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1 INTRODUCTION 

11 Terms of Reference 

The Government of MalaWi, through the Department of Statutory CorporatIOns, have 
comnnssIOned Mr J M O'NeIll of Imam Development LlInIted to conduct a study of the 
Smallholder Sugar Authonty (SSA) The mam objectives of the study are 

• to define an alternatIve form or a new VISIon for SSA that would reduce and/or end any financIal 
and admInIstrative relatIOnshIp With the Government 

• to reVIew the ongmal InlSSIOn statement and objectives and to redefine them commensurate With 
the proposed organIzatIOn 

• to Identlfy or map out steps or an actIOn plan to transform SSA mto a new orgamzatIOn 

The terms of reference for the study are as follows 

( a ) Determme the form the Authonty should be transformed mto m order to make It more or 
completely finanCIally and admInistratIvely self sustammg A mInimum of three options, 
mcludmg just restructurmg the status quo, and a buyout by staff and farmers, should be 
mvestigated and the best SUItable one recommended 

( b ) ReVIew the ongmal mISSIon statement and objectives and redefine them to SUIt the proposed 
new organlzatIOn 

( c ) Assess whether the eXIstmg orgarnzatIOnal structure and human resources would be SUItable 
for 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 orgamzatIOn 

( e ) Assess the Authonty's current finanCIal status and propose a proper finanCIal structure for 
the new organIzatIOn InvestIgate the pOSSIbIlIty of the new orgarnzatIon acqumng shares 
m Dwangwa Sugar Factory 

(f) Take mventory of the Authonty's assets and propose how best they can be used or dIsposed 
of based on the recommendatIOn m (a) above 
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( g ) Develop steps or an action plan for transformmg SSA mto the proposed new orgamzatIon 
TIns should clearly outlIne what actIOns are to be taken, when, and by whom 

In accordance With the Terms of Reference an mtenm report was submItted to a ReVIew 
Comnuttee compnsed of Government offiCIals, management of the Authonty, and growers' 
representatIves ThIs fmal report Incorporates the feedback receIved from that COlmmttee 
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2 PRESENT STATUS OF SSA 

2 1 Background 

SSA was establIshed by the Smallholder Sugar Authonty Order Issued by the MlDlster of 
Agnculture under the authonty of the Special Crops Act (Cap 65 01 of the Laws of Malawl) The 
objectIves of the Authonty are set out In SectIon 4 of the order which states "There IS hereby 
establIshed an Authonty to be known as the Smallholder Sugar Authonty for promotIng and 
fostenng the development of sugar cane grown by smallholders In such areas as the Mmtster shall 
decree" 

To date SSA have estabhshed one smallholder cane growmg scheme In Nkhotakota dlstnct 
on land sub-leased at a peppercorn rent from Dwangwa Sugar CorporatIOn IrutIally, 663 hectares 
of cane were planted In 1978 which was farmed on a commercial basiS for two years pnor to 
settlement of smallholders on plots of approXImately 2 0 hectares each 

The number of smallholders In the scheme reached a high of 345 before It was deCided that 
the mlDlmum viable plot SIze was 3 0 hectares and some 150 smallholders were removed from the 
scheme In 1986/87 Currently there are 192 smallholders farmmg approxImately 580 hectares of 
cane 

In addItIon the Authonty operates a commercIal farm of 113 hectares of sugar cane The 
tOtallrutIal hectarage of cane has expanded by approXImately 60 hectares through land reclamatIon 
carned out by the Authonty from 1978 onwards 

There IS conSiderable scope for expansion of smallholder sugar cane grOWIng areas The 
Authonty has already secured land at Liwaladzi In Nkhotakota dlstnct but there are a number of 
factors mhIbItIng development Pnor to any development, the problem of squatters now settled on 
the land must be addressed It wIll also prove difficult for the Authonty to finance establIshment 
costs Internal resources do not eXist and development finance InstItutIons are reluctant to lend to 
parastatals Management of the Authonty are now actIvely InvestIgatIng the pOSSIbIlItIes for ram-fed 
cane groWIng whIch has a much lower capItal cost Even greater potentIal eXIsts for development 
of smallholder cane grOWIng In the Lower Shrre Valley where the SUCOMA sugar mIll has 
conSIderable excess capaCIty 

In the absence of sugar mIlls elsewhere In the country, development potentIal IS presently 
confined to Nkhotakota and the Lower ShIre Valley It IS not conSidered economically VIable to 
transport cane from beyond a 50 kIlometer radIUS of the sugar mIll 
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2 2 Functions Performed by SSA 

The present functIOns ofSSA fall mto five broad categones, management of the smallholder 
sugar scheme, prOVlSlon of farmmg related services to growers, provIsion of SOCial services to 

growers, runrung a commercIal sugar farm, and whatIng projects to further develop smallholder 
sugar cane grOWIng In MalaWI 

2 2 1 Management of the Smallholder Sugar Scheme 

It IS cntIcally Important that the smallholder sugar scheme IS managed m a coordmated 
manner It IS not possible to permlt growers to manage theIr mdlvldual plots accordmg to personal 
preference, m IsolatIOn of the needs of the scheme m ItS entirety 

The Dwangwa Sugar Company (Dwangwa) sugar mIlliS only able to process smallholder 
cane m accordance With a pre-agreed delIvery schedule for the season EffectIvely this means that 
mdlvldual smallholders are oblIged to grow dIfferent vanetIes of cane, some bemg early nperung 
and others late npenmg The cane plantmg and cane harvestmg programme must therefore be 
carefully coordmated The sucrose content of cane harvested, and hence proceeds received, vanes 
throughout the harvestmg season The Authonty operate a "relatIve cane payment system" wruch 
seeks to equalIze the returns to growers Irrespective of tIme ofharvestmg, Ie compensatmg those 
growers who are oblIged to harvest lower sucrose Yleldmg cane because of the reqUIrements of the 
Dwangwa delIvery quota 

Cane lITIgatIOn also reqUIres careful coordmatlOn The rrngatIon mfrastructure would not 
permit all growers to Imgate their crops at Will Agam, the management of the Authonty coordmate 
the ImgatlOn process, to the extent of phYSically testmg the mOIsture content of cane m mdlvldual 
plots to determme the optImum tIme to lITIgate 

Management also coord mate the cane replantmg programme accordmg to a cycle which 
results m approximately one-seventh of the cane bemg replanted each season 

222 Farmmg-related Services 

The Authonty prOVide or orgaruze a vanety of services to assist smallholders farm their 
plots These mc1ude land preparatIOn, prOVlSlon of mputs, ImgatlOn and dramage, road mamtenance, 
extensIOn servIces, and cane cuttmg and haulage Services which are not prOVided dIrectly by the 
Authonty such as cane haulage are hIred from Dwangwa 
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The cost of all servIces proVIded IS recovered from growers eIther on an actual basIS such as 
IS the case WIth Inputs suppbed or as a uruform charge per hectare (e g lITIgatIon and road 
maIntenance) or per tonne of cane (e g cane cuttIng and haulage) In addItIon to specIfic dIrect 
costs, a management charge IS levIed on growers to absorb the Authonty's overhead costs The cost 
of replantmg IS recovered from all growers by way of an annual charge thereby spreadmg the cost 
of replantIng for an mdivIdual grower over the seven year replantIng cycle 

The commerCIal farmIng operatIOn (dIscussed below) bears an allocatIon of costs consIstent 
WIth the smallholder plots allocatIOn, I e based on relatIve hectarage/tonnage or actual mputs 
supplIed 

Charges to smallholders are Imtially debIted to theIr IndIVIdual smallholder accounts whIch 
bear mterest, currently at 15% per annum, sigruficantly below prevaIlIng commerCIal rates Proceeds 
of sales of smallholder cane to Dwangwa are credIted to growers' accounts and the net balance paId 
over to growers m two lump sums m the January (70%) and July (30%) follOWIng the end of the 
growmg season 

2 2 3 PrOVISIOn of SOCIal ServIces to Growers 

The Authonty have developed an ImpressIve array of SOCIal amemtIes for smallholder 
growers mcludmg a clImc, a clubhouse compnsmg hall, bar, and lIbrary, a welfare shop, and a 
homecraft center In addItIOn the AuthOrIty contrIbute (together With Dwangwa and Ethco) to the 
upkeep of the local school The costs attached to these servIces are effectIvely passed on to growers 
WIthm the management charge they bear 

On allocatIOn of a sugar cane plot, the grower IS also entItled to occupy a land holdmg at 
Mowe settlement area on whIch food crops are grown ASSIstance IS gIven to growers m the form 
of prOVISIOn of necessary mputs to enable a mruze crop to be grown ThIs IS dealt With through the 
smallholder current accounts m a SImIlar manner to sugar cane mputs 

The Authonty also rear chIckens whIch are sold to growers and Authonty staff 

2 2 4 CommercIal Sugar Farm 

The Authonty also grow on a commerCIal basIS 113 hectares of sugar Costs are allocated 
to the commerCIal farm on a basIS conSIstent WIth that used to allocate costs to the smallholder plots 
The profits of the farm accrue to the Authonty and are held m a pnce stabIlIzatIon reserve (currently 
standmg at K8 mIlhon) whIch IS mtended to be used, at the Authonty's dIscretIOn, to supplement 
smallholders' Incomes m tImes of low sugar pnces 
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ImtIally the commercIal farm was made up of trammg plots and scattered plots of land from 
wInch It was not possIble to create the reqUIsIte 3 hectare plot areas However, It would appear that 
the farm SIze has expanded consIderably m recent years and that there ought to be scope for 
settlement of further smallholders WItlnn the area currently deSIgnated as commerCIal 

2 2 5 Development Projects 

As dIscussed m SectIon 2 1 above, there are several possIbIlItIes to further develop 
smallholder sugar cane growmg WIthm MalaWI The Authonty contmue to actIvely pursue these 
possIbIlItIes and have secured land at LlwaladzI m Nkhotakota and conducted prehmmary research 
mto developmg schemes at Kasitu and Alumenda 

A major constramt on development IS the mabilIty of the authonty to !alse the necessary 
finance to fund the lllitial establIshment costs One possIbIlIty IS to seek pnvate sector mvolvement 
m the development phase WIth the pnvate sector receIvmg therr return m the form of proceeds of 
cane sales m the lllitial years of the project pnor to settlement of smallholder growers on the scheme 

2 3 RelatIOnship between SSA and Dwangwa 

SSA presently occupIes an area of 1206 ha of land sub-leased at a peppercorn rent from 
Dwangwa m terms of a 1977 agreement between Dwangwa and the Government of MalaWI 

In terms of an agreement dated June 1996 between Dwangwa and SSA, SSA have agreed to 
delIver and Dwangwa to accept for manufacture mto sugar all cane grown on the sub-leased land 

SSA are paId 60% of the market proceeds of sugar and molasses produced from the cane 
delIvered m accordance With a formula (common m the sugar mdustry) wInch takes account of the 
sucrose content of the cane delIvered At the begmnmg of the season Dwangwa estImate the average 
ex null pnce of sugar for the commg season Withm 15 days of the end of the month, Dwangwa pay 
SSA 70% of the estImated amount due m respect of that month's cane delIvenes A further 10% 
prOVISIOnal payment IS made follOWing the last month of the mIlhng season (November) No later 
than the end of the follOWing May, an mdependently audIted statement determmmg the actual 
proceeds of sugar sales for the season IS prepared and WItlnn 15 days thereafter payment of the final 
balance due IS made 

SSA and Dwangwa enJoy a good workmg relationshIp The cane pnce formula IS subject 
to reVIew every three years to ensure eqwty and, should agreement not be reached, IS subject to the 
bmdmg arbItratIOn of the Mimster of Agnculture Dwangwa also provIde a vanety of servIces to 
SSA at cost mcludmg electrICIty, water, earth movmg eqUIpment, land preparation, cane haulage, 
and bmldmg and machmery mamtenance 
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It IS worthwhIle notIng that the cane agreement IS between Dwangwa and SSA as a pnnclpal 
and not as an agent for the smallholder Dwangwa do not Wish to enter mto any dIrect agreement 
With mdlvldual smallholders Dwangwa also retam the nght to cancel the agreement m the event 
that SSA cease to control the groWing of smallholder cane on the sub-leased lands 

DISCUSSIOns were held between the Consultants and the seruor management ofDwangwa and 
Lonrho Sugar Limited (the managers of both the Dwangwa and Sucoma sugar estates) They are 
cOmmItted to supportmg smallholder sugar growmg and to whatever extent practicable are Wllhng 
to assist to expand the area planted to smallholder sugar ObViously, an mcrease m smallholder 
output mcreases factory throughput and hence, effiCIency and profitabilIty of the factory 

On the Issue of the eXlstmg sub-lease, Dwangwa have no obJectIon, m prmclple, to 
surrendenng theIr nghts to the land presently sub-let to SSA They mIght however, reqUIre certam 
safeguards to ensure the contmued use of the land for ItS purpose of cane growmg 

2 4 RelatIOnship Between SSA and Smallholder Growers 

Smallholder growers occupy theIr holdmgs (and the related area of settlement land) m terms 
of temporary lIcenses valId for a penod of one year only The lIcense gIves the Authonty sweepmg 
powers to control the actIVitIes of the smallholder There are fourteen condItions attachmg to the 
lIcense rangmg from empowenng the Authonty to regulate farmmg practices, mcludmg at the food 
plot, to undertakmgs by the smallholder not to be absent from the scheme Without the express 
permIssIOn of the Authonty and not to do anythmg WhICh Will undermme the Authonty and other 
smallholders' dISCIplIne 

The management of the Authonty are often reqUIred to ngorously apply theIr powers under 
the growers hcensmg arrangement With a VIew to obtammg maximum productIVity from the scheme 
Indeed, anecdotal eVidence suggests they actually go as far as phYSically locatmg growers and 
requmng them to attend to vanous dutIes on their plots such as weedmg and ungatIon work 

The relatIOnshIp between management of the Authonty and growers has been stramed m 
recent years to the degree that the growers have engaged legal counsel to demand amongst other 
thIngs the ImmedIate refund of all charges preVIOusly deducted from growers and the handmg over 
of the Authonty's assets to the growers The offiCIal mouthpIece of the growers IS the Farmers 
ASSOCIatIOn whIch was recently formed and a commIttee elected, though the ASSOCiatIon as yet has 
no constItutIOn or formal legal status 
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DISCUSSIOns With growers suggest that there are three mam areas of gnevance 

• Growers consIder that they have effecnvely prud for the assets of the Authonty through vanous 
charges for development leVIed on them over the years They therefore belIeve that these assets, 
mcludmg the developed lands, should be handed over to them There IS a certrun amount of 
ment m the argument as development charges leVied over the years have at least equaled the cost 
of developments undertaken However, a counter argument IS that the development charge IS 
no more than an annual rental Further complIcatIOns anse when one considers former growers 
who have also contnbuted by way of development charges It IS also necessary to consIder the 
extent to whIch assets have been funded by the charges leVied on the commercIal farmmg 
operatIon and the retamed profits of the commercial farm 

• Growers resent the vanous charges unposed by the Authonty and, m partIcular, the management 
charge leVIed to recover the overheads of the Authonty They consIder there IS no transparency 
m the manner of determmmg the charge and as the charge IS subject to arbItrary change based 
on actual overheads It constItutes a "blank cheque" to management With no mcennve for effiCIent 
performance It IS qUlte apparent that the lmes of commumcatIOn between the Authonty and the 
growers are not worlang effecnvely, despIte the growers havmg representatIOn on the Board of 
the AuthOrIty 

• Growers accept the need for management of the scheme but consIder that they should recrwt and 
dIrect the management Because of the hIstoncal relanonshIp between growers and management 
It seems unlIkely that, given the power to hIre and fire management, growers would elect to 
connnue to employ the present management team However, the specialized expertIse necessary 
to manage the scheme IS probably not avaIlable m MalaWI outside present management unless, 
perhaps, headhunter at a sIgmficantly hIgher cost from one of the two commerCIal sugar estates 

2 5 FInanCIal Statt..s of SSA 

FmancIaI performance of the Authonty has been largely satIsfactory, apart form a penod m 
the mIddle of the 1980's when a depressed world market for sugar severely Impacted mcome of the 
AuthOrIty, and hence growers to the extent that a Government subventIOn to supplement their 
mcomes was reqUlred The subventIOn took the form of a loan whIch was subsequently repaId out 
of the profits of the Authonty At present smallholder growers enJoy relanvely hIgh levels of 
mcome, the Authonty has bUllt up substannal reserves and SSA has no need for recourse to 
Government subventIOn 
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2 6 OperatIng Performance 

Operatmg accounts for the past two financIal years are set out m Table 2 1 on the next 
page 

The average mcome per smallholder (based on the current 192 smallholders) IS therefore 
m excess ofK50,OOO for 1996 and Just under K50,OOO m the prevIous year The major area of 
concern for the growers IS that the management charge has more than doubled over the penod 
from K.3 2 mIlhon to K6 9 mtlhon and expressed as a percentage of cane proceeds, has mcreased 
from 194% to 32 4% 

The profits of the commercIal farm are augmented by other mcome, pnnclpally mterest, 
sucb that tbe profit of the-Authonty for 1996 was m excess of K.3-5-nulhon before appropnatlOns 
to reserves 
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Table 2 1 Smallholder Sugar AuthorIty 

Operatmg Accounts CommercIal farm Smallholders 

1996 1995 1996 1995 

K K K K 

INCOME 

Proceeds on sale of cane 4001062 2714300 21253488 16735756 

EXPENDITURE 

Crop costs 

Pest and weed control 20149 

SalarIes and wages 523797 296865 -
CultivatIOn and fertilizer 534708 281225 2747541 1720823 

Insurance 40011 27143 212535 167358 

Cuttmg and haulage 439306 237179 2333572 1464 903 

Irngatlon 31 ISS 39108 310470 186787 

Sundry 1554 2389 57246 63955 

Motor hIre 55176 45304 -
1625707 929213 5681 513 3603826 

Other costs 

Development Charge 30938 27866 157594 161240 

Management charge 910540 531 742 6894313 3250326 

Replantmg 153480 81741 785434 465662 

Road mamtenance 11100 11685 51 176 35916 

1 106058 653034 7888517 3913 144 

Total costs mcurred durmg 2731 765 1 582247 13 570 030 7516970 
year 

Growmg crops brought 1133811 570587 3494688 2545273 
forward 

Growmg crops carned forward (1699419) (1 133 811) (6782833) (3494688) 

Total costs for the year 2 166 157 1019023 10281 885 6567555 

Operatmg profits for the year 1834905 1695277 10971603 10 168201 

OTHER EXPENDITURE 

Medical and other expenses 287033 162532 

Interest charges 518844 458969 

Total other expenditure - - 80S 877 621501 

Net profit for the year 1834905 1695277 10165726 9546700 

AppropnatlOn to capital 136869 136869 
redemptIOn reserve 

Net surplus for the year 1 834905 1695277 10 028 857 9409831 
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2 7 Assets of SSA 

Based on the latest audIted balance sheet of SSA at 31st March, 1996, the estnnated 
present fmanclal status at the Authonty IS set out m the Table 2 2 below 

Table 2 2 SSA Fmanclal Status at 31 st March 1996 

K'OOO Notes 

Land and bUlldmgs 4,904 1 

Other fixed assets 5347 2 

Land development 2,003 3 

Forestry 368 4 

Net current assets 7,107 5 

19,729 

Fmanced by 

Government capItal 2,281 

Government loan 3,011 

Reserves 14,437 6 

19,729 

1 A valuatIOn ofland and bUlldmgs was carned out by MPICO m August, 1996 There are 23 
staff houses rangmg m value from officers houses valued at K23, 600 each to the recently 
constructed proposed guest house valued at K450,600 The total value attnbuted to staff 
housmg IS K5,713,200 The club house complex IS valued at K583,000, the welfare shop at 
K156,000 and the chmc at K66,800 Office bUlldmgs are valued at KI ,283,350 The balance 
of the total valuatIon IS an amount of K524,000 attnbuted to vanous stores, warehouses, 
workshops, etc 

It IS Important to note that the basiS of valuation used by MPICO was depreciated 
replacement cost as there IS no eVidence of any property transactIons WIthm the area It IS 
hIghly hkely that the open market value of these assets IS much lower, If mdeed they have 
a value to anyone other than the sugar authonty or ItS successor 

11 



S~llHmD~SU~RA~HO~IT 

2 Other fixed assets mclude 8 motor veIncles and 5 motorcycles WIth a wntten down value of 
K3 5 mIllIon Seven of these are less than two years old The computer mstallatlOn IS 
valued at K700,OOO and the remamder of other fixed assets IS composed of numerous Items 
of agncultural, office and domestIc plant, eqwpment and furnIture 

3 The ongmal cost of land development datmg back to 1978 was K2 nullIon The current cost 
of developIng land could be as much as KlOO,OOO per hectare It should however be borne 
In mInd that growers have been consIstently payIng an annual development charge for the 
land they occupy 

4 Forestry consIsts of numerous small scattered plots throughout the Authonty's land 

5 Net current assets compnsmg bank balances, stocks, grOWIng crops, and debtors less 
credItors would appear to be realIzable at theIr stated carrymg value 

6 Included WIthm reserves IS a cane loss reserve (Kl,362,OOO) wInch IS an amount set asIde to 
msure agamst fire losses, Kl,141,OOO of tIns reserve has been created out of "msurance 
charges" on the growers and therefore accrues to them SImIlarly, the replantIng reserve of 
K183,OOO m respect of smallholder plots also accrues to the growers 

The pnce stabIlIzatIOn reserve of K8,318,OOO represents the accumulated profits of 
the commercial farm and mterest mcome though the accountmg polICIes of the Authonty 
state that It may be used at the dIscretIon of the Board to supplement smallholders' mcome 
m tImes of low sugar prIces In realIty though, tIns reserve IS not represented by IIqwd 
deposIts but mstead the reserve has been used to finance fixed assets and workmg capItal of 
the Authonty 
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3 OPTIONS FOR THE FUTURE OF SSA 

The Government of MalaWi, m terms of an accepted fiscal restructurIng and deregulatlon 
programme, has agreed m prmciple to remove any legIslatIve obstacles to partlCIpatIOn m the 
productIOn and marketmg of specIal crops To thIs end, the schedule of specIal crops was 
removed by Government Gazette of 19 January 1996 The SpecIal Crops Act remams m place 
solely to mamtam the legal status of crop authonties establIshed under the Act untIl such tlme 
as an alternative appropnate legal form for these authontIes IS establIshed 

The terms of reference for thIs study reqUIre the mvestigatIOn of vanous optIOns for 
transformmg SSA mto a finanCIally and admirustratively self sustalrung entIty In actual fact, 
the Authonty IS to a large extent already finanCIally and admmIstratively self sustaIrung The 
AuthOrIty IS profitable and provIdes adequate returns to smallholder growers Without need for 
government subventIOn Government mvestment m the Authonty IS modest, consIstmg of capItal 
of K2 mIllIon and a long term loan of K3 mIllIon DIrect government admmistrative 
mvolvement m the AuthOrIty IS lImIted to the partIcIpatIOn of government appomtees and 
mirustry representatIves on the Board of DIrectors 

Any proposals for the future form of the Authonty must consIder a number of cntena 
mcludmg the aspIratIOns of the smallholder grower, the need to mamtam a working relatIOnshIp 
With the sugar mIllmg company, and the responsibilIty to fulfill oblIgatIOns to the eXIstmg staff 
of the Authonty Also any proposed change must be WithIn the overall Government polIcy 
framework, considenng m partIcular the deSIrabIlIty of further development of smallholder sugar 
schemes as a means of mcreasmg rural mcomes and contrIbutmg to natIOnal export earrungs In 
addItIon, Government has commItted Itself to WithdraWing from ownershIp of publIc enterprIses 
With one of several objectives bemg the promotIOn of particIpatIOn by the MalaWian pubhc m 
these enterprIses 

3 1 Restructurmg of the Status Quo 

As Government IS committed to the eventual revocatlon of the Special Crops Act, It Will, 
as a mirumum, be necessary to create a new legal form to take over the present assets and 
operatIOns of SSA Estabhshment of a replacement parastatal would not be In accord WIth the 
pnvatlzatIOn programme It IS suggested that the most appropnate entIty would be a commerCIal, 
hmited habIhty company In wInch the Government hold 100% of the Issued share capItal TIns 
could also be vIewed as an Intenm step towards eventual pnvatizatIOn as the Government could 
subsequently offer the shares In the company for sale to the growers or management or pnvate 
entrepreneurs or some cOmbInatIOn thereof 
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The optIOn of mamtammg the status quo through the transfer of assets and operatIons to 
a different legal entlty has a number of posItlve features The eXlstlng management and staff of 
the Authonty would contmue to perform thelT present functlOns and the relatIOnsmp With 
Dwangwa would not be JeopardIzed The entity would prOVIde a vemcle through wmch future 
smallholder sugar scheme development could be coordmated 

The major problem With mamtammg the status quo IS that the asprratIOns of smallholder 
growers may not be met It should however be pOSSIble to address some oftherr concerns WithIn 
the new structure 

Although growers would not assume ownership of the assets of the Authonty, steps could 
be taken to gIve them a more secure tenure over the holdmgs they presently occupy Instead of 
the present one year temporary lIcense to occupy a holdmg, a formal 99 year transferable sub
lease could be granted, subject to the lease contammg certam safeguards such as covenants that 
the plot must be used for the growmg of sugar cane and the plot cannot be subdIVIded There 
seems no reason why growers cannot be gIven unrestncted leasehold tItle to the lands they 
occupy at the settlement areas It mIght also be pOSSIble to transfer the non-commercIal assets 
of the Authonty (clubhouse, welfare shop, etc) to the Farmers ASSOCIatIOn once that has been 
properly constltuted from a legal viewpomt In thIs manner growers can be "compensated" for 
theIr contnbutIOn by way of development charges over the years 

Growers gnevances over the level of other charges leVIed need also to be addressed To 
the extent pOSSIble, growers should be free to source theIr mputs and farmmg servIces wherever 
they Wish but It must be recogmzed that certam servIces must be prOVIded by the AuthOrIty (or 
ItS successor), for example, cane haulage and ImgatIOn ProVIded these charges are agreed m 
advance of the season and subject to mdependent arbItratIOn m the event of a dIspute, growers 
should have no cause for concern There IS also a suggestlon that the annual replantmg charge 
be discontmued and actual replantmg costs borne by growers m the year mcurred It IS lIkely that 
growers would have dIfficulty m fundmg replantmg costs If the present system IS discontmued 
and therefore, the pOSSIble consequences should be carefully explamed to growers before a 
deCISIOn IS arnved at 

The major controversy anses from the annual management charge, presently a "blank 
cheque" for Authonty overheads The management charge presently equates to 25% of cane 
proceeds It may be more transparent and would certam1y prOVIde an mcentive for management 
to control overheads If the management fees were fixed as a percentage of cane proceeds 

3 2 Buyout by Growers and Management 

A buyout by growers and management IS an apparently lOgIcal extenSIon of restructunng 
the status quo as outlIned above 
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Even If growers become shareholders m the new entIty there WIll be need to clearly 
dIfferentIate therr returns as growers and therr returns as shareholders, especIally If staff members 
also become shareholders Accordmgly, It IS expected that the VarIOUS restructurmg measures 
dlscussed m-sectIon 3 1 above would be Implemented pnor to sale of shares m the new company 

The present net asset value of the Authonty IS m the regIon ofK17 mIllIon After transfer 
to the smallholder growers (for no consIderatIOn) of developed smallholder plots and non
commercIal assets, the net asset value would remam m the regIon ofK15 mIllIon Profits of the 
Authonty before appropnatIOns to pnce stabIlIzatIOn reserve were m the order of K3 5 mIllIon 
for the accountIng year ended 31 st March, 1996 The Authonty presently enJ oys tax free status 
whIch would not be the case If Its operatIOns were transferred to a commerCIal lImIted lIablhty 
company Mamtamable after tax profits of the company are therefore estImated at K2 2 mIllIon 
An eammgs based valuatIOn of the company would, gIven the nsk attachIng to an agnculture 
sector mvestment, use a pnce/earrungs ratIO m the range 4 to 6, valumg the company at KIO 
mlllIon approxImately 

PotentIal shareholders m the company are the 192 smallholder growers, some 30 
permanent monthly paId staff of the Authonty and, to a lesser extent, 230 'permanent' daily paId 
staff of the Authonty The daIly paId staff mIght be m a pOSItIOn to acqurre 5% of the shares m 
the company valued at say KO 5 mIllIon The remaImng 95% could be offered m equal 
mdividual shares to growers and monthly paId staff Unless sIgmficant dISCOuntS were gIven, 
each mdividual would be requrred to contnbute K45,000 whIch IS clearly beyond therr mdIvidual 
means, unless the shareholdmgs could be acqUIred pIecemeal over a long penod 

In dISCUSSIOns WIth the growers, they mdicated that they dId not WIsh management to 
become shareholders m any pnvatized successor to SSA In the scenarIO outlIned above growers 
would collectIvely become the maJonty shareholders controllmg some 80% of the shares m the 
company ThIs mIght pOSSIbly be suffiCIent to allay any fears they may have about management 
controllIng the newly pnvatized entIty To ensure that the growers remam the dommant 
shareholders, two classes of shares WIth equal votmg and partICIpatIOn nghts mIght be created 
WIth one class only avaIlable to growers and the other class only avaIlable to staff 

A profit-onented pnvatIzed company cannot be expected to undertake the developmental 
role of the Smallholder Sugar Authonty GIven the huge scope to develop smallholder sugar 
schemes It would prove necessary for Government to create a vehIcle to fulfill thIs development 
role ThIs does not rule out the hInng on a commerCIal basIS of the expertIse aVaIlable among 
the management of the pnvatised smallholder scheme 
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3 3 Separate Management Company 

It has been suggested that a separate management company could be created, owned by 
eXIsting Authonty management and staff In order to clearly dIfferentiate the roles of cane 
grOWing and management of the scheme 

In tlns scenano the chSposItion of the Authonty's commercIal assets (1 e the commercial 
fanns, adnurustratIOn buIldmgs, plant, velncles, and eqIDpment) needs to be considered - It IS 

assumed that the smallholder plots and non-commercial assets would be transferred to growers 
and the Fanners AssocIatIOn respectIvely 

The commercIal assets mIght be sold to a company owned by growers In whIch case the 
management company would become consultants selling theIr servIces to growers on the basIS 
of an annual fee or a percentage of cane proceeds The management company would also be 
avaIlable to provIde therr servIces to government for a commerCIal fee to asSISt, evaluate, and 
develop future potentIal smallholder schemes 

It IS dIfficult to see what advantages such an arrangement mIght offer beyond allOWing 
growers to own 100% of the assets of the Authonty There would be ineffiCIent duplIcatIOn of 
admInistratIve effort between the growers' company and the management company as 
presumably both would reqIDre their own management and accounting staff 

The management company would be a particularly nsky venture as therr continued 
Income stream would be dependent on secunng a long term contract WIth the growers It IS 
certainly not inconceIvable that the growers would headhunt the necessary expertIse from the 
management company to enable them to manage the scheme themselves WIthout the need to 
employ a management company 

If the commerCIal assets were sold to a company owned by management there would be 
enormous resentment by growers They would be Justifiably aggneved to see the Authonty's 
assets transferred to management who have made no finanCIal contnbutlOn to the Authonty over 
the years 

There IS also a nsk that the management company would devote the maJonty of theIr 
resources to theIr main source of Income - the commerCIal farm - to the detnment of the 
management of the smallholder plots There would certaInly be no incentive for the management 
company to Introduce further smallholders onto areas presently farmed commerCIally Agam the 
growers mIght be inclined to dIspense WIth the servIces of the management company but might 
In this case be unable to entice any requrred management expertIse away from a company owrung 
a lucratIve commerCIal cane holding In excess of 100 ha 
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3 4 Further Development of Smallholder Sugar Schemes 

As outlIned earher In tins report there IS tremendous scope for IncreasIng the hectarage 
of land planted to smallholder (or outgrower, as holdIngs may not necessanly remaIn small) 
sugar SUItable areas Include LlwaladZl, KaslhlI, Alumenda, the ShIre RIver Valley ranch land 
and the almost defunct Kasmtulu RIce Scheme The potentIal contnbutIOn to rural Income and 
the natIonal economy as a whole IS enormous - a possIble 2,000 further ha of smallholder cane 
would YIeld net mcome to growers of as much as K50 mIllIon per annum 

The Authonty' s present status and mandate under the Smallholder Sugar Authonty Order 
makes It the vehIcle through whIch tins development potentIal should be explOIted Any change 
to the status of the Authonty, partIcularly to that of a pnvately owned, profit-onented 
orgamzatIOn wIll surely InhIbIt ItS actIVItIes In the development field 

At present the major factor InhIbItIng expanSIon of smallholder cane areas IS the mablhty 
of the Authonty to prOVIde or raIse development finance It would therefore appear lOgICal to 
seek to mvolve the pnvate sector m thIs development process One pOSSIbIlIty IS to InVestIgate 
whether the eXlstmg sugar mIllIng compames, Dwangwa and Sucoma, would be W1lhng to 
undertake the development work whIch could then be repaId through the proceeds of the cane 
harvest In the first few years of operatIOn before settlement of growers commenced It IS 
apprecIated that there are polItIcal sensItIVItIes ansmg from past resettlement of people to 
facIlItate sugar estate development However, these are not msurmountable provIded appropnate 
CIVIC educatIon IS undertaken to explaIn that the ultImate beneficlanes and owners of the cane 
development WIll be the local populatIOn 

There WIll be need for a SUItable vehIcle to lrutIate and progress further smallholder cane 
growmg developments and mdeed to hold the title to cane areas under development pnor to the 
handover to mdlvldual growers, It IS suggested that such a body need not have an elaborate 
management structure If the pnvate sector are mvolved m development and necessary 
mdependent expertIse can be hIred m from the newly pnvatIzed Dwangwa smallholder scheme 
A trust WIth a Board of Trustees drawn from, say, Mlmstnes of Agnculture and Fmance and the 
sugar mdustry could carry out thIS role DIrect employees of the trust could be lImIted to one 
executIve officer and secretarIal support to ensure the deCISIons of the Board of Trustees are 
executed 

Such a trust could serve a further useful purpose m warehousmg the shares m newly 
pnvatized smallholder sugar compames dunng the penod when they are acqUlred pIecemeal by 
growers and staff 

WIth the pnor approval of the Miruster of Fmance, part of the proceeds ofpnvatIzatIOn 
of the eXlstmg smallholder scheme could be used to prOVIde lrutIal fundmg to the trust If It IS 
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deemed to be a project fallmg WithIn the Government development plans (SectIon 39(2)(e) of the 
Pubhc Enterpnses PnvatizatIOn Act) Thereafter the cost ofmdividual development proJects, 
apprrusals, etc could be recovered from the eventual benefiCIarIes of the developments 

3 6 Acqulslnon of Shares 1D Dwangwa 

In pnnciple, there would be no ObjectIOn to growers and staff at the Authonty beIng gIven 
the opportunIty, eIther IndIVIdually or JOIntly through a company, to acqUIre part of 
Government's shareholdmg m Dwangwa upon pnvatizatIOn of Dwangwa Indeed they should 
be gIven pnonty m such a pnvatlzatIOn exerCIse 

The pnvatizatIOn of Government mterests m MalaWi's two sugar mIlls, Dwangwa and 
Sucoma, Will not take place untIl a number of Issues are addressed The comparues are managed 
by the same multmatIOnal Lonrho, who also hold a sIgmficant eqwty stake m both comparues 
The PnvatizatIOn COmmISSIOn are therefore anxIOUS to ensure that appropnate measures are m 
place to guard agamst nsks attachmg to a non-competItIve local sugar mdustry, before 
Government relmqwsh therr shareholdmg It would therefore be premature to allow growers to 
acqwre shares at thIs stage as the deCISIOns of the PnvatIzatIon CommIssIon may sIgmficantly 
Impact pncmg or even sugar mdustry structure 

It IS however, Important to note that smallholder growers and management are unhkely 
to have the finanCIal resources to acqUIre more than an mSIgmficant shareholdmg m Dwangwa, 
whIch based on latest finanCIal statements has an open market value of perhaps K500 mIllIon 
As such, the shareholdmg eventually acqwred would not be suffiCIent to guarantee any mfluence 
such as a seat on the Dwangwa board 

3 7 Recommended OptIon 

Vanous optIOns for the future form of SSA have been dIscussed above There IS no 
smgle optIOn whIch Will entIrely meet the asprratIOns of all the present stakeholders m the 
AuthOrIty The recommended optIOn IS that whIch hopefully achIeves the best fit With the 
sometImes conflIctmg needs of growers, management, the sugar mIll and the Government of 
MalaWI 

• A restructurmg of the status quo Will meet the needs of management and the sugar mIll 
Growers, however, aspIre to become owners of the assets of the AuthOrIty and mdeed 
Government pohcy IS to dIvest Itself from publIc enterpnses through a pnvatIzatIon program 
A restructured status quo would, nevertheless, contmue to prOVIde a vehIcle through whIch 
Government could pursue opportumties for further development of smallholder sugar 
schemes 
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• The creatIon of a separate management company would place eXIstIng management and staff 
mto an extremely nsky venture unless they were perrmtted to take over the commercIal farm 
whIch would not be acceptable to growers 

It IS therefore consIdered that the best optIOn IS a restructunng of the status quo followed 
by a pnvatIzatIon through a buy-out by growers, management and staff Although growers had 
expressed the very strongly held oplllion that they dId not see why management and staff should 
become shareholders, It would be consIstent WIth other pnvatIzatIOn InltIatives to reserve for staff 
a proportIon of the shares m a pnvatIzed company m recogmtIon of theIr contnbutIOn m past 
years and to enhance therr commItment to the company m the future 

The past contnbutIOn of eXIstIng management and staff of the Authonty has been 
sIgmficant The mean perIod of servIce of the 28 monthly paId employees IS m excess often 
years Of the permanent dady paId staff complement of230, some 40 have perIods of servIce m 
excess often years 

It IS suggested that growers become owners of by far the greatest proportIon of the 
eXIstmg assets of the AuthOrIty They would be gIven tItle to the lands they presently occupy, 
the non commercIal assets would be transferred to the Farmers AssocIatIOn and growers would 
hold approxImately 80% of the shareholdmg m the remrumng commercIal operatIOn 

It IS also recommended that a trust be establIshed, InltIally to hold the shares m the re
structured company whIch succeeds SSA These shares would then be acqurred pIece-meal over 
a fixed tIme penod by growers and staff The trust would however contmue m eXIstence WIth 
the ObjectIve of IdentIfymg and developIng further smallholder or outgrower sugar schemes As 
schemes become fully establIshed the trust would play no further role and the schemes should 
pass mto the pnvate ownershIp of growers and staff 

3 8 ActIOn Plan 

The actIOn plan presented assumes the ImplementatIOn of the recommended optIOn 
detaIled above It IS Important to note that the representatIves of the growers have been 
conSIstently opposed to certrun aspects of the recommendatIons MeetIngs were held WIth the 
growers and therr legal counsel subsequent to the Steermg COmmIttee meetmg winch consIdered 
the mtenm report and therr POSItIon remaInS unchanged EssentIally, the mam stumblIng block 
IS an absolute refusal by growers to countenance any partICIpatIOn by eXIstmg management m 
a prIVatIzatIon of the AuthOrIty There IS also an mferred rIsk that, should control pass 
completely Into the hands of the growers, the present management mIght not be retamed whIch 
would have an undoubted Impact on the sustaInabIlIty of the scheme 
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The PublIc Enterpnses (PnvatizatIOn) Act, reqUIres that the PnvatlzatIon Comnussion 
approve any proposed restructunng or pnvatIzatIon of parastatal bodIes It IS ImperatIve, 
therefore, that therr approval of the proposed course of actIon IS obtamed as soon as possIble and, 
m partIcular, therr agreement be receIved on the proposed pncmg of shares to be sold to growers 
and staff AddItIonally, the PnvatlzatIOn ComnussIOn could playa Vital pubbc relatIOns role m 
sensItIzmg the growers, m partIcular, to the advantages of the proposed new structure 

The lInmedlate steps wmch can be earned out towards acmevmg the deSIred option are set out 

below 

1 Obtam ImmedIate approval of the PnvatizatIOn CommISSIOn for proposed restructunng and 
ultImate pnvatizatIOn 

• A paper outhmng the proposed method of pnvatIzatIOn to be submItted by the 
ReVIew CommIttee for thIS study to the PnvatIzatIOn CommISSIOn 

2 Farmers ASSOCIatIOn to be properly constItuted as a legal entIty 

• The Farmers representatIves to mstruct theIr lawyers to draw up a constItutIon for 
approval by the body of Farmers as a whole and electIOn of office bearers to be 
carned out m accordance WIth that constItutIOn 

3 NegotIatIOn of acceptable and transparent basIS of chargmg growers for servIces 

• Authonty management to draw up proposals for mitIal approval by the Board 
Proposals to be dIscussed and agreed With the Farmers' representatIves PrOVISIon to 
be made for arbItratIOn by an Independent party acceptable to both growers and the 
Authonty In the event of an Impasse m negotIatIOns 

On the assumptIOn that the PnvatizatIOn CommISSIon approves the proposals, then all 
other steps In 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 theIr behalf The 
vanous steps to be performed are set out below These are m approXImate chronological order 
but many of the tasks can be performed contemporaneously 

UPON RECEIPT OF PRIV A TIZA TION COMMISSION APPROV AL 

1 PublIc RelatIOns campaIgn 

• The PnvatIzatIon Commission to IrutIate measures to senSItIze growers and staff to 
the proposed changes In structure 
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2 Stamp duty ImplIcatIons to be resolved 

• DISCUSSIons to be held With the MInlstry of Fmance to assess the stamp duty 
ImphcatIOns of property transfers contemplated In the proposed restructurmg Where 
necessary stamp duty exemptIOns to be sought 

3 FormatIon of Company and Trust 

• Lawyers to be Instructed to proceed With formatIon of trust (trustees to be detenmned 
10 advance) and also the mcorporatIOn of a publIc, lImIted lIabIlIty company to take 
over the commerCIal assets of the Authonty 

4 Transfer of lands and other assets 

• Formal consent to be obtamed from Dwangwa to cede theIr tItle to the lands presently 
subleased to SSA 

• MInlstry of Lands and ValuatIOn approval to be sought and new leases to be Issued 
to the commerCIal company, the Farmers AssocIatIOn and mdividual growers as 
enVIsaged 10 the proposed restructunng 

• Remam10g commerCIal assets to be transferred to the company 

5 Issue of company shares to trust 

• Shares 10 the newly mcorporated company Will be Issued 10ItIally to the trust In 

exchange for property and other assets take over The nommal value of the shares to 
be Issued would be a matter for the PnvatIzatlOn CommIsSIon to deCIde It IS 
suggested In SectIOn 3 2 of thIs report, that the commerCIal operatIOn may be worth 
In the regIOn ofKIO mIlhon 

6 Offer for sale of shares 

• An offer for sale document (essentIally an abbreVIated company prospectus) Will be 
reqUIred ThIs document to be cIrculated amongst potentIal shareholders, farmers and 
management, should detaIl pertment finanCIal mformatIon and detaIls of the terms 
of the offer such as pnce, payment terms, number of shares avaIlable to each 
category of applIcant etc It would also be useful to mclude 10 the document, the 
mtentlons of the PnvatizatIon CommISSIon With regard to any share subscnptIOn 
entItlements not taken up 
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7 DISposItIOn of proceeds of share Issue 

• It IS assumed that some proportIon of the proceeds WIll be reqUITed to fund the 
actIvItIes of the trust establIshed to take over SSA's development role WIth the 
balance to be paId over to the PnvatIZatIOn Revenue Account 

8 Settlement of retrenchment benefit entItlements 

• Due to the change m legal status of the Authonty, an oblIgatIOn anses to pay 
retrenchment benefits to staff Tins may have adverse cash flow ImplIcatIOns and 
therefore, the tImmg of events winch tngger tlus entItlement IS Important FIrstly, It 
IS suggested that the actual operatmg actIvIties of the Authonty are retaIned Wltlun 
the Authonty untIl after the allotment of shares when hopefully proceeds are 
avaIlable to finance retrenchment benefits Secondly, retrenchment benefit 
entItlements of staff should be applIed, at least m part, to enable them to acqurre 
shares m the pnvatIzed company 

9 Wmdmg up of the Authonty 

• After all retrenchment benefits are paId the pnvatlzed company takes over the 
operatmg actIVIties of the Authonty and the Authonty can then be wound up 

3 9 Human Resources 

Again, the reqUIred management and staffing structure IS dependent on the optIOn chosen 
for the future of SSA If the recommended optIOn IS chosen, the present operatIOnal actIVItIes 
WIll remam largely unchanged There WIll not, therefore, be any reqUIrement for radIcal change 
to the management structure 

However, due to the change m legal status of the Authonty, a legal oblIgatIon to pay 
retrenchment benefits WIll anse IrreSpectIve of whether staff are phYSIcally retrenched 

There are 28 permanent paid staff on the present Authonty payroll In addItIon there are 
some 230 permanent daIly paId staff and 300 temporary/seasonal employees The monthly salary 
bIlls of the three categones apprOXImate KIOO,OOO, K150,000 and K130,000 

It IS extremely dIfficult to establIsh to what extent the Authonty's successor orgaruzatIon 
mIght be over staffed due to the nature of the present relatIOnshIp between the Authonty and 
smallholder growers Most of the dally paId and seasonal workers are labourers engaged on 
actIVItIes such as mamtenance of mfrastructure, land preparatIOn, cane cuttmg etc These tasks 
could well be performed by the farmers themselves together WIth therr famtlIes and lured labour 
Growers do, of course bear the cost of servIces suppbed by the Authonty 
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It Will be a decIsIOn for the growers m the newly pnvatIzed Authonty to decIde whether 
they Wish to have more mdependence m orgamzmg these vanous tasks themselves or whether 
they Wish to contmue the present system where management engage labour on theIr collectIve 
behalf The posslbllIty of a change to t.'le system-does not really present a major problem as 
Government Will already have dIscharged theIr responsIbIlItIes through paymg retrenchment 
benefits to all eXlstmg Authonty staff Any subsequent decIsIons on staffing levels Will be taken 
by the new orgamzatIOn, presumably on a totally commercIal basIS 
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