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STA InceptlOn Report 

1 INTRODUCTION 

11 Terms of Reference 

The Government of MalaWI, through the Department of Statutory CorporatIOns, have 
commIssIOned Mr J M O'NeIll of Imam Development LimIted to conduct a study of the 
Smallholder Tea Authonty (STA) The mam objectIves of the study are 

• to define an alternatIve form or a new VISIOn for STA that would reduce and/or end any 
financial and admimstratIve relatIOnshIp WIth the Government 

• to reVIew the ongmal mISSIon statement and ObjectIves and redefine them commensurate 
WIth the proposed new organIzatIOn 

• to IdentIfy or map out steps or an actIOn plan to transform ST A mto a new orgamzatlOn 

The terms of reference for the study were defined as follows 

( a ) Determme the form the Authonty should be transformed mto m order to make It more or 
completely finanCially and admimstratIvely self sustaImng A ffilmmum of three optIOns 
should be mvestIgated and the best pOSSIble one recommended 

( b ) ReVIew the ongmal statement and objectIves and redefine them to SUIt the proposed new 
orgamzatlOn 

( c ) Assess the smtabIhty of the eXIstmg organIzatIOnal structure and human resources to the new 
organIzatIOn, proposmg, If need be, any changes If retrenchment IS envIsaged, propose a 
sUItable compensatIOn package 

( d ) Propose an appropnate management system to run the new organIzatIOn 

( e ) Assess the Authonty's current finanCial status and propose a proper financIal structure for 
the new orgaruzatlOn 

( f) Take an mventory of the Authonty's assets and propose how best they can be used or 
dIsposed of based on the recommendatIOn m (a) above 

( g ) Develop steps or an actIOn plan for transformmg ST A mto the proposed new organIzatIOn 
ThIS should clearly outlIne what actIOns are to be taken, when they are to be taken and by 
whom 
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STA InceptIOn Report 

In accordance WIth the terms of reference, a draft report was submItted to a ReVIew 
CommIttee compnsmg Government officIals, management of the Authonty, and growers 
representatIves Comments from the ReVIew COmmIttee have been mcorporated mto thIs final 
report 
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STA InceptIOn Report 

2 BACKGROUND TO STA 

STA was establIshed by the Smallholder Tea Authonty Order Issued by the Mimster of 
Agnculture under the authonty of the Speclal Crops Act (Cap 65 01 of the Laws of MalawI) The 
objectIves of the authorIty are set out m SectIOn 3 of the order wmch states "There IS hereby 
establIshed an AuthorIty, to be known as the Smallholder Tea AuthOrIty, for promotmg and fostenng 
the development oftea by smallholders m the areas ofMulanje, Thyolo and Nkhata Bay dIstncts " 

Both the SpeCial Crops Act and the Smallholder Tea Authonty Order are open to rather Wide 
mterpretatIOn as regards the exact purpose of STA Wlulst refemng to the promotmg and fostenng 
of the development of the crop by smallholders, the mtended beneficiary of tills development IS 
unclear Is It to be the smallholders themselves, the Government, the economy at large, or some 
combmatIOn thereof> 

In 1965, the Tea Authonty commenced operatIOns wIth a total hectarage of 55 hectares of 
smallholder tea (3 5 ha m Thyolo and 51 5 ha m MulanJe dIstrICt) Smce that tIme ImpressIVe 
growth has been recorded As at 31 st March 1996 the total area planted to smallholder tea was 2685 
hectares of wmch 1928 hectares were m MulanJe dIstnct and 757 hectares m Thyolo However, 
productIOn of green leaf appears to be declImng from 15 3 mIlhon lalogrammes m 1993/94 to 14 3 
milhon kIlogrammes m 1994/95 and a further drop to 13 mIlhon kgs IS forecast for 1995/96 
Demand eXIsts for mtroductIOn of tea on certam further areas of customary land but the AuthOrIty 
are not m a pOSItIOn to finance further development 

At present, there are approxImately 6,000 regIstered growers WIth a Wide range of relatIve 
earmngs rangmg from VIrtually zero to as hIgh as K75,000 per annum Mean annual earnmgs per 
smallholder for the 1995/96 season IS approxImately K3,500 

Smallholder tea IS not grown m Nkhata Bay dIStrIct The pubhc land ongmally deSIgnated 
for smallholders was gIven to Spearhead EnterprIses LImIted, the commercial arm of the now 
defunct MalaWi Young PIOneers Admarc took over thIS land, Kawalazi Estate, when Spearhead 
went mto receIvershIp Subsequently, Commonwealth Development CorporatIOn purchased the 
estate dUrIng the course of an Admarc dIvestIture programme 

Imtlally, all green leaf grown was offered for sale to prIvately owned tea factOrIes for a 
conSIderatIOn calculated m accordance WIth a negotIated agreement In 1973, a lImIted lIabIlIty 
company, MalaWI Tea Factory Company LImIted (MATECO) owned 60% by STA and 40% by 
Admarc, constructed a tea factory m MulanJe From modest IrutIaI productIOn of 180 tonnes of made 
tea m 1974, factory productIOn has mcreased annually reachmg approXImately 3,000 tonnes m the 
1994/95 season All green leaf produced by smallholders IS now processed mto made tea at the 
MATECO factory 
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STA InceptIOn Report 

The Government of MalaWI, m terms of an accepted fiscal restructurIng and deregulatIOn 
programme, has agreed m prIncIple to remove any legIslatIve obstacles to partIcIpatIOn m the 
productIOn and marketmg of special crops To thIs end, the schedule of specIal crops (mcludmg tea) 
was removed by Government Gazette of 19th January 1996 The SpecIal Crops Act remaIns m place 
solely to mamtam the legal status of crop authontIes establIshed under the Act untIl such tIme as an 
alternat1ve appropnate legal form for these authontIes 1S determmed 
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3 FUNCTIONS PERFORMED BY SMALLHOLDER TEA AUTHORITY 

The functIOns performed by STA can be broadly categonzed as follows 

• the marketmg of green leaf grown by smallholders 
• the transport of green leaf from smallholder plots to factory 
• the prOVISIon of extensIOn servIces to smallholders 
• the mamtenance of mfrastructure to support smallholder tea growmg 
• the procurement of mputs for smallholders 
• the prOVISIon of credIt to smallholders 
• the manufacture of tea, through Its subSIdIary MalaWI Tea Factory Company LImIted 

(Mateco) 
• the development and mamtenance of eucalyptus plantatIOns 

Each ofthese functIOnal actIVItIes are dIscussed below, together WIth alternatlve optIOns for 
the contmued performance of these actlvltles 

3 1 Marketmg of Green Leaf 

All green leaf grown by smallholders IS purchased by ST A HIstorIcally, the prIce paId 
consIsted of an mitIaI payment (currently 120 tambala per kg) and a second payment dependent on 
Mateco profitabIlIty and IS the same for all smallholders, Irrespectlve of qualIty of leaf plucked or 
dIstance from the smallholder plot to the processmg factory All green leaf IS now sold to Mateco, 
though m the past the leaf grown m Thyolo dIstrIct was sold to mdependent commercIal factOrIes 
SItuated m Thyolo ThIs marketmg arrangement suffered from a number of fundamental drawbacks 

There IS no certamty that there WIll be a second payment to smallholders and no 
transparency m the calculatIOns of the quantum of the second payment Smallholders, 
nghtly or wrongly, feel aggneved that they have no control over the level of overheads 
of the Authonty and the tea factory WhICh dIrectly affects the amount avaIlable for 
second payment 

The absence of qualIty pluckmg mcentives encourages growers to pluck heaVIer coarse 
leaf rather than soft leaf whIch would result m better factory productIVIty 

Paymg a pan-temtorIal ex-plot prIce entaIls cross-subSIdIzatIOn of dIstant smallholders 
by those sItuated closer to the Factory 

Losses between plot and factory are borne by the AuthOrIty rather than the grower 
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OPTIONS 

Smce tea IS no longer classified as a speCIal crop, smallholders are free to sell therr green leaf 
to any potentlal buyer It IS, however, unhkely that eXlstmg pnvately owned tea factones would be 
mterested m replacmg Mateco as a buyer of smallholder leaf It IS noted that the Government have 
recently faclhtated the purchase of ClutIkah Estate by MalaWI cItizens and there IS also a posslblhty, 
subject to funds bemg avallable, of acqUlrmg pnvately owned estates m Thyolo dlstnct If these 
estates are to be managed by Mateco, they may prOVIde a further market outlet for smallholder leaf 

The supply pattern of smallholder leaf IS erratIC and the peak pluckmg season for 
smallholders comcldes WIth that of the estate sector when pnvate factones are already operatmg at 
capaCIty Nevertheless, smallholders should be permItted to contract to supply leaf to pnvate 
factones eIther dIrectly or through mtermemate buyers or through cooperatIves or clubs of growers, 

It IS questIOnable that STA has a role to play m the future marketmg of smallholder leaf At 
present there IS only one buyer, Mateco, and smallholders could contract drrectly WIth them eIther 
mdlvldually or as clubs or cooperatIves STA's present mvolvement m the green leafmarketmg 
process IS largely necessItated by theIr mvolvement m leaf transport and proVISIOn of credIt to 
smallholders Once these actIVItIes are taken outSIde the ambIt ofSTA (see 32 and 36 below) there 
IS no reqUIrement for further ST A mvolvement 

The key Issue WIll be the negotlatIOn of a transparent and eqUItable basIS for determmmg the 
pnce payable for green leaf Ideally the pnce should be a 'delIvered factory' pnce and, If possIble, 
should dIfferentIate the qUalIty of leaf delIvered Even If smallholder tea growers become owners 
of the tea factory, It WIll be necessary for the leaf pnce to be lInked to factory profitabIlIty, as 
shareholdmg percentages WIll not correspond to quantitles of leaf suppbed by mdIvldual growers 
Hence growers should be gIven an mcentIve for contrlbutmg to factory throughput 

Steps have been taken to modIfy the basIS of determmmg the pnce paId for green leaf From 
August 1996 growers WIll be patd a pnce eqUIvalent to 55% of the average gross pnce achIeved for 
made tea (WIth an assumed made tea out-turn of20% of green leaf throughput) No second payment 
accrues to growers under the new arrangement 
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32 Transport of Green Leaf 

At present, STA take responsIbIhty for transportation of smallholder leaf from geograpIncally 
dispersed plots throughout Thyolo and MulanJe to the Mateco Factory premIses m MulanJe A fleet 
of more than 100 veIncles compnsmg tractors, traIlers, and lorrIes IS mvolved, though a sIgmficant 
number of these vehIcles are no longer m mnmng order The cost of thIS actIVIty IS expected to be 
m the regIOn of K2 5 mIllIon for the 1995/96 finanCial year 

The charactenstics of the tea crop cycle are that weIghts plucked vary from httle more than 
100,000 kgs per month m July and August mcreasmg to m excess of2 mIllIon kgs per month m the 
penod December through to Apnl TIns leads to mefficiencies m the transport operatIOn as the fleet 
capaCIty IS taIlored towards the peak months and dunng the off season, capaCIty IS greatly 
undemtIhzed Some of the spare capaCIty IS used to transport firewood In addItIon, vehIcles often 
carry much less than full loads dunng the off season 

OPTIONS 

It must be recogmzed that once green leaf IS plucked, It must be dehvered to the factory on 
the same day, otherwIse It IS not SUItable for processmg mto made tea The future ViabIlIty of both 
smallholder tea growmg and Mateco IS therefore cntIcally dependent on a contmumg effectIve leaf 
transport servIce 

Numerous optIOns eXIst whereby the transport operatIon could be run mdependently of STA 
For mstance, the fleet mIght be sold off to growers or clubs of growers and responsIbIlIty for 
delIvery of leaf to the factory left WIth the growers themselves The fleet could be sold to Mateco 
who would then take over the leaf collectIOn functIOn AlternatIvely, the transport fleet mIght be 
sold to a pnvate entrepreneur not necessarIly mvolved m the tea mdustry If thIS latter optIOn were 
chosen, It would be of utmost Importance to ensure that a contract ensunng due performance by the 
fleet owner was drawn up 

WhIchever optIOn IS chosen, It should be pOSSIble to acIneve economIes on transport costs 
as the excess fleet capaCIty durmg the off season would presumably be contracted out to transport 
other crops 

Two questIOns arIse from the present arrangement whereby sigruficant transport costs are 
mcurred m brmgmg leaf produced m Thyolo to the factory SItuated m Mulanje FIrstly, does the 
Thyolo leaf make any contrIbutIOn to profitabIlIty of Mateco or does the mcreased transport cost 
result m losses bemg mcurred on thIs leaf Secondly, dISCUSSIons have been underway for some tIme 
WIth a VIew to estabhshmg an mtermedIate withenng shed at Thyolo ConstructIOn of a baSIC 
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structure has commenced at Malamulo m Thyolo area close to an Escom electrIcIty transfonner 
Management estImate a total capItal cost ofK750,000 to complete the bUlldmg and mstall the 
necessary WIthenng troughs and fans 

Table 3A calculates eXIstmg leaf transport costs based on the 1996 audIted accounts of 

STA Table 3B looks at the contrIbutIOn per kllogramme of leaf throughput at Mateco factory 
to fixed costs and profits 

TABLE 3A - CALCULATION OF LEAF TRANSPORT COSTS 

THYOLO MULANJE TOTAL 

K'OOO K'OOO K'OOO 

VehICle Runmng Costs 1105 1156 2261 

Other CollectIOn Costs 365 501 866 

Total Transport Costs 1470 1657 3127 

WeIght collected (Kg'OOO) 2652 10697 13349 

Transport Cost /Kg 554 tambala 155 tambala 234 tambala 

TABLE 3B - CALCULATION OF CONTRIBUTION PER KG LEAF 
THROUGHPUT 

TAMBALA 

Gross pnce per kIlo gramme tea 1054 

- Sellmg expenses (60) 

- PaId to smallholder (580) 

- Other vanable costs (121) 

ContnbutIOn per kg made tea 293 

ContrIbutIOn per kg leaf 59 
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Notes 

Based on 1996 audited accounts, usmg a presumed out-term of 20% 
Payment to smallholders assumed at 55% of gross reahzatlOns under new marketmg 
arrangement 

ConclusIOns 

The transport cost per kIlogramme of leaf from Thyolo IS 55 4 tambala With a 
contributIOn of 59 tambala, It IS Just worthwhIle transportmg Thyolo leaf to the factory 
However, the margm IS shght and a mmor reductIOn m average tea pnce reahzed or a mmor 
mcrease m transport costs may result m margmallosses bemg mcurred on Thyolo leaf 

The green leaf IS 80% by volume water which reduces to 54% by volume water after 
wlthenng which effectIvely translates mto a reductIOn by more than half m leaf weIght and 
volume as a result of the Wlthenng process The differentIal m transport costs between Thyolo 
and MulanJe IS approxImately 40 tambalalkg (see Table 3A) A 50% reductIOn m transport costs 
would Yield a savmg of 20 tambala per kg, whIch based on 1996 leaf purchases of 2,652,000 kgs 
results m a savmg m transport cost ofk663,000 ThIs IS, however, a rather simplIstIc view as the 
seasonalIty of the tea crop Will contmue to lead to unavOIdable mefficlencles such as less than 
full loads Nevertheless, It does seem to make economic sense to complete the Thyolo wlthermg 
shed as a 10 tambalalkg leaf savmg m transport costs (I e 25% effiCiency mcrease versus a 
possible 50%) Will reduce annual costs by some K265,000, a three year payback for a K750,000 
mvestment 

3 3 ExtenSIon ServIces 

In the past, ST A proVided extensIOn services to growers usmg seconded staff from the 
Mmlstry of Agnculture paid for by ST A However, these services are no longer proVided as 
growers viewed the cost of extensIOn officers as an unnecessary overhead which reduced the 
return to growers ExtenSIOn services are now extremely hmlted There are three demonstratIOn 
plots but the cost oftransportmg growers to the demonstratIOn plots IS prohIbItIve - Ideally, there 
should probably be one demonstratIOn plot for each ofthe 43 blocks of approximately 200 
growers each 

Other servIces to growers have mc1uded sol1 analYSIS by Tea Research FoundatIOn (TRF) 
to recommend appropnate fertlhzers and prOVISIOn by ST A of plants for m fillmg after penods of 
drought The tea bushes used for mfillmg are purchased from TRF 
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In terms ofa draft memorandum ofunderstandmg (not yet agreed to by STA 
management or Board of DIrectors), K3 3 millIon of EU Stabex Funds are to be committed over 
the remamder of 1996 to provide mfillIng matenals to smallholders (K1 6 mIllIon) and to fund 
extensIOn services provided by TRF to smallholder growers (K1 7 mIllIon) 

OPTIONS 

It IS understood that smallholder tea growers are not opposed to extensIOn servIces but do 
not conSIder that they should pay for these servIces There may be ment m tills argument as the 
Mmistry of Agnculture provIde extensIOn services Wlthout charge to growers of other 
smallholder crops Smallholder tea growers make a sIgmficant contnbutIon to government 
revenues both through mcome tax levied on theIr profits and the recently mtroduced eXCIse duty 
on manufactured tea Forecast eXCIse duty payable by Mateco m 1996/97 IS almost K2 mIllIon 
eqUIvalent to 13 tambala per ktlogramme of green leaf, I e an mdIrect tax at the rate of 10% on 
proceeds payable to smallholders 

TRF IS funded by grants and a cess levIed on all tea manufactured m MalaWl 
Smallholders WIll contnbute through the cess leVied on Mateco to TRF fundmg It IS therefore 
not unreasonable to expect TRF to playa role m the proVISIOn of extensIOn services to 
smallholders To thiS end one might have expected to see smallholder representatIOn on the TRF 
board of directors 

The extension services reqUIrements of growers appears to be diVISible mto three areas, 
wIth different entitIes bemg best sUIted to provldmg the varIOus types of extensIOn assistance 

• TRF should contmue to assist Wlth soIl analYSIS and mput recommendatIOns and also 
should conduct research mto the development of tea bushes SUItable for the 
reqUIrements of smallholder growers whIch may not necessarIly be IdentIcal to those 
oflarge commerCial estates 

• The Mimstry of Agnculture can proVIde valuable assIstance m trammg growers m 
appropnate technology soIl and water conservatIOn technIques They are also well 
placed to assIst m the development of growers clubs and the prOVISIon of leadersillp 
trammg to club leaders 

• Mateco should expand the number of demonstratIOn plots to one per block of 
growers, perhaps modelhng theIr approach on NatIonal Seed Company (NSCM) 
whose maIze demonstratIOn plots have worked to the mutual benefit of growers and 
NSCM AddItIonally, there IS need to tram growers m pluckmg techmques 
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Improved techmques Will mcrease Mateco profitabIlIty and growers returns through 
both higher quahty leaf plucked and a more coordmate mflow of leaf to the factory 

3 4 Mamtenance of Infrastructure 

Usmg government subventIOns and EU Stabex funds, STA have untIl recently mamtamed 
the roads and bndges around the smallholder plots to facIbtate transport of green leaf to the 
factory In recent years no government subventIOn has been receIved for thIs purpose and untIl 
1994 mfrastructure mamtenance was funded through approved draw-downs on Stab ex funds 

Subsequently, the EU suspended draw-downs on stabex funds, apparently as a result of 
the use of these funds for unauthonzed purposes by crop authontIes other than STA ST A 
currently hold some K13 mllhon of stab ex funds m mterest bearmg accounts of which a 
sIgmficant sum was ongmally deSIgnated to fund mamtenance of roads and bndges However, 
EU and Government of MalaWI have re-negotIated the approved purposes for WhICh the 
'suspended' stabex funds may be used As a result S T A have been requested to refund to the 
mam EU stab ex account all funds held apart from that reqUIred to carry out the mfilhng 
programme and extenSIOn programme referred to m 3 3 above 

OPTIONS 

It IS beyond the scope of thIS study to comment on the most approprIate use for Stabex 
funds However, If fundmg IS not avaIlable from thIS source, the road and brIdge mamtenance 
programme WIll certamly not contmue It IS assumed that Government would not WIsh to resume 
subventmg the AuthOrIty to carry out thIS actIvIty 

LogIcally, the mamtenance of these roads and bndges should be the responsIbIhty of the 
Mmistry of Works Mamtenance should be carrIed out as part of the natIOnal mfrastructure 
mamtenance plan which presumably prIorItizes projects m accordance WIth theIr economIC and 
SOCIal Importance It IS also pOSSIble that mdividual proJects, carrIed out on a self-help baSIS, 
would quabfy for fundmg by the MalawI SOCIal ActIOn Fund (MASAF) 

As the AuthOrIty evolves mto a more commercIally orIentated entity, It IS hke1y that some 
prevaIlmg practIces may change F or example, the number of leaf collectIOn pomts may be 
reduced, WIth the onus on growers to bnng theIr leaf to central collectIOn pomts SuggestIOn IS 
that part of the proceeds of any pnvatizatIOn of ST AlMateco be appbed to rehabIbtate the 
eXIstmg mfrastructure Thereafter, It would become mcumbent on growers and management of 
the Authonty's successor body to decIde on wholly commerCIal grounds, the level of future 
mfrastructure maIntenance and whIch partIes should bear the cost 
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3 5 Input Procurement 

ST A procures the Input requIrements of smallholder tea growers, wluch are subsequently 
suppbed on credIt to the growers F or the purposes of tlus report the prOVISIon of credIt IS 
Viewed as a separate functIOn and dIscussed III 3 6 below 

The major Input IS fertIlIzer - estImate 1996/97 reqUIrement IS some 900 tonnes of urea to 
be purchased from Hardware and General Dealers LImIted Suppbers vary from year to year, In 
1995/96 Compound T fertIlIzer was purchased from the Press Agnculture blendIng plant 

Other Inputs supplIed are lImIted to leaf collectIOn bags (polypropelene sacks), 
approxImately 500 prunIng knIves per annum, and very small quantItIes of pestICIdes 

There IS some suggestIOn that part of the fertIlIzer suppbed IS dIverted from tea to other 
smallholder crops such as maIze 

OPTIONS 

Growers should be free to source the Input reqUIrements from whatever supplIer they 
choose ST A's contInued Involvement In the prOVISIOn of farm Inputs (partIcularly when credIt 
IS also provIded on non-commercIal terms) IS InlubitIng prIvate sector development In thIS area 

3 6 ProvIsion of Credit 

In the background sectIOn of the terms of reference for thIS study It IS stated that "ST A's 
maIn functIOn IS to provIde long term credIt on plantIng materIals and Inputs dunng the first five 
years of field establIshment It also proVIdes seasonal credIt In kInd to growers WIth good 
repayment records" 

However, the prOVISIon oflong-term credIt IS becomIng rather less Important As would 
be expected, WIth no expanSIOn In tea areas, no new loans are beIng forecast for 1995/96 or 
1996/97 Management now place a strIcter InterpretatIon on new growers and those growers 
regIsterIng after acquIrIng eXIstIng tea gardens no longer quabfy for long term loans 
AddItIOnally, loan repayment perIods have been shortened conSIderably through IncreasIng the 
amounts WIthheld from leaf proceeds (known as capItal cess) from 2% of proceeds to 15% of 
proceeds Indeed, management forecast that long term loans whIch stood at KI 9 mIlhon at 30 
June 1995 WIll reduce to Kl 3 mIllIon at 30 June 1996 and a mere K30,000 at 30 June 1997 
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Seasonal credIt IS also more closely momtored As stated, only growers With good 
repayment records receIve credIt The rate of recovery of seasonal loans has also been Increased 
from 40% of leaf proceeds to 50% of leaf proceeds 

Although loans are, pnma facIe, provIded Interest free, growers effectlvely bear a full 
commercial rate of Interest In essence, the profits of the combIned ST AlMateco operatIOn are 
dIstnbuted to growers by way of first and second payment for leaf Any Interest costs Incurred 
by ST A through borrOWIng to fund credIt to growers depresses profitabIlIty and IS dnectly 
reflected In the leaf payments to growers (sImIlarly Interest Income IS foregone where STA do 
not have to resort to borrOWIng) In the cncumstances of STA, the proVisIon of Interest free 
credIt IS IneqUItable amongst growers as the cost thereof IS reflected In a lower per kIlogramme 
leaf pnce meamng that growers 'Interest' Increases In proportIOn to weIght of leaf produced by 
hIm rather than by reference to the quantum of hIS borroWing 

OPTIONS 

It IS assumed that long-term credIt wIll dIsappear In the course of the next twelve months, 
through accelerated repayments and that no fresh long term credIt Will be granted 

As explaIned above, growers as a body are effectIvely already payIng a commerCIal rate 
of Interest on seasonal borroWings but there IS need to relate the 'Interest' suffered by IndIVIdual 
borrowers to the amount of IndIVIdual borrOWIngs Mateco have already arranged a faCIlIty With 
FINCOM to fund 1996/97 seasonal Input reqUIrements of growers The Interest suffered on thIS 
faCIlIty should be passed on to growers by chargIng them Interest on then seasonal loans at a 
modest premIum above the FINCOM Interest rate to cover admimstratIOn costs and bad debt 
nsk 

It could be argued that ST A should Withdraw from proVIdIng seasonal credIt Growers 
should fund theIr Input requnements eIther from then own resources or through borrOWing from 
a finanCIal InstltutIOn such as MalaWI Rural FInance Company LimIted There are two factors 
InhIbItIng growers abIlIty to borrow from an Independent finanCial InstItutlon FIrstly, the 
finanCIal InstItutIOn Will reqUIre some form of extenSIOn servIce to ensure that funds borrowed 
are applIed for the agreed purpose and that proper crop husbandry technIques are employed 
Secondly, growers have no collateral to offer for then borrowmg beyond some form of stop order 
over green leaf sales to Mateco Tea is grown on customary land which cannot be used as 
collateral for the purposes of raismg finance Were the nature of smallholders title to their lands 
to be changed to long leasehold, the mdividual smallholders would be able to offer land as 
secunty for borrOWings 
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Because Mateco IS an exporter earnIng foreIgn currency from tea sales, It can enter Into 
foreIgn currency denomInated borrOWIng at very advantageous Interest rates (approXImately 15% 
per annum versus almost 30% per annum for kwacha denomInated borrOWIngs) Growers as 
IndIVIduals are not exporters and could not aVaIl of thIs faCIlIty A sIgmficant economIC benefit 
accrues to growers as a result ofborrowmg 'through' Mateco DespIte the arumrustratIve burden 
mvolved It IS suggested that the best optIOn for the smallholder IS for Mateco to contmue to 
source theIr seasonal credIt reqrnrements As stated earher, mterest should be passed on to 
growers and there may also be need to mcorporate proVISIons mto the seasonal credIt terms to 
protect Mateco from exchange nsk It IS also Important to closely mom tor the SItuatIOn, as local 
borrOWIng rates are declInIng rapIdly and the relatIve advantage of foreIgn currency borrOWIng 
may be elImInated 

37 Manufacture of Tea - Mateco 

Smallholder leaf IS now exclUSIvely processed mto manufactured tea at the Mateco 
factory Mateco IS a prIvate lImIted company owned 60% by ST A and 40% by Admarc It 
operates a relatIvely modem tea factory achIeVIng acceptable out tum rates of made tea from 
green leaf processed (around 21 %) Manufactured tea IS sold by dIrect negotIatIOn WIth overseas 
buyers and through the LImbe, London and Mombasa tea auctIOn floors Pnces achIeved for tea 
sold are conSIstently above the MalaWi average pnce A small added value operatIOn has 
recently been Introduced, packagIng made tea whIch IS offered on the local retaIl market under 
the brand name Mateco Mount 

Mateco has operated, throughout the years, for the finanCial benefit of the smallholder 
grower, rather than ItS shareholders The profits of Mateco are passed onto ST A by way of a 
second or bonus payment for green leaf delIvered STA, In tum, dIstrIbute all of theIr profits 
through a second payment to growers 

OPTIONS 

ObVIOusly, Mateco must contInue to offer a market for green leaf grown by smallholders 
The first Issue that remaIns to be addressed IS, whether Mateco should contract for leaf supplIed 
WIth STA who In tum contract With IndIVIdual growers or whether Mateco should contract 
dIrectly With growers On the presumptIOn that eIther Mateco or a contracted prIvate transporter 
take over responSIbIlIty for transport of green leaf to the factory, there appears to be no need for 
STA mvolvement In green leafmarketmg It WIll be necessary, however, IfMateco contracts 
dIrectly With growers to have a leaf purchase agreement whIch Includes a transparent pnce fiXIng 
arrangement acceptable to both Mateco and the growers 
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The second Issue IS whether STA and Admarc should contInue as shareholders In Mateco 
In lIne WIth the ongOIng prIVatIsatIOn programme, the STA and Admarc shareholdIngs should be 
transferred to prIvate ownershIp The ObjectIve of achIevIng WIde pubhc partICIpatIOn IS 
probably best served by allOWIng regIstered smallholder tea growers to purchase the shares 
presently held by STA and Admarc To enable thIs to happen It WIll first be necessary to alter 
the memorandum and artIcles of aSSOCIatIOn of Mateco to those of a pubhc company and to 
Increase the present Issued share capItal of Mate co through, say, a bonus Issue of shares 

It IS hIghly unhkely that regIstered growers WIll have suffiCIent funds to acqUIre Mateco 
shares for cash It WIll be necessary to estabhsh an IntermedIate holdIng vehIcle for the shares, 
such as a trust, from whIch growers could acqUIre the shares In pIece meal fashIon The trust 
may also have a long term purpose If ehgible shareholders are lImited to regIstered smallholder 
growers, a vehIcle WIll be reqUIred to buy shares from growers leaVIng the scheme and to sell 
shares to growers enterIng the scheme It might also be deSIrable to have a 'golden share' held by 
me trust to give the trustees power to arbItrate the lIkely conflIcts of Interest between return to 
growers as shareholders and return to growers as supphers of leaf ShareholdIngs WIll not 
correspond to quantItIes of leaf dehvered and therefore some growers would want a hIgher 
dIVIdend whereas others would want a hIgher leaf payment and lower dIVIdend 

38 Forestry 

ST A have estabhshed approXImately 350 hectares of eucalyptus plantatIOns on publIc 
land at varIOUS locatIOns throughout the Thyolo and MulanJe dIStrICtS The firewood from these 
plantatIOns IS sold to Mateco, where It IS used for fuel In the tea manufacturIng process 

OPTIONS 

Although STA make a book profit from the sale of firewood, the plantatIOns are beIng 
maIntaIned for the long-term benefit of Mateco, as they proVIde a secure supply of an 
IncreaSIngly scarce fuel resource 

LogIcally, Mateco should purchase these plantatIOns from STA However, It would first 
be necessary to proVIde secure title to the plantatIOn lands by convertIng them from pubhc lands 
to long leasehold 

The plantatIOns are SItuated at dIverse geographIcal locatIOns It IS pOSSIble that Mateco 
management mIght conSIder that the cost of transportIng firewood from SItes remote from the 
factory would be prohIbItIve and they may declIne to purchase these plantatIOns The InItIal 
reactIOn of Mateco management IS that they would WIsh to take over all the forestry areas WIth 
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the exceptIOn of Zoa forest In thIS event, two optIOns eXIst EIther the Department of Forestry 
take over the runmng of these plantatIOns and pay ST A an appropnate level of compensatIon for 
establIshment costs mcurred or the plantatIOns are sold by pubhc auctIOn The latter optIOn 
would be more mime WIth the objectives of the on gomg pnvanzatIOn of publIc enterpnses 

16 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

STA InceptIOn Report 

4 FINANCIAL STATUS OF STA 

41 Operatmg Results 

The operatIng results for 1994 and 1995 of STA and Its SUbSIdIary company Mateco 
are summarIzed In Tables 4A and 4B below and on the next page 

Table 4A ST A - SummarIZed Profit and Loss Account 1994 and 1995 

Leaf sales 

Sundry Income 

Total Income 

Leaf purchases 

Leaf collectIOn & workshops 

Estate expenses 

AdmimstratIOn 

Interest payable 

Other costs 

Total expendIture 

Profit / (loss) before subventIOn 

Government subventIOn 

Kgs leaf purchased 

Totalleafpnce prud 

Source 1994 and 1995 audited accounts 

1994 

K'OOO 

12999 

377 

13,376 

18411 

747 

161 

1197 

670 

43 

21,229 

(7853) 

7091 

15,336,695 

120tlkg 

17 

1995 

K'OOO 

27542 

1452 

28,994 

20719 

1760 

378 

2545 

682 

59 

26,143 

2851 

14,284,907 

145t1kg 
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Table 4B Mateco - Summarized Profit and Loss Accounts 1994 and 1995 

1994 1995 

K'OOO K'OOO 

Net sales 13970 36971 

Sundry mcome 97 973 

Total mcome 14,067 37,944 

Leaf purchases 10835 26876 

Other manufactunng costs 2694 4644 

AdmmIstratIOn charges 833 1607 

Fmance charges 9 3 

Total expendIture 14371 33130 

Profit / (loss) before taxatIOn (304) 4814 

Kg leaf purchased 11,783,923 13,451,878 

Source 1994 and 1995 audlted accounts 

The 1994/95 season saw a recovery from the dIsastrous operatmg results of 1993/94, 
m whIch a government subventIOn ofK7 mIllIon was reqUIred m order to secure the survIval 
of the Authonty The 1993/94 results were exceptIOnally poor because of a dramatIC mcrease 
m Imtmlleafpnce paId to smallholders (from 25t1kg to 105t1kg) WhICh dId not come about 
because of any change m the world tea market but was perhaps mfluenced by polItIcal 
consIderatIOns Perversely, the dramatIc fall m the value of the kwacha over the penod June 
to September 1994 resulted m a SImIlar dramatIc mcrease m the kwacha proceeds of tea sales 
whose value was denommated m foreIgn currency The reVIsed leaf pnce became sustamable 
m 1994/95 enablmg ST A and Mateco to generate combmed profits before taxatIOn m excess 
ofK7 mIllIon even after mcreasmg the leafpnce (mcludmg bonus) to growers from 120tlkg 
to 145t1kg 

RelIable figures for the 1995/96 season are not yet avaIlable but early mdIcatIOns are 
that the combmed STAIMateco operatIOn wIll revert to a loss makmg pOSItIon, due to a 
weakenmg m per kIlo gramme realIzatIOns for tea and a drop m throughput mcreasmg per 
kIlo gramme processmg costs In common WIth the tea mdustry m general the 'temporary' 
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export levy on tea exports (Imposed at 10% m the 1995 budget and renewed at the rate of 8% 
m the 1996 budget) has severely Impacted profitabIlIty Also, the stabIlIty of the kwacha 
exchange rate agamst the US dollar has ment that the prIces for tea have not apprecIated III 
kwacha terms III a perIod when local Inf1atIon has approached 100% per annum 

4 2 ST A Assets and LIabIlities 

Accounts as at 30th June 1996 are not yet avaIlable but the latest estImates prepared 
by the company management can be used as a gUIde to the present finanCIal status of ST A 

Excludmg stab ex funds to be refunded to EU or applIed on deSIgnated projects and 
WIthout provIdmg for any bonus payments from Mateco or to growers m respect of the 
1995/96 season, the estImated present fmancIaI status of STA on 30th June 1996 IS 
summarIzed m Table 4C below 

Table 4C STA Fmanclal Status at 30 June 1996 

EstImated EstImated 
book value market value Notes 

K'OOO K'OOO 

FIxed Assets 1194 9000 1 

PlantatIOns 1138 7000 2 

Growers loans 1340 1000 3 

Shares m Mateco 6 6000 4 

Stores 2465 500 5 

Debtors and prepayments 3400 3400 6 

Cash and bank depOSIts 3256 3200 6 

Total assets 12,799 30100 

Less credItors 3470 3500 6 

Net worth 9329 26600 
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1 Fixed assets compnse land and bUlldmgs, veluc1es, and sundry plant and eqUlpment 

The land and buddmgs were valued over the penod October 1995 to January 1996 by 
the NatIOnal Property AdVISOry Service They mclude the head office complex 
consIstmg of offices, workshops and storerooms, a warehouse, some fifty staff houses 
SItuated at the head office and nearby at Pumula, some forty houses SItuated WIthm 
the tea blocks and a number of sheds and offices also SItuated WItlun the varIOUS tea 
blocks The total value gIven was K5,823,000 of wluch K2 mIlhon approxImately by 
value are dwellmg houses 

The book value of the veluc1es, plant, and eqUlpment IS approxImately K500,000 
The most slgmficant value attaches to the velucle fleet An Independent valuatIOn has 
not been carned out but even If only 50% of the 100 strong fleet are m runmng order, 
a conservatIve value of K3 mIllIon can be gIven for Illustrative purposes 

2 The Authonty has 350 hectares of eucalyptus plantatIOns Although no eVIdence was 
obtamed of recent transactIOns mvolvmg the sale of plantatIOns, the future economIC 
benefit oftlus scarce resource IS, based on diSCUSSIOns With agnculturahsts, 
conservatIvely put at K20,000 per hectare 

3 With the Increase In the rate of loan recovery, management estImate these loans to be 
recovered m full by 30 June 1997 Discountmg the gross value of the loans for the 
penod to recovery would place a present value on the loans m the regIOn of K 1 
mIlhon 

4 An early draft of the June 1996 Mateco management accounts mdlcates a net asset 
value for the company In the regIOn ofK30 mIlhon ThIS net asset value IS essentially 
represented by the value of the factory, plant, and eqUlpment based on valuatIOns 
carned out durmg the year by mdependent valuers However, gIven that a 600 
hectare tea estate complete With factory and related mfrastructure was recently 
purchased for K15 mIlhon, the vahdtty of a K30 mllhon valuatIon for a factory alone 
IS brought mto questIOn For IllustratIve purposes, a more conservatIve valuatIOn of 
KIO mIlhon IS placed on the factory which values STA's 60% shareholdmg m 
Mateco at K6 mIlhon 

5 Stores are mamly vehicle spares of whIch the maJonty are slow movmg or obsolete 
It IS hkely that the value of these spares would be heavIly dIscounted m the event they 
were offered for sale on the open market 

6 Monetary assets and habIhties are expected to reahze theIr book value 
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5 OPTIONS FOR THE FUTURE OF STA 

5 1 ObjectIVes of STA 

In SectIOn 2 of thIS report the objectIves for whIch the Smallholder Tea AuthorIty was 
estabhshed are set out 1 e "to promote and foster the development oftea by smallholders m the 
areas of MulanJe, Thyolo and Nkhata bay dIStrICtS" 

There IS no longer scope for promotIOn of smallholder tea growmg m Nkhata Bay dIStrIct 
as the land orIgmally deSIgnated for smallholders IS now owned by a prIvate hmIted company 
STA would appear to have achIeved ItS ObjectIve of developmg smallholder tea growmg m the 
Thyolo and Mulanje dIStrIctS as eVIdenced by the ImpreSSIve growth m the areas of smallholder 
tea under cultIvatIOn to ItS present level of2685 hectares 

DespIte the acute pressure on the land resource m Thyolo and MulanJe dIStrIct, there IS 
stIll potential for mcreasmg the area under cultIvatIOn of smallholder tea Occupants of 
customary land m the Thyolo hIghlands and on the eastern slopes of Mount MulanJe have 
conSIderable mterest m becommg smallholder tea growers It was orIgmally mtended that EU 
Stabex funds be used to proVIde plantmg materIals for these potentIal farmers However, these 
funds are no longer avaIlable for thIS purpose and It IS beyond the finanCial means of the 
AuthOrIty to prOVIde medIUm to long term credIt to enable farmers to establIsh tea gardens 

There does appear to be potentIal to mcrease the prodUCtIVIty of the eXIstmg smallholder 
tea plantatIOns Present YIelds m the regIOn of 5600 kgs of green leaf per hectare are less than 
half that achIeved by the estate sector There are mitIgatmg factors whIch affect smallholder 
Yields The quahty of land cultIvated by smallholders IS not as good as that of the estate sector 
and the small SIze and geographIcal dIsperSIOn of the smallholder plots mhibits the use of best 
farmmg technIques However, there are WIde VariatIOns m prodUCtIVIty and hence mcome 
amongst the growers WIth annual leaf sales varymg from VIrtually zero to m excess ofK75,000 

Customary land IS subject to sub-dIVISIOn on mherItance resultmg m smaller tea gardens, 
m some cases beyond the threshold at whIch It IS economIcally VIable to apply a full regIme of 
recommended crop mputs Conversely, where growers have been able to acquue a number of 
plots, YIelds achIeved and mcome generated has mcreased dramatIcally ThIS pomts to a need to 
reVIew the system of land tenure A change to leasehold offers two apparent advantages A land 
rent would be chargeable, creatmg a cost whIch encourage under-performmg growers to consIder 
whether It IS worthwhIle contmumg to hold onto land As leasehold land would be readIly 
marketable, successful growers would be afforded the OppOrtunIty to mcrease the SIze of theIr 
land holdmgs As a result overall productIVIty per hectare would mcrease 
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5 2 Future of ST A 

SectIOn 3 of thIS report dIscusses the functIOns carned out by STA It appears that all the 
present functIOns of the Authonty could be carrIed out at least as effiCIently by some entIty other 
than 8T A, eIther Mateco or an mdependent pnvate entIty m the case of commercIal functIons or 
dIrectly by the MIIDStry of AgrIculture m the case of developmental functIOns such as extenSIOn 
servIces 

The suggestIOn IS therefore, that the Smallholder Tea Authonty be wound up The assets 
of the Authonty fall mto two categones, those whIch wIll be reqUIred by Mateco to carry on the 
functIOns presently performed by STA and those assets whIch Will be surplus to reqUIrements 
The Ideal solutIOn would be to wmd up STA by sellmg for cash to Mateco those assets whIch 
they Will reqUIre and selhng surplus assets by publIc auctIOn 

There are, however, a number of factors whIch mhIbit adoptIon of thIs 'theoretIcally Ideal 
approach' 

Mateco do not have funds to pay cash for assets acqUIred and even If long term finance 
could be IdentIfied to enable Mateco to buy the assets It IS unlIkely that Mateco's present level of 
profitabIlIty could sustam the debt servIce costs unless the level of payment to growers for green 
leaf was reduced 

Furthermore, certam assets of ST A, though not reqUIred for the long term effiCIent 
operatIOn of Mateco, may be reqUIred m the short term For example, the entIre STA 
headquarters complex could be surplus to reqUIrements, but only If Mateco have expanded theIr 
office accommodatIOn, workshops and stores at the MulanJe factory SIte 

It IS therefore suggested that the non-monetary assets of ST A are transferred to Mateco at 
an mdependently determmed fair market value and m exchange Mateco Issue shares to ST A 
There WIll be certam legal formalItIes to attend to pnor to the transfer, notably mcreasmg the 
authonzed capItal of Mateco and altenng the status of the publIc land presently occupIed by ST A 
to permIt It to be transferred to Mateco 

The monetary assets ofSTA (cash and debtors) would be retamed to settle STA 
lIabIlItIes, such as credItors and growers bonus payments accrued and any termmal benefits due 
Any net balance remammg would be paId mto the PnvatizatIOn Revenue Account 
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5 3 Future of Mateco 

Mateco IS presently owned mdirectly by Government through STA and Admarc The 
proportIOnate ST A and Admarc holdmgs may alter If STA assets are sold to Mateco m exchange 
for shares but Government wIll remam the ultImate 100% shareholder 

In accordance wIth Government polIcy of withdrawmg from ownershIp of publIc 
enterpnses It IS antIcIpated that Mateco wIll be pnvatIzed The ObjectIves of the pnvatIzatIon 
programme as set out m the PublIc Enterpnses (PnvatIzatIOn) Act of 1996 are as follows 

• to foster mcreased efficIency m the economy, 
• to mcrease competItIon and reduce monopoly m the economy, 
• to promote partIcIpatIOn by the MalaWIan publIc m enterpnses, 
• to raise revenue for the Government 

There are mherent COnflICtS between some of these objectIves e g there may be need to 
forego some revenue from the dISpOSal of Mateco m order to achIeve the broadest pOSSIble publIc 
partIcIpatIOn 

Several alternatIves eXIst for the dIsposal of Governments mterests m Mateco mcludmg 

- offer for sale of the entIre shareholdmg or assets of Mate co to mterested pnvate 
entrepreneurs 

- offer for sale of part of the shareholdmg to a sUItable techmcal partner wIth the balance 
of the shareholdmg bemg offered to growers or the publIc at large 

- pubhc offermg of the entIre shareholdmg 

- sale of the shares to regIstered growers and employees of the company 

Sale to a pnvate entrepreneur would not achIeve the objectIve of broad pubhc 
partICIpatIOn It may result m mcreased effiCIency but wIth a VIrtual monopsony over the 
purchase of smallholder leaf, there would be need to create a mechanIsm to regulate the baSIS of 
fixmg the green leaf purchase pnce 

There does not appear to be a need to mtroduce a techmcal partner Present management 
of Mateco appear competent and factory performance and pnces achIeved for tea equal or exceed 
mdustry norms There may be ment m mtroducmg a techmcal partner mto the value added 
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operatIon Iftlns IS consIdered necessary In the future, the value added operatIOn could be hIved 
off Into a separate company wIth Mateco becomIng a shareholder In that company There IS, 
however, no need to take thIs step prIor to prIVatIzatIOn 

Mateco IS not, at present, sUItable for an offenng to the publIc at large There IS no 
hIstory of profits or dIVIdends Furthermore, there would undoubtedly be a rIsk of COnflIct 
arIsmg between the mterest of growers and that of mdependent shareholders 

The most appropnate method of pnvatIzIng Mateco would appear to be through offerIng 
the shares m the company to growers and employees These categones embrace In excess of 
6000 potential shareholders 

An mnovative finanCIng mechamsm WIll be reqUIred to enable growers and employees to 
acqUIre shares SectIOn 31 of the PublIc Enterpnses (PnvatIZatIOn) Act prohIbIts the sale of 
shares on credIt unless otherwIse prescnbed by regulatIOns under the Act 

The shares held by ST A and Mateco could be transferred to an IntermedIate holdIng 
vehICle such as a trust whIch would hold the shares WIth a VIew to dIsposal to growers and 
employees over a perIod of tIme Part of future leaf proceeds and employee remuneratIOn could 
be used to purchase shares from the trust With the proceeds of shares sold by the trust beIng 
deposIted In the PrIVatIzatIOn Revenue Account 

The present net asset value of Mate co IS In the regIOn ofK30 mIllIon AssumIng that the 
non-monetary assets of ST A are transferred to Mateco m exchange for shares, the net asset value 
would mcrease to m excess ofK40 mIllIon However, thIs IS not an IndIcatIOn of the faIr market 
value of the company, partIcularly If one consIdered that ChItakalI Estate comprIsIng 600 
hectares of tea, tea factory and associated Infrastructure, vehIcles and eqUIpment was sold for 
K15 mIllIon 

The consultants have not been asked to place a value on Mateco and, In any event, a 
declSlon as to the level of dISCOunt below faIr market value to be granted to purchasers would 
need to be taken by the PrIVatIzatIOn CommISSIon 

It IS suggested that the trust should not be self IIqUIdatmg but that a proportIOn of the 
Mateco shares should be retaIned by the trust to cater for new growers and employees 
AddItIOnally the trust would offer a vehIcle for bUYIng back the shares of retmng growers and 
employees 
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It IS felt that all growers should be gIven the OPPOrtunIty to acqillre an equal number of 
shares and be gIven a penod of time m wruch to exerCIse trus optIOn After the optIOn penod has 
expued, shares not taken up would be offered to eXIstmg shareholders Although tffis may 
appear a rather lengthy process, It would ensure that the ownersrup ofthe company shares does 
not mitIally become concentrated m the hands of the wealtffier growers 

SectIOn 21 of the PublIc Enterpnses (PnvatizatIOn) Act permIts the Mmister of Fmance to 
acqillre a share m a pnvatIzed enterpnse conferrmg special nghts to mtervene m the operatIOns 
of the enterpnse In the case of Mateco, It may be necessary that such a share be held by the 
Mimster or by the trust on rus behalf The mterests of shareholders and growers wIll dIrectly 
conflIct unless shareholdmg percentages dIrectly correspond to percentages of leaf delIvered by 
each shareholder (wruch IS clearly ImpOSSIble) Until such time as a competItIve market for 
smallholder leaf develops, It may be necessary for Government to retain the nght to mtervene m 
the settmg of the green leaf purchase pnce m the event that the company fixes an unfair pnce to 
the advantage of shareholders and dIsadvantage of growers as a whole 
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6 HUMAN RESOURCES 

As dIscussed m SectIOn 3 of tlns report, STA have reduced theIr mvolvement m a number 
of areas, partIcularly extensIOn servIces and mamtenance of mfrastructure, WIth the result that the 
level of permanent staff at the Authonty has been greatly reduced m recent years In partIcular 
extensIOn servIce staff, seconded from the MIll1stry of Agnculture, but prud for by ST A, are no 
longer on the ST A payroll 

In addItIOn a number of semor posItIons on the eXlstmg orgamzatIOn chart are vacant, 
notably, General Manager, ChIef Techmcal Manager and Fmanclal Controller The General 
Manager's dutIes are bemg performed by the General Manager of Mateco and the FmancIaI 
Accountant IS presently actmg as FmancIaI Controller, though STA have recently advertIsed m 
the local press wIth a VIew to recrultmg a Fmanclal Controller 

Excludmg the General Manager of Mateco, who receIves a modest monthly allowance for 
actmg as STA General Manager, there are 17 staff on the semor staff payroll, 9 m the accountmg 
department, 4 m the vehIcle workshops, the chIef secunty officer, the forestry manager, and 2 
dlstnct managers, one each for Thyolo and MulanJe 

STA also employ 43 drIvers and 120 full tIme labourers (supplemented by temporary 
staff durmg peak pluckmg season) More than half of the full tIme labourers are employed eIther 
as watchmen or labourers m the Authonty's plantatIOns and apart from a few general labourers 
who look after the head office area the balance of the full tIme staff are eIther motor vehIcle 
aSSIstants or aSSIstant mechamcs 

If, as suggested, the leaf transportatIOn functIOn and the eucalyptus plantatIOns are 
transferred to Mateco It seems unlIkely that any sIgmficant level of staff retrenchment would be 
reqUIred The Mateco accountmg functIOn IS presently carned out by STA and therefore, If ST A 
were wound up, Mateco would be oblIged to take on accountmg staff, preferably from amongst 
the eXIstmg ST A accountmg staff who are famIlIar With the busmess Excess staff members m 
the new organIzatIOn would be modest, lImIted to a few relatIvely low prud mdlvlduals and the 
mSIgmficant cost attached could be borne untIl the optImal staff complement IS arnved at 
through a process of natural wastage 

However, even IfMateco took on all STA permanent staff, there would remam a legal 
obhgatIOn for ST A to pay retrenchment benefits to these mdividuais In the cIrcumstances, 
where no hardshIp IS lIkely to occur to the 'retrenched' mdIviduals, there would appear to be no 
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JustIficatIOn for paymg beyond the legal millimum amount stIpulated m the Authontyts 
condItIOns of servIce Based on latest salarIes, the redundancy pay entItlement of ST A staff 
(calculated at one month's salary for each year worked) IS approXImately K800,OOO In addItIOn, 
pay m respect of any accumulated leave days would also fall due for payment 

The suggested optIOn for the future of Mateco enVIsages that company contInuIng as a 
gOIng concern As such, there IS no legal oblIgatIOn to pay retrenchment benefits to Mateco 
employees However, It IS lIkely that Mateco employees wIll lobby strongly to be afforded the 
same treatlnent as theIr counterparts m STA In the event that It proves necessary to pay 
retrenchment benefits to Mateco employees, theIr entItlement IS calculated at K600,OOO 
approxImately plus any accumulated leave pay on the same basIS as that for STA 
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7 ACTION PLAN 

The PublIc Enterpnses (PnvatIzatlOn)Act reqUIres that the PnvatlzatIon ComnllSSlon 
approve any proposed restructurIng or prIVatIzatIOn of state owned enterprIses It WIll therefore, 
be necessary that theu approval be sought for any proposed course of actlOn mcludmg the 
proposed pncmg of shares to be sold to growers and staff Legally, the PnvatIzatlOn 
CommISSIon have control over the dIsposItIon of the Admarc 40% mmonty shareholdmg m 
Mateco but, undoubtedly, the CommISSIoners would WIsh to consult Admarc senIor management 
for then VIews on the proposals at least m so far as they affect Admarc' s shareholdmg 
Accordmgly, the mitIal step m the actIOn plan WIll be to seek the approval of the PnvatizatIOn 
CommISSIOn 

On the assumptIOn that the PnvatizatIOn CommISSIOn approves the proposals, then all 
other steps m the process become the responsIbIlIty of the PnvatizatIOn CommISSIOn or theIr 
agents should they WIsh to appomt mdependent agents to carry out the work on theu behalf The 
vanous steps envIsaged are set out below In approxImate chronologIcal order but many of the 
tasks can be performed contemporaneously 

• Stamp duty ImplIcatIOns to be resolved 

DISCUSSIOns to be held WIth the MInIStry of FInance to assess stamp duty 
ImphcatIOns of contemplated property and share transactIOns Where necessary, 
stamp duty exemptIOns to be sought 

• AlteratIOn of Mateco memorandum and artIcles and Increase m authonzed capItal 

ExtraordInary general meetIng of Mateco shareholders (Admarc and STA) WIll be 
reqUIred to change status of Mateco to a publIc company and Increase Its 
authOrIzed share capItal 

• ResolutIOn ofland Issues 

NegotIate WIth MInIStry of Lands for change m status ofpubhc lands presently 
occupIed by ST A to enable Mateco to occupy them on leasehold tItle 

• EstablIsh trust 

Lawyers to be Instructed to prepare trust deed In order that trust can be formed 
Trustees to be determmed In advance 
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• Transfer of Assets 

STA and Admarc shares m Mateco to be transferred to the trust 
ST A non-monetary assets to be transferred to Mateco 

• Offer for sale of shares 

An offer for sale document wIll be reqUIred to be cIrculated amongst the 6,000 
approxImate potentIal shareholders m Mateco gIvmg mformatIOn on financIal 
status of the company and detmls of the terms of offer 

In order to achIeve the WIdest ownershIp spread, growers and staff would be 
permItted to acquIre shares m blocks of say K 1 00 value over a penod of tIme up to a 
maxImum mdIvidual holdmg After thIs penod had elapsed, shares not taken up 
would be re-offered to eXIstmg shareholders mcludmg those who had already reached 
theIr maxImum lImIt After the re-offer any remammg shares not taken up could be 
offered to the publIc at large 

• Wmdmg up ofSTA 

After collectIOn of all monetary amounts due to STA, and settlement of all 
habilItIes, mcludmg retrenchment benefits any net cash balance remammg would 
be pmd over to the PnvatIzatIOn Revenue Account and ST A could be wound up 

• Proceeds of shares 

The proceeds of shares would flow through the trust to the PnvatIzatIOn Revenue 
Account 
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