internally convertible® into other currencies but is not yet internationally
traded. However, the recently established Cambio has traded the Guyanese Dollar in 1991
and the US Dollar exchange rate has remained relatively constant. The Cambio is not
available to large corporations such as Guysuco.

it should be noted however that Guyana, under the present government, has made a cemmitment (o
significant economic reforms and a number of loreign companies have already invested in the
country.
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APPENDIX 4 (continued)

Based upon our evaiuation of these nsk tactors affecting investment in Guyana, discussions with
individuals in the nternational investment communily, and experience in advising clients in the
Canbbean, we estimate that a suitable range of risk premiums for investment in Guyana wouid be
between 10% 1o 20%.

For the purpose of the discounted cash tiow approach, the country risk has been added to the
WACC (analysed in Appendix 5) of 10% to derive a range of discount rates of 20% to 30%.




GUYSuUCO

VALUATION REPORT - 31 DECEMBER 1991
DETERMINATION OF INDUSTRY DISCOUNT RATE

Company Country

Booaers UK
Tote A Lyle UK
Svedzucker Germany
Savannah Fouds USA

Coiporam

Bond
Rate

@)

10 79%
10.79%
8 79%
873%

Tax
Rale

o)

N
5%
0%
%

Net
Bond
Rate
o
@)*(v-0)

7T01%
7T01%
4 40%
S 76%

Nole Soutce of rates % The EconomntEconomx and Financwl Indcatlors September 1991

Dett Government

Long Term

Percenmnge Bond Rate

(a)

A0%
226%
90%
93%

te)

981%
$91%
869%
TN

‘Bela’
Rish
Measure

n

0828
1088
Q673
[X-TR

Equity
Risk
Measure

-

9 00%
9 00%
9 0%
9 00%

)
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Required
Return
on Equity
h)

(@) +(1°Q)

16 96%
19 00%
14 75%
13 68%

Equity
Percontage
“

96 0%
17 2%
91 0%
80 7%

Weighted
Aversge
Costof
Capial

]

{c"d} s (h*y)

16 56%
18 29%
13 82%
12 94%

Intiation
Rate
{n

LRL Y
4%
6 7%
20%

APPENDIX 5

Real
Weighied
Average
Costof
Capial

"

("LY]

12 46%
1219%
712%
10 14%

10 48%

10%
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US$m uSsm USSm ussm uSsm uStm ussm ussm ussm
1991 1992 1993 1994 199% 1996 1997 1998 1908
. ASH INFLOWS
Sugar sales és e 199 8l 4 816 87% 92 [ R 1 A3
Molasses sales 22 3 45 45 49 45 a3 45 L)
"o 04 4 ers 821 920 96 6 876 876 876
CASH QUTFLOWS
Operating costs
Agnculture 87 24 8 288 a9 4 47 32e 3e? 24
ihf:astruciure kX ) 40 44 48 48 45 4y 4 45
Faclory & uanspontto DST 110 159 182 206 192 191 19 1849 189
Estate suppon & admn 42 %2 58 62 62 59 a4 4 4
Head ofhice & contral sarv 30 Je 3% 26 36 36 36 36 3e
403 828 e 8 101 68 0 675 647 624 83 %
Capital expendituie
Agnculture 68 (AR 102 S8 56 50 42 L] 44
infrastructure 22 62 67 61 28 26 (] 19 19
Factosy & transponto OST 3o 87 220 23 2ve 10 46 kY] je
121 27s %0 %50 3o 2 14 6 102 108 102
Conungency on capes oo [+ X+ 00 00 00 oo 00 00 oo
121 278 390 350 o2 14 6 102 109 102
FOREIGN EXCH -1 11 B I} -1 1 11 [N B
WORKING CAPITAL o7 5 [+3] D4 02 07 [V ] [V} 00
TOTAL CASH OUT 520 04 100 % 104 4 87 4 817 738 737 728
NET CASHFLOW 191 01 (12 6) (12 {5 3) 150 237 239 250
LOAN MOVEMENTS 50 250 16 0 160 oo 80 ‘50 50 80
INTERESTY 02 LE-Y 12 21 2 19 16 BK} B
TAX a7 68 24 01 08 41 81 ‘686 ‘60
NET #OST TAX CASHFLOW _ass 2?03 4S8 83 39 10 108 (AR ]
|CAPITAL VALUE OF CASHFLOWS )
Oiscount rate 30N
$5 65 7% [ 3]
Present value tacior o&rn 06747 03180 03992 03071 0 2362 01817 01388 01073
Present valus 14 172 ] 1 13) 1 2 2 1
Total present value k1.3
{incwcated value of squiy 38

usSsm
2000

8} 1
49
o7 6

32

188
41

8312

$4

e
"

1

[ 3]
0 0827

usSsm

2001

931

976

kAN ]

189
L]

830

105
00836

usSsEm
2002

3

¢/ 6

e
4
- 8]
41

627

54
18

"z
00
12
1
0o

15
0 0489

APPENDIX

[VE3 T
2003

#31
4t
o746

e
4
108
41
6
627

0w

267
‘04
04
70

180

125
00276

Perpetuity
60
125
00378
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'‘GUYSUCO : PROJECTED CASH FLOW

ASSUMPTIONS
SugQar revenues

Molasses revenues
Agrculturgl costs
Factory costs

Capital sxpenaityte

Ltoans

Interest

Tasaton

Exchange rate of USS 170

No change 10 quota levels EC pnce decreases at 2 5% pa over the period to 1895
Booker Tate EC prices corrected

Produchon levels increased to curienl 1991-94 forecast leveis

20 0% Sugat levy

Prce increased to woild prices fzom 1092 {revenues increased to $4 3 p a)
Costs 1n 1992-9¢ increassd by 5% to reflect increased producton
Costs 1n 199294 increased by 4% Lo rellect increased production

Expenditure resticted 10 80 00% of agncullure spend as planned by Booker Tale
80 00% of infrastructure spend as planned by Baoker Tate
80 00% of factory spend as planned by Booker Tate
Conuingency restncied to 0 00% of 1olal expendilute

tDB ioan no 839 drawn down $5m :n 1891 and $7mn 1992

World Bank ioan $50m diawn down evenly dunng 1992-94 and repaid at $5m p a rom 19985

DB 1oan a1 2% - assuming US intaton of 9% equates lo real rate of -3%
Woild Bank loan al 10% - assuming US inflation of S% equates to ieal rate of 5%

Tax rate of I5%
Capiai altowances

Agnculture expendiure - First year aliowances of 0% Annual alicwances of
Intrastruclure expendiure - First yoar allowances of 25% Annual allowances of
Facloty expendiure - First yoat allowances of 25% Annual allowances of
Tax pard in year incurred
Discount rate A0%
ﬁ\dut:l'td value 6'70qully o 36 |

25%
a%
10%

APPENDIX
PAGE 2
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\GUYSUCO : PROJECTED CASH FLOW

¢« outl} SR A s aEN oew "am GER R

1

CASH INFLOWS
Sugat sales
Molasses saies

CASH OUTFLOWS
Operating costs
Agrculture
tntras*ruclute
Faclory & transportio DST
Estate support & agmin
Head office & central setv

Capital expendilure
Agnculture
Infrastructure
Factory & transponto DST

Contingency on capex

FOREIGN EXCH
WORKING CAPITAL

TOYAL CASH OUT
NET CASHFLOW
LOAN MOVEMENTS
INTEREST

TAX

NCY POST TAX CASHFLOW

{CAPITAL VALUE OF CASHFLOWS

Oiscount rate

20%

USsm
1891

68 e
22
o

87?
4
"o
a2
g
403

30
1221
oo
1221
[
o7

520

Present value .actor 09129
Present vaiue 14
Total present value 50
jiIngicated value of equity soi

N AT
)

USSm
1992

99
43
(7

0
%0
‘05
-6 8

177

0 72607

JSsm
1992

aja
45
are

102
67
20
ELN¢)
[+X¢)
90
1

100 5

{12 6)
160
13
24

03

06339

usSsm
1994

ez s
45
921

1ud 4

(123
160
2
01

0 5283

uSsm
1999

ars
493
82 0

34
48
193
62

880

56

FAN-)
02

02
T

03

97 4

0 4402

(4)

LUSsm

1896

821

96 6

S0

70
14 6
oo
14 6
-1
o7

a7

150

BR]
41

e

58
0 3669

uSsm

1997

K

976

kFX:]
45
191
47

64 7
42
14
46
02
102
[

[¢}8]

738

237

18
61

110

- 3]
0 3087

usSsm
1988

831
493
876

5
18
e
109

109
BN}
[ ]

737
239
-50
-1 4

109

75
0 2348

ussm
1999

83
4%
978

324
45
189
4

8395

44
L]
38
102
oo
102
AR
00

126

2%0
50
o
‘b9

L]
02123

Stm
2000

831
45
87 6

a1
L]
189
41

633

$a

38
11
00
ARIN|
IR
o0

733

5
01769

ussm

200}

21

24 ]

AN
49
189
41

830

105
01474

usSsm
2002

031
48
078

24 8
54
04

ml

15
01220

UsSsm
2003

031
4%
976

N6
[}
189
a1

627

54
Js
)
(]
L]
LX)
08
267
04

19

180

125
01024

APPENDIX

Perpetuity

90
129
01024
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SUGAR PRICES
___ 1992 1993 1994 1995 _ 1996 1997 1998 1999 2000 2001 2002 2003
USS$ron USS$AMon USSHon USS$fton USSAon USSMon USSAon USS$Mon USSton USS$ton USSAon  US$Aon  US $Aon
£/Ton £:USS
EC quota 3N 1.7 566 552 538 525 512 512 512 512 512 512 512 512 512
US quota 482 482 482 482 482 482 482 482 482 482 482 482 482
Domeastic-raw 335 335 335 335 335 335 335 335 335 335 33s 338 335
Domaestic-white 395 395 395 395 395 395 395 395 3985 395 395 395 395
Caricon-raw 347 347 347 347 347 347 347 347 347 347 347 347 347
Caricon-white 46 416 416 416 416 416 416 4116 416 416 416 416 416
Wodd market 290 290 290 290 290 290 290 290 290 290 290 290 290
SUGAR SALE S(tons)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
tons’000 tons'000 tons’000  tons’'000  tons’000  tons'000  tons'000  tons’000  tons’'000  tons'000  tons’'00C  tons’000  tons'000
EC quota 152 164 164 164 164 164 164 164 164 164 164 184 164
US quota 15 15 15 15 15 15 15 15 15 15 15 18
Domeastic-raw S 21 34 35 35 35 35 35 35 35 35 35
Domastic-white 4 4 4 4 4 4 4 4 4 4
Caricon-raw 10 10 10 10 10 10 10 10
Caricon-white 4 6 6 6 6 6 6 [] 6
Would market 5 9 9 9 9 9 9 9
152 184 200 217 222 239 243 243 243 243 243 T 243 243
SUGAR SALE S{revenues)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
$'m $'m $'m $'m $'m Sm___§m__$m__ §m __ $m $m_ $m__ §m
EC quota 86.0 905 883 86.0 839 83.9 839 839 83.9 83.9 839 83.9 83.9
US quota 00 72 7.2 7.2 7.2 7.2 72 7.2 7.2 7.2 7.2 7.2 7.2
Domestic-raw 0.0 1.7 7.0 11.4 11.7 1.7 1.7 11.7 1.7 11.7 11.7 117 1.7
Domestic-white 0.0 0.0 00 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6
Cancon-raw 0.0 0.0 0.0 0.0 0.0 3.5 3.5 3.5 3.5 3.5 3.5 35 3.5
Carncon-white 0.0 0.0 0.0 0.0 1.7 2.5 25 25 25 2.5 25 25 2.5
World market 0.0 0.0 0.0 0.0 0.0 1.5 26 26 2.6 2.6 2.6 26 2.6
Sugaer levy 200% (1720 (195  (19.) (187  (186)  (19.7)  (198)  (19.9) (19.9) {(19.9) (19.9) (19.9) (19.9)
.. 688 799 834 876 875 921 93.1 93.1 931 93.1 93.1 93.1 93.1
\ * -
- . Y - -
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GUYSUCO APPENDIX 7
VALUATION REPORT - 31 DECEMBER 1991
SENSITIVITY ANALYSIS
List of sensitivity analyses:
Indicated value
of equity
US$m
Base case position from Appendix 6.1 36
7.1 Reduction in EC Quota of 30,000 tons and closure of Uitviugt 34
7.2  EC price decreases al 5% per annum over the period to 1995 26
7.3 EC pnce remains constant over period to 1995 45
7.4  EC price increases at 5% per annum over the period to 1995 65
75  US$:UKE exchange rate falls to 1.60 from 1.70 28
76  Sugar levy at 10% 55
7.7  Capital expenditure on factories restricted to US$ 5 million per annum to 1996 57
7.8  Capital expenditure as per Booker Tale Investment Plan 13
7.9  Taxation rate held at 45% 29
7.10 Capital allowances changed to 100% initial allowances 45
7.11  Capitai allowances changed to 40% initial and 20% annual allowances for
agricultural and factory expenditure 42
7.12 Level of World Bank lending restricted to amounts directly needed by the business 30
7.13 Tax holiday scenaric - five year holiday 100
7.14 Tax holiday scenario - len year holiday 119
7.15 DB loan to bear interest as a real rate of 5% 33
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/GUYSUCO : PROJECTED CASH FLOW ] |

APPENDIX 7 i
USsm uSsm uUsSsm ussm ussm USsm UsSsm UsSsm USSm uSsm usSsm USsm USsm
1991 1992 1983 1984 1995 1998 1997 1998 1999 2000 2001 2002 2003 |
CASH INFLOWS '
Sugar sales LN ] 787 804 779 778 786 829 828 829 829 82 & 829 829
Molasses sales 22 a3 45 45 a5 a3 4s 45 as as a5 [ 45 .
70 82 84 9 82 4 824 84 1 ar 4 874 a7 4 874 87 4 87 4 a7 4 [
CASH QUTFLOWS
- Operating costs
Agnculture 187 246 298 34 9 3a1 a7 ze 327 Jd2 4 321 ERN:] AN ) ne
Inteastiuctute A4 40 44 48 48 45 48 45 45 a5 L] 49 45
Factory & transportto DST "o 158 183 206 193 181 191 80 1089 LR 18 9 189 10 9
Estate suppon & admin a2 $3 58 62 62 85 47 4 4 4 41 4 a4
Head office & cential serv 3o 4 3% 36 36 ER ) 36 36 36 Jé Jé 26 Je .
- - 403 s28 ér8 701 68 0 675 64 7 638 635 632 630 827 827 '
Capnal expenditure
Agnculture 68 1158 102 58 58 50 42 5 44 54 47 54 54
- - Inttasteucture 22 63 67 61 2e 28 14 Ve 10 19 '8 Ve 00
Factowy & transport ta DST 30 97 220 231 2180 70 46 e 38 Je ae 8 Je8
121 275 390 50 02 1486 102 109 102 111 1095 112 93
Contingency on capex ou 00 oo 00 oo 00 oo o0 Do 00 oo o0 oo
12 275 390 350 3o 2 146 102 109 102 111 105 112 82
FOREIGN EXCH -1 1 S B ‘11 B B 1 11 B 1 1 1
WORKING CAPITAL [ ER) o9 [N 03 o7 o1 01 oo oo o0 00 00
LESS UITVLUGT COSTS . -8 ‘14 T4 ‘T4 ‘74 74 74 T4 74 T4
TOTAL C&«SH OUT 520 843 1005 1006 900 T4 2 66 4 6823 652 L LN 84 9 65 4 635 f
) 1
NET CASH FLOW 191 (3 1) 115 6) 118 2) {7 6) o8 209 21 222 215 25 220 239
LOAN MOVEMENTS 50 250 160 160 00 %0 50 50 -] 54 54 ‘34 04 .
INTEREST 02 08 R ] 21 21 18 16 -1 4 ] 08 07 04 04 |
TAX 87 37 14 o0 00 ao 00 00 00 0.0 0o 0n o0 -
- .- - . B - o
NEY POST TAX CASHFLOW »El“_' .23 -4 4 a7 93 e i 14 7 19_! 77”415 2 164 _ 162 ?3 1
)
[CAPH’AL VALUE OF CASHFLOWS y
i
Discount rate 30% Peripetuny A
77
59 85 s 89 85 105 1" 128 128
Present vaive factor oarn 0 8747 05190 0 3982 0307 0.2302 01017 0 1308 01078 00827 006836 00409 002370 00378
Present vaiue 14 1" () () {3) 1 3 2 2 1 1 1 1 3
Total present value 34
1
{Indcatea vatusotequity " a4}
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APPENODIX 1.7 .
SENSITIVITY ANALYSIS PAGE 2 '
ASSUMPTIONS
Sugat revenues Enchange rate ot USS 170
No change to quota levels €C pnce aecieases at 2 5% pa over the penodto 1993
Booker Tate EC prices correcied
Praoduchon levels increased (o cutrent 1891-94 torecast levels
20 0% Sugatievy
Moiasses revenues Pnce incieased to world prices rom 1992 (tevenues increased o 34 3 p a)
Agnculural cosls Costs 1n 1992.94 incieasad by 5% to 1sfie<l increased production
factory costy Costs 1n 1992:94 increased by 4% 10 teflect increased produchion \
Capnal expenditute Expenditure reshicted to Q0 00% of agncultute spend as pianned by Booker Tale .
60 00% of infrastruciure spend us planned by Boobker Tale '
@0 00% of lactory spend as planned by Booker Tate after 1996 Spend restncied 1o $5m pa up to then !
Conungency restncted o 0 00% of tota! expendiure .
Loans iDO 1oan no 839 drawn down $3m in 1981 and $7m «n 1992
Woeid Bank loan $50m drawn down evenly dunng 1992-94 and repaird at $5m p a from 1995
- interest \DA ioan at 2% - assuming US inflation of S% equates to real iate of -3%
World Bank 1oan al \0% - assuming US inhation of 5% equates 10 real rate of 5%
Tanation Tax rate of IS
Captal aliowances
Agunculture expenditute - First year allowances of o% Annual aliowances of %%
Inliastruclure expend - Fiurst yeas altowances of 25% Ananual allowances of a%
Factory enpendiute lowances of 2%% Annual allowances of 10%
Tax paid +n yaar ncutted .
Discount rate 30N N .
e - . ; l - . |
{Indicated value of equity 37 ] .
"y
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‘GUYSUCO : PROJECTED CASH FLOW

SENSITIVITY ANALYSIS

ASSUMPTIONS
Sugar revenues

I Molasses revenuss
Agncultural cosls
Faclory costs

Capnal erpendilure

Loans
Interest

Tanaton

Discount 1ate

ilnd-c.loo vaiue of eQuity

Exchange 1ale of USS 17T
No change to quota levels
Booher Tate EC prces correcied
Proguction lavels Increased 1o current 1991.94 forecast levels

20 0% Sugarlevy

Price increaned lo worid pnces from 1992 (revenues increasedto 34 5p a)
Costs in 1992-04 increased by 3% to rellect increased produclion

Cosls in 1982-94 increased by 4% 10 ieflect increased production

Enpendilure testicted 10

EC price decreases a1 2 5% pa uver the penaodto 1995

80 00% of agncuiture spend as planned by Booker Tate
80 00% of infrastructure spend as planned by Booder Tate

80 00% of faciory spend as planned by Booker Taw:

Conungency restncled 1o

108 loan no 819 diawn down $5m sn 1891 and $7m 1n 1992
World Bank loan restinctad 1o amounts needed on basis of 80% geanng

108 loan at 2% - assuming US inHiation of S% equales to real rate ol 3%

0 00% of total expenditure

Woild Banhk [oan at 10% - assuming US inflalion of 5% equales 10 real tate of 3%

Tan rale of A5%

Capital allowances
Agriculture expendituie - First year allowances of
Infrastiuclure expendilute < Fust yeat aliowances of
Factory expendituse - Fust yesr allowances of

Tan pai10n yeat incutred
0%

~30 ']

0% Annual allowances of

25% Annual allowances of
25% Annual allowances of

25%

10%

APPENDIX
PAGE 2
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:GUYSUCO : PROJECTED CASH FLOW

APPENDIX 712
(CAPITAL AND INTEREST PAGE 3
Loan t - D8
Loan advance S ?
Loan repay ment X ] 04 04 J4 04
Interest rate -3 00% S 12 2 2 12 12 12 12 12 e "we 08 104 0
ntetast chatQe -02 04 04 Qe 04 04 04 04 04 ) ) 03 ‘0 03
Loan 2 - World Bank
Loan advance 0 9 0 [}
Loan tepayment 4] 1 1 1 1 ' 1 1
Interes! 1ate 3 00% o 13 LK) 13 123 12 AR 10 1] a ? 6 6 [}
interes! charge 00 07 o7 0? o7 o6 [ X] 0s 095 Ca 04 0 (U] 02
€ quity
Advance 8
Repayment
Interest rate 0 00% L] 8 L] L] L] ] L} 8 L] 8 ] 1] ] 4
interest ChaiQe ] ] 0 [} o 0 ] 0 [} [} ] 0 [} 0
Total advances 123 20 4] ] 4] [ 0 [} ] ] 0 [} 0 0
' Tote) tepayments 1] [+] 1] 0 o 1 1 1 ] 14 14 14 04 04
: Total snterest Charge -02 03 03 ) 03 02 02 01 01 R 00 00 00
(TAX 2
Operating cashibo: 307 ne 262 220 240 %2 e 37 40 342 48 40 e 8 1]
inlerest 02 03 03 03 03 w02 01 X 01 o0 oo oo 0o
09 AR i ] FAR N 27 327 e 339 242 46 49 da 8 0o
Capas aliowances
Inta) alliowances
Agrculure 00% 00 00 00 00 o0 00 oo uo 00 00 00 00 6o 00
Inhastrucivie 25 0% X ] 18 17 1.5 o7 o7 03 093 08 0% 05 05 00 oc
Factory A transpont €3 0% os 24 55 S8 Se 18 1M 10 1.0 10 10 10 10 00
Annye! alowances
Agnc uRure (0 COSY
Opening balances 50 [ 3] 153 191 187 183 174 182 160 193 159 152 159 187
Expendrure (net ctlA's) [ X ) "3 102 LY ) 36 S0 42 51 44 54 47 S4 sS4 00
Alowances 23 0% e N sae 82 61 LX) 5.4 S 31 52 31 s2 32 3¢
Closng balance 3 [ 3] 152 191 187 183 174 18.2 180 18.3 155 152 159 197 1"e
inbastructvre
Opanind batances 30 42 a3 129 158 162 167 1683 163 AL R 184 104 184 151
€Expendaure (nat of IA's) A\ 4 4.7 $0 48 21 20 10 1.4 1.4 Ve 14 1.4 [X:] 00
ANowances 8 0% o4 o7 L) 3 14 13 14 1.4 14 14 14 1.4 13 12
Cloning balance 3 42 [ ) 123 138 182 67 6.3 16.3 184 16 4 10.4 18.4 151 139
Factory & transport
Opening balances W00 1" L] w7 213 828 322 301 a7 LIRS 4993 418 402 e
Enpandtuie (net of IA’'e) 23 73 188 173 133 93 34 29 29 2¢ 20 29 2¢ 00
Alowances 10 0% 12 18 33 a? 39 56 LY ] 83 5.1 48 48 43 43 3¢
Closing balance 10 m 185 w7 423 528 523 801 a7 4593 Qs ate 40.2 kLY kIR ]
{Total asowances 1] 59 18 179 198 193 BEE) 138 13.3 13,0 129 126 125 18 90
Tazable proMs 230 198 79 21 42 AR R 188 204 209 21 4 220 24 2 90

e — e -
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GUYSUCO : PROJECTED CASH FLOW 1

APPENDIX 112
ICAPITAL AND INTEREST [} PAGE 3
Loan 1 - 108
Loan advance L 7
Loan repayment o4 04 04 LX) X ]
Interest rate - 00% S 12 12 12 2 12 2 12 12 16 12 o8 104 10
interest chaige 02 04 04 ‘04 04 ‘04 04 04 ‘04 ‘03 03 0 03 03
Loan 2 - Worid Banh
Loan advance 4] LR 0 0
Loan repayment [} 1 1 t 1 1 1 1
interest rete 3 00N [+] 13 12 0 123 12 " 10 9 ] ? 6 [} 6
ineresl charge 00 o7 o7 07 a? 086 o6 0% () D4 04 03 03 0
Equny
Advance L]
Rapayment
Interest rate 0 00% L] 8 ] L] L} L] L] ] ] [} L] L] 8 L]
interest charge 1] ] 0 0 0 0 [} 0 ] [} 4] 0 0 0
‘Tolal advances 1 20 0 [+] 4] 4] [} o [¢] 0 0 ] 0 [}
|Tora) tepayments [ o 0 0 1} \ 1 \ 1 14 14 14 04 0 4]
[Ioulunuvnlchug. -0 2 03 02 U3 03 02 02 01 01 01 00 00 00 00
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1
\GUYSUCO : PROJECTED CASH FLOW |
uUsSsm uSsm usSsm USSm USSm usSsm ussm usSsm usSsm
1991 1992 1993 1994 1993 1998 1997 1998 1999
CASH INFLOWS
Sugar 60 MW 1028 108 2 1081 921 831 931 831
Molastes sales 22 .45 45 45 45 48 a5 45 45
w2 1039 1070 e’ 1108 96 6 e7e 87 e 9786
CASH OUTFLOWS
Onereling costs
Agnculture a7 246 298 a9 M 4?7 28 32? 324
Intrastiucture Ja 40 a4 .8 48 LE-] 495 495 45
Factory & iranspon to DS "o 158 183 206 192 191 01 29 108
Estate suppon & admin a2 53 Se 82 682 5% a7 41 4
readc oftice & contral serv 30 de R d86 8 36 36 36 6
402 s2e [N | 701 68 0 67 % 647 68 635
Capaal eapenditure
Agncutture 68 L1 W2 58 56 50 4? 5 a4
intiastiucturn e 63 67 81 28 26 14 19 19
Factory & tranapon o DS 30 9?2 220 231 ' 8 70 46 e s
12y 275 a9 0 o 302 146 102 109 102
Contingency on capes o0 0o 00 00 Qo 00 00 [+ N4) oo
12 2rs 390 350 02 146 102 10 8 102
§F ORE:GN £ XCH (IR [ 1 B 1 1 B Vi [
WORKING CAPITAL o7 L] os o4 03 o7 0 0 00
TOTAL CASH OUT 320 842 100 % 104 & 97 e a1 7 738 737 128
NET CASH FLOW 383 196 6% 83 22 150 237 2)se 2%¢C
LOAN MOVEMENTS S0 2%0 180 160 oo 50 50 B0 ‘30
INTERESY o2 09 ‘12 2 20 A9 18 14 B
TAX [+ 3] [+ ] 00 oo 00 41 -8 68 69
NET POST TAX CASHFLOW e K 212 202 na 39 1o 109 "ne
'CAPITAL VALUE OF CASHFLOWS ]
Owscount rate 0%
$5 68 s 85
Prevent value tactor o8 08747 0 %190 03902 03071 02362 01817 01398 0107%
Prasent value 36 o " ] 3 1 2 2 1
Total present value 100
(Indhcated vaive of equily 100 )

usSs$m
2000

83

876

2

a8
4
36
633

S4

Je
1
00
1"
BN
00

133

L B
0 o827

uUS$m

2001

2831

978

2N ]
45
189
4

630

1093
0 06838

APPENDIX

USSm USEm
2002 2001
L L ¥
4% 45
876 ' 2X ]
e kAN 1
45 49
109 180
4 a
6 36
627 627
54 54
19 [X]
Js 3e
12 93
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ASSUMPYIONS
Sugar revenuves

Molasses revenues
Agncultural costs
Faclory costs

Capnal erpenchture

Loans
Interast

Tazaton

Diiscount rate

[lndicated value of equity

Exchange rate of USS

No change 10 quota levels

Booket Tate EC ps correcled

Production levels incisased 1o curient 1991-94 torecast levels
0 0% Sugarievy ftor 3 years than 20%

"7 0
EC pnce decreases at 2 5% pa over the perod to 1998

Puce increased to world pnces from 1992 (revenues increasedto $4 5 p a)
Costs in 1992-94 increased by S% (o retiect increased produchion

Casts in 1992-04 1nCreased by 4% to rellect incieased produclion
Eapondiure reslicted to 80 00% of agncultute spend as planned by Booker Tate
80 00% of intrasiruciure spend as planned by Booker Tate
80 00% of factory spend as planned by Boohker Tate
Contingency testticled to 0 00% of taval expenditute

1D8 1oan AC 639 drawn down $3m 1n 1991 and $7m 'n 1992

Word Bank loan $50m drawn down evenly dunng 1992 94 and repasd at $5m p a from 189%

108 10an a1 2% - essuming LS inflation ol 5% equates 10 real rate of 3%
World Banhk 1oan at 10% - assuming US intiation of 5% equates to real rate of 3%

Tax rate of

Capual aliowances
Agrculture expenditure
Intrastructure sapendiure
Faclory expenditure

Tax paid in yeat incuried

0% tor S years then 35

- Fist yeat allowances ot 0%
-Fusty allowances ot 25%
- Fust year altlowances ot 25%

Annual a iowances of
Annual allowances of
Annual allowances of

30N

wo 0
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