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which the prejeet will be operated at its maximum capacity.

The study also proposed detailed programmes for breeding, feeding,
animal health, and training of the local staff either in-service under the
supervision of the expatriates helping in establishing the projeet in its

early phase of operation, or abroad.

Specifications ef buildings, equipments and machinery needed for

the project and the programme of purchase are given in detail,

The estimated investment cost of the project amounts to 225 million
Somali Shillings ($ ) of which $ 131.63 million ( 58%) in local curreney
and § 93.36 million ( 42%) in foreign exchange. This covers the fixed
costs, preoperating expenses, working capital, expatriate salaries and

a contingency of 10% of the investment cost.

Based on an equity/loan ratio of 40 360 , long-term loans and
suppliers credit of $ 135 million would be needed to complement the equity
capital of § 90 to finance the projeet costs + The loan would finance
all the foreign exchange component and 32% of the local currency components
The loam provided at an annual rate of interest of 12% would be repaid in

7 annual equal instalments with a grace period of 3 years,

The project operating costs cover the cost of supplementary feeds,
fuel and lubricants, wages, fertilizers, seeds,pesticides, necessities of
Artificial insementation and maintenance costs. Operating costs will
progressively increase with increase in operating capacity and stabilize

at 8 18479 millions from year 5 and onwards.

The expected products of the farm had been valued at the current
local market prices. Fluid milk will be transported by the project
refrigrated vans to the Milk Plant in Mogadishue, Other products are assumed
to be s0ld through tenders ex~farm gate, Returns from the project will also
increase with expansion in operating capacity till they stabilize at

$ 71459 millions in year 7 and up to the 20th year of the project life.

The calculated financial rate of return ( FRR ) to the project



farm ( 30 miles away from Mogadishu ) represents an example ol cuch integ-
rated farmse, The area emjoys good quality soil, sufficient wuter for
irrigation and suitable climate., Half the farm area ( 300 hectnrs) is
already under cultivation with 100 hectars as fallow. The remaining 500
hectars need land clearance. Minimum levelling would be needed as the
area slopes naturally from Shebelle river ( the water source). Ffuch
clearance , levelling and major earthworks will be performed onces by
contractors, for other annual operations, the project owned mach .ics will
be utilized,

A crop rotation of alfalfa ( African type), maize and sorgium was
designed ( 1:1:1). With proper fertilization, irrigation and heruvs and
pests control, production will greatly improve. Nearly 3200 tons of fodder
will be produced by the end of year zero to be preserved as silapge or dried
hay for the 600 heads of cattle when they enter Lhe farm by the oeginning
of year one. Doubling the area cultivated in year one to 600 hectars will
produce enough fodder for the 1200 heads of cattle. Machine requirements
for the cultivation of these crops were calculated together with th=ir water

requirements.
The expected annual production of the herd is as follows -

3840 tons of fresh milk
140 tons liveweight of fattened steers

150 tons live weight of culled animals
140 heads of breeding heifers
32 thousand m3 of manure
The project will be comprised of adjacent farms each of LG Sows

and followers. The farms will be built and established in years 1 & 2 to

parallel the cultivation plan.

The study discussed in full details the operations need=d for land
reclamation and cultivation and the implementation of the dairy farms during
the first phase of the project ( years O to 2 ). The second phase ( years
3 to 6 ) will be devoted to the intemnsification of crop production and to

the herd build-up. By year 7 the third phase of the project stirtis during



ENGLISH SUMMARY

Agriculture, including livestock, fishery and forestry is the
mainmtay of the Bomali economy. It contributes to more than S50% of the
@ross Domestic Product ( GDP ) and to more than 90% of the eountrys'
earnings from the export market, More than 80% of the population depend
for their living on agriculture, Within the agricultural seetor livestock
plays an important and growing roles The Somali animal wealth of 16.1
million tropical animal units contributes approximately to more than Lo
of the GDP and absorbs about 60% of the population. Its contribution to
foreign exchange earnings reaches 80¥%. This animal wealth requires nearly
36 million tons of feed annually ( on air dry basis ) which exceeds the
available supply of 26 million tons. Neglecting the limited amounts of
concentrates ( 10 thousand tons) livestock can be considered to depend
entirely on pasture produced in the Gu ( M.rch - June ) and Der ( September -
Mid. November ) seasons and suffers from feed shortage in the other dry
seasonse. Such a situation of shortage and irregularity of feed stuffs have
had profound deteterious effects on the animal wealth specially in the last
few years as reflected by malnutrition, reduced productivity, heavy infestat-

ion of internal and external parasites and non-fatal diseasese

The milk industry in Somali im rather poor. The capital, Mogadishu,
suffers seriously from milk shortage. Besides dried milk powder which is
reconstituted at Mogadishu Milk Plant, milk supply to the half million
populated city depends on milk produced by dewellers in the city and

surrounding areas. Both sources are susceptible to large seasonal fluctuat-

ions.

The analysis of the present dairy industry situation showed that
large scale integrated fodder and dairy farms represent a suitable option
for supplying good quality milk in large quantities all the year round.
Because of the heavy inveriment ne~ded for establishing such farms, they
would have to be either cooperatives or state farms and would have to be
located on good agricultural irrigated areas to provide sufficient food

stuffs to maintain the extra production.

The pronosed project which will be errected in the JAMBLOOL fodder
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FRR at an increase or decrense of

5% 10%
Reduced Revenue 18 15
Increased costs 18 16

It can therefore be concluded that the project is less sensitive to

movement in these parameters,

324 The project contributes, though insignificantly to employment creation,

Iwhereby at full capacity 310 jobs will be created, About 7% of the project

Fross revenue will be paid in salaries and wages.

- 1]l =



- Land value or its rental was also execluded from the analysise
It was assumed that, a part from fees already mentioned, no other

charges on land will be made to encourage investors.

- For items purchased from the export market, their cost hias been
based on the official exchange rate of $ 17,38 = US § 1.00 rather
than the free market rate of $ 73.5/dollar. The difference would

however act as a further inducing factor to investment.

- Due to lack of Investment Act Stipulnting n certain level of
puciness profit tax on such projects, these charges were noct
included in the analysise. It worth mentioning that excemptions
from such charges, if available would further encour:ge investment

by increasing its profitabilitye.

- Livestock requirements of feeds will be generated by the prejeet

As such their cost would represent their actual cost of production,

29 Cash inflows would start to increase gradually with increases in the
project operating capitul and stabilize immedintely after full capacity is

reached in year 7 execept in year zero when a 1ot is received,

30e The calculated financial rate of return ( FRR ) to the project stands
at 22% indicating a considerable profit margin compared to the assumed
bpportunity cost of capital 10%, the cnlculated FRR shows that investment in

this project is worthwhile.

3l. Movements in costs ( investment and operating) and in nrices of the
project producls are ecrucial for its viability wud profir nility o Althourh
the cstimuivs in~fuded for thece zorameters iun t:. analysis are sufficiently

realistic, if not too conservative, the impact of their movement on profit-
ability has been tested by reducing revenues by 5% and 10% and by increasing
costs of the project also by 5% and iUn. Results of this sensitivity analysis

are shown below (=



wagesy fertilizers, seeds, pesticides, necessities of A, I,, and maintenance
coste Operating costs will progressively increase with increase in eperating
capacity of the projeet. From year 5 onwards, operating expenses will
stabilize at about $ 18,79 millions. Wages revresent almost one third of
the operating expenses followed by fuels (15%), fertilizers (15%), seeds and
pesticides each 4%. The supplementary feeds constitute 1%% of the total

operating expenses when the project reaches full operating capacitye

27« While fodder production starts from year zero, cattle operations start
in year 1, Expected products include fresh fluid milk, fattened steers,

culled cows and calves & breeding heifers. The fodder farm will also generate
a surplus that will progressively increase and stabilize in year 7 of the
%roject life. The expected products has been valued at the current local
market prices. Fluid milk will be transported by the project refrigerated vans
Fo the Dairy Plant in Mogadishu, Other products are anssumed to be sold through

L e : .
tenders ex-farm gate. Returns from the farm are shown below -

Returns in 000' Somali Shillings

Year Milk fattened Culled Culled Breeding Surplus Total
($ 20/ Steers Cows Calves heifers fodder
ten ) (8 4O/ton  ($20/ton (820/ton (% 15/ ($1/tom)
liveweight) live wtes) live wt.) head)
¢ 0 L = = - 470 k70
1 21375 : - - . 1685 23060
3 L2sko 2856 = 5 - 1733 46729
' 49140 5640 - = 4 1383 56163
50400 5600 1440 112 1890 2331 61773
, 50400 5600 2880 118 1995 3280 64273
6 50400 5600 2880 130 2100 3280 64390
720 50400 5600 2880 130 2100 3280 71590
2ﬂ. The project cash flow statement was based on the following assumptions:-

-~ The project occupies a land that had partially been cultivated and
requires a major overhaul, A " without" test has therefore not been
carried out.‘yPresent-animals were execluded and so for other

irrigation and civil work structurese



019, No value or rental fee was imposed on land,. This is assumed to
encourage investors in the projects The cost attached to land and earth-

iworks covers registration fees and land clearance and other earthworkse

20. Buildings are valued at current market prices with 20% of total eost
allowed for in foreign currency. Buildings annual maintenance at the rate
'of 2% was included in operatimg.expenses., Buildings are by far the most
expensive single cost item.

2le Cost of plants and equipment, agricultural implements and vehicles and
|

tractors are based on current market prices, Spare parts at the rate of 5%
of the total cost of these items has been included in addition to 2% allowed

for in local currency to pay import duties, taxes and in land charges.

22, Cost of furniture and fittings which would be purchased locally has

been based on curremt market prices,

?}. Preoperating expenses cover the cost of feusibility studies, travel and

hotels and training abroad for the key personnel in the projecte

oliy The initial working capital covers the finance of the stock of animals,
agricultural products like seeds, fertilizers and chemicals, medicines,

tools required by A, I, unit, and fuel for a maximum period of 2 months. In
addition a price and physical contingency of 10% has been assumed and built

in the cost of all abova items,

25, Based on an equity/Loan ratio of 40 s 60, long-term loans and suppliers
credit of $ 135 millions would be needed to complement the equity capital of
$ 90 millioms to finance the project costs. The loan would finance all the
foreigm exchange component and 32% of the local currency componente The

loan provided at an annual interest rate of 12% would be repaid in 7 equal
annual instalments with a grace period of 3 years. The loan was utilized
‘vorsely for year zero., The average interest has therefore been capitalized

as interest during construction peried.

¢6. The project eperating costs cover the cest of supplementary feeds to

the livestock like urea, Vitamin A and mineral salts, fuel, lubricants,



18.

recruitment, selection And training of foremen and workers.

Personnel to be trained and training periods are listed below :l

( 6 months )
6 months )

5 Assistant Vet. Doctors ( one month each )

Semior vet. Seientist
Junior " " (

Artificial insemination technician ( 2 months )

Mechanical engineer ( 3 months )

Dairy Farm Mamager ( 6 months and could be extended for higher
training )

Assistant Manager - Dairy Farm ( 6 months).

The estimated investment costs shown in the table below amount to 225

illion Somali Shilling ($) of which 8 131463 millions ( 58%) in local

Furrency &nd $ 93,36 millions ( 42%) in foreign exchange. This covers the

Fixed cost, preoperating expenses, working capital, expatriate salaries and

A contingency of 10% of the imvestment coste

Summary of estimated project cosats
(000* Somali Shillings )

Local Foreign Total
_Currency _ Currency Cost
}. Land and earthworks 80,452 - 806452
2+ Building and reads 106209.6 0 2655240 132762-00
#, Plant and equipment 3461.74 17307430 2076904
Q, Vehicles and tractors 2185.44 10927427 13112,71
e Furniture & Fittings 2124,19 351,05 2475424
é.‘Pfeoperating ;xpenses 200,00 338738 358738
7s Working capital 24l 64 16029444 16274,08
8. Exhgtéhﬂm sa;afies 5158.81 10318.41 15477.22
9. Contingeney 11966449 8487433 __ 20453,82
Total 131631436 93360457 224991,93




fsecerd phase, two tractors, four chopper loaders, cn~ corn combine harvester
and a number of land preparation, sowing and planting, weed amd inseet control
and fertilizatiom equipments are required. Equipments necessary for tree
clearance, deep ploughing, levelling and construction of irrigatiom canals

and structures to develep new land are to be rented under contraet bames from

the tractor and Agricultural Services Agency ( ONAT ).

15. Water requirements for the three crops included in the proposed rotation
were calculated., Accerdingly twe irrigation pumps with a capacity of 2000 13/
hr. each are nesded plus twe generators sets 150 - 250 KVA to supply the farm
with electricity.

16s The following recommendations regard the general aspects of farm
meechanizatien -

a. Recruitment of well experienced mechanics and operatorse.

b. Anmual salaries of mechanic and operators should be higher tham those
prevailing.

ce Shert trainimg eourses should be comduetdd te traim mechanics and

operators om primciples of eperation, maimntenance and repaire.

de 15% of cost ef all mechsnization items sheuld be mllecated to spare
parts supply.

¢, Traetors and implements should be of the mame brand and souree.

17 Clearly defimed inservice and butside the country trainiig programmes
iuoro identified. Managerial staff will be traimed for up te 6 months im the
}Country frem which mest ef the farm equipment and heifers are imperted. The
‘p.rtonnel selected should have university education and reasomable professton-
.al training eorrespemding to the specialisties anticipated by the projeet.
'Profelsional erientatien, practical traimimg and theeratical information

will be provided em the key peints of their functions.

By the end of the traimimg nrogrammes, trained nersennel will be able
'to eoeperate with fereign experts and expatriates to varticinate astively in
’arious functionsiM erder to run the projeet, and to take part im the
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