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Explanatory notes

The monetary unit in the United Republic of Tanzania is the shilling
‘TSh). Unless otherwise indicated, the exchange rate used in the present
report is that of 15 June 1984, when the value of the shilling in relation to
the United States dollar was $US 1 = TSh 17.50.

A full stop (.) is used to indicate decimals, and a comma (,) to
distinguish thousands and million

A dash (-) in tsebles indicates that the amount i3 nil or negligible and
parentheses ( ) around figures indicate a negative amount.

Besides the common abbreviati-ns, symbols and terms, the following have
heen used in this report:

Economic and technical abbreviations

c.1.f. cost, iusurance and freight

f.o.b. free on board

COMFAR Computer Modei for Feasibility Analysis and Reporting
CPM critical path method

PUR polyurethan

PVC poly-vinyl-chlorid

R and D research and development

Acronyms of United Nations organizations, companies and institutions

. BORA Trade mark used by the Tanzania Shoe Company Ltd. and name of
the trading company
EEC European Economic Community
FAO Focd and Agriculture Organization of the United Nations
IDA Interrational Development Associaticn
MCM Morogoro Canvas Mill (Tenzania)
MLB Morogoro Leatherboards (Tanzania)
MOT Mcrogoro Tanneries (Tanzenia)
MSC Morcgoro Shoe Company (Tanzania)
MWT Mwanza Tanneries (Tanzania)
NDC National Dev- opment Corporation (Tanzania)
S1DO Small Industries Development Organization (Tanzania)
THS Tanzania Hides s1d Skins
TILT Tanzania Tnstitute of Leather Technology
TLAI Tanzania Leather Associated Indurtries
TSC Tanzania Shoe Company Ltd.
TTL Tanzania Tanners Ltd.
UNIDO United Mations Induttrial Development Organization

Mention of firm names and commercial products does not imply endorsement
by the United Nations Industrial Derelopment Organization (UNIDO) .




ABSTRACT

The Government of the United Republic of Tanzania requested assistance
from the United Nations Industrial Development Organization (UNIDO) in
selecting a suitable foreign partner for further co-operation a.d in preparing
a plan of action to increase the capacity utilization of the Morogoro Shoe
Company (MSC). After having discussed the details of the proposed project
with the Ministry of Industry, the Tanzania Leather Associated Industries
(TLAI) and the sponsoring International Development Association (IDA), it wes
decided that a comprehensive study should be made which would deal with all
the aspects of the rehabilitarvion of the leather, footwear and leather-
products industry in the United Republic of Tanzania, with special reference
to the financial viability of the recommendations.

The agreement between the United Republic cf Tanzania and UNIDO was
signed on 10 April 1984 and implementation of the project "Rehabilitation of
the leather, footwear and leather-products industry" (BR/URT/84/001) starcted
immediately. According to the terms of reference, the objectives of the
present project were to design an integrated master plan for the rehabilita-
tion of the entire leather, footwear and leather-products sector of the United
Republic of Tanzania to be presented to the Government and IDA. The
international team was composed of five experts in different fields of
specialization.

The report summarizes the experts' findings with regard to the current
status of the Tanzanian leithe: and leather-products industries, paying
special attention to the constraints and possible ways of improving the
performance of existing manufacturving units. The rehabilitation objectives
are determined and a master plan for rehabilitation is presented, whereas the
actions to be taken are arranged in a netplan and the economic aspects (both
costs of rehabilitation and the expected benefits in financial terms) are
discussed in detail. A complete financial and economic analysis of the
rehabilitation of the MSC is included.

Based on th2 techno-economic analysis of the performance and possible
improvements in the Tanzanian leather and leather-products industries it is
recommended to rehabilitate the whole sector by involving international
expertise and a well-reputed manufacturing company from an industrialized
country. All future actions have to concentrate on the upgrading of the
existing production units, the introduction of new management methods and the
tcaining of local labour. It is further recommended that the foreign partner
should have controlling power over the MSC; at the same time the Government of
the United Repubiic of Tanzania shou.d offer export incentives.
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INTRODUCTION

The large livestock population of the UJaited Republic of Tanzania
constitutes a suitable base for the development of the leather and
leather-products industry of the country. The Government has realized the
potential importance of this raw material ressurce and has made considerable
efforts to develop the leather and leather-prcducts industry subsector.
during the last 15 years, three mechanized tanneries, a large footwear
factory, a medium-sized leather-goods plant and a training and research
institute have been installed. One leather-board plant is under construc-
tion. The International Devclopment Association (IDA) has provided long-tera
loans for investment, the Food ard Agriculture Organization of the United
Nations (FAO) and the United Nations Industrial Development Organization
(UNIDO) have executed projects to assist in the technical develcpment of the
leather sector. However, the performance of this sector is far below the
expected level. This report summerizes the constraints limiting the
utilization of the existing capacities, analyses the financial and economic
viability of the leather sector in the United Republi: of Tanzania under the
present conditions and recommends a master plan for its rehabilitation.

The United Republic of Tanzania has one of the largest cattl: populations
in Africa, but the actual collection of available raw hides is only about 56
per cent. The off-take rate, the quality of handling and the export prices of
raw hides and skins are below the African average and much below the world
average while the livestock growth rate is higher than that of most other
countries. There is an installed capacity of 3.1 million mz/year for soft
leather procassing for semi-processed and finished leathers but its utiliza-
tion is less than 50 per cent and showed a declining trend over the past five
years. The main difficulties are the shortage of foreign exchange required
for imports, chemicals and spare parts, lack of appropriate know-how in
technology, marketing andi management.

There are two large and several small footwear manufacturing units; the
former - especiallv the Morogoro Shoe Company (MSC) - are well equipped. The
shoe industry subsector has not been able to produce either the quantities or
the quality forecasted in the feasibility studies made for the investment
preparation. Some reasons for this are of external origin (incorrect estimates
of export market potentials, oversized plant capacities, difficulties in
cbtaining basic materials through .mports). At the same time there are
limiting factors within the shce industry leading to the present situation
which could have been improved if the necessary know-how and experience had
been available.

The United Republic of Tanzania faces increasing difficulties which are
related to the industrial infrastructure (e.g. energy supply, transport
etc.). Nevertheless, the Morogoro Industrial Estate, where leather and
leather-board processing, canvas, footwear and leather-goods manufacturing
units are concentrated seems to be well organized.

Tne demand for leather products in the United Republic of Tanzania
exceeds the supply, and the retail prices are very high because of short
supplies. The shoe export market is highly competitive today asking for good
quaiity, reliable deliveries and a moderate pricing system. The economic
system in the United Republic of Tanzania does not provide incentives to local
manufacturers to produce for export even though the country is desperately
gshort of foreign exchange.




UNIDO has assisted in overcoming the existing difficulties since 1979,
The large-scale project DP/URT/78/010 was to assist the local leather and
footwear industry, controlled by the Tanzania Leather Associated Industries
(TLAT), a parastatal organization under the Ministry of Industry. The project
activities carried out by seven international experts were aiming at improving
the technolcgical processes and the quality of products, marketing, mainte-
nance and production control. The project US/URT/79/240 provided the Tanzania
Institute of Leather Technology (TILT) with all the necessary equipment and
training plans, while the projects RP/URT/82/005 and SI/URT/82/802 did
comprehensive preparatory work for the starting-up of the operation of the
Institute. An extensive training and fellowship programme was carried out
partly under the above-mentioned projects and partly under the project
US/INT/81/087. Two other UNIDO projects were also connected with the leather
and leather products subsector: the project SI/URT/77/806 assessed the
possibilities for leatherboard manufacturing and the project IW/URT/82/001
assisted in the establishment of a rural leather goods unit.

UNIDO fielded an evaluation mission through the project UC/URT/84/062 in
October 1984 in order to assess the results of previous assiscancrs, with
special reference to outputs from US/URT/79/240. Although the mission
concentrated on future assistance to TILT, it looked also into the
rehabilitation programme and recommended to implement it, using TILT as a
potential institution rendering local extention services.

One of the most critical problem areas is the MSC located in the Morogoro
Industrial Estate, besides the Morogoro Tanneries (MOT), the Mcrogoro Canvas
Mill (MCM), the leather goods factory and the leatherboard manufsacturing
unit. After the installation of the MSC plant in 1981, it was anticipated
that the company would utilize its full capacity, i.e. 3.8 million pairs/year,
and export 80 per cent of its production to industrialized countries. Since
the operating results were far from satisfactory, a8 survey of the footwear
production and management methods was carcied out by the UNIDO project
ST/URT/82/902. The final report submitted to the Government of the United
Republic of Tanzania in January 1983 recommended to seek a collaboration with
a suitable foreign company being in a position Lo provide the MSC with the
documentation needed on product range, technological and management know-how,
labour training and marketing assistance.

The Government of the United Republic of Tanzania requested assistance
from UNIDO in selecting a suitable foreign partner for further co-operation
and in preparing a plan of action to increase the capacity utilizatior of the
MSC. After having discussed the details of the proposed project with the
Ministry of Industry, TLAI and the sponsoring IDA, it was decided that a
comprehensive study should be made which would deal with all the aspects of
the rehabilitation of the leether, footwear and leather-products industry in
the Unit.d Republic of Tanzania, with special reference to the financial
viability of the recommendations.

The a2reement between the United Republic of Tanzania and UNIDO was
signed on 10 April 1984 and implementation of the project "Rehabilitation of
the leather, tootwear and leather-products industcy” (BR URT/84/001) started
immediately. A-cording to the terms of reference, the ubjectives or the
present project were to design an integrated master plan for the rehabilita-
tion of the entire leather, footwear and leather-products sector of tne United
Republic of Tenzania to be presented to the Government and IDA. The
international team was composed of five experts in various fields who were
backstopped by two officers working at UNIDO headquarters (a list of the
project personnel is given in annzx 1). Each expert prepared his technical




report and submitted tne same to UNIDC. After clearance the reports were
submitted to the Government and served as a basis for the present report.
Annex II contains summaries of the individual expert reports.

The total project budget amounted to $US 154,132. Most of this amount
was used in 1984 and only a minor share will be utilized in early 1985 to
cover the costs for the chief technical adviser (CTA), who stayed in the field
in order to assist the Govecnment, through TLAL, in preparing the plan of
action for rehabilitation.

The most important rehabilitation objectives are:

(a) To improve the quality of locally processed leather;
(b) To produce footwear for the local population;

(¢) To enter the international leather products market;
(d) To improve the management methods;

(e) To obtain appropriate technical know-how through co-operation and
training;

(f) To make appropriate arrangements with the government authorities to
provide the necessary economic conditions.

The high-level objectives are to utilize the existing capacities, to
develop human resources and to increase the value added of manufactured -
products as well as the foreign exchange earnings of the country.

The financial analysis (annex III) shows that the rehabilitation of the
MSC could be extremely profitable yielding 1 financial rate of return after
tax of around 50 per cent. The eccnomic analysis, however, indicates a small
negative ecoaomic rate of return. The financial analyst prepared theoretical
calculations wnich indicated the foregoing pcint. If the rate of exchange of
TSh 30.6 = $US 1 is applied, the economic rate of return becomes 15.8 per cent
which would already be reasonable. The proposed rehabilitation offers
216 per cent of added value for the domestic materials used - this implies a
very high rate of effective protection up to 620 per cent reflecting the
effects of the Tanzanian tariff and tax system. The domestic resourtes used,
at market prices, amount to TSh 487 million, giving a project rate of exchange
of TSh 26.2 to $US 1.

A more comprehensive financial and economic analysis of the MSC
rehabilitation programme was carried out using the COMFAR system developed by
JNIDO (see annex IV). While the financial analysis resulted in an internal
rate of ceturn of 62.7 per cent, the economic internal rate of =eturn was only
C S per cent. The sensiti ity analysis showed that an increase of iabour
costs by 40 per cent (i.e. —creasing the productivity accordingly) would
decrease the economic inter rate of retuuvn only by 0.8 per cent. All in
all, the rehabilitation project of MSC is fairly dependent on the exchange
rate of the Tanzanian shilling.

A plan cf actions to be taken is included in the report. According to
the netplan made by _Lhe CPM technique, there would be a preproduction period
of 47 week3 for the MSC. The starting-up time would be five years with a
gradual increase of the production and exports in the third year of a
continuous operation.




The cost of rehabilitation would have the following components:

(a) Additional investments in the tanneries and MSC of $US 4.5 million
plus TSh 18 million (equipment and spares);

(b) Rehabilitation expenses in the tanning and leather-products industry
of $US 7.2 million plus TSh 39 million (to replenish stocks, for hides and
1 n

(c) Foreign exchange requirement over the first five years of operation

of tanneries and MSC of $US 29.5 million.

The complete financial analysis of the MSC rehabilitation and a detailed
schedule of implementation are given in annexes III and V.
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RECOMMENDATIONS

The master plan for the rehabilitation consists of various actions and
decisions to be taken.

with regard to raw hides and skins improvement, it is recommended:

1. To introduce a more realistic and flexible pricing system, to
strengthen the collection network and to reconsider the magnitude of the
margin made by the Tanzania Hides and Skins (THS) on raw hides and skins.

With respect to leather processing it is suggested:

2. To design a comprehensive production programme which would yield
vearly about one million m? of semi-processed and two million m? of
finished soft leather. 1In this case approximately $US 9 million might be
earned through leather exports.

3. To increase the finishing capacities of the tanneries, for which an
investment of $US 3.4 million is required, plus TSh 18 million for local
construction works.

4. To organize a fellowship programme which would provide training and
study tours abroad and on-the-job training for approximately 600 local workers
during the next ten years.

As far as the shoe industry of the United Republic ol Tanzania is
concerned,- it is recommended:

S. To introduce some specialization of the manufacturing plants as well
as to organize cost/profit centres in tha MSC.

6. To implement the production programme suggested for the MSC
consisting of 3.5 million pairs of footwear plus some shoe components for
sale, the share of export being 23 per cent.

7. To sign a management and/or production co-operation contract with a
foreign partner who has experience in running large-scale shoe manufacturing
plants.

8. To implement an urgcent overhauling and conservation project in the
MSC as soon as possible.

9. To sell the surplus equipment and to secure funds for some additional
equipment which is needed to improve the existing plant.

10. To pay special attention to markating possibilities abroad
(especially in neighbouring countries) and to local requirements such as last
constructions, size and fit ranges.

The following organizational and economic conditions need to be provided
for the rehabilitation:

11. 1In order to simplify administrative procedures, the merging of the
THS and the TLAI should be considered, and at the same time a centralized
administration for impart and export handling (similar to foreign trad.
companies in other countries) should be set up in the TLAI.




12 Physical inventories should be made in the subsidiary companies of
TLATI and the balance sheets should be corrected accordingly.

13. The missing working capital should be supplied by the Government.

la. A specialized footwear and leather-goods trading company should be
created.

15. One of the¢ most important prerequisites for the successful operatior
of the subsector would be a proper export policy. An export incentive system
should be introduced and 50 per cent of the expert earnings credited to the
manufacturer who may use it to import required materials and spare parts.

16. The TILT should play a key role in this rehabilitation programme by
providing the research and development (R and D) services, training and
quality control for the whole sector.

"




THE LEATHER AND LEATHER-PRODUCTS INDUSTRY SUBSECTOR
IN THE UNITED REPUBLIC OF TANZANIA

A. The availability of raw materials

According to the most recent FAO statistics (1982), the livestock
population of the United Republic of Tanzania is estimated to be 13.2 million
cattle, 5.9 million goats and 3.9 million sheep. The bovine population
represents 9.4 per cent of the total African cattle herd and it is one of the
largest population in Africa. The yearly growth rate cf the bovine pcpulation
in the United Republic of Tanzania is approximately 2 per cent - the same
world parameter is only 0.9 per cent.

The raw hides and skins trade, controlled by the THS, is reflected in
table 1.

Table 1. Raw hides and skins trade

Production, 1982 Actual collection, Export, 1982
Type of hide Thousand Thousand average 1973-1982 Thousand Thousand
or skin pieces kz (percentage) kg $ue
Bovine 1 400 13 500 56.0 7 300 6 400
Sheep and lamb 300 600 30.7 300 900
Goat and kid 1 500 800 35.7 100 300

The yearly growth rate of the raw hides production (2.2 per cent) is very
similar to the livestock population growth rate. Tre off-take rate in the
United Republic of Tanzania is below the African rate and is about half of the
world average. The quality of raw hides and skins is rather low.mainly
because of the climate, poor husbandry and inappropciate sxinning and flaying
methods. Although the FAO prcject TCP/URT/005, ongoing since 1981, increased
the quality of raw hides and skins supplied by introducing sailting in
slaughter houses, further efforts would be required, especially in rural areas.

The reascns for the low recovery of hides and skins for industrial
processing are the poorly organized collection network, low orices, unrecorded
trade witl. the neighbouring countries and the lack of an appropriate
infrastructure. The agency commission for collecting raw hides and skins is
15-25 per cent on prices paid to farmers which corresponds to 10-12 per cent
of the prices paid by the tanneries for the materials. The THS markup is
26-61 per cent depending on the grade.

The total revenue of the country from the direct export of raw hides arnd
sking was $US 7.6 million in 1982. The export in both volume and value terms
{if .he inflation is taken into a:zcount) has been stagnating during the last
two decades. The average export price for Tanzanian cattle hides is
$US 0.88/kg which is about the same as the average price in all developing
countries but some 27 per cent less than the average world export price
($US 1.21/kg) .




B. The leather indusiry sector

The first tannery in the country, the Tanzania Tanners Limited (TTL)
started its production at Moshi in 1969. In the course of time, two more
tanneries were established: the Mwanza Tannecies (MWT) in 1977 and the
Morogoro Tanneries (MOT) in 1978. Today all these leather-manufacturing units
are controlled by the TLAI. There are two small private tanning units
operating in Himo and Rombo producing mainly vegetable-tanned leather for
small shoe and leather-grnads manufacturers. Finally, the Tanzania Taxidermist
runs a small tanning operation for game skins. In order to utilize the wastes
from both tanneries and leather-products manufacturing units it has been
decided to establish the Morogecro Leather Board Factory (MLB) which is now
under constructicn and will operate as a TLAI subsidiary company.

The production of semi-processed (wet-blue and crust) and finished
leather increased fairly rapidly over the past twenty years in the United
Republic of Tanzania. The output of bovine leather was tripled and the
production of sheep and goat skins was four times as much in 1982 than in the
early sixties. Nevertheless, the performance of the local leather indust.y
subsector is rather poor as can be seen from the latest trend of production
figures and capacity utilization given in table 2.

Table 2. <Capacity utilization in Tanzanian tanneries

Installed capacity Actual pro- Average
Soft leather, duction of capacity util-
finished and Heavy leather, soft leather ization, 1979-
semi-pracessed vegetable-tanned (thousard m?) 1982
Tannery (thousand mz/year) (thousand kg/year) 1979 1982 (percentage)
Moshi 1 000 ' - 833 477 68.9
Mwanza 7C0 340 3¢7 136 30.9
Motogoro 770 - 286 385 45.9
Total TLAT 2 470 346 1 426 998 48.5

The nverall capacity utilization of the TLAI tanneries was 54.8 per cent
in 1979 and only 39.1 per cent in 1982 with a steadily declining trend. The
reasons for such a low utilizaiton level are numerous such as shortage in raw
hides and skins supply, lack of spare parts and chemicals due to scarce foreign
exchange earnings, insufficient power supply and not enough suitably trained
staff.

Substantial improvements have been made on the technical and technological
side of the leather sector and, in addition, apprupriate process techuologies
have been introduced during the last five years - mainly as a result of thLe
assistance rendered by UNIDO.

The overall installed capacity of the Tanzanian leather manufacturing
industry is approximately 3.1 million mz/year; the processing, however, is
restricted to 40 per cent at the finished and 60 per cent at the semi-
processed (wet-blue and crust) stage. The available capacity corresponds to
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the availability of raw hides and skins but the constraints as outlined above
limit the actual output. The deteriorating condition of machinery and
equipment will seriously limit the production of the three TLAI tanneries if
no further capital investments are made in the near future.

The United Republic of Tanzania exported 930,000 m? bovine and
355,000 m2 goat and sheep leather for a total of $US 3.2 million in 1982.
The average wet-blue price achieved was $US 4.30/m? for bovine and
$US 7.96/m¢ for skins. It should be noted that the average export price for
bovine leather in all developing countries was $US 9.80/m¢ and in African
courtries $US 8.18/m? (the share of Tanzanian leather in the total African
leather export is around S per cent). These low prices are due to the rather
pocr quality delivered (partly because of the low grade of local raw hides and
skins) and owing to the fact that practically all of the export consists of
semi-processed leather. At present the produced quality of finished leather
does not meet the international market requirements.

C. The leather products industry

The TLAI controls two large shoe factories and a medium-sized leather
goods manufacturing unit. The Tanzania Shoe Company Ltd. (TSC - using the
trade mark "BORA") was initially established by the BATA organization and was
placed under government control in 1967. Until its nationalization, the
company produced only a small amount of military boots and was mainly used as
a warehouse anc iistributior centre. They entered into a2 management agreement
with a Pakistani firm which has been providing general and technical
management personnel until 1983. The installed capacity is approximately
4 million pairs of leather and canvas footwear per year. The actual output
was 3.1 million pairs in 1978 and 1.5 million pairs in 1922 showing again a
steadily declining trend. Besides shoes, the TSC produces bicycle tires and
tubes.

Taking into consideration the export potential of footwear, t'e MSC was
established through an IDA long-term credit loan amounting to $US 23 million.
According to a feasibility study made and the investment implementation
schedule, the productior had to start in 1980 and should have gradually grown
up to 3.8 million pairs of leather and canvas footwear by 1984 - exporting 80
per cent of the output to industrialized countries. The project was executed
by the National Development Corporation (NDC) of Tanzania, then the fizxed
assets were given to the TLAI for further operation. An Italian company, the
supplier of all producticn and auxiliary equipment, was contracted to provide
the production management and staff training (locally and abroad); the
contrac. expired in 1982. The MSC was provided with TSh 90 million as a
working capital upon the installation of the plant. The actual production was
130,000 pairs in 1982 and 159,000 pairs in 1983 while the plan for 1984
forecasts 160,000 pairs of footwear (i.e. 4 per cent of the installed
capacity) .

The acutal stock of materials and spare parts is much less than the
values registered in the books. Most of the equipment has never been used;
nevertheless, all machines need an urgent overhauling and conservation. The
accumulated loss of the MSC accounted for TSh 42 million at the end of 1983
(which represents 46 per cent of the working capital).

There are some small footwear manufacturers in the private sector and
some operating under the Small Industry Development Organization (SIDO).




The total shoe production 1n the United Republic of Tanzania was about
3 miliion pairs in 1982 which has not increased since that time. All
factories have been using leather suppiied by local tanneries but all other
items, including canvas, had to be impcrted.

Leather gocds with ornaments and motives of folk-art origin have for a
long time been traditionally produced in small rural workshops. A mechanized
leather goods manufacturing plant, 2lso under the controcl of TLAI, was put
into operation by an Italian firm in 1982 but its production was started in
the MSC because of difficulties in energy supply. Smaller units were further
set up in the TTL and MOT and a new leather goods uuit is under establishment
by SIDO. Some other private entrepreneurs proauce various leether goods as
well. The quality of the products is far from bring acceptable, mainly owing
to a poor design and worlmanship.

In general, the Tanzanian leather-products industry subsector is fairly
well equipped as to machinery, especially in the MSC. The main pcoblems in
the capacity utilization are:

ta) Irregular supply of leather from the local tanneries,

(b) Shortage of foreign exchange required for the purchase of auxiliary
materials and spare parts;

(¢) Lack of know-how and expertise in managemsnt and technology.
Owing ot the substandard quality of footwear and leather goods

manufactured in the United Republic of Tanzania there was so far no export of
footwear and leather goods.

D. Industrial infrastructure

The United Republic of Tanzania, like the majority of developing
countries, faces increasing difficulties as to the availability of hard
currencies and energy. !sually the Government (through its banking
organizations) controls the foreign exchange inflow and outflow and in many
cases it takes a long time to obtain the import licenses for imported inputs
and spare parts. This, consequently, interrupts the production process and
increases the number of idle machinery requiring repair or maintenance. The
unraeliable electric energy supply has been and still is the other reason for
production stops which last for hours or sometimes (as it has happened
frequently in Mwanza) for weeks.

The water supply for the tanneries seems to be sufficient. The disposal
of effluents his so far not been a serious problem in the country.

Transport has to be considered as another weak infrastructural area in
the United Republic of Tanzania. There i3 not always sufficient fuel
available for motor vehicles and the supply of tires and other components
depends on imports. The rcads are in a rather bad condition whici makes the
inlend transport slow and causes a quick depreciation of vehicles. Owing to
the geographic location of the United Republic of Tanzania, the majority of
imported goods arrive at and the exported goods depart from the Car-es—Sa.aam
harbour. The transport by sea takes at least several weeks. The air freight
may add 10-20 per cent on the prices which would increase the export prices up
to an unacceptable level,.




The Morogoro Industrial FEstate i3 located just ocutside the Morogoro town
providing jobs for the local population. There are the MOT, the MSC and the
leather-goocds factory. The Morogoro Canvas Mill (MCM), as a subsidiary
company of TLAL, was installed in 1983. The project was sponsored by a
long-term loan granted by the European Economic Community (EEC) and the
starting-up and the implementation are supervised by a team of 15 German and
Dutch experts who have the contcrolling power in the factory. The MCM has
already achieved 90 per cent of its one-shift capacity; the second shift is to
be introduced still 1n 1984. The targeted output is 9.5 million m? of
canvas made of local cottecn. With regard to the material inputs the import
dependence rates at 15 per cent.

The MLB is under construction and due to start its operationm in 1985. It
will make use of leather waste materials {rom the TLAI tanneries and shoe
factories. The leather board to be produced there will be utilizied, if of
acceptable quality, for the manufacture of certain footwear and leather-goods
components.

The TILT was established in 1982 to provide the rapidly growing Tanzanian
leather and leather products industry with qualified personnel as well as with
know-how in R and D, quality control and maintenance. The Tanzanian Government
provided the site and buildings in Mwanza, next to the MWT. Very modern
equipment for laboratories, the tanning and leather manufacturing pilot plants
and various training aids have been supplied by a UNIDO project financed from a
special purpose contribution of Ttaly (US/URT/79/240). UNIDO has provided
assistance in supplying the organizational structure, training programmes and
syllabi for the Institute. Another UNIDO project is being actively considered,
and, pending financial approval from a donor country, is scheduled ts start
operating mid-1985. It i3 expected Lo render expert and training services for
the starting-up period and assist in TILT's training and R and D activities.

E. Marketing of leather and leather products

It is estimated that approximately three million pairs of leather and
canvas footwear are marketed in the United Republic of Tanzania per year.
Thus the average yearly per capita shoe consumption is about 0.2 pairs. The
same parameter in industrialized countries is 4.0-4.5 pairs/capita/year and
the average for developing countries is 1.0 pair/capita/year. In comparison,
other least-developed countries with a similar climate have a higher footwear
consumption and the calculated minimum requirement of footwear in those
countries is still at least five times more than the actual consumption in the
United Republic of Tanzania.

In spite of the low living standard of the local population and its
consequently limited purchase power, there is a big demand for leather
products in the country. A pair of locally-manufactured dress shoes costs
TSh 500-650 in retail, the price of clogs with wooden soles is TSh 470-550 and
that of jogging shoes TSh 470-570. Similar footwear is available on the world
market for $US 6-15, f.o.b. The prices are even higher for imported footwear
available rather rarely through unrecorded trade.

Retailers, among which BORA i3 the most important one having outlets
throughout the country, have no difficulties in selling shoes. The colours
and styles offered by the retailers are far behind the actual fashion trend;
the delay is 3-4 years or more.




The pcodu-tion plans of MSC are based on materials available from stock
rather than on orders. The products arrive at the ready-goods stock where the
retailers may select styles and collect supplies provided that they also take
parts of the rejects. Although the footwear graded as "first class"™ in MSC is
of a very poor quality with regard tc aesthetics and physical properties, and
the buyers' limitations are fairly big (see above), the company management has
no difficulties in maintaining the high price level. This fact underlines how
big the domestic demand of footwear is.

Owing to the big local demand and the quality problems, practically no
footwear or leather goods have been exported by the TLAI and its subsidiary
companies until now. There is a possibility to sell shoes to neighbouring
countries (e.g. Mozambique, Uganda and Zambia). However, the prices
achievable on the export market would not cover the high manufacturing costs
and since no export incentive scheme exists in the United Republic of
Tanzania, the shoe factories will prefer the local market.

Some machinery installed in the MSC could be used for the manufacture of
compunents which may be sold to other shoe factories or exported. Such items
are unit soles, wooden soles or lasts, heels, top-pieces, laces and sole
sewing thread~. The thread manufacturing unit is fully equipped, uses locally
available yarns and its capacity is much higher than the demand of the MSC at
its full operation. Regarding the other items, there are significant
difficulties, such as non-availability of basic materials (only through
imports), lack of moulds and appropriate know-how.

The local leather-products industry subsector is the main market for the
TLAI tanneries. Owing to an insufficient supply of imported chemicals and
limited finishing capacities, the leather manufacturers are unable to meet
orders as to colours, finishes etc. The leather prices (e.g. TSh 240-290/m?
for corrected-grain and TSh 280-340/m? for full-grain upper leather,
TSh 130-170/m? for lining leather) are closer to the world market prices
($US 12-20, 16-24 and 6-8/m2 respectively) than those of footwear, but they
are still high, especially if taking into account the low quality. Through
its raw hides and skins and the leather sector, the United Republic of
Tanzania earned $US 10.8 million in 1982 through exports. The leather sold on
the international market was chiefly semi-processed. Neither the TLAI nor its
companies have a marketing organization dealing specifically with the export
business. Market information is rare, the marketing channels still need to be
established.

F. Economic and social aspects

The leather and leather products industry sector in the United Republic
of Tanzania provides jobs for approximately 5,500 local people. If the
installed equipment could be utilized at 80 per cent of its capacity, about
2,500 jobs more would be available. By starting up the TILT, 80-120 qualified
key operators and middle-management staff would be trained annually, providing
the opportunity for the acquisition of a wide range of skills and experience.

The Government of the United Republic of Tanzania charges a 25 per cent
sales tax on leather marketed locally wnich contributes to the national budget
the amount of TSh 30 million per year. 1In addition, the tanneries, shoe and
leather goods factories pay 20 per cent import duty plus 25-50 per cent sales
tax on imported items which amounts Lo approximately TSh 15 million per year.




The lccal leather-products industry, predominantly the TLAl factories,
supply almost all the footwear for the local market while the TLAI tanneries

provide all the basic materials for the local leather-products manufacturers.

If the declining production trend does not come to a halt in this sector, a
certain amount of footwear will have to be imported and decrease the income
from leather exports. In this case, the balance of foreign exchange of the
United Republic of Tanzania would show an even bigger deficit and the
unemployment rate would increase.




IL. REHABILITATION OBJECTIVES

A. The main problem areas

The appraisal of the performance of the most important Tanzanian leather
and leather-products manufacturing units proved that this industrial sector
shows several weaknesses, some of which are related to the general economic
situation of the country. Others are more specific and rejuire remedial steps
in the very near future. The identified problem areas may be grouped as
follows:

(a) Lack of appropriate technical and managerial know-hcw for running
tanneries and shoe factories - mainly owing to inadequate or insufficient
training of local personnel;

(b) Financial difficulties of TLAI factories in terms of liquidity
(because of the fairly big losses) and foreign exchange (required for imports
of spare parts and important auxiliary matarials ensuring & continuous
production);

(¢) The difference in the profitability of production for exports as
against production for the local market - i.e. no real export incentives;

(d) Neither the manufacturing units nor the TLAI have relevant
information on the international market of leather and leather products; there
is no properly organized marketing activity;

(e) 1In spite of fairly extensive investments made during the last decade
the plant capacities are unbalanced;

(f) The MSC should play a key role in the Tanzanian leather trade but
owing to the afore-mentioned problems it is not in a pesition to absorb the
possible output of local tanneries and supply footwear for the local market
and, eventually, for exports.

The UNIDO projects have proven that the manpower development (i.e.
provision of know-hnw, labour and management training, fellowship prograrunes)
through international expertise gives the best benefit for the local
industry. Thus, it 1s extremely desirable to obtain international
co-operation in the rehabilitation of the Tanzanian leather and
leather-products industry sector, with special reference to the MSC.

B. Objectives

One of the obvious mistakes made in the past in connection with the
industrial development of the United Republic of Tanzania, particularly in
case of the MSC, was that the targets with respect to export volume and
duration of starting-up period were too optimistic. The whole leather and
leather-products subsector in this country is rather special since it is much
more concentrated than in other developing and in many industrialized
countries. The plant capacities are fairly big requiring special management
systems and qualified personnel. When determining the rehabilitation
objectives, special attention should be given to the setting of realistic
targets.




The team of experts recommends the follcwing objectivas for the
rehabilitation programme:

(a) TIncrease the output of finished leather of the TLAI tanneries,
improve the quality to an internationally acceptable level;

(b) Produce footwear in accordance with the local demand, using locally
available leather and canvas with a minimum of imported components;

(¢) Gradually enter the international leather and leather products
market and establish contacts and marketing channels;

(d) 1Introduce management systems suitable for large (concentrated)
manufacturing units;

(e) Develop the professional knowledge and experience of local staff to
the level required for running a concentrated industry;

(f) Make appropriate arrangements with the relevant govecrnment
authorities and financial institutions to obtain the necessary (legal and
financial) conditions for the continuous and profitable operation of the
Tanzanian leather and leather-products industry.

The high-level objectives of the rehabilitation programme are to fully
utilize the installed capacities by using the existing resources such as raw
hides and skins and cotton, to increase the value added on the same
commodities, to provide the local population with jobs and at the same time
with suitable footwear.




I1[1. THE MASTER PLAN FOR REHABILITATION

A. Raw hides and skins supply

The basic requirement for developing the Tanzanian leather and leather-
products industry is the availability of local hides and skins. This natural
resource constitutes the most important prerequisite for the proposed
rehabilitation programme; therefore, all efforts have to be concentrated on
fully exploiting the country's potential in that respect. Although both, FAO
and UNIDO, have made considerable contributions towards this objective, the
following recommendations should be implemented as soon as possible.

1. Prices

The prices for raw hides and skins have to be fixed according to their
real market value to increase the recovery of these important materials for
industrial processing in the United Republic of Tanzania. This more flexible
pricing mechanism has to be combined with a closer control of the market which
is unrecorded today (i.e. black market, smuggling);

2. Collection system

The collection system (network) and its infrastructure (including
flaying, storing, transport, grading) needs improvement. The necessary
actions have been recommended by FAO and UNIDO experts earlier; now the
realization of the same should commence immediately;

© 3. Margins

The margins set by the THS on raw hides and skins is unacceptably high
due to the high overhead costs. It is strongly recommended to simplify the
operation of this organization and to reduce the unjustified margins to a
maximum extent possible.

Through previous United Nations projects recommendations as well as
practical steps have been elaborated which are still valid and may be
implemented. Most of them do not require extra funds while others may be
executed using local financial recources; for some an increased output would
cover the expenses incurred.

B. Leather processing

Previous UNIDO act’vities were mainly oriented towards the leather
subsector of TLAI. The result is reflected in the better performance of the
three large tanneries as compared to the footwear factories. The following
further efforts are required to overcome certain problems and to provide a
wider scope of operation for the installed tanneries.

1. Modification of production programme

The installed (however unbalanced) high tanning and finishing capacities
are not in proportion either wiih the raw hides and skins available or the
finished leather required by the local leather-products manufacturers.
Nevertheless, the production programme (i.e. the product-mix) of TLAIL
tanneries has to be modified as is shown in table 3.




3. Modified production programme for TLAI tanneries

Semi-finished
leathers Finished
{wet blue/crust) leather
thousand mz/yeat

Type of leather

Bovine
Smooth/corrected grain - 500
Smooth/aniline or softee - 440

Embossed/aniline or

semi-aniline - 350
Suede and splits - 380
Semi-processed 670 -

Subtotal bovine leather 670 1 670

Goat and sheep

Shoe upper - 350
Lining and woven leather - 150
Semi-processed 300 -
Subtotal skins 300 500
TOTAL soft leather 970 + 2 170 = 3 140
deavy leather (sole/insole) 350 000 kg

2. 1Increase export of semi-processed leather

About 300,000 m2 of finished leather and all wet-blue and crust leathers
{970,000 m2) willi be available for export gyearly, which would provide an
income in hard currency of approximately $US 9 million - more than double of
*hao subsector's earnings today. Since the local shoe industry will not be able
to run at its full capacity and its requirement for finished leather will be
less during the starting-up period, it is recommended to maximize the export of
semi-processed leather during that time. It must be emphasized that the output
of the tanneries exceeding the local requirements is needed to earn foreign
exchange.

3. Additional investments

Since TLAI tanneries do not have sufficient finishing capacities and some
of the equipment and plants need urgent maintenance or replacement, additional
investments are needed. The list of machinery to be acquired is contained in
annex II; the total investment needed is:




Kquipment $UsS 3 000 000
Initial stock of spare parts sus 400 €00
Plant extersion and repair TSh 18 00C 000

4. Availability of chemicals

Since chemicals for tanning and finishing of leather are not available
locally, they have to be imported. A list of the most important items and the
required quantities per year (in accordance with the targeted production
programme and output) is also indicated in annex II. The total yearly
investment needed is the following:

Auxiliary materials $Us 3 000 000
Spare parts $us 300 0©0Q
Total $US 3 300 000

S. Additional training

The fellowship programme carried cut under previous UNIDO projects has
made available a considerable number of qualified personnel working now in the
TLAI and its tanneries. However, further triining is still necessary to
enable the local technical and managerial staff to up-date their knowledge as
well as to maintain.international contacts in the leather trade through
training and study tours abroad. 1In addition, about 600 operators, quality
controllers, production supervisors, maintenance staff and middle-managers
reed to be trained or retrained during the next ten years in TILT or other
institutes.

C. Footwear manufacturing

As nientioned earlier, with respect to hardware the footwear subsector is
in a much better position than the tanning industry, but the respective
software (know-how and trained personnel) does not suffice. As a cousequence,
relatively big resources are not utilized today in the two major shoe
factories, especially in the MSC. It is, therefore, recommended to pay
special attention to the leather-products manufacturing when the
rehabilitation programme is implemented.

1. Specialization of the two shoe factlories

The twc large shoe plants, i.e. TSC and MSC, have very similar procuct
ranges and use almost the same technology today. Since the operator and
managerial skills differ in these plants, it is recommended to introduce some
specialization for each of them. An option would be to produce footwear with
PUR soles and boots with rubber soles in BORA and concentrate on PVC
technology in the MSC.

2. Establigh cost/profit centres within MSC

Since the MSC is a fairly complex plant requiring special management
methods and unique technologies for its differing units, it is strongly
recommended to establish individual sections reporting to the top management
only. These sections should operate as cost/profit centres having their own
budget and doing their own purchasing, design, production management, labour
recruitment, marketing etc. Such profit centres may be:




{a) Wooden components (lasts, heels, soles) manufacturing;

(b) Lace and sole sewing threads manufacturing;

{c) Shoe components (insoles, stiffeners, unit soles, plastic and
leather heels etc.) prefabrication;

(d) Clogs manufacturing;

(e) Canvas shoe manufacturing (including canvas upper production for
export);

(£) Leather shoes manufacturing;

(g) Moccasin manufacturing;

{h) Shoe manufacturing with direct injection moulding;
(i) Maintenance, engineering and tool-making.

3. Estsablish a realistic production programme for MSC

Taking into account the equipment available, the market requirements and
the quality level which may be achieved in five years' time, the production
programme shown in table 4 seems to be realistic for the MSC at the end of the
fifth year after the rehabilitation.

Table 4. Production programme for MSC at the end of the fifth year
after rehabi.itation

Export
Total output Thousgand

Type of product {thonsand oairs/year) pairs/year Percentage
Canvas shoes 1 000 400 40
Jogging shoes 220 - -
Clogs 200 - -
Sufari boots 400 100 25
Sandals 730 200 27
Moccasins 550 100 18
Dress shoes 400 - -

Total shoers 3 500 800 23
Insoles 3008/ - -
Prefabricated soles 2508/ - -
Unit soles 7008/ - -
Shoe laces 8 0003/ 1 000 12
Wooden scles 2008/ - -
Heels 5008/ - -

a/ 1In addition to the components required for the MSC assembling
processes.
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The proposed product range is smaller than envisaged in the original
plan, especially in terms of export. Designs, documentation, patterns and (if
possible) cutting dies and moulds should be obtaired from the foreign partner
for the starting-up period.

4. Concl.de a wmanagement contract with a foreign partner

The balance sheets and the overall performance of the MSC over the past
years prove that the local management is unablie to overcome the existing
difficulties without external assistance. Thus the r-habilitation programme
must be based on international know-how. The best way to gain and use the
knowledge required is “o find a suitable partner for co-overation. First, a
management contract should be concluded which would provide the MSC and its
staff with thorough on-the-job training, active participation in running the
company and access to certain market information on products to be manufac-
tured. After having developed the necessary operational and management skills
and gained some experience in manufacturing processes and quality control,
this contract may be changed to a collaboration agreement under which the MSC
would supply certain components (e.g. uppers, soles) in exchange for spare
parts and materials (e.g. PVC compound). The success of such a collaboration
depencs on the mutual interests of the partners. The foreign partner must
have full controlling power in the MSC during the management contract, like in
the 4CM.

The total cust of the technical assistance programme is estimated at $US
1.8 million (for the breakdown see annex III) while the cost of managemeant
training is approximately $US 510,000 during the pre-operational and
starting-up period. Further details about the conditions and the framework of
the proposed agreements are given in annex II.

S. Overhaul and conservation of existire machinery

Most of the valuable and expensive equipment in the MSC and the MWT has
not been used since it was installed. These machines need vrgent overhauling
and congervation. Ik is recommended to subcontract an experienced engineering
company to repair and maintain all equipment, to install a proper maintenance
workshop and to train some mechanics in the MSC. The estimated cost of
maintenance and building repair is 3$US 450,000.

6. Balance the production capacity

The MSC is over-equipped in many respects, i.e. a number of machines (the
majority has never been used) could be transferred to other shoe-manufacturing
units in the United Republic of Tanzania. It is, therefore, strongly
recommended to stop importing any equipment for the TLAI and SIDO footwear and
leather-goods units until a foreign partner is contracted for the MSC and
makes a comprehensive list of surplus machinery, which eventually will have to
be sold. At the same time, some other equipment will be needed to balance the
production capacity in the MSC. The total investment needs are about
$Us 1,100,000, while the estimated value of the surplus equipment is $US
300,000.

7. Obtain assistance in marketing

Since the MSC has not established any marketing channels, special
attention has to be paid to this activity. The foreign partner's duty will
also comprise asgsistance in marketing including ar internal marketing
organization, marketing policy, public relations, gradual establishment of




contacts with wholesalers and retailers. As far as export is concerned,
thorough market studies ought to be conducted in order to explore
possibilities for exchanging fcotwear against goods from neighbouring
countries badly needed in the United Republic of Tanzania (e.g. tires
available in Mozambique). The astimated cost of a well-elaborated and
reliable market study is approximately 3$US 150,000.

8. Carry out a foot-measurement prosramme

A large number of antropometric studies as well as trading and
orthopaedic experiences prove that ethnical differences are reflected in the
form, proportions and size ranges of the human body, parti:zularly in feet. A
recently completed UNIDO survey in Ethiopia clearly showed the necessity of
establishing local standards for shoe lasts which would be fuirly different
from those used in Europe or the United States. Thus, it is recommended to
carry out a foot-measurement programme in the United Republic of Tanzania to
determine the size and fit requirements of the local population and to design
lasts accordingly. The cost of such a programme is estimeted at $US 80,000,

D. Financial and organirational conditions

A number of existing problems cannot be solved a: the company level; they
need actions and decisinns to be taken by the Governnient, its financial
institutions or the respective parastatal organizations.

1. Simplify administrative procedures

One of the main reasons for the high costs of services and high prices of
commodities in the United Republic of Tanzania are the huge overheads added to
the production costs. Measures are to be taken to reduce the number of staff
and to simplify administrative procedures of companies and parastatal
organizations. It is recommended to consider the merging of the TLAI and THS
which would improve the raw hides and skins supply, eliminate a considerable
mark-up on prices and mecst prooably would provide the Government with a better
control over this trade.

2. Carry out physical inventories

A survey of balance sheets and visits to factories showed a discrepancy
between the physical stocks and the stocks listed in the books in some of the
TLAI subsidiary companies. 1In order to get a clear picture and to base the
future co-operation with a foreign partner on reliable information, physical
inventories have to be made in all warehouses of every TLAI company {(at an
agreed-upon date, if possible) &nc the books have to be corrected accordingly.
The same applies to all the assets: they have to be audited arni the balance
cheets corrected accordingly.

3. Obtain new equity capital

As the losses of the MSC (together with the value of spare parts and
materials which disappwared from the stocks) exceed the share capital in 1984,
the old shares should be declared nil and void. The Government of the United
Republic cf Tanzania shoula provide TSh 100 million as a new equity capital.

4. Esgtablish a new trading company

It is recommended to install an individual and specialized footwear andg
leather-goods trading company in the United Republic ¢f Tanzania which would




take over the wholesaling and retail of the commodities from BORA. By
developing a retail chain throughout the country, the cistribution of footwear
would improve and the competition among manufacturers would be fairer.

S. 1Increase cg-operation between TLAI and SIDC

Since the TLAI and SIDO have overlapping responsibilities in controlling
the local leather and leather-products .ndustries, their co-operation should
be much closer than it is today. The Ministry of Industry and Trade may
request the elaboration of a comprehensive plan for concerted actions to be
taken by both parties. The first step might je a survey of installed
capacities and equipment available in the foc .wear and leather-goods subsector
and the introduction of a co-ordinated investment policy including the
exchange of surplus equipment.

6. Increase attractiveness of exports

In spite of using locally available leatucr, the footwear and leather-
products manufacturing depends on the supply cof imported auxiliary materials
and snare parts. In case of tue MSC, the value of such imported inputs would
be approximately $US 6.2 million per year corresponding to TSh 174 million
(including import duty and taxes) or 2% per cent ot total material costs
(without duty and taxes) - a detailed breakdown is shown in annex III. 1In
order to ensure a positive balance of foreign exchange in chis subsector,
export earnings are badly needed; but the present economic system does nnt
encourage manufacturers to sell their products abroad. To make exports more
attractive, it is recommended to:

(a) Centralize the foreign trade administration (e.g. Jicences,
correspondence, duty and transport formalities) in the TLAIL for all its
subsidiary companies;

(b) Co-ordinate 1mports in bulk supplies which are less costly and
require less administrative work and efforts in marketing (market research,
participaticn in fairs etc.);

(c¢) TIntroduce an export incentive system compensating companies for
losses in export and leaving them 50 per cent of their export earnings for
quick supply of spare parts and materials (ac it is the case in the MCM).

7. Key role of TILT

TILT has to play a key role in the rehabilitation programme as far as
training, quality control, product development, secrvices in R and D and
maintenance, as well as supply of techno-economic information are concerned.
The organizational structure, fraining and R and D programmes as elaborated by
the UNILO project RP/URT/82/005 have to be implemented as soon as possible.
The Institute should concentrate on middle-management and key-operator
training using very practical methods.

8. Ensure availability of sufficient funds

The rehabilitation programme requires a considerable amount of foreign
currencies for its implementation. As can be seen in annex III, the total
amount required for the MSC alone is estimated at $US 16.1 million during the
first six years. T1f a decision is made in favour of the implementation of the
proposed programmne, sufficient funds should be made available for the TLAI and
its subsidiary companies, possibly through additional IDA assistance.




IV. FINANCI[AL, ECONCMIC AND SENSITIVITY ANALYSES

Based on the findings and recommendations made by the technical experts,
the proposed rehabilitation programme has been reviewed in financial and
economic terms. The analysis was completed in three stages, i.e. the
financial analysis in accordance with the UNIDO Manual for the Preparation of
Industrial Feasibility Studies, the economic analysis converting all the
financial ralues at border prices including using the World Bank standard
conversicn factor established for the United Republic of Tanzania; the
sensitivity ansalysis using the UNIDO Computer Model for Feasibility Analysis
and Reporting (COMFAR). This report presents the basic financial and economic
analysis completed manually (annex III) and COMFAR printouts of one of the
sensitivity analyses (annex IV), i.e. considering a 40 per cent higher labour
cost, decreasing all the sales prices by 15 per cent and a possible
devaluation of Tanzanian shilling by 75 per cent, which the World Bank
strongly recommends.

A. Financial analysis

The basic financial analysis of the rehabilitation programme for the MSC
was carried out after a thorough examination of the marketability of the
products and the total production costs (factory costs, overheads,
depreciation and financial costs). All the necessary indicators such as
initial and current investment costs, cash flow table, balance sheets, net
income statements, scurces of finance and net working capital were analysed on
the basis of inputs of the technical experts.

Particular considerations and assumptions are as follows:

(a) A reformed MSC would take over the fixed assets of the present
company at their book value as at 31 December 1983 (TSh 97 million);

(b) The domestic prices for footwear are set according to the recent
retail and ex-factory prices minus 15-20 per cent;

(c) Export prices are c¢.i.f. Western Europe minus 15 per cent discount
to cover the cost of market introduction;

(d) If the recommendations for improving the machinery and increasing
the finishing capscities in Tanzanian tanneries are carried out, there will be
ample supplies of leather for the shoe production;

(e) The labour requirements have been estimated to be around 25 per cent
above the normally required level of an industrialized country;

(f) Appropriate know-how and management will be provided by a foreign
partner having extensive experience in running large and concentrated shoe
productions, similar to the MSC in size and plant organization;

(g) A subsidy of minimum 26 per cent of manufacturing costs, including
profits, will be granted for export products to compensate for the high
material costs due to tariffs and taxes, or measures giving similar financial
benefits to the manufacturers will be introduced to promote export activities;

(h) The MSC and all otner Tanzanian leather-products exporters will get
the guarantee that a significant share (about S0 per cent) of the gross
foreign exchange earned may be used by them for direct imports.




B. Conclusions of the financial analysis

From the financial viewpoint the project is likely to be extremely
profitable, yielding an internal rate of return after tax of arc n! 50 per
cent. There are a number of risks involved. Totsl sales reveiue may not
reach the projected figure - indeed, some price reductions are likely to be
necessary to dispose of the full output. Costs of production, in particular
the excessive use of labour, may be higher than anticipated. However, given
the high base rate of return there is room for appreciable adverse changes in
both revenue and costs and yet still to achieve a healthy internal rate of
return. Two other factors are essential to the success of the project.
Ficrst, the foreign exchange requirements must be covered, otherwise production
will be interrupted and costs will escalate. Second, and of absolutely prime
importance, the perfcrmance of the project will depend crucially on the
quality of the foreign partner and on the services which he will provide.

With regard to the financing of the project this will depend to some
extent on the size of the financial residue from the present company following
a proper audit of the situation. It is also necessary to take into account
the outstanding World Banx loan. In this connection it is hoped that the
world Bank would make appropriate arrangements with the Government of the
United Republic of Tanzania.

The following financial arrangements are proposed for the "new"” MSC. The
Tanzanian Government should provide TSh 100 million of new equity capital.
This will cover some of the financial requirements for the first year of
operation. Any deficit can be met by short-term borrowing and in later years
finance can be provided from the increasingly large net profits. With regard
to the foreign exchange requirements, the Tanzanian Government should enter
into discussions with the World Bank with a view to providing a loan to cover
the foreign exchange needs of the project. These amount to TSh 282 million
over a period of six years. The World Bank might wish to consider some
arrangement whereby finance will be released depending on the performance of
the project.

From the purely financial point of view, if the rehabilitation plan does
not go ahead, the United Republic of Tanzania would probably be left with just
the fixed assets with a book value at 31 December 1984 of TSh 89 million and
worth in the open market about TSh 43 million. The rehabilitation plan
provides a way of using these assets. The cost is high, particularly in terms
of foreign exchange and the need for further borrowing from the World Bank,
but the return in financial terms is likely to be considerable. The project
can, therefore, be recommended from the financial viewpoint.

C. Economic analysis

The economic analysis was completed in order to examine the project from
the viewpoint of the development of the United Republic of Tanzania as a
whole. Thus all the outputs (benefits) and inputs (costs) were valued at
border prices. The following specific adjustments have been made:

(a) Output (sales revenue) valued at c.i.f. prices;

(b) TImported raw materials at ¢.i.f. prices;

(c) Domestic raw materials which could be exported - at f.o.b. prices;




{d) Factory labour - the unskilled element at 50 per cent of its cost.
The wages of unskilled labour in the United Republic of Tanzania do not
reflect the true ~nportunity cost of that labaour;

(e) Necn-tradable items, such as utilities, transport, overheads etc.,
have been valued using a standard conversion factor of 0.75 which has been
estimated for the United Republic of Tanzania by the World Bank;

(f) Capital costs - the economic value of the fized assets is estimated
at TSh 43 million as opposed to the vook value of TSh 97 million. Provision
is made for TSh 3 million to be spent in the first year to provide
accommodation for technical assistance personnel;

(g) Working capital has been adjusted to border prices and will be
recovered in the final year of the project.

D. Conclusion of the economic analysis

The economic rate of return produces much less favourable results. Based
on prices reflecting the real rate of exchange, it is approximately zero. If
the rate of exchange of TSh 30.6 = $US 1 (i.e. 75 per cent devaluation as
compared to the recent value) is used, the economic rate of return becomes
15.8 per cent which in case of the United Republic of Tanzania is a generally
acceptable rate for a project. Regarding the effective rate of protection,
indicating the international competitiveness of a project, the proposed
programme offers 216 per cent of added value for domestic materials (mainly
" leather) used. This entails the very high rate of effective protection of 620
per cent, showing the effects of the Tanzanian tariff and tax system and
reflecting the poor international competitiveness.

The foreign exchange savings in this project are $US 24.5 million, which
represents the costs for importing the shoes less the cost of imported
materials (3US 6.2 million) giving a saving of $US 18.3 million. The domestic
resources used, at market prices, amount to TSh 487 million giving a project
rate of exchange of TSh 26.6 against $US 1.

In short, the economic analysis does not favour the project, but it is
for the Government of the United Republic of Tanzania to decide whether the
savings in foreign exchange plus other non-quantifiable benefits ocutweigh the
costs of the project in terms of domestic and foreign resources used.

E. Sensitivity analysis

The sensitivity analysis was carried out using UNIDO COMFAR for the
economic analysis. The questions raised in the above financial and economic
analyses, i.e. reduction of sales price, higher labour costs stemming from
lower productivity, devaluation of the Tanzanian shilling as well as some
modifications in the required working capital were taken into account. The
results are as follows:

(a} An increase of labour costs (i.e. assuming a lower productivity in
the MSC) by 40 per cent only decreases the economic internal rate of return by
0.8 per cent, which proves that this project is not so sensitive as was
expected with respect to labour involvement and productivity;




(b) TIf a lower productivity as abcve is assumed, a decrease of selling
prices for footwear by 15 per cent (as a local market response to bulk
supplies) and a devaluation of the Tanzanian shilling by 75 per cent, plus
reduced working capital (approximately TSh 170 million in total) at the full
capacity stage, mainly stemming from reduction in cash in hand (from TSh 133.9
million to almost TSh 4 million), the economic rate of return becomes more
tian 17.74 per cent (see annex IV).

Thus, the analysis based on the assumptions as in (b) above, i.e.
forecast of higher production costs, lower sales revenue derived from lower
sales price, suggested devaluation of the Tanzanian shilling and ideal
financial management (minimized cash in hand) may show the economic analysis
as one of the realistic and successful cases of MSZ operation.
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V. PLAN OF ACTICNS TO BE TAKEN

The rehabilitation programme will be implemented in three phases. The
ficst phase 1s a preparation process lasting about one year, ducing which all
the necessary decisions will be taken and the most important arrangements and
contracts concluded. The second phase consists of the rehabilitation of the
leather-processing industry as well as the starting-up period of the MSC.
During the last phase the trained local staff will take over the control of
the whole leather and leather-products industry subsector in the United
Republic of Tanzania.

As far as the tanning industry is concerned, the most important actions
to be taken are described in chapter III, setions A and B. With regard to the
leather-products industry - with special reference to the MSC - a netplan
showr figure T outlines how the preparatory activities have to be
co-ordinated; the netplan was computed by the critical path method using a
Kaypro II micro-computer at UNIDO hesadquarters.

The most important actions are the following (code F stands for foreign
partner, G for Government, T for TLAI and M for MSC, indicating the specific
responsibility for the particular activity):

Tl (1-2) Negotiations with foreign partners. It :s5 recommended to invite
the companies listed below to discuss possibilities and terms of future
co-operation regarding the necessary know-how and training. The companies are
listed in order of priority:

Borovo shoe factory (Borovo, Yugoslavia)

Tisza shoe factory (Martfi, Hungary)

SVIT shoe factory (Gottwaldov, Czechoslovakia)
Service Industries Ltd. (Lahore, Pakistan).

T2 (1-3) Physical inventory to be made in every TLAI subsidiary company
to provide reliable information on stocks.

Gl (1-4) Evaluation of reports and recommendations made by project
experts as well as analysis of the proposed evaluation programme.

M1 (1-10) Overhauling and conservation of the equipment in the MSC.

T3 (3-4) The balance sheets of the TLAI companies have to be corrected
according to the results of the physical inventories.

G2 (4-5) High-level government offices (including the Ministry of
Industry and Trade and the Treasury) together with IDA representatives have to
make a decision on the rehabilitation programme and its execution.

G3 (4-10) Formation and starting-up of an independent leather-products
trading company responsible for domestic sales.

G4 (5-6) Appropriate arrangements have to be made to ensure a more
flexible import system (licensing and financing) for the MSC.

T4 (S5-7) On the basis of decisions made by the government bndies, a
detailed and final plan has to be made for the whole rehabilitation programme,
indicating costs, responsibilities, milestones, deadlines and the monitoring
mechanism.
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GS (5--8) The Government of the United Republic of Tanzania should take
measures to obtain the necessary funds (both 3US and TSh) for the
rehabilitation.

G6 (5-11) The respective government authorities should introduce an
export incentive scheme in the United Republic of Tanzania to obtain hard
currencies through exports of commodities.

TS (6-11) Installation of a centralized uni’ in the TLAI for foreign
trade administration assisting all subsidiary companies with export/import
licensing, correspondence, shipping documents etc.

T6 (8-9) TLAI companies which have lost (partly or entirely) their
working capital should be provided with the required financial means to solve
the basic liquidity problem.

F1 (8-10) After having evaluated the results of the negotiations, the
most suitable foreign company has to be contracted to provide technical,
marketing, training and managerial assistance to the MSC.

F2 (8-13) Implementation of a foot-measurement programme to determine the
size ranges and last constructions requicred by the local population; it is
recommended to involve UNIDO assistance.

M2 (10-12) Negotistions with domestic whoiesalers and retailers in order
to determine the type of footwear needed on the local market.

M3 (10-15) Placing orders and installing equipment to balance the MSC
plant as advised by the contracted foreign partner.

F3 (10-16) Instructor training for cutting and sewing operations. It is
recommended to subcontract the Research Institute of Leather and Footwear
Industry, Budapest, Hungary, for the whole labour and middle-management
training if the contracted foreign partner is unable to supply an analytic
on-the-job training system.

F4 (10-17) The foreign partner has to assist in ceorganizing and
restaffing the management of the MSC.

M4 (10-18) Surplus equipment of the MSC has to be sold or transferred to
other footwear-manufacturing units in the United Republic of Tanzania or
exchanged against other machines.

T7 (11-18) A thorough market research is to be conducted abroad to find
an export macrket for Tanzanian footwear. Preference should be given to the
neighbouring and other African countries.

FS (12-13) On the basis of the domestic market survey and in agreement
with the foreign partner basic styles are to be selected (from the range
produced by the foreign partner).

M5 (13-14) Placemert of orders for materials, auxiliaries and spare parts
required for the production.

F6 (13-18) Supply of documentation, tools, moulds etc. by the foreign
partner for the styles selected. .




M6 (16--18) Training of 3 flrst group of key operators by local
instcuctors under the supervision of the foreign partner.

F7 (17-18) Selection of suitably educated staff for middlie-management
training, start training on site.

M7 (18-19) Start-up of production.
The duration of the above programme (i.e. the length of the critical path
as indicated in figures I and IT is 42 weeks. Additional data of the netplan

are enclosed in annex V.

The cost of the rehabilitation programme is composed of the following:

Hides and skins improvement TSh 20.0 million
Additional investment in tanneries s$us 3.4 million

+ TSh 18.0 million
Filling up of tannery stocks $us 3.3 million
Rehabilitation costs TSh 4.0 million

+ $Uus 3.3 million
Filling up of stocks of MSC $us 0.6 million
Additional machinery for MSC 3us 1.0 million
Local expenses (mainly in kind) TSh 15.0 million

Thus, the estimated cost of the whole programme is TSh 57 million plus
$US 11.6 million, i.e. a total of TSh 256 million or $US 1l4.6 million.
Furthermore $US 29.5 million (TSh 516 million) will be required in foreign
exchange for imported inputs over the first five years of operation.
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Annex T

LIST OF PROTECT PZRSCNNEL

Chief technical adviser: B. Svensson (Sweden). Previous UNIDO
pcoject manager of projects
DP/URT/78/010, US/URT/79/240, a senior
expert with long experience in the United
Repubiic of Tanzania, having been the
General Manager of the first tannery in
Moshi from 1967-1976.

Management consultant: 0. Klotzer (Federal Republic of
Germany). P2revious chief technical
advi.er of projects SI/URT/82/802, former
President of the German Shoe
Manufacturers Associa*ion as well as of a
big quality-footwear ‘actory.

Footwear technology expert: F. Schmél (Hungary). Previously leader
of the sub-contracted team of experts
under project SI/URT/82/802, former UNIDO
staff member, Head of Department in the
Hungarian Research Institute of Leather
and Footwear Industries.

Financial analyst: C.H. Oxtoby (United Kingdom of Great
Britain and Northern Ireland). Senior
lecturer at Bradford University, previous
UNIDO consultant in economics, serving
under various projects.

Leather technology experct: P.B. Buit (India). Previously leather
technologist in projiects DP/URT/78/010
and US/URT/79/240. having ovar ten years
of successful UNIDO services in Ethiopia
and the United Republic of Tanzania.



Annex 11
SUMMARIES OF TECHNICAL REPORTS 2/

A. Chief technical adviser (B. Svensson)

A mission was undertaken by Messrs. A.S. Kasongwa, General Manager of
TLAI, National Project Director, O.F. Kldtzer, Management Consultant and
B. Svensson, CTA, to Austria, Czechoslovakia, Federal Republic of Germany,
Hungary, Pakistan, United Kingdom and Yugoslavia from 7 May-1 July 1684.

1. Tisza Cipdgyar, Martfii - Hungary

The Tisza Shoe Factory was established almost 50 years ago by the BATA
organizatinn for mass production of leather, canvss and rubber footwear. The
company employs 5,200 workers and staff, produces 10.5 miliion pairs of shoes
at medium and lower -rice ranges for children, ladies and men. Half of the
prodiction is exported to the Union of Soviet Socialist Republics and Western
Europe. The company co-operates with ADIDAS (France) and Salamander (Federal
Republic of Germany). Since a considerable part of the production is canvas
footwear, the Tisza management was interested in getting samples from the MCM
and saw possibilities to buy uppers from the United Republic of Tanzania. The
management and supervisory staff is well trained and the production control
system is commendable.

2. Sabaria Cipogyar, Szombathely - Hungary

The shoe factory is located near the Austrian border. The output is six
million pairs of shoes yearly manufactured by 3,750 workers, out of which
75 per cent are women. The company exports 3 million pairs of footwear per
year mainly to the Union of Soviet Socialist Republics and Western Europe.
40 per cent of the production is a direct injected-moulded construction using
PVC soiLes. The managers of the factory admitted to have a shortage of well
qualified staff for a management contract but they would co-operate with other
Hungarian companies in that respect, if required.

3. Duna Cipdgyar, Budapest - Hungary

Trte factory's output is 4.5 million pairs/year, half of which is exported
- mainly to the Union of Soviet Socialist Republics. Eighty-five per cent of
the shoes prcduced have leather uppers. 250,000 pairs of canvas and leather
uppers are imported from India and Pakistan every year. The factory
management'’'s attitude towards possible co-operation was similar to the one of
the Sabaria company.

4. Research Institute of Leather and Footwear Industry, Budapest -~ Hungary

The Institute plays an important role in R and D and labour training for
the Hungarian leather and leather-products subsector. They have pilot plants
for production trials and training, and special departments .or micro-computer
application in the shoe manufacturing process. Instructors of this institute

a/ The complete individual reports are available at UNIDO headquarters
upon request.




_oal -

have implemented a number of training projects both in Hungary and abroad.
This Institute was sub-contracted by UNIDO to carry out a foot-measurement
programme 1in Ethiopia.

S. Borovo Shoe Factory, Borovo - Yugoslavia

The factory was established by the BATA organization in 1930 but it is
now nationalized. The output is 20 milliun pairs/year of all types of
footwear plus 21 million kg of rubber tyres and 13 million kg of other rubber
products. They have 60 retail outlets throughout the country. 6.5 million
pairs are exported every year, out of which 5 million pairs are marketed in
Western Europe - mainly through PUMA (Federal Republic of Germany). The
number of employees is 22,000 and they have sufficient staff for rendering
management services. The company management indicated its interest in
diversifying its esctern export.

6. Jugo-Export, Belgrade - Yugoslavia

This is an export/import house dealing chiefly with leather and leather
products. The company showed real interest in entering a co-operation
contract.

7. Polytechna, Prague - Czechoslovakia

Polytechna is a technical co-operation agency active also in the leather
business. They could collaborate with SVIT Shoe which is located in
Gottwaldov where the original BATA headquarters were until the First World War.

8. Transakta, Prague - Czechoslovakia

This is a foreign trade agency being also interested in management
contracts.

9. Freudenberg and Co., Weinheim - Federal Republic of Germany

The company cperates world-wide in the fields of rubber, plastics,
non-woven materials and leather for shoe production and has five shoe
factories in the Federal Republic of Germany. Although the management was not
interested in any co-operation, they offered training oportunities in leather
and footwear manufacturing. It is assumed that scholarships can b. obtained
through the Embassy of the Federal Republic of Germany in Dar-es-Salaam.

10. Schon and CIE, Maschinenfabrik, Pirmasens - Federal Republic of Germany

The company would be interested in buying surplus machinery from the MSC
and to provide services in starting up the idle machinery. The president
offered to send a mechanic to Morogoro free of charge to assess the condition
of equipment in the MSC.

11. C&J Clark Ltd., Street -~ United Kingdom

This is the biggest shoe manufacturer in the United Kingdom of Great
Britain and Northern Ireland, employing 6,000 people in its 11 factories
throughout the country and 3,000 people in its seven subsidiary companies.
Clark is self-sufficient in most of the components for footwear production and
sells some of them to other companies. The company cannot enter into a
management contract as its personnel is engaged in projects in India and
Pakistan.




72. Service Industries Ltd., Lahore — Pakistan

This company has already rendered management services to the TSC and is
familiar with the local conditions. The shce manufacturing plant at Gujrat is
on a lower technical level compared to the factories visited before. The
output is 8 million pairs/year, 40 per cent with canvas upper. A specialized
section produces sport shoes for PUMA (Federal Republic of Germany) under the
supervision of expatriates. The company tuns 180 retail shops in Pakistan.
Service Industries Ltd. has presented a proposal to the TLAI concerning a
future co-operation.

After thoroughly analysing the findings of the mission, it is recommended
to approach Borovo, Tisza, Service Industries and Polytechna and start

negotiations as soon as possible.

B. Management expert (O0.F. Kldtzer)

Recommendations

1. The old shares of the MSC should be declared nil and void, new shares
worth TSh 90 million should be issued by TLAI.

2. After having made a physical inventory and precise auditing of all assets
of the MSC, the balance sheets should be corrected.

3 Start negotiations with possible foreign partners and employ a team of
15-2 specialists to upgrade the management and labour training.

4. Tntroduce a system compensating export companies for any losses and
leaving them 50 per cent of their export eacnings for free disposal.

5. Subcontract an engineering company to repair, maintain and conserve the
equipment in the MSC.

6. Install a national footwear and leather-goods retail chain in the United
Republic of Tanzania.

7. Subcontract the Research Institute of Leather and Footwear Industries
(Budapest, Hungary) for instructor and operator training, as well as for a
foot-measurement programme.

8. The protective boots plant delivered by Italmacchine S.p.A. should not be
included in the MSC.

9. 1Install a management development programme and organize cost/profit
centres in the MSC.

10. Sell surplus equipment of the MSC and try to exchange PUR soling machines
against PVC machines.

Regponsibilities of the foreign partner

Within the framework of a given know-how agreement, the foreign partner
should be able to run the daily business without any interference from the
Board of MSC, but keep the Board informed about any developments so that the
Board has control over the management selected by the foreign partner.



The fareign pactner should provide:

— Manufacturing programmes

- Production management schemes

— Product and process development schemes

- Material management schemes

- Machinery and equipment scheme

- Organization of management and staff

- Management training scheme

- Distribution scheme

— Marketing scheme

— Local labour and supervisory training

~ Documentation on products to be manufactured
- Tools, dies, moulds for the starting-up phase.

C. Footwear manufacturing expert (F. Sehmeél)

Recommendations

1. Close down the operation of the MSC and sell the equipment unless the
following recommendations are implemented.

2. The following production programme should be carried out in the MSC (at
full capacity)-

Pairs/year

Canvas shoes 1,000,000
Jogging shoes 220,000
Clogs 200,000
Safari boots 400,000
Sandals 730,000
Moccasins 550,000
Dress shoes 400,000

Total 3,500,000

Besides footwear, components such as insoles, unit soles, heels, wooden
soles, laces and uppers can be manufactured for sale or in co-operation with a
(foreign) partner.

3. Export may be possible only after three years of continuous operation but
it cannot be expected to be more than 20-25 per cent of the total cutput. It
should be considered as an option to exchange certain materials {e.g. canvas)
or components (e.g. laces, uppers) against other imported items (e.g. PVC
compounds for soles).

4. The demand for locally available materials is the following
(consumption/year at full capacity):

Suede/split leather 120,720 m?
Corrected grain upper

leather* 75,050 m?
Full grain upper leatherX 249,200 n?
Lining leather 186,410 m
Sole lrather 340,000 m2
Canvas upper 228,480 n?
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Textile lining 28,000 m<

wooden soles** 200,000 pairs
Unit soles==® 1,130,000 pairs
Laces** 2,020,000 pairs

Note: *Items interchangeable according to actual demand/fashicn.

xxTtems manufactured in MSC. The total cost of these materials is
about TSh 300 million while the cost of imported materials is TSh 175 million.

5. The following training programme has to be implemented in stages:

- Test skills of employees

- Train instructors in cutting and sewing operations

- Train 20 cutters and 30 sewing machinists using the analytical
training process

- Management training

- Selection of workers for higher quality production and retraining.

6. A suitable foreign partner is to be contracted to advise on all aspects of
production and marketing.

7. It is necessary to introduce an export incentive system which would render
the production of higher quality shoes more profitable and their marketing

abroad more attractive.

8. The starting-up period should take at least five years with an increasing
capacity utilization:

Capacity utilization

Pairs {(percentage)
year 1 550,000 15.7
year 2 1,200,000 34.3
year 3 2,120,000 60.6
year & 2,920,000 83.4
year S 3,500,000 100.0

9. 1In order to balance the MSC plant, some equipment worth about
$US 1 million has to be bought.

D. Financial analyst (G.H. Oxtoby)

Recommendations

1. It is recommended that a full physical inventory and financial audit be
undertaken in the MSC.

2. The financial analysis b/ gives the following most important parameters
for the six-year starting-up period (the first year being a
pre-production/preparatory phase):

b/ The complete financial analysis with explanatory notes is contained in
annex III.




M:iliion TSh

Tctal revenue 1,150
Total production cost 536
Working capital requirement 378

3. The rehabilitation of the MSC would bring about a financial return after
tax of about S0 per cent. It is estimated that in the sixth year of operacion
the project woula very nearly cover its foreign exchange costs.

4. It will be necessary for the Government of the United Republic of Tanzania
to provide TSh 10C million of new equity capital and it is recommended that
negotiations will be conducted with IDA to obtain the foreign exchange needed
for the rehabilitation programme during the first five years.

S. It is recommended that the Tanzanian Government considers subsidizing
exports and leaving the MSC 50 per cent of any gross foreign exchange earnings.

6. The economic analysis shows that the programme only achieves a
satisfactory economic rate of return if the Tanzanian shilling is devaluated
by 75 per cent.

7. The effective rate of protection is very high - over 600 per cent. The
project rate of exchange is reasonable - TSh 26.6 = 3US 1.

8. The Government of the United Republic of Tanzania will have to decide
whether the expected benefits such as savings on foreign exchange or other
non-quantifiable benefits such as utilization of local resources, creating
jobs, supply of badly needed footwear, tax revenrues etc., outweigh the costs
of the rehabilitation programme.

E. Leather technologist (P.B. Buit)

Recommendations

1. Quality and collection of raw hides and skins should be improved in the
THS to establish a firm linkage with the outstationed collection centres.
Reduce overhead costs for the collection of hides and skins.

2. Develop technological and production metheds for finished leather to meet
the quality requirements for both the domestic and export market.

3. Continued efforts towards training of technical and other manpower for the
leather sector including turning the TILT into a comprehensive leather centre
for training as well as research and development activities.

4. Development of the leather industry by creating additional capacity for
the finishing of hides and skins. 1In this respect it is recommended to expand
the existing plants rather than build new production units.

5. Design marketing strategies for a long-term production plan with the
objective to increase the industrial output of processed leather and leather
products and to obtain added value. Marketing of leather and leather products
should be encouraged with the countries willing to provide competent tachnical
and back-up assistance rather than with intermediaries.
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3.

7.

It is reccmmended to produce the following ocoduct mix in the TLAI
tanneries {in tnousand m? at full capacity):

Bovine leather
Smooth corrected grain
Smooth, aniline
Embossed, aniline
Suede and splits
Semi-processed

Goat and sheep
Shoe upper
Lining and woven
Semi-processed

Heavy leather (thousand kg)

TTL

130
150
180
120
200

300

MOT MWT
260 110
180 110
110 60
125 135
180 290
350 -

150 -

- 350

The equipment requirements for the Tanzanian tanning industry are the
following:

Number of machinery required

Estimated cost

Name of machine and specification TTL MOT MWT (thousand 3US)
1. Liming drums 4 x 4 m -2 + 4 RPM - S 1 215
2. Chrome tanning drums

4 x 3.5m -6 + 12 RPM 2 5 - 280
3. Fleshing machine 1500 mm 1 1 - 60
4. Fleshing machine 1800 mm 2 1 2 160
S. Sammying machine 1600-1800 mm 2 1 2 180
6. Shaving machine 1500 mm 1 - - 60
7. Shaving machine 100 mm (skins) - 2 - 110
8. Setting out machine 1500 mm 2 2 - 170
9. Hang dryer 100-120 sides‘/hour 1 1 - 80

10. Vacuum drier double bed unit 1 2 1 460

11. Vacuum drier single bed unit 1 1 - 160

12. Curtain coating machine with

short drier - 1 1 120

13. Staking machine for skins,

horizontal or rotary type 3 - 80

14. Buffing machine 250-400 mm - 4 - 60

15. bBuffing machine 600 mm - 2 - . 65

16. Fullminosa buffing machine 1 - - 50

17. Wet wheeling machine (suede) - 4 - 45

18. Spraying machine, one spray

and cne drving unit - 1 - 80

19. Hydraulic rotary ironing/

plating machine (a) 1300 - 2 - 120
(b) 1800 1 1 - 120

20. Hydraulic polishing machine - 1 - 35

21. Padding conveyor - 1 1 35

22. Splitting machine - - 1 85

23. Wooven machinery set - 1 - 285

24, Building expansion adding additional bay 302




1

8. The yearly requiremen: of chemicals in the TLAI tanneries will be (at €ull
capacity):
Xiiograms

Chrome 500,000
Sodium sulphide 250,000
Formic acid 50,000
Sodium hydrosulphide 50,000
Sodium Formate Calcium Formate 50,000
Disinfectant/Fungicide 25,000
Neutralizing syntan (e.g. Tanigan

PC, Netrigan P4) 25,000
Sodium~-bi-carbonate 25,000
Oxalic acid 15,000
Magnesium sulphate 15,000
Syntans 50,000
Fatliquors 70,000
Dyestuffs 15,000
Auxiliaries (e.g. Tinofix,

Sellasol D ete.) 10,000
Wetting agents

(anionic, non-anionic) 20,000
Enzymes for sosking 20,000
Enzymes for bating 15,000
Sodium-bi-sulphide 15,000
Thinners 15,000
Pigments 40,000
Laquers 25,000
Binders 40,000
Impregnating resins 25,000
Penetrator/drivers 15,000
Lacquer dyes 5,000
Fillers 10,000
Waxes/lustres 6,000
Dullers 5,000
Ammoniac liquor 25,000
Buffing paper or emery paper 300 rolls of different

grit no.

Formalin 10,000

Perlon cords 30,000 metres
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Annex 117

FINANCIAL AND ECONCMIC ANALYSIS COF THE EXPECTED OPERATICN
OF THE MOROGCRO SHOE COMPANY

A. Background

The MSC, including its subsequent performance and problems encountered,
is described in a number of UNIDO project reports (especially in S1/URT/82/802
and BR/URT/84/001). All the facts and conclusions will not be repeated here
since some of those are summarized in annex II, while others are of a more
technical nature. 1In order to provide an easy cross-reference of basic data
used in this report, a short explanation of data and their sources is given
below.

B. Market and plant capacity

Local market

The market for footwear is very good 1n tle United Republic of Tanzania.
The average yearly shoe consumption is about 0.2 pairs per capita, compared to
1.0 pair/capita/year being the average for developing countries and 4.0-4.5
pairs/capita/year in industrialized countries. No footwear is imported to the
United Republic of Tanzania, and owing to the difficult economic situation
such imports are not exgected to be introduced in the near future. The retail
prices, and consequently the ex-factory prices, are extremely high, and still
there is no problem to sell even more shoes at the same prices. The prices
taken into account in the present financial analysis, however, are about
15-20 per cent less than recent average prices, although local marketing
specialists claim that the introduction of three million pairs on the local
market would not affect the selling prices.

Export markets

In recent years the exports of leather footwear from developing countries
have increased dramatically from just over $US 100 million in 1970 to about
$US 650 million in 1982, but these increases have been concentrated in a
relatively small number of countries, such as Argentina, Brazil, China,
Democratic People’'s Republic of Korea and India. For the coming years the
tcend is likely to be a further shift of production from western industrialized
countries to developing countries. Imports into developed market economies
were estimated to be 567 million pairs in 1982. A comparison of this figure
with the projected exports of the project of 800,000 pairs indicates that any
exports from the United Republic of Tanzania would be an infinitesimal
fraction of the total imports to the industrialized countries.

1f shoes are to be exported from the United Republic of Tanzania, then -
three conditions must be satisifed: the products must be price-competitive;
the quality must be satisfactory and, finally and most importantly, delivery
must be prompt and reliable.

The prices of Tanzanian products are high for a number of reasons. The
costs of both domestic and imported materials are raised considerably by high
tariffs and taxes. Labour is 2.5 times more expensive and 60 per cent less




prcductive than iabour in competing Asilan countries. The quality of products
is poor by international standards and there are deficiencies in marketing,
delivery etc. All these factors present problems if the United Republic of
Tanzanla is to export shoes.

Production programme and sales revenues

The MSC plant exists, and its equipment is listed. The plant capacity of
3.5 million pairs/year was computed on the basis of available equipment and
workplaces and according to the recommended product mix. A lower production
output would cause a substantial loss of equipment capacity, while an increase
in production would not be possible due to shortage of locally available basic
materials (mainly finished leather).

Tables A.1 and A.2 give details of the proposed production programme and
provide for a gradual build-up in terms of product range and gquantities
produced. The product range has been selected taking into account the use of
local materials, the market, and the manufacturing skills required.

Table A.3 translates the production programme into sales revenue. The
domestic prices are based on information collected by members of the project
team, and where a price range is given, the mid-point has been chosen. The
export prices are c.i.f. Western Europe minus a 15 per cent discount to cover
market penetrs:‘on costs. Export sales are discussed more fully in section I
below.

The estimated per capita shoe consumption of about 0.2 pairs a year is
considered low for a developing country, even with a per capita GNP such as in
the United Republic of Tanzania. The additional ocutput of 2.7 millicn pairs
would raise the consumption to only approximately 0.3 pairs/capita/year. It
is, therefore, considered that there would be adequate demand to absorb the
production from the project. The revenue forecasts are based on current
prices which are very high but it will be seen from the financial analysis
that there would be ample room for price reductions should they be necessary.

C. Materials and inputs

Details of raw material costs are given in tables A.4, A.5 and A.6. They
are based on using PVC instead of PUR. The latter material is now very
expensive and the technology involved is more complicated than that of PVC.
The prices of both domestic and imported materials have been adjusted taking
into account a devaluation of TSh on 15 June 1984. The costs are based on
information gathered by project SI/URT/82/802 and have been adjusted
considering prevailing conditions and practices as ascertained by the expert
and accommodating subsequent price increases.

If the recommendations made by the leather technologist (see annex II)
are carried out, there will be more than ample supplies of leather for the
shoe factory, and the MCM will easily meet the projected requirements for
canvas., The MSC shall use only locally available basic materials (leather and
canvas, chiefly from the MOT and MCM). All other items (auxiliary materials,
compounds or grenulates for soles, spare parts etc.) have to be imported from
industrialized countries.
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The unit prices used in the financial analysis are those effective in the
United Republic of Tanzania, but they have been adjusted according to the
expected rise due to the devaluation. The prices for leather include
25 per per cent of sales taxes. The leather and canvas manufacturing requires
approximately 20 per cent of imported inputs and since the devaluation of TSh
will increase the prices of imported items, this will be reflected in the
selling prices as well. For imported inputs required by the MSC the price
increase will be even higher because of the average 50 per cent import duty
and sales tax imposed by the Government on all imports. All these factors
have been taken into account in the analysis.

D. Location and site

As far as the location of the MSC and its site are concerned, it would
not be advisable to introduce any changes in that respect, since the Morogoro
Industrial Estate provides sufficient infrastructure and cheap transport for
the basic materials needed.

Details of depreciation are given in table A.7.

E. Project engineering

The MSC plant is relatively new so that no major engineering is
required. However, the building construction has several weak points; a
repair of the roof will be necessary in the immediate future. Some more
equipment is to be installed in order to balance the plant capacity; at the
same time some of the existing equipment can be sold. All these costs, as
well as a possible income for sold equipment, are included in the financial
analysis as rehabilitation expenses/investment costs.

F. OQverheads

A large number of staff is employed today by the MSC. Studies carried
out earlier (ST/URT/82/802) indicated that overhead costs (i.e. their share of
operation costs) can and should be reduced. However, the starting-up period
will require relatively higher overheads due to the fact that training
programmes will have to be introduced at management and direct-labour levels.

G. Manpower

The manpower requirement for the MSC was determined on the basis of
workplaces established in the plant and the possibility of using two or three
shifts in certain production departments. The targeted productivity is about
25-30 per cent less than in industrialized countries and is about 2,000
pairs/employee/year. This figure may be regarded as a high productivity rate
for a plant in a developing country but the up-to-date equipment and the
relatively low workcontents of manufactured products should also be taken into
account.

Labour requirements have been estimated at around 25 per cent above what
would normally be required in an industrialized country. PFactory labour would




be 1,410 and admiaistrative labour 2C0. Of the total labour fcorce, 700 could
be regarded as unskilled, 650 semi-skilled and 360 skilled.

Table A.8 details the estimated production costs.

H. Implementation schedule

The starting-up period consists of a one-year pre-production stage (to
secure the necessary prerequisites to train the staff) and five y.ars for the
gradual increase of the production. The first two to three years are required
for additional training and retraining, the acquisition of know-how and
managerial skills and for developing the quality of workmanship. During the
third year pcssibilities for export might be explored.

I. Financial evaluation

Past financial performance of the MSC

Table A.9 presents the balance sheets of MSC for the past three years.
The item "deferred revenue expenditure" represents the amount spent on project
engineering fees, marketirz and management fees and pre-operational expenses.
This 1s being written off over a period of ten years. The accounts show
accumulated losses of TSh 43 million. A further loss amounting to around
TSh 20 to 24 million 1s expected in 1984. Furthermore, there is considerable
doubt about the accuracy of many of the figures. The auditor has reported on
stock differences amounting to TSh 18 to 19 million in both 1981 and 1982. It
seems likely that the stocks are now worth around TSh 30 million. About
TSh 2 million of the trade debtors are probably uncollectable and there is
some doubt about staff debtors. Given this situation, it seems likely that by
the end of 1984, if not before, the equity capital of the company will have
been consumed.

In table A.10 an attempt is being made to construct a cash flow statement
for the company, which shows the increasing losses over the past years. There
are signs of some slight impr=vement in 1983, but observation of recent
activity within the factory suggests that deterioration will take place in
1984 at a faster rate than in previous years. In view of the uncertain
situation it will be necessary, and it is therefore recommended, that a full
physical inventory and appreciation of assets be carried out.

Technically the company can be considered insolvent, and in view of this,
as well as taking into account all doubts about the true situation, it is
suggested that the proposals contained in the rehabilitation plan should be
considered, i.e. that a reformed MSC would acquire whatever assets eventually
remain from the original company.

Qutline of the rehabilitation plan

The key feature of the plan provides for an agreement with a foreign
partner who would run the factory for five years, providing expertise and
training in all aspects of manufacturing and marketing of shoes and some
related products. The plan calls for a gradual build-up of production over
five years in terms of type of product and quantities to reach an output of
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3.3 million pairs, of which 800,000 would be destined for export. Before
production can commence a pre-operational period will be necessary during
which rehabilitation of buildings and plant plus some training will take place.

The financial aspects of the plan which are elaborated below reflect the
broad principles involved and are subject to modification after consultation

with the foreign partner.

Investment costs

Table A.11 gives details of investment costs for fixed assets. Tt is
assumed that the assets of the present MSC are taken over in the pre-
operational pericd at their book value as at 31 December 1984. This figure
will need to be modified depending on a proper audit of the assets concerned.
The present plant is unbalanced and in year 1 it will be necessary to purchase
new equipment of a value of TSh 18 million. There is also surplus machinery
to be sold. The market for shoe machinery in the United Republic of Tanzania
is poor and it is not likely that there will be demand from abroad. The
surplus machinery is priced at 30 per cent of its original value. Details of
the proposed changes of machinery are given in the report SI/URT/82/802.

Motor vehicles will need to be replaced in the years 1, 2, 4 and 5.
These are mainly buses used to transport workers to and from the factory.
Since the adjacent tannery and the canvas mill alsc appear to have buses, some
savings could be realized by a bus-sharing arrangement.

Table A.12 gives details of the expenses involved in cehabilitating the
MSC. Before production can commence in year 1 it will be necessary to repair
much of the factory equipme:t and various parts of the building. The item
"technical assistance” (full details in table A.13) ess. atially covers
payments to the foreign partner and is illustrative of the general requirement
for managerial, technical and training assistance. The foct-measurement
programme is essential for the proper development of MSC's shoe production and
indeed for the United Republic of Tanzania as a whole. Market research in
year 2 is particularly concerned with the development of exports both to
neighbouring and other countries.

Table A.14 provides an estimate of the working capital requirements. A
major difficulty in manufacturing operations in the United Republic of
Tanzania is the interruption of prcduction caused by shoctage of materiels and
spare parts. The working capital requirements provide for 90 days coverage of
domestic materials, 180 for imported materials and 360 for spare parts.

Cash in hand is derived from the cash balance schedule given in
table A.15. The total working capital rises to TSh 378 million at full
planned capacity.

Financial data

Table A.16 presents the net income statement which shows a gross profit
on sales at full output of 48.1 per cent and net profits rising to
TSh 277 million in the fifth year of operation. No provision is made for
distribution of profits as the financing acrangements for the renabilitation
nlan have yet to be decided.
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Table A.17 gives the cash flow statement for financial planning. It is
assumed at this stage that TSh 103 million are provided in the pre-operational
period to cover the acqulsition of the fixed assets and the rehabilitation
expenditures duycing that period. After negative cash flows in years 1 and 2,
the cumulative cash balance rises to TSh 454 million in year 5.

The projected balance sheet is given in table A.13. Total assets and
liabilities rise from TSh 103 million in the pre-operationsl period to
TSh 938 million in year S. No provision is made in the balance sheets for any
return on equity capital or for repayment of the IBRD loan which stood at
TSh 141 million on 31 December 1983, nor for any particular capital structure,
but the cushion of accumulated reta.ned profits provides scope for a variety
of arrangements. In addition, account must be taken of any other net assets
transferred from the present company, avart from the fixed assets of TSh
89 million which have aleady been included.

Table A.19 provides a cash flow analysis to estimate the financial rate
of return on the project. Cetails of casn inflows and outflows are given over
a period of cen years including the pre-operational period. As would be
expected from the previous financial statements, the rate of return is very
high. The base financial rate of return is 50.72 per cent after tax. The
magnitude of this rate is due to the high selling prices which are possible,
to some extent to the relatively small amount of investment required, and to
the non-inclusion of pre-operational expenses relating to the original project.

The project is sensitive to changes in total revenue - 20 per cent fall
in total revenue reduces the rate of return to 25 per cent. It is not
sensitive t¢ an increase in conversion costs (total production cost less cost
of r-aw materials) - a 20 per cent increase in those costs has very little
effect con the rate leaving it at around SO per cent. A 20 per cent fall in
total revenue accompanied by a 20 per cent increase in conversion costs
reduces the rate to 23.1 per cent.

Foraign exchange requirements

Table A.20 gives details of the foreign exchange requirements of the
project. The total over six years, including the pre-operational period, is
TSh 282 million. In the sixth year of operation the foreign exchange earnings
should nearlv cover the foreign exchange costs. The success of tlis project
depends on t- continuity of supplies of imported materials and spare parts;
it is therefore of vital importance that the necessary foreign exchange is
made available. Estimates of foreign exchange earnings have been made on a
conservative basis. It may, for example, be pcssible to export canvas and
leather uppers, but this will depend on arrangements made with the foreign
partner.

with regard to product quality, labour productivity and general business
performance, the rehabilitation project, and in particular the technical
assistance provided by the foreign partner, are expected to bring about an
improvement, which, in turn, will increase the competitiveness of the products
on the export market.

This will still leave the problem of costs, especially the cost of
domaestic and import materials. At full planned capacity output the total
ccoduction cost, including 20 per cent profit, is TSh 708 million. After
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deduction of tariffs and taxes, and again allowing a 20 per cent profit, the
total cost would be TSh 523 million. A subsidy of 26 per cent of the
manufacturing cost, including profit, would therefore compensate for the high
cost of materials due to tariffs and taxes. This, however, would not taxe
into account the effect of the latter on prices in general, i.e. the increase
of the cost of all other inputs, including labour. It is recommended that the
Guvernment coasider the provision of a subsidy for exports along the lines
indicated above.

A further, and administratively more convenient, incentive would be to
guarantee the shoe factory 50 per cent of all gross foreign exchange
earnings. The MCM has concluded a similiar agreement, and it is recommended
that the same be extended to the shoe factory.

It is suggested that the period of five years be regarded as a time
during which the United Republic of Tanzania ic acquiring the necessary
manufacturing and marketing skills required for export, and gains experience
from which it will benefit in subsequent years.

J. Economic evaluation

Introduction

While in the above financial analysis the project is evaluted purely from
the . .mpany's point of view, the economic evaluation has to examine the
project from the viewpoint of the overall development of the United Republic
of Tanzaniz. To achieve this, all outputs (benefits) and inputs (costs) were
valued at border prices, fcr it is those prices, stripped of the effects of
tariffs and taxes, which reflect the real trading opportunities of the country.

The following adjustments have been made to the revenues and costs given
in the financial analysis:

(a) Output (sales revenue) valued at c.i.f. prices, i.e. the cost of
these products if they were imported (details are given in table A.21);

(b) Imported raw materials - at c.i.f. prices;

(¢) Domestic raw materials which could be exported - at f.o0.b. prices;

(d) Factor; labour - the unskilled element at 50 per cent of its cost.
The wages of unskilled labour ia the United Republic of Tanzania do not
reflect the true opportunity cost of that labour;

(e) Non-tradable items such as utilities, transport, overheads etc. have

been valued using a standard conversion factor of 0.75 which has been
estimated for the United Republic of Tanzania by the World Bank;

(f) Capital costs - although the book value of the fixed assets as at
31 December 1983 was TSh 97 million, their economic value is much less and is
estimated at TSh 43 million. Provision is made for TSh 3 million to be spent
in year 1 to provide accommodation for technical assistance personnel;




(g) Working capital - adjusted to border prices and will be recovered in
the final year of the project.

Table A.22 gives details of the adjusted production costs.

Economic rate of return

Table A.23 shows the effects of carrying out the above adjustments; the
cash inflow represents the benefits of the project and the cash outflow the
costs. Over the ten-year life of the project (pre-operational period plus
nine years operational) there is a small negative cash flow, indicating that
there is a small negative economic rate of return.

It may be considered that the Tanzanian shilling is still over-valued
despite the recent devaluation. If a rate of exchange of TSh 26.25 = $US 1
is used, i.e. a 50 per cent devaluation, the rate of return becomes
11.3 per cent, and if an even larger devaluation of 75 per cent is considered,
i.e. TSh 30.6 = $US 1, then the rate of return raises to 15.8 per cent. In
the United Republic of Tanzania a rate of return of 15 per cent seems to be
generally acceptable for a project. No sensitivity testing of the revenue and
cost streams has been carried out, but it is ~lear from table A.23 that the
margins between the two streams are very small and any quite small
divergencies from the figures would have considerable effects on the economic
rate of return.

Effective rate of protection

Another method to assess a project is to estimate its effective rate of
protection, which gives some indication of the international competitiveness
of a project. It is calculated as the ratio fo the excess value-added
obtainable due to the imposition of tariffs to the value-added in free-trade
conditions. It is estimated that 216 per cen: are added to the value of
domestic materials (mainly leather) used. In free-trade conditions the
value-added is 30 per cent. This implies a very high rate of effective
pcotection of 620 per cent, showing the effects of the tariff and tax system
in the United Republic of Tanzania and indicating the poor internationel
competitiveness of the project.

Project rate of exchange

The project rate of exchange is an estimation of the number of units of
local resources which are required to save a unit of foreign exchange. The
foreign-exchange savings in this project are $US 24.5 million (the amount
which the shoes would cost to import) less the cost of imported materials,
$US 6.2 million, giving a net saving of 3US 18.3 million. The domestic
resources used, at market prices, amount to TSh 487 million, giving a project
rate of exchange of TSh 26.6 to $US 1.

Other economic benefits

Apart from any conclusions which may be drawn from the above analysis,
the project will bring about economic benefits for the United Republic of
Tanzania which are not easily quantifiable but are nevertheless very real.
The MSC is part of an industrial complex at Morogoro, including a tannery, a
canvas factory and a leather-goods plant. The fact that those plants are




located close to the shoe factory is lixely to bring about some of the
advantages of vertical integration. Furthermore, the industrial complex as a
whole was meant to pcovide employment %o a particular area of the United
Republic of Tanzania. Benefits will accrue from the employment at the shoe
factory of abcout 1,700 staff and will provide an opportunity for the
acquisition of a wide range of skills and experience which will assist the
country in its development.




Table Aty Planued production progeamne tor shoes
(o thonsand pairs per yeas)

Product type Output at Year 1 Year 2 Year 3 Year 4 Year 9

100X ca pac 1 Ly T o o o o
Capacity Output Capacity Output Capactity Output Capacity Output Capaclty Oublput

4 /A 4 %

Canvas shoes 1,000 35.0 350 70,0 100 90,0 900 100.0 1,000 100.0 1,000
Jogging shoes 220 45,4 100 90.9 200 100.0 220 100.0 220 100.0 220
Clogs 200 50.0 100 100.0 200 100.0 200 100.0 200 100.0 200
Satari boors 400 - - 25.0 100 15,0 300 100.0 400 100.0 400
Sandals 730 - - 13.7 100 54.8 400 82,2 600 100,0 710
Moccasins 550 - - - - 18.2 100 63.6 350 100.0 550
Dress shoes 400 - - - - - - 37.5 150 100.0 400
shoes total 3,500 15.7 550 34.3 1,200 60.6 2,120 83.4 2,920 100.0 3,500

*)The total capacity

utilization

is computed on a quantity basis (i.c. 3,500,000 pairs/ycar = 100%)




Year of Operation

1 2 3 4 5
Percentage of planned
Utilization 153.7 34.3 60.6 83.4 100
Canvas shoes Domestic 350 700 800 750 600
Expor= - - 100 250 400
Jogging shoes Domestic 100 200 220 220 220
Clogs Domestic L3¢ 200 200 200 200
Safcri boots Domestic - 100 300 350 309
Export - - - 50 100
Sandals Domestic - 100 400 500 530
’ Export - - - 100 200
Moccasins Domestic - - 100 350 450
Export - - - - 100
Dress shoes Domestic - - - 150 400
TOTAL SHOES 550 1,300 2,120 2,920 3,500
Insoles Domestic - - 100 200 300
Prefabricated soles Domestic - 50 150 200 250
Unit soles Domestic - - 300 600 700
Shoe laces . Domestic* 2,000 5,000 3,000 8,000 8,000
Wooden soles Domestic 50 100 200 200 200
Heels Domestic 150 300 400 500 500
*% The capacity utilization is computed on a quantity basis for footwear.

* Some export sales to neighbouring countries possible.
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Taziz A.2.  Tozal revenue

(in millian TSh:

7ear of Operation

Product Market Price 1 2 3 4 5
Canvas shoes Home 270 94 189 216 202 162
Export 62 - - 6 15 25
Jogging shoes Home 440 44 88 §7 97 97
logs Home 390 39 78 78 78 78
Safari boots Home 280 - 28 84 58 84
Export 138 - - - 8 16
Sandals Heme 300 - 30 120 150 159
Export 123 - - ~ 12 25
Moccasins Home 480 - - 48 168 216
Zxport 315 - - - - 31
Dress shoes Home 490 - - - 73 196
TOTAL SHOES 177 413 649 801 1,089
Insoles ) 10 - - 1 2 3
Prefab. soles) 25 - 1 4 5 6
Unit soles ) . 17 - - 5 10 12
Shoe laces* ) Home 3 6 15 24 24 24
Wooden soles ) 35 3 5 11 11 11
Heels ) 10 2 3 4 5 5
TOTAL REVENUE 188 437 698 958 1,150
Percent 16.3 38.0 60.7 83.3 100.0

* Some exports to neighbouring countries possible.
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Materviatl

Suede/split leather

Covrected graln upper
leather

Full grain upper leather
Linlag leather

Canvas upper

Textile Laing

Threads

Retnforcing tape
Biading tape
Rivettes/eyelets
Decovat lon

bucles

Stiffeners

Toe puff

Leather board (lnsoles)
Cardboard (shanks)
Nails (spectal)

Wooden sols

Sole leather

Unit soles (PUR)
Rubber soles/runners
Compound (PUR)

Adhesiven

Made of other materlals

Table i,

Unit

Raw material vequivements per palr ol shoes

Requircments of Unlt/pale for

canvas jopping clogn safavi anndaln moccasing
shoes choes boots

- 1.9 - 26.0 - -

- - .5 - 8.5 -

- ~ - - - 32.0
- 4.3 5.0 9.5 9.1 6.0
215 8.4 - - - _ -
17 21 12 15 10 16
0.2 0.4 0.3 0.3 0.1 0.4
1.0 - - - - -
12 20 - 4 8 -
- - 2 - - 2

- - - 2 -
- * A - hh - 1
Aa - 1.4 A - _ -
. - - 3.5 3.5 2.0
- - - 1.2 - - 2.0
- - 32 - - -
- - 1 - - -
- - - 0.2 - 0.3
- - - - 1 -
- - 0.3 0.4 - 0.3
0.25 0.313 - - - -
11 18 12 15 12 10

| 1 - 1 - -

dress shoes

21.7
11.0

7.0
14

0.25

- 09 -

1.4

18



Table

A5, Raw

materbal costs for shoes at TOOL capacity urilization

(in thousand TSh)

No. Matervial S:;:’ canvas Jogpling clops safari sandals moccasins ghoes
TSh shoes shoed boots

LOCALLY AVALLARLE MATERIALS N

l. Suede/split leather 2.40 - 4,171 ~ 24,960 - -

2. Corrected grain

upper leather 3.00 - 5,100 -~ 18,615 - -
3. Full grain upper
leathar 3.50 - - - - 61,600 30, 380

4. Lining leather 1.70 - .,608 1,700 6,460 11,293 5,010 7,480

5. Canvas Upper 1.00 21,500 1,848 - - - - -

6. Textile lining 0.75 - - - - - - 2,100
15, LLeather Board(insole) 0,26 - - - 364 664 286 520
18, Wooden Sole 59.00 - - 11,800 - - - -
19. Sole leather 95.00 - - - 11,400 - 15,675 9,500
24, . Laces 3.80 3,800 436 - 1,520 - - 1,520

Auxiliaries 4.30 4,300 946 860 1,720 3,139 2,365 1,720
SUB TOTAL 29,600 9,409 19,460 46,424 33,711 85,536 54,220

TOTAL OF LOCAL MATERTALS

277,360




Table A.9. (continued)

No. Material ggit’ canvas jogging clogs safari sandals moccaslns dress shoes
TSh shoes shoes boots
MATERTALS AVAILABLE ONLY THROUGH IMPORT
7. Threads 0.10 1,700 46?2 240 600 730 880 560)
8. Reinforcing tape 0.73 146 56 44 88 53 161 773
9. Binding tape 0.78 780 - - - - - -
10.  Rivettes/eyelets 0.17 2,040 748 - 272 - - 544
11. Decorations 4.20 - - 1,680 - - 4,620 3,360
12, Buckles 0.35 - - - - 256 - -
13. stiffeners 8.30 - L - ** - 4,565 3,320
14. Toe pufts 0.67 kK - 188 L - - YA
16. Cardbeard 0.42 - - - 353 - 462 3360
17. Nails (special) 0.55 ~ - 3,520 - - - -
20. Unit soles (PVC) 17.50 - - - - 12,775 - 7,000
21. Rubber soles/
runners 88.00 - - 5,280 14,080 - - -

22, Compound (PVC) 52.00 13,000 3,775 - - - - -
23, Adhesives 0.35 3,850 847 840 2,100 3,066 1,925 2,520

Auxiliaries 15.50 15,500 3,510 3, 100 6,20 11,115 8,525 6,200
Imported materials

14,892

Subtotal 37,016

Imported miaterials
Total *%

9,398

158,620

23,693

28,195

21,138

24,288



Table ALO.

Raw wateriai costs for shoes and shoe components, over tive years of operation

(in million TSh)

Year of Operation

R Tz T3 % s
Product D I I D I b N Rt ) S
Canvas shoes 10.3 i3.0 20.7 25.9 26.6 33.3 29.6 37.0 29.6 37.0
Jogglng shoes 4.2 4.2 8.5 8.5 9.4 9.4 9.4 9.4 9.4 9.4
Clogsa 9,7 7.5 19.5 14.9 19.5 14.9 19.5 14.9 19.5 14.9
Safari boots - - 11.6 5.9 34.7 7 46.4 23.7 16 .4 23.7
Sandals - - 4.6 3.9 18.5 15.4 27.7 23.2 33.7 24.2
Moccasins - - - - 15.6 3.8 S4.4 13.4 85.5 21.1
Dress shoes - - - - - - 20.0 9.1 53.2 24.3
Insoles - - - - 0.5 0.2 1.0 0.4 1.5 0.6
Prefab. soles - - - 1.1 - 3.4 - 4.5 - 5.6
Unit soles - - - - 0.3 2.9 0.5 6.0 0.6 7.0
Shoe laces 4.1 0.3 10.2 0.7 16 .4 1.1 16.4 1.1 16.4 1.1
Wooden soles 0.3 - 0.6 - 1.2 - 1.2 - 1.2 -
Heels 0.1 0.3 0.1 0.7 0.1 1.3 0.1 1.3 0.1 1.3
TOTALS 28.7 25.3 75.8 61.6 142.8 103.4 226.2 144.0 297.1 174.2

54 .0 137.4 246 .2 370.2 471.3

D = Domestic
I = Imported
Note: Shoes -~ with PVC soles
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Land and Plant and Fumniture Motor ~oral
Building Machinerv + Equipmt. Vehicles ~ i
Book value 31.12.83 38.2 54.8 2.7 1.3
1984 depreciation 1.5 5.5 0.3 0.3 .
Book value 31.12.84 36.7 49.3 2.4 1.0 89.4
YEAR 1
Additions - 18.5 - 3.0
Disposals - 5.0 - -
Derreciation 1.5 9.4 0.3 1.0 11.9
Book value end vear 35.2 S3.4 2.1 3.0 93.7
YEAR 2
Additions - - - 2.5
Depreciation 1.4 8.0 0.3 1.4 11.1
3ook value end vear 33.8 45.4 1.8 4.1 85.1
YEAR 3
- Depreciation 1.3 6.8 0.2 1.0 9.3
Book value end vear 32.5 38.6 1.5 3.1 75.8
TEAR 4
Additioms - - - 3.5
Depreciation 1.3 5.8 0.2 1.6 8.9
Book value end year 31.1 32.8 1.4 5.0 70.4
YEAR 5
Additions . - - - 3.0
Depreciation 1.2 4.9 0.2 2.0 6.3
300k vrlue end year 30.0 - 27.9 1.2 6.0 65.1

Depreciation is calculated on the straight line method. Buildings 4 %,

plant and machinery from year 1 - 15 7, furniture and equipment - 12.5 7,

motor vehicles - 25 %.




aole A.3. Tortal production coscs

fin million TSh)
Year of Operation
1 2 3 4 S
Percentage of planned
Utilization - guantity terms 15.7 34, 60.6 83.4 100.0
- revenue terms 16.3 38.0 60.7 3.3 190.0
Direct Materials
Domestic 28.7 75.8 142.8 226.2 297.1
Imported 25.3 61.6 103.4 164.0 174.2
Factory labcur 4.6 9.1 11.9 16.4 19.7
Utilities ** 0.6 1.3 2.0 2.8 3.4
Tocling ** 1.2 2.9 4.7 6.5 7.8
’ Maintenance 2.6 6.2 8.1 11.2 13.4
Transport ** 2.0 4.6 7.6 10.4 12.5
Factory overheads 11.0 18.3 22.0 25.7 25.7
TOTAL FACTORY COSTS 76.0 179.8 302.5 ¢ 3.2 553.8
Administrative overheads 12.0 13.0 15.0 15.0 15.0
Sales costs 3.4 3.4 4,5 4.5 4.5
Distribution costs 2.6 6.2 10.2 14.0 16.8
TOTAL OPERATING COSTS 94.0 202.4 332.2 476.7 590.1
Non-operating expenses:
Depreciation 11.9 11,1 9.3 8.9 6.3
TOTAL PRODUCTION COSTS 105.9 213.5 341.5 485.6 596.4

*)The cost of materials is computed according to the quantities of each item to
be produced in the respective year of the start-up periocd (see annex 3.1 and 5.4)

**) Proportional to revenues.
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Table aA.%. 3alance sheets of the Mecrogorc Shce Company
as at 31 December =2ach vear

(in million TSH)

1981 1282 1983
ASSETS =MPLQYED
Fixed assets 115.2 107.6 97.1

CURRENT ASSETS

Stocks 51.4 70.6 65.6
Trade debtors 0.2 1.3 2.7
Due {rom group companies 1.3 0.1 0.4
Deposits and prepayments 0.2 0.2 1.4
Staff debtors 1.1 1.0 1.6
Cash in hand 0.1 3.1 2.8
54.3 76.3 74.5

LESS CURRENT LIABILITIES
Bank overdraft 0.6 14.5 11.4
Creditors 0.9 2.1 4.4
Due to group companies 3.5 7.2 6.5
5.0 23.8 22.2
NET CURRENT ASSETS 49.3 52.5 52.3
DEFERRED REVENUE EXPENDITURE 47.1 41.9 36.6
TOTAL ASSETS 211.6 202.0 186.0

FINANCED BY:

Share capital 90.4 90.4 90.4
World Bank loan 141.8 141.8 138.3
Profit and Loss Account (20.6) (30.1) (42.7)




Tadblz a.l2.  lash flow analvsis of the Morogero Shoe Company

f{in million TSH)

1981 1982 1983

CASH INFLOW
Sales revsuue 6.0 36.0 40.9
Other income - - 1.3
6.0 36.0 42.2
CASKE OUTFLOW
Capital EZxpenditure:
Land and buildings 43.4 - -
Plant and machinery 77.0 1.1 -
Furniture and equipment 3.0 0.5 0.5
Motor vehicles 2.0 1.7 -
: Management fees etc. 52.4 - -
Operating costs 62.4 43.7 32.7
World Bank Loan Repayment - - 3.5
240.2 47.0 36.7
NET CASE FL (236.2) (1..0) 6.5

COMULATIVE CASH FLOW (236.2) (247.2) (240.7)
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abie A.Ll., Investment <2sts

fin million T30

Year of Operation

Pre- i
operational 1 2 3 4 5
Fixed assets
taken over 89 - - - - -
Yew Machinery - 18 - - - -
Less sale of surplus
machinery - (5 - — - —
Motor vehicles - 3 3 - 3 3

d TOTAL. 89 16 3 - 3 3
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Tabie A.12. Renhabilizacion expense

ns

(921

{in theousand 3US)

Year of QOperation

Pre-
operaticnal 1 2 3 4 5
Repair and
maintenance
of equipment 200 - - - - -
Repairs to
building 250 - - - - -
Technical Assistance
fsee Table A.ll.) 126 491 543 323 204 116
Foot Measurement
Programme 80 - - - - -
Market Research - - 150 - - -
Manégemen:
Training - 170 170 170 170 -
Contingency
Allowance : 17Q - - - - -
TOTALS SUS 826 661 863 493 374 116
TSh* 14.4 11.6 15.1 8.6 6.5 2.0

Note: All foreign cost except repairs to buildings 70 % local cost.




Table A.13d.  Cost ot technical assistance

(Cin man-wonths and thousand $US)

Year of Operation

Cost Pre-

per operati~u 1 2 3 . -

m/m* wm/m Us$ m/m UssS m/m US§  m/m uss$ m/m Us$  m/m Uss$
Managing
Director 5.5 6 33.0 12 66.0 12 66.0 12 66.0 12 66.0 12 66.0
Production
Superintendent 4.2 6 33.0 12 50.0 12 50.0 12 50.0 12 50.0 12 50.0
Production
Controller 4,2 3 12.6 12 50.0 6 25.0 - - - -~ - -
Production
Supervisors 3 11,1 36 133.0 60 220.0 36 133.0 24 88.0 - -
Instructors 4.0 9 36.0 24 96.0 -~ - - - - - - -
Marketing
Expert 4.2 - - - - 12 50.0 12 50.0 - - - -
Designer 4.0 - - - - 3 12.0 3 12,0 - - - -
Chemical
Expert 4.0 - - 12 48.0 12 48.0 - - - - - -
Purchasing
Expert 4.0 - - 6 24.0 6 24.0 3 12.0 - - - -
Technologist 4.0 - - 6 24.0 12 48.0 - - - - - -
TOTALS: w/m 27 120 135 78 48 24

us$ ‘000 125.7 491.0 543.0 323.3 204.0 116.0
TSh million 2.2 8.6 9.5 5.6 3.6 2.0

TOTAL:

Us$ 1,803 - TSh mill. 31.5

* Including living expenses.



Min. Coeff't Year of QOperation
days of turn- 1 2 3 4 5
coverage over
CURRENT ASSETS
Accounts
Receivable: 30 12 6.3 16.9 27.7 39.7 49,2
Inventory:
Dom. material 90 4 7.2 18.9 35.7 56.5 74.3
Imp. material 180 2 12.6 30.8 51.7 72.0 87.1
Spare parts 360 L 3.2 3.2 3.2 3.2 3.2
Work in progress 30 1° 6.3 15.0 25.2 36.9 46.1
Finished products 15 24 3.2 8.0 13.2 19.1 23.7
Cash in hand: 15 24 57.9 82.2 102.5 122.2 133.9
§ Current Assets 96.7 175.0 259.2 349.6 417.5
CURRENT LIABILITIES
Accounts
Payable: 30 12 4.6 L1.6 20.7 31.1 39.5
WORKING CAPITAL
Net Working Capital: 92.1 163.4 238.5 318.5 378.0

Increase in Working

Capital: 71.3 75.1 80.0 539.5
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Total Production Costs
LESS

Raw materials
Utilities

Depreciation

Required Cash Balance

A.L12. Cash balance schedule

(in millicn TSh)

Year of Operation

1 2 3 4 S
124.4 232.0 360.0 504.1 614.9
54.0 137.4 246.12 370.2 471.3
0.6 1.3 2.0 2.8 3.4
11.9 11.1 9.3 8.9 6.3
66.5 149.8 257.5 381.9 481.0
57.9 82.2 102.5 122.2 133.9




Year cf Operaticn

Pre-

cperational 1 2 3 A 5
Sales revenue - " 188 437 698 958 1,150
Operating costs - 106 213 341 486 596
Gross profit - 82 224 357 472 554
Corporate tax (50 %) - 41 112 178 236 277
Accumulated
Undistributed
Net Profit 41 153 331 567 844
Ratics:
Gross Profit: Sales - % 43.6 51.2 51.1 49.2 48.1

Net Profi-: Sales - 2 21.8 25.6 25.5 24.6 24.0




Zash flow stazements for financial planning

{ia million TSh®

Year of Operation

Pre-
operational 1 2 3 4 5
CASE INFLOWS
Financial resources 103 - - - - -
Current liabilities - 5 7 9 i0 8
Sales revenue - 188 437 698 958 1,150
103 193 444 707 968 1,158
CASH OUTTLCWS
Fixed assets 39 16 3 - 3 3
Rehabilitation expenses 14 12 15 9 6 2
Current assets - 97 79 84 91 67
Operating costs - 94 202 332 477 550
Corporate tax - 41 112 178 236 277
103 260 411 5912 813 939
NET CASH FLOW 0 (67) 33 114 155 219

CUMULATIVE CASH BALANCE O (67) (34) 80 235 454




Tazle A.13. Proieccad balance sheet

(in miiiion TSh!

Year of Operation

Pre=-
operational 1 2 3 4 5
ASSETS (total) 103 203 275 424 661 938
Current Assets
Cash balance - - - 80 235 454
Current assets - 97 175 59 350 417
Fixed Assets 89 94 85 76 70 65
Rehabilitation Expenses 14 12 15 9 6 : 2
LIABILITIES (total) 103 203 275 424 661 938
| Current Liabilities - 5 12 21 31 39
Cash Deficit 67 34 - - -
Accumulated Retained
Profits - 41 153 331 567 L TAA

Equity and Lean
Capital, short and
medium term borrowing 103 90 76 72 63 55




Table ALY,

Cash 1low analysis

(in million TSh)

Cash Inflow Cash Outflow

Yz?r Fixed Rehabilitation Working Operating Corporate Net
Operation Sales Revenue Assels Expenses Capital Costs Tax Total Cash Flow
Pre- ¢
operational 89 14 - - - (103)
1 188 16 1! 92 94 41 254 (66)
2 4137 3 15 71 202 112 403 34
3 698 - 9 75 332 178 594 104
4 958 3 6 80 477 , 236 802 156 ‘
5 1,150 3 2 59 590 277 931 219 ’
6 1,150 - - - 590 277 931 219
7 1,150 - - - 590 277 9131 219
8 1,150 - - - 590 277 931 219
9 1,150 - - - 590 277 931 219
Note: No provision 1s made for recovery of working capital nor for residual

value of fixed assets.



3ble A.20. Foraign exchange Tegquirements

Year of Operation

Pre-
operational 1 2 3 4 5 Total
Rehabilitation
Expenses 11 12 15 9 6 2 55
Raw Materials - 16 38 65 90 109 318
Spare Parts - 3 3 3 3 3 15
New Fixed Assets - 21 3 - 3 3 30
Less Export Revenue - - - 6 34 96 136
. TOTAL 11 52 59 71 68 21 282

dote: The total foreign 2xchange requirement is 2quivalent to
5US 16,1 million for the firsc s3ix vears
(including pre~operational phase) .




Tiol2 A.ZL. Quzput ‘sales revenue) valued ac ¢.i.i. pricsas

Year of Operation

SUS per TSh per

pair pair l 2 3 4 5
. million TSh ———m——eu
Canvas shoes _ 3.50 61.25 21,4 42.8 55.0 61.2 61.2
Jogging shoes 7.00 122.30 12,2 24.5 26.9 26.9 26.9
Clogs 7.50 131.25 13.1  26.2 26.2 26,2 26.2
Safari boots 9.00 157.30 - 15.7 47.2 63.0 63.0
Sandals 7.00 122.50 - 12.2 49.0 73.5 89.4
Moccasins 18.00 32.50 - - 3.1 11.0 17.3
Dress shoes 13.00 227.50 - - - 34.1  91.0
Insoles 0.75 13.12 - - 3.1 6.2 9.3
Prefab. soles 2.00 35.00 - 1.7 5.2 7.9 8.7
Unit soles ., L.10 19.25 - - 5.8 11.6 13.5
Shoe laces 0.04 0.70 1.4 3.5 5.6 5.6 5.6
Wocoden soles 3.30 61.25 3.1 6.2 12.2 12,2 12.2
Heels 0.55 9.62 1.4 2.8 3.8 4.8 4.8

52.6 135.6 243.1 343.3 429.1
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Tidla A.L22. Tozal adiusted produczion coscs

iin millicn TSh)

Year of Operation

1 2 3 4 5

Direct Materials:
Domestic f£.0.b. 16.0 49,7 101.9 163.1 209.3
Imported ¢.i.£ 15.8 38.5 64 .6 90.0 108.9
Factory labour 3.4 6.8 8.9 12.3 14.8
Utilities 0.4 0.9 1.5 1 2.5
Tocling 0.9 2.2 3.5 4.9 5.8
. Maintenance 1.9 4.6 6.1 3.4 10.1
Transport 1.5 3.4 5.7 7.8 9.4
Factory overheads 8.2 13.7 16.5 19.3 19.3
TOTAL FACTORY COSTS 48.1 119.8 208.7 307.9 380.1
Administrative overheads 9.0 9.7 11.2 11.2 11.2
Sales costs 2.5 2.8 3.4 3.4 3.4
Cistribution costs® 1.9 4.6 7.6 10.5 12.6

TOTAL OPERATING COSTS 61.5 136.7 230.9 333.0 407.3




Table A.293

Calcutatio

n of cconomic

(in million TSh)

tate of

rerurn

Cash Inflow

Cash Outfl

ow

Year (Benefits) (Costs) . -
of Fixed Rehabllitation Working Operating Total Net
Operation Value of Sales Assets Expenses Capltal Costs Costs Cash Flow
Pre-
operational - 43 17 - - - (60)
1 53 19 11 81 61 172 (119)
2 136 3 15 55 137 210 (74)
3 243 - 56 231 296 {(53)
4 343 3 6 59 333 401 (58)
5 429 3 43 407 455 (26)
6 429 - - - 407 407 22
7 429 - - - 407 407 22
8 429 - - - 407 407 22
9 429 ) - - -~ 407 407 316
Recovery of )
working 294 )
capital ) __
(8)

Not 2:

No account is taken of the

residual value

of the fixed

asgets.

ha
1



Annex IV
FINANCIAL, EZCONCMIC AND SENSITIVITY ANALYSES USING COMIFAR
Based on the financial and economic analyses of the rehabilitation of the

MSC a sensitivity analysis was carrcied out using the UNIDO Computer Model for
Feasibpility Analysis and Reporting (CCMFAR) .

Since there are special operational requirements and an established logic
in CCMFAR programmes, some assumptions had to be made which in turn influenced
the results of the computations. The following should be noted for clear
understanding:

(a) CCMFAR allows to consider a maximum of fix products; consequently
some of the shoe types and components had to be combined in one category,;

(b) The rehabilitation expenses are considered as investment costs
(mainly as capital expenditures) ;

fc) The earliest time COMFAR allows a depreciation of investments :is the
first year after the investment has been made;

(d) COMFAR automatically computes interest rateg for capital
expenditures;

(e) COMFAR automatically minimizes cash reserves which in turn leads to
smaller drawings of the credit; thus no minimum coverage period for cash is
foreseen in the computation of working capital requirementc;

(€) TIn the basic analysis some variable costs (e.g. utilities, tooling,
transport) were assumed to be proportional to revenues. As CCMFAR
automatically takes variable costs as proportional to production capacity
utilization, special cost adjustment had to be introduced in order to show
equal figures of the total production costs.

The computations were carried out for the first ten years of MSC
operation after the completion of the rehabilitation programme.

A. Economic analysis

The parameters are based on the following assumptions;

(a) The exchange rate of the Tanzanian shilling against the United
States dollar increased by 75 per cent (i.e. the Tanzanian shilling is
devaluated):

(b) The selling prices for all items are decreased by 15 per cent as a
local market respanse to larger supplies;

(c) The labour costs are increased by 40 per cent (lower productivity),

The computations made under the COMFAR ptogramme show some discrepancies
in comparison to the basic financial analysis:

(a) Due to the minimized cash-in-hand requirements and the lower
production costs during the starting-up period (since COMFAR computes them
pcoportional to sales revenues and actual production mix), the capital
requirements are lower;

(b) uwing to the same reason. the sales revenues are somewhat higher.
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Lot CEITUITTALITT 3t NI Ly ---

Cashflow tables, production = 1.2

AT S 98k 1987 198 (588 1990

Totalozash intlaw L I UL g8 38208 LI 435

ek v NP - N
Firancial mesourzac $0.58 T 25.88 3.7 L0 .2
. Sales, et of tax €l.ig 1T ROV i J44.28 30,18 PO
Tota. cash sutilom ., 133,88 3854 27I008 I81.3% 440,25 L2518
.oTotaloassaty L L L, L0 I LER I5.08 7.l N
. perating caste P 136,70 0.8 PR L 407,36
. lost of fimanze L LB 300 .90 .00 1,75 1.
. Repaveent .. . . . e G0 9.5 12,09 14,00 N
oo laroorate taooL L ERSER -8, -5.8) -5 50 o I.sE
. Tivigense zalg ., RS ¢ o.¢ 2.2 .8 -
Sursicz ¢ ozesiit o, TN R £.80 s.3) 200 -3
ZURslaTes fash Ta.ince iLLED 28,76 MR LLEC §2.50 EI
. .8 L Tk 47,58 (20 :
L 8.l e REIOR-L el :
. <1973 DEMnE -40.4! ERORN - A
- ‘ (3E.9C 288,22 42,26 435,08 MR
. e e T LN 39.5° Il sl
- - a- ane ree o —ng - —e -,
0 v trmy W ol hdws mwwy v e s - .-
NET ZasnioN L L L L, R 11 -3E. 07
CcgLietEs net casnficw -i27.e8 -.98.3%

A COMFRR LU - demonstraticr at UNIDC IV ---

Cashflow tables roduction :n a:lli2s Tanzania 3hillincs
v

T 1837 1867 1994 39 199 19e7
Tgral zase iatiow L 430,19 432, £G. 8 M

. Finanzial rersusces 3.0 b ¢ 3

. Saiec, e af ray 5,100 436,19 £20,09 0,09 &y D
“ctal cash sutflow . £30,:9 309 30,13 420,18 -£.51 -2
. Total assere L L, 3.3 20 DI 3.0 -150.17 0.
. lgereting Togts 020 4TI LltR 57,00 -16,20 REUIY
. ot 2f sinanze L AR -1 -1.80 -LE -1.30 - 3%
. Fezayzent L L L L. 4,37 T .07 2,76 187.9¢ 2.C
Lolorporate tax L. . 3.3 .03 it.el 11,99 562 g4
. livizents zaps L, 7.2 0.7 0.7 0.0 0.9 u,

2y an

erplus @ 2efrcit o =000 9.0 =0,90 -0, 00 8
cueulatee zagn salance 42,8 £3.80 2.9 2.8 2

; ] 2. 3.0 0.5 3.0
Sotéiow, lzzal. oL L3 il M ¥ METRY SS.50 -10.20
surgius (o dehinid -1.3.33 -12.28 MY =310 -S2.80 W00
o, foreizs L, [SUIL] 430,19 430,15 870,19 b Lo
Jutiiawn, foregn e 3t .3 118,72 115,09 -54. 22 S
Sorolas Conedinit 30,37 2 SN Y MASRL: 54,722 -i.22
2T NPl (3472 L%
/ -188. 722 -174.72 2040 NI
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---------------------- R Temmmem- JOMFAR LD - zeachstratiae gt oNISD TV o--
Net 1ncome statement :- sillian Tanzania 3miliags
BT Lo SN ISEN ISEN SAL) 1552
Titalozaies, 1q7l. sales tax L. . L 130,07 VIS
-8530 v3riatis I33%s, (nCl. §a3.3% tix. ITRLE 378,30
ELSELH-EE T o ot SRR 3.3
R . . - v .
230 0CF total zalee L. ... . AR 2.8 ISR v bl
Nor-variaie 1osts, oncloLlagraiiation LI POy 2 T B
- i oA .- Ca am ny e .
CSEFATIONGD YT L . .. .. ., AP 5002 L8L0T 2043 LB
=5 1 Irtatal osdias L L L L L, 1.54 372 1.4 4,53 St
LS ST eivanza L L L L L. 3,30 VY D -4, 3¢ -iLEC
IrIse ariiit L L B PR JRAY. 1 AR
“imancEs Lo, L, L 703 ). 3.3 a2 )
mizle 3rsfiz o L L L SPH izail 20,07 23 2.
it T e 5.0s VO -V LS
Ne Tt L L. £33 8.6 8.3 LiL82 i..79
hividends pais oL ..., L. L. 3.0 D] 2.9 23 9.7

- Uneistriutes avorlt oL L, L L, L. 3,32 3.36 0.7 ISP I
Aciumelzten ngistrisuted profin L L L -45,57 -41,31 -I07 -28.:S -3..s
- ) . . - - -
3r3SS 37T, Dot toual salss , L, 7T M b7 R 5.5
Netgroiii, o D oad tstal sales, L . : L7 Lz 2.7 o
o . o\ an . , ny oo ~ s
~Ey Net graert Togroeguity L. L, 10,52 14,33 2.4 il L
00, Net zrorizeintarest, Y36 lavest. 4,51 5.2 3,38 7.8 7.4

oragara Shae l3.,dase case econ.inaivs --- 1554-95-7:




- -
TS Vo e e e LT3e
Tar s e at 5
2hALE3%E8%I 0 L 0 0w v e 3.0
A
PER
20,00
A
PR
P

Ttar LIalilitiq .o L . 50,30
tial 9

- i -

TSV OZALLNAL 4 v e e e e SILIb
Sacarves, tatilneq rrIfit L L L, G

3 O P e -1 3.

.2ng nd sedii® otery est L . L . 3,00
S ee v Tieeze )

st ntiET . .. .. 3.




-

/ : .







MICROCORY RESOLUTION TEST GHART
PIATIOMAL B A8 T AMTART
CTANDANT. REFEREIIC S RAATE S0 1oty

AR e U TR T AT e




---------------- --- mmmommoseme- - - JGMFAR 101 - zeacnstratica at UN(ZD IV ---

Projected balance sheet, praduction :a xliion Tsazama Shillings
L2 TN 138 1887 1588 1989 1390

—t ceq v Loy e
Tatal ags2t3 L . . o 0 v e Nt PR 91,77

tn

3.1 470

r.y

Fized assets, aet oF depreciaticn 28,17 53.36 39.73 32.40 46.32
Canstrycticn .2 2rcgraess . . . . E.1% 17,60 §.40 12000 S.30
Zur-ent assets L . L . .. S6.3% 13,20 181,57 73 187,33
Razh, Saze . . o L .0 L. -2.48 -4,4 -1.2% -3.323 2.38
Tash serslys, fitance aeaiiella R 3.3 3 0.0 9.7

Teeol Liabilities oo oo i33.33 19170 21748 8370

Sty CaitEl . . v e e v r e gL 3.0 5.0 25,60 5.9
Recarves, retaines prITil . L . 3.9 -i8.2 -73.08 -T1.38 59.22
Frofit, ilass) oo v e e e -i8.28 -22.37 -12.58 -§.24 4.0
LIng 3nd geciua iara dest . . 2. 20,00 .30 1700 SO0
larrent rasiiitiEe . L Lo L L 11,36 BRI 7.3 .59 30.3%
Zank svyersrsft, financa reguires. 5,77 122,75 3577 LT ROLIE
Tirac et .. L e o e 38.58 174,58 2573 248,22 242,72
Tzurty, Uost liadilities L. L, 35.78 18.38 28,33 22.73 22.7%

Mgragoro Shoe g, ,32se cas2 econm.analys —- (384-09-035

CONFAR .1 - deaonstraticn at UNIZZ 19 -—-

Projected balance sheet, production iz =2lliscn Tanzania 3h:iiiags

YA L s e s e e e e e e e 1991 1592 1993 1954 1998
Total assets ... ., . .. . p3 P03 72474 720.352 219,08 2838
Fixed ascets, net 3¢ Zdesraciaticn .18 14,258 30,45 3.9 28.23
Tansiruction in gragress L. . . 2.3 3.0 0.0 0.9 2.9

Curcon® ascats ., . . . .., .. 137,52 137.33 137.53 187.52 137,53
Cash, 2ank . . . . v v o . z.38 7.3% .55 R .28
2450 zursius, finance avatladie . Jol Vo0 1.3 307 3.3

Total Liabiiities . . .. .. .. 3! 224.2 220,32 2!9.%6 216.36
Equity zapi®al . . ... .. .. P 55,90 $5.00 5,00 SS90
Pwserves, retatred srofit L L L. -§2.32 -49.87 -41.31 -31.77 -20.185

Profit,{isss) . o v v v v v w v 3.9% 9.06 10,03 11.82 11.99
Long and sediua tera dect ., ., -(.00 -10.00 -18.00 -{8.30 -18.90
Current liatilities . .. ..., 20.29 30.89 10.89 J0.89 30.89
Jank overdraft, finance required, 195,19 190,26 184,40 171.32 158,43
Total debt L. ... ... ... 228,39 a1.18 197,29 184.22 174,52

tquity, 1 of lisbilities .. .. 23.79 24.52 H.9 3.1 285.19

Moreqoro Shoe Ca.,base ciase econ.analys --- 1984-93-24




B. Financial analysis

‘351 MORQO1IF : Text Variables
PRERRERE PR E MR R RS R R R L RS PR R PR R ML E R T PR S REAT R IR H4 JTNE2R 1.0 - dapomstraticn 1t UNTID U piess

ek PRSI SO

Srscact Naze: ¥orogars thee lo.. has2 zase, flrannial

Jate: 1384-25-18

Nize 2f Alterzativa aguiatien froa acregl 29 an 5S/pen .
Acziunting furrencv: ailiizn Tanzania Shiilings .
Nage 3¢ Praduzt ‘Al CANVAS SRIES

a3e of Praduzs (3 oCSSING SHOES,TUISS AND DRESS SHOES

Name of Fraduzt (2 SAFAR] 20273

Nane ot Prooust () SAMIALS

Yasze 3f ®razuzt gl MAZlASING

Nage ¢ Fraduct i STLEZZ,LATIS AND 4EELS

"a: MORO1F : General Variables

PRI D MR B P R R R M B R R 4 104 R4 354055445 TTYFAR |0 - Zaasnsdration ab UNI2D 1Y beeds
Moltiglier o zcaputa farmign inta scIsunting curremcys 1,009

Moifizlier toocoasuta ictal inis aczounting zurrancy 1.o00

fanstructicn shases . Jears, planned yearly

interest rata fcrocoagutation o4 Suture vaiues ia I a.a.: 10,900

Perzent rate for IF-Discounting: 10,000
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---- memeseee- - - JOMFAR ULl - femomstratica at LNISD ¥ ---
Total initial investment costs :ir a1ilian Tanzam: 3% lliags
T L 1383

Firad iavectsent z2s:s

.10, site prajiratizn, favelsaeent 35.50
JSuiidiags ams civiioworks L . L L, 10,30
JAuxiliazy angd sarvize facilities . 1.00
.laccrporated fized assets L, L, . ¢.0
.Alant zachinerv and aguigesnt . . . s:.S

Totz] ‘ixed investaent Zasts . . . . 357,00

Pre-praguction cagital 3xsendituras 8. 80
Net working zaoitsl ... .-, L. 0.3

stal mitial investaent -osts L, 195,80

Hoatdereze, a T L L., 19,43

feragers Shoe o, case :ase, fifeacial —- (5S4-03-0%




------ - -- - - SOMFAR 1.1 - zeasnstratisa at ONIOG 1V ---
Total 1nvestment costs, productian phase :2 allics Tanzamas Shillings
T 1585 1967 {988 1989 3

Fixed investaent :35ts

.-and, stte pregaraticn, deveisgient 3.0 2.3 9.3 2.0 4§
JBuiliings ane sl owerks L, L L . 8.5 $.59 S50 3.5 AL
Jauztliiary ang servize ficilitiaze 3.8 2.50 2.3 3§ 7.0
.Incorporatee fieed 3ssets L L L L, 2.9 2.0 2.0 0 9.¢
Blart, sacninery and 2quissent. 13.39 PR 0. .9 b .
Total ‘ired investaent costz L oL L k.18 2. S.56 7. s
Pregroguctist capitals e::21::L' res D) S.8 . .00 B
doriking zagrtal ... L L L L =42 38.54 49,39 T 18.858
Tatal czurrant lavesizent cists L L . 37,38 38,2 $7.%% 47.%% k.38
Statdoregn, L oL L. L., LIt 9.3 35.70 .3 8.7

®erogers Shee la., tase zzsz, financial - 1984-05-3

COMFAR 1.1 - caacnstraticn at UNIST [y ---
Total investment costs, production phase in sillion Tanzania Shillings
L3-S 1991-9% 1594

Fixad investaent z23t3

.Land, si1t2 cragartion, deveiccaant 309 S.3

Buildings and 2:vil works . . . L, 2.0 3.0

JAuxiliary ind servize facilities 3.9 3.0

.incarporated fiued assets . L . . ., 2.9 0.9

JPlant, sach:nery and squipsent ., . 30 0.9

Tatal fized investsant costs . . . ., 29 0.9

Sra-sraduction capitals expendituras 0 0.0

ferkiag zapikal L. L. L. oL L, 9.9 -227.12

Total current 1avestsent czssts L . 2.9 -237.12 .
CfF it foreign, 1 ... ... ... 8.0 5.92

Moragora Shee Cg., base case, fimancial --- 1984-09-18
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Total production costs ::n

Y8RP . L L e s e e e e e e e

of now. capacily :single pragutti.
Ram gateria: L. ... .. ...
Jther raw satertals . .. .. L

e £

1968

0.2
164,38
2.0

en Tanzanud

1987

8.9

110
e v

1
.

. - 3deasrst-a

vian at UNIDD IV ---

3.0
tilities L. L L o e 1,19 .78 .06 .40 3.8
Energy « . . o0 e e 0.9 0.0 ] . o2
Lasour, fzrezt o L L L L L .. 6.89 1.7 7.7 16.70 1§70
Nepatr, eaintenanze . .. . . . .. 7.39 (4,77 138.9% 2. 20
8pares . . L L o e e e e s ¢.¢ €.0 3.6 g.0 9.8
Factorv overheag: . . . . . . .. k70 x.7 .70 .76 €
Fachorv 2855 . . v v e e a e . T 135,53 439,55 L 341,20
Rss:nistrifive cverheads . L, , L, . -2 %8 -207.8! -180.87 -3£.70 S0
Tadir, costs, zales ane diet-ibulicr 11,83 3.8t 30.42 3.8 233
Jirezt coste, szies and ot 2.0 2.0 .0 .0 g.t
Der-eciatior L. .. .. ..., 26.38 s 12,78 12,08 13.40
Finariial 28535 L . . . v e . . §.5C 4,22 £.2 4.3¢ 3.0
Tatal proguttisnozosls . . ... e 283k M 495,28 U
Costs zer umit - zingls grocuce . e 3.0 2.3 Y A
croatrzrRign, I oL .. .78 17,5 28,47 T
it variatis,s Lo e 161,22 173,39 41,34 S
Totel ladour oo oL L ..o 1648 29,8 o DR 385
Morogare Shoe oo, Sase tase, financial --- [9ge-it-i3
COMFAR 1.0 - cemonstration 3t UNIDD v —--
Total productior costs in  sillion Tanzanta Smilings
Year . . . e e e e e e e 1631 1992 1993 1994 199¢
1 of nos. capacity (single preducty, 0.% 2.0 0.¢ 0.6 0.2
Rawgaterzal f, . L .. 7.2 71.30 471,30 710 §71.20
Other ~aw aaterials , .. .. ... 2.0 2.9 td 2.0 23
Urilities . L, Lo o 0. ML 1.4 .8 3.40 bR 1t
Eergy . .. .. e 5.0 9.7 3.9 IR 3,0
ABSUP, CITRTY L L e e 19.7¢ 8.7t KD 19,%¢ AT
Rezair, @3intenante . .. ., . . 2010 RS LY 20016 .08 W
Ssares . L L, e e e e e 0.0 .0 £.0 .0 G
facwory sverteats ..o, . .. .., kT 2 X1 €. 70 .7
Tactory C3%tE L . . e e 541,20 ] 4,20 545,26 4.0
ddministrative sverteads . . L . . ) A 15,00 15,80 18,00
indir. costs, ssier ang 2istmidution 3.8 235,80 3.8 35.80 A
Direct zcosts, sales ang ¢l st'.bu: an L G.0 ¢.0 0.0 7.8
Desreciatian . . .. ..., L34 10,32 472 2.2 1.4
Finanzial 288%5 . v . o v 0 h 0w 2.0 ] ¢.20 0.0 0.7
Tstal srodustion zosts . L . L ., 305,50 802.02 595,22 992.21 1.4
sss2332 zssz 223z zz=z222 23333332=33832
Coste per unit ¢ single pracuzt |, 5.0 G.0 0.0 .0 0.0
Foatrermign, T o0 2048 9.2 29,75 29.54 29,45
GF 1t vamsasle . L o0 L 36,72 .24 92,24 92,73 92,27
Tosal lagser . . . . . .. .. 38.5¢ 36.50 36,50 36.59 76.59
Boragere Shee ., Sase zaze, finaniial --- (GEL-06-iE
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COMFAR 1.1 - descnstratian at UNIJC iv ---

Net working capital :n wllien Tanzania Shillings

Year . . .. ... 1984 1387 1988 1989 13¢8
Coverage: . . .. .. ... adc =z3%2
Surrent asse:s ang
Azzounts receivatie ...+ 12,6 7.33 16.37 7.48 ACIN 5.7
inventory and materiale |, 132 I.§ 6.4 112.97 145,28 161.38
] - A 0.9 2.3 0.6 2.9
Spares . . .. L. L., 8 - 0.0 0.9 G2 0.1
#Crk ;% pregress . L L L, . 3Y L9 (.18 Ry 4¢.90 LY
Firismed pezgucze L L L L 15 26D o i TS 1e.57 14D
o B T O | R -3.8 -0.40 =823 -1.32
Totai current assets ., . . 8i.42 183,16 221,08 263.24
Curment lrabilitties anc .
ACTsunts savasie L . L L L .o I0 1LLD 17.18 L2 40.3% 4.4 45,10
NET wareing cacital L. . 54,24 136,29 18,2 218,38 R
intrease 7 working Canitad 54,24 35, 4L L S % T
het wotiing casitel, lotal 14,30 £5. 08 94,75 115,72 128,22
Net wZreing cacital, carergn B4 51,83 .2 128,32 103,58

Note: mec = ainieue davs of coveraje ;o cots = zgeséizisnt of turngver .

Marogers Shoe Co., Sase tase, ‘inascial --- 13B4-33-:%

-—-- CONFAR 1.0 - deeonstration ab UXIDD IV ---

Net working capital :n a:ilion Tarzamis Shillinge

Year . . ... oL 1091-0% 13%¢ 1997-2009

ooveragel .. ... ... . 827 zmt2

current assets and
Accounts receivasiz ., . I 12,3 49,17 ¢.9 3.0
Inverizryv ans gaterizls |, 127 L% ] £.6 3.
S A 0.8 0.0 ¢.9
SSares . . ... ) e e 3.8 6.0
Wory noorsgrees . L ., . 20 LI 45,10 4 .14
Finisned graguzts . ., ., 'S %%, .18 2.0 0.9

Cashimmand . ., ..., ) .- 3.48 .0 ¢.0

Total zurrent ascets , , , 282,22 14 2.1

current liaSilitiee and
Sccounts payatie . . . . .. 3¢ 12,0 L 2.14 .14

Net working zapital .. . . 237.12 0.0 0,0
irzrease in working capital 0,8 =237.12 ¢.5
Ket working capital, leccal 128,28 8.C
Net wcriing zagital, fcreign 108,88 0.0

o o
.

Note: 950 = einigus fays of coverage ; c3te = zoefficient o turgver

Ferogoro 3hge oo, base zas?, ‘inanzid) ---




- 101 -

Source of finance,

T |

Zgutty, ardinary
Zgzutty, sreserence,
Subsidias, grants .

Lian A, toreig
woan B, foraign .
Lsan T, ‘foraz

1
L3an 8, dscal ..

Turrant liantliitias

farv sverirarr .,

L5 I e I 4
<» €

€

&
e e T2 <2

oD e

bt S A8 38
i ¥ R 4idriel- BRI . LSl TN

construction :a

allian

Tanzania Shillings

TOMERR 1.1 - ceagnstraticn it UNI

Meragara Shoe Is., 3ase case, fizancial —- %
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rte] N

----- R COMFAR 1oL - gemamstratian at NIIT IV ---

Source of finance, production ia allicn Taszarra Shiilings

Veiar .. ... .. 1998 1987 1968 1599 1396 1351
Iguity, ordinary AN 29 23 3.4 2.9 2.0
fqulty, sreferance. 3.3 0.0 2.0 3.8 .0 0.0
Subsidies, grants ., 0.3 2.3 0.3 2.0 9.9 3.2
L3an 4, fereign 2.0 2.0 2.0 V.4 0.9 3.0
Lsan 3, feragn 3.2 9.9 0.9 2.8 2.9 3.9
Laan 2, forsign ., 3.3 2.6 0.0 ¢.2 OIb] 3.0
Lzan A, lozal L . 3.3 3.3 0.9 -13.90 S -4.08
Laan 2, {ocai . . 0.3 3.0 0.9 3. 2.0 0.3
ozan C, iccar . .3 2.0 8.0 <. 3.0 2.9
Total laan .. L B 9,9 0.0 -13.00 -14.20 -4.9¢
Zarrent (1abiittias 7.8 19,04 8.5% 4.20 ) 2.) 0.0
Jank Jverdratt . . 7.3 -37.58 3.4 2.9 9.4 3.
Total fuads . . . 54.7% -3 3.39 -3,7% -14.30 -4,3%9

Worogers Shee lo., dase case, finarcial --- 1984-79-03

CONFAR t.1 - demcnstration at UNIEG IV ---

Source of finance, production in ailiion Taszanid Shiliings

LT 1652 1393 1994-35 (3%
Tguity, sraisary . 0.9 1.3 3.0 2.3
gouity, sreference. 3.3 3.9 3.9 .0
Sudsisias, jrants . oo 3.9 9.9 2.0

L3an 9, fsreign . 3.C 9.0 2.9 8.0
Lsan 3, fereign . 3.8 2.3 3.0 2.0
Loan C, ‘oreign . 6.9 0.0 0.0 2.0
Loan A, lecai . . -3.50 -8.40 8.9 2.0
Lsan 8, lacal L. 3.0 9.9 0.0 0.0
Lsan 5, lacal .. J.0 Ry 2.3 2.0

Tetal lean .. .. -3.00 -3.90 3.9 2.0

Current liabilities 0.0 0.9 0.0 -42.98
Eank overdraft . . 0.0 0.9 0.3 0.0

Total funds . ., . . -3.00 -3,00 0.9 ~-42.34

%oragero Shoe Co., base case, financial --- 1984-)9-13
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--------------- JOMFAR LD - dessnstration at ONQDD IV ---
Cashflow tables, construction n aillioe Ticzama llings
fear . .. .. oL 193

Total zasa iatise L. 105,30

——canasane e

. Finangiai rescurces 198,86
. Sales, net of t3x 5.9
Tatal casn uttlow . . 135,53
. 72%3] aseets .., . I 4G
Jnerating Iosts L . G.§
. Dcst s sinance . AR Y
. Yepavaent , . . .. 3.0
. Carporate tax . ., 0.9
. Jividenss sa:s . ., . 23
3urpivs © seficitp . 3.4
Suaulated cash zaiance 2.0
L 0" PG, T+ S )
Jutelom, izcal . . ., L3
Surplus ! defigit } 13,80
[ntlom, foreign . . . 2.40
ittlow, foreign L L, .00
Surpius { z2éicit @ <138
Net caspéiom . ., . . . -3
ceatiatad net zasniion -122. 4

%orogorc Shee Ca,, hase case, financial —-- 196d-35-:3
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------------------ COMFAR .. - ammanstration at JNIDG v ---

Cashflow tables, production :in wmlior Tanzama Shillings

Year . . o e .. 1984 1387 1638 195¢ 1950 196:
Tetal cash inéize L, 23T.90 450,55 709,72 951.10 11474689 LIAT 8%
. T:imancial ressurcas 478 15.04 §.58 4,30 0.8 LE
. Saies, net of tar 18:. 14 425,52 700.72 956.50 1187.49 114768
Total cash autéiom . . 22:.90 428,50 S66.16 768.27 899.78 887.:9
. Total assets . . . . 105,52 99.28 $6.38 SZ.26 23.88 0.9
. Operating coste L, 94,00 202,40 3582 476,70 $96.00 59¢.07
. Sest of finance . 4,80 4,82 .21 4,80 3.5 IO
. Rezaveent . . . .. 2.0 37.58 0.9 13.00 400 Lo
. CarsoTate ta: . L, 12,58 3.4 162,37 2.8 24779 s
. Lividends pa:z . . T 2.3 6.4 8.0 L 6.2
Suspius [ sesizit o, 14,09 .07 42,56 152,33 24851 Conne
cepuliter cash daidnce 14,00 25,07 176.23 .08 518,57 305,42
cafiom, i3cal .., . L8z 445 48 79C.41 e N KN T -
Sutéiow, local L. . LTl 288,53 281.35 Ire.28 442,02 §15. 8
Sursius L ogeficit . 75,86 i%8.57 413,85 28836 33¢,56 82:.3¢°
infiom, foreigr . . . 5.08 .08 2,99 36.43 35,00 Fe. 00
Jueéiom, foreign . . . 8¢.%7 180,95 L Y J89.42 £56.L5 447,38
Surpius ¢ gefrcit v -8¢,2¢ -175.87 =770 -152.97 ~388.45 -351.39
Net cashélow . . . ., -35.9% 48,41 138,37 208,33 TR 285, 5%
Ccaulated net cashéiow -136.3% ~30,9% 48.42 54,73 528,17 807,75

Morogors Shoe Co., hase case, financial — 1994-0%-:F

COMFAR 1.1 - desonstration at UNIBT IV -—

Cashflow tables, production iz asillion Tanzama Shillings

Year . . .o 0.y, 1992 19¢3 1954 1993 1996 1997-20¢¢
Tctai cash inflow ., . 147,59 1147,69 AT, 85 1147,89 0.0 0,¢
. Financial rescurces 8.0 £.G 0.0 0.0 L 3.8
. Saies, net of tax 114789 1147, 59 114789 1147, 89 [y 6.0
Tetal cash outflow . 877.54 §74.89 867,74 Bs8. 11 -237.12 4.9
. Total assets . . 6.0 2.0 .0 2.9 -280.98 ]
. Dperating casts 230,00 590,60 596.00 £90. 00 6.0 3.0
. Tast of ¢isance 170 6.29 9.0 0.0 0.9 0.2
. Repaypent . . . .. 3.00 3.60 0.0 0.0 42,98 8.0
. Corporate tax . . . 272.84 76,09 1.4 78,11 &0 C.3
. Divioends patd . , . ¢.0 0.¢ 5.8 0.0 0.0 0.¢
Surplus ( deficit ) 274,15 72,39 279.95 279.57 237.12 0.9
Cusulated cash caiance 1174.62 1447, 42 1727.37 2006,95 284,07 2200,07
Inflow, local .. .. 1051, 49 1051. 69 1055, 69 1651, 89 6.0 0.0
Qutfiow, local . . . . 424,80 422,80 415,80 415,30 -128.25 &9
Surplus { dedicit ) 626,89 8e7,2% 535,87 53%.89 128,25 .
Inflow, foreiyn . . . 96.00 %.00 96.00 9£.00 0.0 6.0
Sutfiom, farergn L L. 48,74 41,99 431,94 452,71 -10£.86 332
Surpics | Jeficit -18.74 -385.09 -355.94 -3%56.31 108.88 0.8
Ner cashilow . . ., . 284,83 251,45 279,95 mn.e 280,08 BN
Corciated net cashéiow 1092.82 137422 1454,17 193274 22:1.83 213,82 -

- ; . ams naes
Morsjora Shoe Dg,, zase zase, ‘imancia, --- 1384-0%-iE
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- S ———- JONFAR L

Cashflow Discounting in aillin

il Yeturn w Tiuity:
Net jresent value 113337 3¢ 12,301
internal Cite 6 Retura { IRRE 149,56 %

3 laternal Rate af Teturn without gutside ‘inincing:
Net present valu 198230 ¢ 10.001
ateraal Ratz of Seturn O IRR ) 7.8 %

S0 Future Value of cash cutélow during pre-grazuction:
"eral cash cultiaw 103,30
Future valie 083 at 10,001

- S2aenstraticn at NIDG IV ---

- “gragors Shoe Co., base case, fisancial --- (584-95-1F
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Net income statement :n

siilion Tanzanis Shillings

COMFAR .l - desonstraticn &t UNIDD IV ---

TOAP v v e e e e e e e e e e 1863 1987 1958 1389 1353
Tata. saies, :nci. sales tax . . . ., 131. 14 438,82 700.72 758.30 1147.88
18es: varlitle zosts, incl. sales tax, 192.2 8.5l 484,37 $4%.30 $89.2) .
Veriabledargin . . . .. oL L, “t1.12 55,01 206.38 407,50 S38.3%
Ag Taf tctalsalas . .. . v .. . -6.14 1.7 29.45 2.5 32,4
Ncn-variacle zosts, incl .capreciatisn -77.29 -15%9.96 -148.3% -3v.3% LD
fperational aarzia . ... ... .. £6.77 220.97 388 7% 47,32 S44.35
A T af ntal saies . ..., ... 16.86 30.74 S0.77 36.54 37,42
Cost of finance . . . . . . e 4.30 4.80 4,90 4,90 .3
Sross arafit ... L L e e e e 31.%7 18,17 150.3% 452.52 HC. TS
Mlouances . . . .0 oL e e . 11.80 8.1 3,39 3.59 R
Taxable arafi®t . . . ... . ... .. 037 201,07 2.3 456.02 £IL.7%
L1 J 1.3 3.4 182.5 228,81 137,33
Net prafit . . . o e e 36.78 115,54 173.77 34351 NG
hividemds pale . . . . . 0. .. . 0.0 2.0 0.0 0.3 gt
dnaistributed grzfit L L. L L L. ., 38.78 115,54 17%.77 234,58 M.
Accusulated ungistriduted prafit ., . 36.78 182,42 32,19 586.70 838...
Sross profit, 1 of total sales b W} 49,452 50,08 48.34 47.12
Net grefit, 1 of totai sales 0.3t 26,538 ic.86 8.5 2388
i0E, det prafis, Loof eguity . .. L . 3b.40 28.73 3230 173.31 489,88
R3I, Yet prafit-interest, Y 3f invest, 31,06 79.50 115,29 140.89 158.9¢

¥orogars Snce Cg,, base case, financial —— 1984-0%-:i3
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JIMFAR 1.1 - demcnstration at UNIDO IV ---

Net income statement in allion Tanzania Shilliags

Year . e e 1991 1982 1992 1994 1995
Tatal sales, inc!, sales tax . .. . . 1147,69 1147,59 147,89 1147.6% 1147,49
Less: variable costs, incl. sales tax. 549.30 349,30 S49.30 549,30 °49.30
Variabiesargin . .. ... .., ., 599.39 598.39 598,39 598.39 398.%%
As 1 of total sales . .., .., .... 52,14 $2. 14 32.14 2.14 32,14
Non-variadle costs, inc! .degreciation L $1.02 4542 42.3! 42.14
Operaticral sargin ., . ... .. .. S44.29 47,3 sS52.97 535,48 356,23
As 1 of total sales . . ., s 7.82 47.59 g.18 48.40 48,47
Cast of finance .. ... ... ... 2.10 1.70 0.50 0. 2.0

dress prafit L L L L L L L L L., 542,19 $45.87 LT SSS.48 S58.23
Allawances . . .. .. ........ 2.0 2.0 2.2 2.0 D)

Taxabiegrofit . . . .. ... .... S42.19 $45.57 5L SSi.48 356.23
T e e e e e 1.9 272.54 276.% I 273
Net Jrofit L L L, L, v e e e 718 372.84 275,09 277.74% 8.
Divicends pard . . ..., ...... 0.0 0.0 0.0 0.0 %9

Ungistriduted 3rsfit . . . . ... ., 71,09 272,84 278.09 277.74 k.1
dccusulated undistrituted prafit . . 1109.19 1382.03 1438, 1 1935.35 215,97
Sross profit, I af ‘otal saies . . . . 7.2 41,55 4.1 48,40 48,47
Net profit, 1 of totai sales . . . . 3,82 8.7 4.0 020 pL Wi
RCE, Net srafit, 7 af equity . .. ., . 189.34 492.48 498,35 501,34 302.01
ROI, Met prafiteinterest, I o¢ invest, 156,02 156,79 138,13 158.62 158,83

Moragaro Shoe Co.. base case, financial —- 1984-09-i9
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-- - CONFAR 1.1 - desonstratisn at UNIOZ [V ---

Projected balance sheets, construction ia nilian Tanzania Shiiiings

lar L L L e e e e 1985

Total aseets . . . ... L .. 105,32

Fixed azsets, nat f depreciation 0.0 .
canstructian in pragress . . . . 168,80

Current assets . . . . ... .. ]

cashy, Bamk . . . . .. L. .., 0.3 .
Cash surpius, finaace availabie . 3.3

Tetal liabtiities L ... L. 195,30

Equsty zapital ... ... ... 53.40

Reserves, rataizes arofif . . . . 1.8

Profiz,ilass: . o .o 0w ... 3.5

“Cny and sediuz termdebt . . . . 43,20

Lorrant liaBilidias . . . .. . . 3ot}

2anx averdrast, finasce raquirad, {1

Total ze0t .. ... ...... .40

Squity, T 0o iiaptiities .. . . $1.38

Meragoro Shee Co., base case, financial --- 1354-09-:%
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COMFAR L. - desonstration 3t UNIZC IV ---

Projected balance sheet, production i atilian Tanzania Shiilings

YBAC L L s e e 1986 1987 1588 1589 1799
Tetal assats . . . . L . 194.34 288.03 375,40 792.2 35380
Fizeq assets, net ¢t depreciatiza 35.42 101.37 106.19 162,01 98.8!
leastructicn in progress 28.10 17.40 8.40 19,90 5.50
Current assets . . . . .., .. 84,92 16%.50 228.31 264,86 78,33
Cash, %ark . . . . .. N =3.50 -6. 40 5.3 =13 L
Cash surpius, finance avaitatle . 2.2 5.9 140,53 328,39 .
iotai Liabilittes ..., L, 194,54 288.03 475,40 762.20 959,50
Equity cagital . .. ... ... 5.40 £3.40 58,40 S5.40 S 54
lesarves, ratainad srafit . ... 3.9 38.7 12 330 $36.79
i oSSR 11 187 118,44 173,77 23 PEATA
L3535 ang sel:us tera dedt . 15.30 42.30 48.9 3.3 LW
terrent Liabilities . ., i7.18 3.2 4,56 82,03 5,16
S3nx cverargdt, fiagnca ragquired. 7.8 3.0 3.8 3.9 AN
Total 280t . .. .. 0. .. 102,76 §50.2! 86.50 20.:% 86,310
Touity, of liasilities L ., , . 5,42 19.23 1,83 7.39 S. 77

%oragora Shee ., base case, financial --- 1984-19-15

COMF&R 1.1 - deacnstration at UNITD IV ---

Projected balance sheet, productian in siilion Tanzania Sniliings

Year . . ... ... . . 1991 1992 1993 1994 1995
Total assets . . . ... .... 1225, 49 1490, 5 1758.51 2035.35 318,47
Fized assets, net of depreciatian §9.21 79.39 75.17 72.96 71.50
Constructicn in progress . . . . 0.0 0.0 9.0 9.9 0.0

Current assets . . . ., .., .. 278.93 78.83 279.33 278.33 178,37
Casn, Bank . . . ... ...,.. 3.40 3.4¢ 3.40 .4 by 1
Cash surplus, finance available . til Wl 1128, 42 1401,22 1681.17 1950.75
Total liabilities . . . ... .. 1226.59 1490, 53 738,681 2035.38 At N ¥
Equity capital . ........ v3.40 $3.40 $35.40 $s5.40 $5.40
Reserves, retained prafit , ., 818,10 1109.19 1382.03 1858, 11 1933.8%
Profit,(lass) . . ... ..... 71.09 272,84 276,00 T 78.11
Long and sedium tera debt ., . . . 17.00 2.00 0.9 0.0 0.0

Current liadijities . .., ... 3.10 5,10 45,10 435,10 .10
3ank avercraft, finance requirad. 2.0 0.0 0.0 0.9 0.0

Total dedt .. ... ...,.,.. 62,10 33.10 4,10 45,10 435,10
Equity, 1 of liamilities . . ., . 4,52 3.2 3.18 .1 .39

Morogoro Shoe Co., base case, financial

-~ 1984-09-13
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C. Sensitivity analysis

“13: MORO4E : Text Variables
FAREEEHI M MR HLR R HE P HEC R SRR RA TR E AR R R AR H R R RO R LR R HE AR R 5 EE SONFAR 1.1 - deeonstraticn abt GNIDT IV sedd

-

3rosect Nase: Merogars 3hoe Co.,L+40,Sales-iS,TS deval
Zate: 1984-10-92
Nage 3¢ Aiternative: aeul. froa MCRCS4 economic, 01/85pan .
fczaunting currency: arilion Tanzania Shill:iags

[ ]
Yage 3f Produst idh: CANVAS SHOES
Nase af Froduct (B): JUSBINE SHOEZS,CLOSS SND ORESS SkOES
Naze of Praduct (D0 SAFARI 80CTS

|

Naze 2f Proguzs i SANTALS
Nage ot Product (Th: MGCTASING
Yage st Sr3guct iFie SCLEZ,CACES aND HEELS
Tabi MORO4E : General Variables
FHHHEE AT SR E M M R R R R R R SR M4 4R 3 HE R AR AR R IO HE LA AR 0 a0 44 COYFAR 1.1 - demcnztration at UNIDC IV #3ese
Puitipl:er t2 zompute fsreign intc sczounting currency: 1.746
Muitiplier to ccsgute iccal into accouating currency: 000
Canstructian shase: ! years, pianned yeariy
cnterest rata for cassuetation of future vaiues ta l p.i.: 10,000
Percent rata for CF-Discounting: 10,000




Total initial investment costs in

BIL L L o e e e e e e e e e
Fized investaent casts

.Land, site prepariticn, develcoaent
LBurldings and civil werks . . . . .
JAuxtilary ané service facilities
.incorperated fixes assets . . . . .
.Plant sachinery and eguigsent . . .

Tctal fixed investaent coste . ., ., .,

Pre-groduction capital expengi‘ures
Net working capital . ... .. ..

Tstal imitial investeent costs . , .

it doragn, il L. L L. L

1983

i7.64

14,34
%.48
0.0

24,88

37,34

i1, 44
2.0

n e oo w-—-

88,71

e

ptliten Tanzama Sh

CONFAR 1.1 - Zescnstraticm at UNIQ IV ---

3

tilings

Moragora Shze Co.,iL+40,Sales-

——.awwe

15,78 deval --- 1954-19-07




------ ZOMFAR 1.1 - descnstration at UN[DQ iV ---

Total investment costs, production phase :a  mllisn Tanzania Shillings
FRAP . v v v i v e e e e e e e 19g8 1987 1988 1989 1399

Fixed investeent costs

.Land, sit2 jrecaration, developesnt .G 0.0 2.2 2.0 9.0
JBuitidings ard civil works . . . . . 15.03 18,51 §.79 3,12 3.8 .
Agxiliary and service facilities 3.28 4.37 2.0 8.12 5.2
.incgrporated fixed assets . . . . 9.9 2.0 2.0 0.0 3.9
.Plant, sachinery and eguijment 23. 40 0.0 0.9 2.0 2.9 "
Total fixed invesisent costs . . . . 3.9 20.98 .79 12.24 8.7
Pre-sraduction capitals expeoditures 5.24 3.7% 5.28 .24 ¢.0
Worcing capital ... . .. e e 53.93 58.31 435.77 35.78 17.2%
Total current investsent zosts ., 103,01 89,14 30,81 33.24 26,03

Jf 1t farergn, T oL L L. L. L 3.4 73,01 43,39 78,54 77,58

Moragors Shee Ca.,i-40,3ales-i5,TS devai --- 13§4-15-92

- COMFAR t.1 - demonstration at ONIDC iV ---
Total investment costs, producticn phase in aiiion Tanzania Smaliings
YOI L o e e e e e 1991-9% 1994

Tized investaent cssts

.-an8, site preparaticn, deveicpeent 3.9 %.3

Jduiidings ame zivil works . . ., . . 2.0 0.0

.Auxiiiary and service facilities 2.9 9.0

JIacornorated fixed assets . . . . . 0.0 0.0

.Plant, sachinery and equipsent 0.0 0.0

Tatal fixed investaent costs . . . . 2.0 0.0

Pre-sroduction zapitals expenditures 0.0 0.9

Werking zapit3l .. .. .. ..., 9.0 -212.78

Total current investaeat costs . . . 9.0 -212.78 .
af it foreign, T .. ... ... 0.0 55.91

Morogoro Shoe Co,,L+40,Sales-15,18 deval --- 1984-10-07"




Total production costs in

t:liron Tanzama Shillings

COWFRR .t - deaemstratian at UNIDS IV ---

Year . . .. .. .. e e e e . 1984 1967 1985 1988 196¢
1 of now. cazacity isingle groducti. 3.0 0.0 0.0 2.0 e
Rawmaterzal 1. ... ....... 139.55 279.78 359.6° 199,88 39%.0k
Cther raw materizls ., ., ., ., 0.0 3.0 3.0 0.9 0.2
Jlilities . oL L. L, 0.88 1.7e .25 .50 2.5
Snergy .. ... v e 6.9 9.0 0.0 0.0 .2
Ladour, direet ., ., L L, .. 1% 14.50 18.485 20.72 L.
fepa:r, saintenance . . . . . ., N 5.58 1013 14,31 15.99 15,95
Spares . . ..., . ..., e e 0.6 a.¢ 0.0 0.0 3.6
Factory overteads ., . . . . . RN 1. 3¢ 13.30 1.30 12,79 5.3
Factory goste . L L, L L, L, ., 172,87 335,44 414,29 458,38 458,08
deinictrative gverkedds . . . . -128.8 -210.51 -183.45 -82.%2 1.2
ingir. coete, sales an¢ distrisgticn 8.8 11,78 22.35 25.40 T8
Jirezt costs, salee and d:st_ribu:xcn 0.0 0.0 ¢.0 3.¢ 0.2
Depreciatien L .., . ... ... 4,33 28.5¢ 36.87 3.5 3.2
Financiai costs ., . . ., e 3.18 4,80 4,6 4,80 .8
Total prosuction costs . ., L . . . 8C.E7 187,77 298,28 41,28 $t.42
Caste per umit ¢ single product ¢ £.0 ¢.0 iRy 0.¢ .2
8¢ it fereign, T, ... ., e -35.88 4,35 28,72 335,88 40,12
O 1t variagie,i L ... ., 28¢.92 193,67 141,45 15,18 89,02
Total lagowr . .. ... .. .. L7 18.63 24,14 30,32 .22

Nercgoro Shoe Co.,i+49,5ales-15,7S deval --- 1984-10=-02

Total production costs i3

eiliica Tanzania Shiilings

CONFGR 1! - desonsiration at UNING [V —=

Year . . .. ... .., e e 1991 1997 1592 1964 1995
% of nos. capaz:ty (singie procduct), - o 2.0 6.0 0.3 .9
Raw materzal I, .. .. ...... 389,65 199.86 399,66 J95.86 39¢.8%
Otaer ram matersals ., ..., .. 8.0 ¢.0 5.2 9.0 20
Stilities . ., ..., ..., ., 2.50 2.50 2.5 2.50 2.5¢
Erergy . . .. ..., e 2.9 8.0 0.9 0.9 0.8
~atour, girect . L L L, L. L, L, 20.72 0.2 20.72 W72 26,77
Recair, saintenaace .. .., ., .. 5.9 18,90 15.90 15,90 1.9
Spares . . . L., 6.0 vl ¢.0 0.0 (.0
Factory overneads ., .., ., . ... 9.7 15.30 18.39 19.30 19.36
Factery costs . . .., .., ... . 438,98 458.08 458,08 438,08 238,08
sainistrative overheads , . . . . . 11.29 11.20 11,20 11.20 1i.20
indir. costs, sales anz distrisution el 25.40 25,40 B4 25,40
Jirect costs, saies and distriduticn ¢.0 6.0 ¢.0 0.0 6.0
Desreciation . ., ....,.... £.18 3.50 6,03 2.02 0.71
Finanzial costs . ., .. .,. ..., 2,50 1.70 0.80 0.0 0.0
Total production casts . ., . . .., . $12.16 505.%% 501.52 498,67 495,38

2EEXLTRTI2 223 S33TLZITTITLIIS S2282T2TITSRNS
Costs per unit ( single product } . 0.0 0.0 0.0 0.0 0.0
Uf 1t forege, T, L L. L, ., . 3. 28.3¢ 38.99 38. 5% 36.43
CF it vamratie X . . ., . ..., , 90.87 1.74 32.5% 92,48 §3.70
Tetal japour . . ., ... .,.... 33.32 .02 33.52 33.12 .32

Rorcgore Shoe Ce.,i+4C,5ales-15,73 deval === [984e10-2
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COMFAR .1 - demcnstraticn @t oNIDD IV ---
Net working capital :a allien Tanzania Shillings
YBAT L h v e e e e 1936 1987 1988 1¥99 9%
Coverage: . ... ... .. 88T I3tC
Current assets anc .
Accounts mecesvatle . . . 300 1.9 43 1.1l 20,13 32.58 .2
Invenzary and sateriais . 132 2.7 $1.63 10336 132,76 147.51 UHRS
Srergy L ..o v 0 - 0.9 0.0 0.0 0.0 3
Sares .. ..., 0 - 2.2 8.0 6.0 0.0 2.4 '
acrk noprogress . .. .. 30 LG 14,41 7.2 .52 .17 3.7
Fiaisned prafucte L, .. 15 L0 .88 4.8 e8! 15.23 15,58
cashirhand L L L. ) eee -4.22 -£.92 ~5.47 -t.322 -
Tstal current assetz . . . 68.29 13847 1§2.35 U.ET AL
Zorrent llabilities anc N
Accounts gavatie . . . L . L0 36 1208 144 27.20 82 B.17 BT
!
Net working c2pital L. . . L 2 138,04 193,50 21108
tacrease in working zagital .8 38.18 48,77 35,78 3T.C8
he: working zapical, local e ) S6L2 .74 3¢,2¢ Iz
Ne: working capital, fgreign 2549 SE. 14 €. 167,52 11E. 57
Noter 3%c = minjeus d3vs 3f taverage ; coto = coedficient of ‘uraover |
Morogoro Shoe Co. ,L+40,Salec-15,7S jeval --- 1984-!0-22
CINCAR 1.1 - deaonst-ation ab UNITD IV e--
Net working capital iz aillion Tanzaniz Shillings
Year L . .. e e 199195 1995 1§97-2000
coverage: . . . . .. .. . 8¢ c3tc
wsrrent assets and
dccaunts recesvatie . . . I3 (20 4,22 -2, 82 -0.€2
coventory ang satertiis 1320 1,7 14751 2.0 8.6
Snergy L L. - b - 8.9 0.9 0.0
Scares ., . .. ..., 9 e=- 8.0 6.0 0.0
Work ir arograss L L, ,, I 123 18,17 1.8 1,82 ]
Fimished produzts . . ., 1S 4.0 19.53 0.3 -0.43
Castsanard .. . ....., 0 | -=- 2,50 -3.42 0,43
Tetal current assets . ., 5.2 -0.09 -0.09 )
Zurrent liabilities ans
Azzounts zayable . . ., .. I 2.0 I8.17 .81 1.61
Net working capital . . . 211,02 -L.79 -1, 70
fncrease 1n warking casttal 0.0 -2:.2.78 0.6
Net worxing casital, local 924! -1.70 -1.70
Net working capttal, fareion 118,97 0.9 0.0
Note: w3z = sinisce davs 2f czverage ; cstc s coedéiient 3 turmover

Rorsgoro Shoe Cc.,l+40,52ie8-15,73 deval --- 1984-1%-97




Source of finance,

YEIr . . o v e ..

Zauty, srdtnary

tquity, preferenca.
Subs:idies, grante

Loan A, fere:gn
Lzan B, foraiga .

Laan 2, fcre:g

wcan &, lszal
Lean 2, local

Lzan C, lazs!

Tatal lean . .

A

Current liabiiities

Sank cvergraft

Toral funds .,

1953

S5.09

2.¢
3.3

.0
0.9
¢3

1€ ’IG

auel

1.9

construction

—-- (GMFAR 1.1 - descnstratiam at 'NIDQ [V -—--

atilion Tanzania Shillings

Moragoro Shoe Co, L+40,Sales-12,7S deval --- 1984-19-92




Source of

finance,

production '

aiitiae Tarzania Shillings

IOMEAR 1.! - demcnstraticn at UNIDQ TV ---

Yeir . . ... .. 1885 1887 1968 1239 1399 1351
Sauity, crdiaary 1.3 3.3 9.2 9.3 0 9.9
Squity, araference. 0.9 0.9 0.0 9.9 8.0 0.9
3.hs1dies, grants . 0.9 ] 2.0 0.0 0.0 2.9
ican A, foreign . 6.9 9.0 2.0 0.9 0.0 8.0
Loan B, foreign . 3.9 9.0 2.0 2.9 2.0 2.6
Loan C, farergn . 0.0 0.9 3.0 0.2 9.9 0.0
taan A, ieczal . . 5.0 3.0 9.0 -13.99 ~14,90 -4.0¢
‘oan 8, lscal . . 3.9 0.9 0.0 0.0 9.0 0.0
tzan C, lscal . . A 0.0 0.0 6.0 2.0 3.9
Tatal izam © 11,00 0.0 0.0 -13.3¢ -14,00 4,30
Current [1301iities 14,41 12.80 7.3 T.56 6.9 2.0
3ank qverdrast £3.78 3.3 -14,78 -1.59 -31.483 -28.37
Total funds L. 33,13 43,38 -7.46 -10.93 -3t.8 -33.07
Moragors Shoe Co.,L+40,Sales 15,75 devai --- 1984-13-02

Source of finance,

1T O

Zquity, ocrdinary .
Sauity, greference,
Subsidies, grants .

Lean A, foreign .
Lean 8, foreign .
Laan C, fareign .
Lsan A, locai . .
Laan 8, iocal . .
Lean €, tocal . .

Total lsan . ...

Current (fabii:ties
Bank gverdraft . .

Tetal funds . . . .

praoduction in

srilion Tanzania Shillings

COMFAR 1.1 - desonstration at UNIGOD IV -—

1¢92 1993 1994-93 1995
2.9 2.9 0.0 0.0

4.9 0.0 0.0 .0

2.3 2.9 9.0 0.0

0.0 8.0 0.0 0.9

3.0 0.} 0.0 2.0

3.0 0.0 0.0 2.0
-3.00 -390 0.0 9.0

0.0 9.0 2.0 A

9.3 2.9 0.9 9.0

-3,50 -3,80 9.9 2.0

0.0 0.0 6.0 '36-56
1.0 0.0 0.0 0.0

-9.080 -3,00 0.0 ~18,56

Noragoro Shoe Co.,L+40,5ales-15,7S deval --- 1984-10-02
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COMFAR (.1 - demomstrs®isn at UNIDG IV -—-

Cashflow tables, construction i anliicn Tanzania Shillings

Year . . .. .. ... 1988

Tatal cash iaflae L 70.30

. Financial resayrces 70.00

. Sales, net of tax 2.0

Tatal cash autéiom . . £9.38

. Total assets . . . . 88.63

. Sperating zasts ., e 2

. Cost af #inance | . - 0.7% |

. 9epavaent . . ., . .G

. Corporate taz ., . 3.5

. Jivicends zaid . . . 4.9 |
!

Surziue { defizit ) .62

Cusulated zash salance L

Inflow, lccal ..., 0.0

Jutflice, local . . ., .18

Surplus ! deficit b, 19,83

-aflaw, doraign L ., 2.6

Sutfiow, foreign . . ., 8.3

Surplus ( defizit ) . -1%.27

Net cashélawm . . ., . -48. 63

Cuzulated net cashficw 38,43

Moragore Shoe Co.,L+40,Sales-1S,7S deval --- :984-10-32




Cashflow tables, production

- COMFAR 1.

nilion Tanzania Smilings

i - desenstration at UNIDS IV -—

Year . . .. 0 v o 1988 1987 1988 1585 1890 198!
Tctal cash inflaw . . 175.60 252,35 s 562,08 827.84 537,84

Fimanzial resgurces 93.18 44,88 o 1.8 0.0 2.¢
. Sales, net of tax ne 201.¢7 J6k. 10 485,40 827.54 627.54
Tatal zash cutiiom . . 164,52 233,28 362.81 495.5¢ 32%.54 557.49
. Total assess . . .. RN ) 101.94 68.12 56.89 2503 0.9
. Operating costs . . AL 13121 253,66 190.98 494,48 494 56
. Cast af finance . . 318 4,80 £.80 4.8¢ 3.50 2.6
. Rengyaest .. ... ¢.¢ 0.0 14.78 14.59 L8 2307
. Corporate tax . .. R K -2.8¢ n.%2 .32 G 57.9¢
. Dividencs paid . . . - 0.9 0.9 ¢.0 0.0 ¢.0 ¢.2
Surpius { gefiz:t b . 1¢.98 15,10 g.6¢ 6.50 2,00 40,18
Cusulatec cash Saiance 1.8 25.70 28.30 41.8¢ 47,80 83,95
Inflom, igzal .. .. 82.£3 35.33 4,14 .97 e 0.0
Gutéiow, loca: . . .. IO 184,89 286,47 265,88 361,37 337,35
Soroius |ogedscir o, -21.08 ~145.55 -246.33 -297.48 -351.57 -337.38
intiom, foreigr . .. £LL¥ 213,02 387.27 $00.99 827.84 b27.84
Qutélom, fore:gn . . . 50.92 52,36 112.34 197.01 254,25 25C.30
Surnius | ogeficit [, 3208 160,66 254,93 303,98 341.57 7.5
Net zashélow . . . .. -84.G6 -24,92 20.86 22.33 36,93 75.72
Cusaiate? net cashflow -152.68 -177.67 -156.80 -134.37 -77.64 -2.32

Morsgers Shoe'Co.,i+40,3ales-1S,7S devai — 1984-10-00

CONFAR !.t - gesonstration at UNIDD IV ---

Cashflow tables, production in mliion Tanzanis Skillings

Year . . o . e v e 1892 1993 1994 1943 1996 1637
Tetal cash inflow . . 627,84 827,84 827,34 527.94 6.6 £
. Financial resources 0.0 0.0 0.0 0.0 0.0 a5
. Zales, aet of tar . §27.84 827.54 £27.84 427.84 6.0 0.8
Tozal cash cutflom . . 586,31 S8, 63 580,25 580.90 - -218.24 -S43
. Total assets . . .. 6.0 0.0 0.0 0.0 -249.15 9.¢
. Operatirg costs . 454,58 454,65 194,68 474,88 -1¢.20 -10.20
. Cost =f tinance ., . 1.70 .30 0.0 0.0 0.0 6.0
. Repaysen: .., ... .00 8.00 0.0 0.0 1656 3.0
, Corserate tay L L, 50.93 83,1 85.57 56,23 4.7 4,78
. Dividends paid . . , 0.0 0.0 0.0 8.0 0.0 6.0
Surplus | defscit b . 81,53 81,20 67.5% 86,93 218,24 $.48
Cusulated cash balance 145, 48 206, 68 727 41,2 539,44 564,30
Inflow, local . . .. 0.0 0.0 L] 0.0 0.0 0.0
Qutflom, jozal . . . . nLn 112.%2 J04,22 104.32 -104,0! -10.20
Surplus ( deficat v, -113.32 -312.32 -304,32 -304,32 104,01 10,22
Inflom, foreign . . . 527.84 627,84 627.84 827,84 0.0 ¢,2
Qutfiow, foresgn . . 82,99 24,3 255,93 255,58 -114,23 4,7
Surplue { deficit ) 174,83 .82 RANS m.s 114,23 -4,7%
Net zasnblom . .. ., 2.8 0,00 §7.5¢ 86,93 54,32 $.48
Supulated 18t zashfliow 8.9 139,90 207.5¢ 274,43 €29.24 38,5

L9

Morsgorc Shoe Co.,o43,Sales-

rwgr v

deval --- 1004-10-%2




COMFAR 1.1 - lemonstratisn at UNIDQ 1V ---

Cashflow Piscounting in wmilien Tanzama Shijilngs

a} Aeturs on Zquty:
Ne: zresent valye 228,73 ac
Internal Rste of Rsturn ( IRRE !

(ol

Ve

.

21
91

ry <

3) internal %ate of Retvrn without autside fizancing:
Ne: gpresent value 163,15 at 10.00 I
Internai Rate ot Return ( IRR ! A3

¢} Future vaiue of cash zutflow guring pre-praductiaon:
Total cash cutficw $9.78
Fatire Value " 53.38 at 10.00

Moragors Shae lg.,i+40,Sales-!5,7S deval --- !384-10-07




Net income statement:

Tstal sales, iacl. sales tax . .
Less: variabie coste, 1acl. sales tax.

Variabie sargin . . . .. ... .
Ag T af total sales . .. . ... .,

Ncr-variatiz costs, incl .depracisticn

Iperatioeal margin ... ., ..
As T of tatal sales . .. -0 oL .

ost of finamce L. L. v . .. ..

Sraes prafit L . L L o0 o000
Allomances . . . . . . . . . v .
TaxaBie gt L L L o o,

Accusulated undistriduted praéit , | .

Brass srofit, 1 of total sales . . . .
Net srofit, 1 of ‘atal sales . . ..
RCE, Net prafit, 7 of equity . . . . .
ACI, Net prafiteinterest, 1 of invest.

CONFAR t.! - desonstratior &t UNIGG IV ---

a.!lion Tanzamia Shillings
1984 1967 1968 1989 1330
77.42 207.47 364,10 439,80 427,34
162. 48 324,92 "7 44,18 864, 18
-85.08 -7 €188 8.2 183,84
-109.3% 55,51 -14.7 7.95 28,97
-104,75 -161.95 -127.20 -4 STL74
18,70 44,50 73.54 32.9¢4 199.92
25,45 2148 2022 16. 6% i7.5¢
3.13 4,80 4,30 4,30 3,30
16,55 19,70 38.34 8. 14 104,42
11.50 1210 3.60 5,30 2.9
3,38 26,50 6,24 L84 104,47
-9.12 -2.50 2.3 9.32 $0.2!
14,08 27.80 38.72 47.%2 34,2¢
¢.0 0.0 3.0 9.0 9.3
14.08 27.40 8.7 42.32 .28
14,08 41.48 30.19 122.51 176.72
21,33 19,1+ 18,91 15,63 15.9%
18,1 13.2 10,483 1.47 8.8
x.5 49,32 70,40 78,74 8,54
5.22 il.! 12.19 14,35 13,12

Maragoro Shoe (o.,L+40,Sales-~1S,7S deval

— 1984-10-07




Net income statement

Total sales, incl. sajes tax ., . . .
Less: var:adle casts, :ncl. sajes tax,

Vartable aarqin . . .. L L L. L
Ps 1 of tatal eales .. . .. ... .

Non-variadle costs, inel .depreciation

Sperational waegin L L L L, L,
As 1 cf totai sales .., L. ..,

Cost af #imanee . . ., ., ... ..

SPoSS Bradtt L . L, . e .
Allewanzes . . . ., . L, oL L,
Tazamle grzfit L L L L, Ve e .
B .

Net prafic . .. ... ... ...,

Dividenas jatd . . . ... ......
Undistriduted profit , , . . . . 0
Aczuaulates undistrisuted prodit ,

Sross srofit, T o9f tatal sajes .

Net profit, 1 of total caiss . ., .,
ROE, Net crofis, I zf aquity . . ... .
RO, Net 2rafiteintorest, 1 af invest,

ta mllion Tanzania Shillings

TGMFAR L.! - demcnstratizn at URIDD Y ---

1591 1592 1593 1994 1975
827.84 527,34 527,34 527.84 527,34
444,18 64,19 454, 454,18 434,18
183,56 163,86 183,86 162,64 162,56

28,07 26,07 25,87 25,97 25,97
43,88 4.10 36.33 I2.32 3t
17,7 123.3 121,11 3L 132,45
18.78 19,58 0.2 .89 2L

2.10 L7 0.0 ¢.0 0.3
115.¢8 2.3 125,31 2Lk 132,45

2.1 W0 8.9 3.0 300
[:2.38 121.85 128,21 1318 122,48

57.34 80,73 83. 18 83.57 56,22
57.34 50,93 83.16 .37 86,23
0.0 2.0 0.0 n.0 9.3
37.34 50,93 83,46 85.57 86.23
20456 295,49 138.45 424,22 490, 45
18.43 19.41 112 20.59 RS

$.21 7.70 10,96 10. 44 10.53
105,17 110.78 114,82 119.22 120.4¢

13.53 14,2¢ 14,34 14,91 12.08

Moragorn Shoe Ca.,L+40,Sales-15,7S deval —- {984-10-07




Praojected balance sheets,
ear . ..o
Tctal assets . . . .

Fired assets, net of Zepreciaticn
Construction 11 progress
Cirrent assets . .
cask, Bavk L. . L.
Casn surplus, #ina

-

Eaurty zapital

Sesarves, rotained nrofit

Peatit, (lossi .

Touity, T 3f liabilities

ctal Liadlities . L L.

LI S S Y

e availabie .

~C1g ind sediia tera Zebt
serrent liabilities |
2ank gverdraft, finance requirad.
Tatal ebt .. .

L N

cncccaneereswe

16.00
5,00
39
0.9
5.0

N9

0.9
15.00

73.57

CONFAR 1.1 - desomsiration at UNIDD IV ---

construction in aillise Tanzania Shillings

Norogors Shae Co.,L#40,Sales-18,7S deval --- 1984-10-27




COMFAR 1.1 - demdnstration it GNI?Q 1V ---

Projected balance sheet, production in 3:ilian Tanzamia Skillings

T T 1585 1587 19€8 1969 1999
Total assets ., L L L, 162,28 4G 268.30 7.6 319.9%
Fized assets, net of 2epreciaticn 54,85 §4.31 78.21 §7.73 51,97
Construction in progress .. 9.12 30.76 18,43 17.48 8.7¢
Turcent assets . . . ... ... 7.31 148,38 198,92 213.5¢ 285,45
Zash, Bask . ... .. . -4.92 -4.92 -5.47 -1.52 290
Cazh suralus, finance availatle . 0.0 2.0 1.0 0.9 0.9
Tetal liabilities . . ... E’ 182,26 254.54 285.50 I17.18 319.3%%
fgutty capital ... oL L. L 2.90 SR 35.06 23.10 .00
Recerves, retajned prafit . 2.9 14,08 41,46 £0.:9 13338
LT3 00 =113 14,38 27.8% 872 2.2 S42:
Long and sedium tars dekt . . . . 3.0 18,20 .20 3.8 i
ereemt fnaSiiitiae . L. L L L 14,41 .08 .52 18,7 BT
Zank averdr3tt, fizanca reguired. .73 32.3¢ 53,38 56.50 8.3
Tatal debt . . . a0 .. 113,18 158,57 150,58 139,87 £8.24
equity, 1 of iiasilities e 30.18 21,61 15.24 17.34 17.19

Yorogere Shoe Co.,L-40,5alec-15,7S deval —~- (984-1(-92
CCMFAR 1.1 - cesonstratian at UNIJOD 1V ---

Projected balance sheet, production in sillion Tanzania 3hillings

LT T 199¢ 1992 1993 1994 1995
Total assets , . . ... . ST 198,57 51.32 31739 383,582
Fized assets, net ot degreciatisn 3833 43,73 39.48 37,56 18,96
canstructisa ie grogress . L. . . 0.0 0.9 0.0 0.9 2,0
Current assets . . . . .. ‘e 248,46 286,46 8. 46 8.8 248,46
Cash, Bamk . . . ... ..... 2.50 2.80 2.80 2.90 .80
Cash suraius, firance availabla ., 40,135 101,48 162.39 230.47 297.41
Total liapiiities . . ... ... 4.TH 196,47 451.82 317.39 383,62
Equity zapital ... ...... $3.00 38,00 $35.00 5%.00 53,00
Reserves, retained profit . , . , 176,72 24,56 205.49 358,45 424,22
Profit,iloss) . . .00 v v v ., 57.84 50,93 83,16 43,57 86,23
Long and sedium tera dest . . ., . 17.00 3.00 0.0 0.0 0.0
Current liabilities ., .. ... . 38.17 18,17 38.17 38.17 38.17
8ank overdraft, finance required. 0.0 0.9 0.0 0.9 0.0
Total dedt . .......... 38.17 4,17 I8.17 8.1 38,17
Equity, 1 of liabilities , , , ., 15.95 13.97 12,17 10.43 E N 7]

Norogora Shoe Co.,L*40,Sales-15,75 deval --- 1984-10-02
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Annex V

DETAILED SCHEDULE OF IMPLEMENTATION
OF THE REHABILITATION PROGRAMME AT

TLAI AND MSC
PREREQUISITES
I0B NAME DURATION COMPLETE 1 2 3 4 5 b 7
1 Ti1 Negotiate w/ Fareign Ptrs é No
2 T2 Physical Inven TLAI Co's. 3 No
3 Gl Evaluate Recommendations 4 No
4 M1 Equipment Conservation - 8 No
s Dummy 3 No
4 T2 Correction of Bal Sheets 2 No 2
7 G2 Decide Rehabilitation 2 No 1 3 6
8 G Create Trading Company 12 No 1 2 6
9 G4 Impart Pravisions 3 No 7
10 T4 Plan for Rehabilitation 1 No 7
11 GS Request Funds for Rehab 4 No 7
12 Gé Intro Export Incentives 4 No 7
2 TS Foreign Trade Admn 4 No 9
14 Dummy o No
- 1S Té Provide Working Capital 2 No 11
16 Fl Contract' Foreign Partner 8 No it
17 F2 Foot Measure Frogram 20 No 10 1t
18 Dummy 0 No
19 M2 Collect Demestic Orders 2 No 8
20 MZ Invest New Egquipment 12 - No 16
21 FJ Instructor Training - No 16
22 F4 Reocrganize Management 2 No 4 8 15 16
=3 M4 Sell Surplus Equipment 8 No 4 8 15 14
24 77 Market Research Abroad 4 No 12 13
25 FS Style Selection 1 No 19
26 MS Purchase Materials 2 No 17 25
27 F5 Request Tools 4 No 17 2%
< Dummy 0 No
2 Dummy 0 No
Z0 M& Operator Training 16 No 21
21 F7 Select Training/Management 1 No 22
32 M7 Start Production 1 No 20 23 24 26 27 30 3t
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SR N
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2
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NAME

T1
T2
G1
M1

T2
62
63
G4
T4
GS
Gé6
TS

Té
Fl

F2

M2
MT
F3
F3
M4
T7
FS
M

Fé

M&
F7
M7

Negotiate w/ Foreign Ptrs
Physical Inven TLAI Cos.
Evaluate Recommendations
Equipment Conservation
Dummy

Correction of Bal Sheets
Decide Rehabilitation
Create Trading Company
Import Provisicns

Plan for Rehabilitation
Request Funds for Rehan.
Intro Export Incentives
Foreign Trade Admn

Dummy

Provide Working Capital
Contract Foreign Partner
Foot Measure Pragram
Jummy

Collect Domestic Orders
Invest New Equipment
Instructor Training
Reorganize Management
Sell Surplus Eguipment
Market Research Abroad
Style Selection

Purchase Materials
Request Tools

Dummy

Dummy

Operatcr Training

Select Training/Management
Start Production

DURATION

-

)

CCUNS PEBE~ BRSO SO

—

OO PN L0 R

—
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COMPLETE
No
No
No
No
No
No
No
No
No
No
No
No
No
No
No
No
Mo
No
No
No
No
No
No
No
No
Ne
No
No
No
No
No
No

EARLY
START

3
DHRHODODDO>rCHNODSOS

~ 13 k) 1) e e adian
COOODWMOMNMNK

A )
J

[CN?
(5 )

(A
3

£ N KN
NHRO>OO

EARLY
FINISH
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EARLY EARLY LATE LATE
JOB NAME START FINISH START FINISH
1 T1 Negotiate w/ Foreign Ptrs 0 6 G ]
2 T2 Physical Inven TLAI Co’s. 0 3 1 4
2 G1 Evaluate Recommendations 0 4 2 b
4 M1 Egquipment Conservation 0 8 26 3
S Dummy 0 0 Q 0
5 T3 Correction of Bal Sheets 3 S 4 )
7 B2 Decide Rehabilitation 6 8 () 8
8 GT Create Trading Company 6 18 2 343
9 G4 Import Pravisions 8 12 30 34
10 T4 Plan for Rehabilitation 8 9 17 18
11 G5 Request Funds for Rehab 8 12 8 12
12 G6 Intro E:xport Imcentives 8 12 34 3
13 TS Foreign Trade Admn 12 16 34 53
14 Dummy Q (4] ] 0
1S Té Provide Working Capital 12 14 32 34
1& F1 Contract Foreign Partner 12 20 12 20
7 F2 Foot Measure Program 12 32 18 38
18 Bummy 0 0 0 0
19 M2 Collect Domestic Orders 18 20 3 37
20 M3 Invest New Equipment 20 32 30 2
21 F2 Instructor Training 2 26 2 2
22 F4 Reorganize Management 20 22 39 41
R 22 M4 Sell Surplus Equipment 20 28 34 42
' 24 T7 Market Research Abroad 16 2 38 2
25 FS Style Selection 20 2 37 38
25 M5 Purchase Materials 32 34 40 42
27 Fb4 Request Tools 32 t) 38 42
2 Dummy 0 0 0 0
29 Dummy 0 0 0 0
30 M6 Operator Training 26 42 26 2
31 F7 Select Training/Management 22 23 41 42
32 M7 Start Production 42 43 42 S
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