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Preface

Small Industries Development Organization (SIDO), in the past ten years, has constantly
faced with the problem of not having enough budgets to develop industrial parks for Small and
Medium Enterprises (SMEs). Therefore, with the support of Japan International Cooperation
Agency (JICA), SIDO has decided to conduct a preliminary feasibility study (Pre-FS) for
selected two industrial estates, namely, KIZOTA in Dodoma and KIHONDA in Morogoro,
from June 2017 to March 2018.

The purpose of Pre-FS was to judge whether it was possible for SIDO to procure its needed
development funds through project finance in the two pilot areas. In order to do so, data
collection must be done properly and compiled into an analytical report, which could be
presented to important stakeholders such as financiers (investors, banks, anchor companies) and
the government decision makers (including SIDO Board, Ministry of Finance and
Planning/MOFP). All the methodologies of conducting Pre-FS will be summarized in the
Pre-FS Guidelines for the future capacity development of SIDO’s officers at the headquarters
(SIDO-HQ) and at its 24 Regional Offices (ROs).

The quality control work for this Pre-FS was conducted for the limited time during the four
months between late-October 2017 and late February 2018. Hashimoto, a senior consultant of
the Japan Economic Research Institute (JERI) was assigned to this task and provided necessary
technical inputs and advices to SIDO officers in charge of conducting this Pre-FS. The contents
and items of quality control are as shown in table 1. Overall schedule of the two 30-day field
works conducted for the quality control works are summarize in tables 2 &3 below.

I would like to express my sincere appreciation to Mr. Tomohiko ISHIKAWA, JICA
Industrial Cluster Development Expert at SIDO, for his enduring and strong support for the
smooth implementation of Pre-FS activities and for the coordination with SIDO HQ and ROs.

This report is especially dedicated to Ms. Maria Erasmus, a hard working young officer of
SIDO Directorate of Marketing and Investment (DMI) who has participated in Pre-FS activities
and improved her skills dramatically during the past four months. I would hope that she would
continuously take a leading role in implementing the similar Pre-FS activities for other

industrial estates of SIDO.



Table 1. Target item and content of quality control

ITEM

CONTENT OF QUALITY CONTROL

Pre-FS

Guidelines

1) Are methodologies (strategies, tactics, activities) related to information
gathering & reporting (necessary for project decision making and attracting
companies and mobilizing private funds) systematically summarized?

2) Does the guideline have contents useful for RO staff for making specific

(industrial agglomeration) strategies, tactics and activities?

Analytical
Report

1) Is the content necessary for deciding project methods fully included? Is there
enough material (enough to judge whether there is room for establishment of
private-sector business) enough to prepare for selection of project operators?

2) Data analyses (market value of industrial estate, profitability of tenant
candidate enterprises, information related to industrial parks) necessary for
judgment for companies, investors, financial institutions to advance to detailed

design and evaluation (FS/DD) are all included?

Survey

item

1) Location condition of industrial park (distance to big city/consumer market,
population, number of households, future population estimate, etc.)

2)

3)

4)

5) Ability to attract enterprises, namely, supporting system such as levels of

Related laws and regulations, legal restrictions
Accumulation of labor in the region

Accumulation of suppliers in the region

infrastructure development, ease of obtaining permits (required time),
investment incentives, etc.

6) Environment around industrial park (living environment, etc.)

7) Target industry and company (type of industry, average profit ratio, size of
potential tenant companies, profit ratio, market share, etc.)

8) Regional accumulation situation of related companies (number of companies
and mutual linkage with related companies)

9) Access situation to large cities and consumption markets (Cities with 200,000,

500,000 or 1 million population)

10) Existence of excellent companies (the so-called, “anchor enterprises”),

intention to participate by private enterprises, etc.

Research
method/
Information

gathering

Is information collected using unified standards (units) or indicators?
(Can you compare information collected by all ROs based on common criteria?)
2) Are the above research items necessary for investment decisions by companies,
investors and financial institutions well collected & analyzed?

3) In addition to literature surveys (statistics etc.) as information sources, are




useful information collected through interviews with tenant candidate companies?
4) Are interviews conducted with those entities (such as construction companies,
financial institutions and consultants) that are likely to know the investment plans
of those companies?

5) Are attempts made to gather information on investment plans (and thus
possibility of participation in industrial park development) of the companies you

want to attract?

Information

analysis

Are revenues (such as rents) and market value (asset prices) of real estate (land
and buildings) of industrial estates estimated? (As a simple method, it is possible
to calculate the market value from profitability of industry/company of candidate
tenants, and annual rent of industrial park )

Is the analysis simple and clear? Does it cover the analysis on market size,
imputable resources (such as labor force, raw materials, water, gas, and
electricity), infrastructure level, support system (licensing/investment incentive,
surrounding environment) and the anchor enterprise? (Check whether current and

future prospects are clearly indicated)




Table 2: Quality Control Work Activities (Late OCT. — Late NOV 2017)

Ist. Preparation

Products . . 1t Field Work (Late OCT - Late NOV 2017
(Vid SEPT to mid OCT 2017) ( )
Mid SEPT |Late SEPT|  MId. | 25-Oct | 30-Oct | 31-Oct | I-Nov | 2-Nov | 3-Nov | 6-Nov | 7-Nov | 8Nov | 9-Nov | 10-Nov | I3-Nov | 14-Nov | I5-Nov | 16-Nov | 17-Nov | 20-Nov | 20-Nov | 22-Nov | 23-Nov | 24-Nov
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Maria Maria
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. Jpm (DMI) AM report Ist. (talkin
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¥
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*1: JICA HQ, 10/25, JICA Office 10/30 (Mr. Amatsu+), SIDO DMI (Mr. Kyaruzi+) 10/30, DTDI (Mr. Saiguran) 11/13, DODOMA RO (RM+)11/3, MOROGORO(RM)11/21
*2: JICA Office (Mr. Amatsu, Mr. Kawai, Mr. Kato), SIDO (Mr. Saiguran, Mr. Kyaruzi, Mr. Ishikawa, Mr. Lihepanyama, Ms. Erasmus, etc..)



Table 3: Quality Control Work Activities (MID JAN. — MID FEB. 2018)

Products Ist compilation period 2nd Preparation period (End-Nov. 2017~Mid-Jan. 2018) 2nd Field Work (Jan 23-Feb 20, 2018) 2nd compilation period
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219
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confimed | Office 2/8 SIDO/LC
12/2: TO:
2/19 10am
6. Work result report JICAHQ O . .
(WRR) & Work Explanation 14pm SIDO Final reporting (WCR)
completion report (WCR) of WWR 223 JICAHQ




Summary

During the quality control period between end-October and mid-February, SIDO’s Pre-FS
activities were not able to complete due to lack of manpower and administrative difficulties in
data collection. The activity of LC to support SIDO to conduct its Pre-FS activities did not
proceed as supposed to be. As well the Analytic Reports were not submitted during the period.

Considering the circumstances, and in order to assure the quality of SIDO’s Pre-FS, this
quality-control work completion report was written in a way to follow each step of Pre-FS
activities (see Table 4), in a hope to become an easy reference for SIDO officers to continue the
current Pre-FS activities and for conducting Pre-FS in other industrial estates.

In the first field work, Hashimoto has concentrated on introducing SIDO HQ and RO
officers the purpose of Pre-FS, PPP, possible financing methods and related concepts and terms.
At the same time, she visited several investors (banks, finance lease companies and pensions
funds) to have brainstorming sessions to understand the ways in which SIDO could procure
private funds for its industrial land development.

In the second field work, Hashimoto made efforts to facilitate the progress of data collection
by SIDO as well as provided hands-on support (OJT) to SIDO officer to conduct preliminary
market sounding with potential investor. In order to assure the quality of analytic report,
Hashimoto set a meeting on 8 February 2018 for LC to have an in-depth discussion with SIDO
officers on the financial models of KIHODA and KIZOTA. Unfortunately, not much discussion
was made due to lack of understanding and manpower of SIDO. Therefore, in order to assist the
understanding of SIDO officers, the related terms and concepts used in the financial model are
explained in this report. This report is structured in the following three chapters;

Chapter 1: Overall Pre-FS activities and checkpoints
Chapter 2: Each step of Pre-FS activities
Chapter 3: Issues and lessons discovered and recommendations for the future Pre-FS

Chapter 4: Attachments

1. Overall Pre-FS Activities and Checkpoints

As the first step (STEP 1), SIDO officers need to understand new concepts & specific terms
of PPP. This includes the objective of Pre-FS (STEP 1-1), its main activities (STEP 1-2), the
types of project to be sought (STEP 1-3), and what are the necessary factors that enable PPP
project. (STEP 1-4~1-10)

In the second step (STEP 2), for achieving SIDO’s objective to gain private funding for the
development of industrial estates, SIDO officers need to determine its clear strategy (method &
plans) (STEP 2-1), define tactics (contents of activities) for achieving thus made strategy (STEP

2-2) and put into action of the contents of the activities.



Contents of the activities include data collection (STEP 2-3~Step 2-8) and Planning &
Designing of SIDO industrial estate (STEP 3), market sounding with financiers (STEP 4),
in-advance information sharing with government entities (STEP 5) and creating supporting
system for private sector operator (STEP 6).

All the above activities will be compiled into Analytic Report (STEP 7), which will be
presented to financiers (STEP 7-1), to be used as the input to tender documents (STEP 7-2) and
to be submitted to MOFP to gain the ministry’s consent on each PPP project (STEP 7-3).

The activities of STEP 2, 3, 4, 5 and 6 will be conducted at the same time and repeatedly,

considering the inputs from each other. The image of their relationship is as shown in Figure 1.

. Planning of SIDO
Data collection industrial estate
STEP 2 STEP 3

STEP 4

Market sounding with financiers

STEP 5 STEP 6

Information sharing with Creation of supporting system
government entities

(Source) Compiled by Hashimoto
Figure 1. Relationship among Pre-FS activities (STEP 2~STEP6)
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Table 4 . Each step of pre-FS activity (STEP 1 - 7) and checkpoints

STEP |/ Preliminary FS Activities and Checkpoints
1 v |Understand the concepts and terms of PPP
1-1 | / |Understand the objective of Preliminary FS
1-2 | ¥/ |Understand the main activities and expected output of Pre-FS
1-3 | / |Understand PPP (Public-Private Partnership) and why it requires Win-Win structure
1-4 | / |Understand how to make WIN-WIN structures for PPP (Types of public real estates utilization)
1-5 | ¥/ |Understand the varieties of PPP
1-6 | ¥/ |Understand why it is important to have financial viewpoint
1-7 | / |Understand what determines market values (location advantages)
1-8 | ¥/ |Understand what determines project cash flow (rent income from tenants)
1-9 | ¥/ |Understand financial structure of PPP (Project finance, establishment of special purpose company)
1-10 | ¥ |Understand the bargaining power of access to land (Preparation of list of industrial estates)
2 v |Make up clear strategy to develop SIDO's industrial estate
21 v |Decide the Strategy to develop which cluster and how at the target industrial estate
2-2 | / |Define the tactics (necessary activities) to achieve the Strategy
2-3 |/ |Understand what kind of information can be collected from where
2-4 |/ |Collect data about land (land use, restrictions, infrastructure, access to transportation, etc.)
25 Y Collect data about enterprises, conduct sector categorization, understand which sector has competitiveness
and high growth potential
26 v Collect data about SIDO industrial estate, regional map, its ownership/ title of deeds, annual rent to
Municipality (total due rents, if any), etc.
2-7 | / |Collect data about neghboring industrial lands, ownership, market rates of industrial sheds in the region
2-8 |/ |Understand regional land development plan (Master Plan), and its related incentive measures
3 v |Planning & Designing of SIDO industrial estate
31 v |Draw layout, define technical specifications
32 | / |Define assumptions for cost and income estimation
3-3 | ¥/ |Conduct financial estimation and decide financial viability of the project
3-4 |/ |Compile report (as an input for "Technical requirement & standards of public facilities" of tender documents)
4 v |Market sounding
41 v |Understand why it is necessary to talk to investors, banks/financial institutions and anchor companies
4-2 | |Understand what information is required to whom
4-3 |/ |Prepare presentations
5 In-advance information sharing with government entities
5-1 Get consent about overall PPP concept
5-2 Get consent about the establishment of SPC (including SPC establishment by the private sector operator)
5-3 Get consent about transfer of land or long-term land leasehold rights to SPC
5-4 Get consent about borrowing from bank other than TIB Development Bank
6 Creating supporting system for private sector operator
6-1 In-depth information collection to accommodate investors needs
6-2 Negotiate for cooperation with LGAs (municipal, district governments)
6-3 Negotiate for cooperation with TRA, MOL, etc
7 Preparation of Analytical Report based on the above items 1-6
71 Prepare input to financiers about the specific project
7-2 Prepare input to tender documents
7-3 Prepare input to MOFP for acquiring consent on specific project

(Note) Steps 2 & 3 will be conducted simultaneously)

(Source) compiled by Hashimoto
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2. Each step of Pre-PS activities

In each of STEP 1-7, in order to assist the understanding of SIDO officers, concrete examples
and documents are drawn from the experience of Pre-FS activities for KIZOTA and KIHONDA
industrial lands. As well, some of the concepts and terms used in financial models prepared (as
of Feb.8, 2018) by LC are also explained here to assist SIDO officers to understand Analytic
Reports. The final and original versions of Analytic Reports are to be submitted to JICA from

LC, and therefore will not be disclosed in this report.

STEP 1: Understand the concepts and terms of PPP
1-1 Understand the objective of Preliminary FS

Due to prolonged budget constraints, SIDO is now seeking the possibility of attracting
private sector investments to develop & manage rental factories for SMEs. Through this Pre-FS,
SIDO will collect enough data to decide a possible project implementation option (i.e. one type

of Public Private Partnership) suitable for each pilot industrial land.

[ Objective: Develop industrial parks utilizing private funds and knowhow ]

Based on the result of Pre-FS, SIDO will prepare for tenders for the selection of private sector
operator. On the second stage, SIDO will prepare the necessary documents for tenders (such as
description of type of PPP project, requirements and conditions for delivering public services,
public-private risk sharing, location characteristics, supporting systems & availability of
preferential treatments, expected SPC structures, contents of business proposal, operator
selection procedures & criteria, etc.).

Pre-FS is only the first stage of the supposedly four-stage process of PPP project

implementation. (See Figure 2)
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\ / Determination of project \ / Public tender \ / Contract negotiation and \

Discussuion within SIDO / MITI
selection method contract agreement
Review of project method Preparation of application Questionreply period Industrial park S (design) and
J\ guidelines for project operators [_'\> _'\> development
[ [ Evaluation of tenders [V
Survey on real estate Preparation of basic contract Start project operation
agreement
Selection of preferred bidder

\ Real estate appraisal j \ Other preparations j \ (Announcement) j \ End of business operation j

Determination of project method Preparationsz(::'riooi::t operator PUblic;::id;:?;esr:tc:ion o Implementation of project
t Preliminary FS (Pre-FS)
(Compiled by Hashimoto)
Figure 2: Pre-FS and the flow of project implementation

1-2 Understand the main activities and expected output of Pre-FS
There are three (3) main activities in Pre-FS including the below: (i) Data collection, (ii) market
sounding with financiers (Investors, financial institutions and anchor companies) and (iii)

preparation of inputs for tender documents

(i) Pre-FS activity 1: Data collection

Data collections objective is to find out MARKET VALUES & PROJECT CASH FLOW of
target industrial estates. These are the two major interest of financiers who will decide the
bankability (BOX 1) of the project.

To show the market values of the target industrial estates to financiers, SIDO officer needs to

collect data concerning the location advantages of the target industrial estates. Location
advantages can be understood by collecting a broad range of information concerning the land,
infrastructure, market, enterprise accumulation, available labor force and public sector support
system, in addition to the actual market price of the concerned land property.

To show project cash flow, the data that shows the existence of potential tenants (number of

enterprises), and their profitability (i.e. their rent-paying capacity) must be collected.

The information concerning individual enterprises (potential tenants) as well as the
information about major industrial sectors in the region (sector shares in number of companies
and assets/revenues size, and sector average profitability, sector growth potential, etc.) will be

collected.
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BOX 1. What is “bankability”?
Bankability is loan eligibility; whether or not the project can be judged that a bank can
lend out. The judgment of bankability is not constant, and the judgment of the bank

depends on the amount of information the bank obtains.

Therefore, in order to make the judgment of the bankability of the project by the bank

advantageous,_it is necessary to share, as much as possible, the information that leads to the

evaluation of the project’s business potential (its cash flow creation ability and

profitability) to the bank.

This is why it is important to collect information, analyze and disseminate information
from the perspective of finance. And it is considered as an important role of SIDO's

industrial park development staff.

(ii) Pre-FS activity 2: Market sounding with financiers by sharing collected data
and listening to their opinions & ideas.
At this stage, it is important to listen to the opinions of important financiers such as investors,

banks and anchor companies. Investors are important because they may become shareholders of

the PPP project. Banks and other financial institutions are important because they may provide

loans to the project. Anchor companies, if you can find any, are also very important because

they will stabilize the project cash flow. Existence of good tenant is also a very important

decision making factor for financiers.

(iii) Pre-FS activity 3: Prepare inputs to tender documents
Analytical Report, namely, the summary output of SIDO’s Pre-FS, will consist of the
following three contents:

(1)Financial estimation of SIDO’s industrial estate: It is calculated based on SIDO’s plans and

drawings of the target industrial estates. This only concerns what SIDO wants for public
facilities, and it does not include the private sector commercial facilities which will be proposed
by private sector operators at the tender.

(2)Data collection results: It is for providing to financiers (including banks, other financial

institutions and anchor companies). This will include the information about location advantages,
potential tenants’ profitability (ability to pay rents), and availability of government support
system (preferential treatments, etc.)

(3)Market sounding conducted with financiers: This will include the findings about the possible

PPP project, which ensures WIN-WIN relationship between the private sector and the public

sector, including the adequate public real estate utilization type.
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(Source) Compiled by Hashimoto
Figure 3. Pre FS provides inputs to tender documents

1-3 Understand PPP (Public-Private Partnership) and why it requires Win-Win
structure
To start with, it is very important that SIDO officer understand what is meant by PPP and
have the right frame of mind to implement this Pre-FS.

PPP is a way of cooperation between the public sector and the private sector to implement the

public services. It is a way of utilizing the private sector funds, expertise, knowhow and ideas to
provide the public services by creating a WIN-WIN structure for both the private sector and the
public sector. SIDO intends to ask the private sector operator to finance, develop and manage
the public facilities, and the private sector in return will get a business chance to enter into
public services and utilize public real estates for commercial use. By creating a Win-Win

structure, both public and private parties shall gain benefits.

PPP should be WIN-WIN public-private cooperation for providing public services

This Pre-FS is about SIDO finding a NEW way (PPP) of providing its public services. It will
NOT be the usual budget funded public projects. Therefore, those who get involved in the

Pre-FS must be flexible, creative and open to new ideas and have guts to overcome the

challenges.
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1-4 Understand how to make WIN-WIN structures for PPP (Types of public real
estate utilization)
For creating a WIN-WIN structure, SIDO needs to give business chances to the private sector

by giving them opportunities to utilize public real estates in any of the following five ways. (See

Figure 4)
(1) Utilization of unused (undeveloped) lands
(ii) Utilization of unused space (floor-area ratio)

(iii)  Utilization of unused areas created by integration of public facilities (of two places and
more)

(iv) Utilization of expanded floor-to-land area ratio newly created by policy (such as
preferential treatment by Municipality Government)

W) Redevelopment of public lands combined with neighboring private lands

It is important, therefore, to confirm with land surveyor, town planning officer, etc. of the
municipal government about land use, land use restrictions, land ownership of the target
industrial estate and its neighboring lands, municipality land development master plan, etc. This

may affect the ways in which SIDO can develop its industrial estates with the private sector.

16



(Compile by Hashimoto)
Figure 4. Major types of utilization of public real estates by private sector

1-5 Understand the varieties of PPP

PPP comes in many forms and varieties depending on the depth of private sector involvement.
(See Figure 5) In an ordinary public investment, the public sector will finance, design, build,
operate, manage and own the public facilities. In PPP, the public sector can choose to outsource
a small part of its functions to the private sector (such as in O&M, DB, LO and DBO) or it can
assign the private sector to carry out most of the functions (such as in JV, BOO, Concessions,

BOT, BTO, DBFO, etc.)
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Asset ownership

Private

Public-Private JV
BOO, ROO, BOOT

Concessions
(ROT/BOT)

BOT, BLT
BTO, B(T)LO

DBFO

Fund procurement

Public

LO (Affermage)
DBO

DB

0&M

(Note) Abbreviations are as below:
BLT: Build, Lease and Transfer;

BTLO: Build, Transfer, Lease and Operation DBO: Design, Build and Operation
BOO: Build, Own and Operate

BOOT: Build, Own, Operate and Transfer

BOT: Build, Operate and Transfer
BTO: Build, Transfer and Operation

DB: Design and Build

SPC will be established to finance, operate and manage assets. Ownership of assets will
eventually be transferred to the public authority.

Public

1) Private sector operator (SPC) will finance, design, build, own, operate and
manage public facitlity & services

2) Private sector operator will receive fees from customers for its services

3) Project finance & non-recourse finance

4) In general, long-term contract (20-30 years) will be signed

1) Public authority will finance, design, build, own, operate and manage public
facility & services

2) Public authority will outsource design, build, and/or operation &
management services to the private sector companies

3) Private sector companies will receive fixed fees from the public authority
for their services

4) Project finance and non-recourse loans

DBFO: Design, Build, Finance and Operation

JV: Joint Ventures

LO: Lease and Operation

O&M: Operation and Management;
ROO: Renovate, Own and Operate
ROT: Renovate, Operate and Transfer

(Source) Compiled by Hashimoto

Figure 5: PPP varieties according to asset ownership and financing

In SIDO’s case, due to budget and resource constraints, maximum involvement of private

sector is to be pursued. In other words, for the delivery of SIDO’s public service, namely,

development and management of rental factories to SMEs, SIDO intends to assign the private

sector to finance, develop, operate, manage and own (during the project period) the facilities of

industrial park (i.e. the types of PPP encircled in red in Figure 5 shown above).

1-6 Understand why it is important to have financial viewpoint

Pre-FS is conducted to confirm the possibility of attracting private sector funding and to

define a suitable project type (from among a wide variety of PPP options). Since the main fund

providers are financial institutions (both banks and non-banks) and investors, it is extremely

important to collect and provide what data and information “they” would want to know.
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Collect data for whom? Have financial viewpoint!

“Market values” & “project cash flow” are the two most important factors that determine the

decision of financial institutions and investors providing equity & debt financing.

Financiers like to know that there will be a good number of potential tenants which assure
stable flow of rental incomes.

In other words, data collection on “location advantages” and “profitability of tenants” are of

the utmost importance through Pre-FS. (See Attachment Table 1 for “how to question about

location advantages and profitability of candidate tenants.”)

Market values & Project cash flow = Location advantages & Profitability of tenants

These two information are necessary for judgment for companies, investors and financial

institutions to advance to their detailed design and evaluation (FS/DD).

These information are also important for SIDO to decide which PPP type would be suitable
for each industrial land and what measures are necessary to increase the chance of PPP options.
(See Figure 6)

1) Option 1: A combination of “high” and “high” are suitable for PPP
2) Option 2 & 3: A combination of “low” and “high” would require supplementary measures to
enable PPP

3) Option 4: “low” and “low” combination is not suitable for PPP

(Note) Policy based finance is the concessional loans granted by the government/donor agencies to achieve
certain policy goals  (Source) Compiled by Hashimoto

Figure 6: Project options according to the combination of 2 indicators
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1-7 Understand what determines market values (location advantages)

To show the market values of the target industrial estates to financiers, SIDO officer needs to
collect data concerning the location advantages of the target industrial estates. Location
advantages can be understood by collecting a broad range of information concerning the land,
infrastructure, market, enterprise accumulation, available labor force and public sector support
system, in addition to the actual market price of the concerned land property.

Data to be collected include the below:

1) Location condition of industrial park (distance to big city/consumer market, population,
number of households, future population estimate, etc.)

2) Related laws and regulations, legal restrictions

3) Accumulation of labor in the region

4) Accumulation of suppliers in the region

5) Ability to attract enterprises, namely, supporting system such as levels of infrastructure
development, ease of obtaining permits (required time), investment incentives, etc.

6) Environment around industrial park (living environment, etc.)

7) Target industry and company (type of industry, average profit ratio, size of potential tenant
companies, profit ratio, market share, etc.)

8) Regional accumulation situation of related companies (number of companies and mutual
linkage with related companies)

9) Access situation to large cities and consumption markets (Cities with 200,000, 500,0000
and 1 million population)

10) Existence of excellent companies (the so-called, “anchor enterprises”), intention to
participate by private enterprises, etc.

As for "How to question about location advantages", see Attachment Table 1 (a).

What is important about “market value of industrial estate”?

Because the amount of debt and equity finance depends on the asset value (market value) of

the industrial estate land to which SIDO assigns, the real estate appraisal result becomes

important.

As a real estate appraisal method, we use the profit reduction method. Real estate price
(revenue price) is calculated by dividing the future earnings (NOI) of the industrial park real
estates (land / building) by the investor's expected yield (capitalization rate).

The higher the real estate price, the higher the loan-to-value ratio (i.e. the lower the haircuts

for collateral) will be; therewith the industrial estate special purpose company (SPC) will be

able to borrow more from financial institutions.
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BOX 2. Real estate evaluation method:
Direct capitalization method:

It is an income approach method to evaluate real estate values. It is generally used by
lenders. Real estate value will be estimated with direct capitalization. In this method, net
operating income (NOI) will be divided by the capitalization rate

Value of Land (Market Price)=NOI +Capitalization rate

NOI (Net Operating Income)

The present value of net profit remaining at hand after subtracting vacancy loss, operating
expenses, etc. from the potential incomes to be obtained from rent (GPI/Gross Potential
Income). (Note: For real estates, NOI does not consider borrowings and depreciation

expenses) (See also BOX 3 as a reference)

Capitalization rate

It is the expected yield by investors. This is influenced by the characteristics of the area
where real estate is located, future growth potential, risks, economy, lending attitude
(lending conditions) of banks, etc.

The higher the cap rate, the higher the risk. The lower the cap rate, the lower the risk and
the higher the popularity of the real estate becomes. In the case of an industrial estate, the
capital-to-ordinary profit ratio of the industry to which the entering company belongs can be

used as the cap rate.
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1-8 Understand what determines project cash flow (rent income from tenants)
To show project cash flow, the data that shows availability of potential tenants (number of
enterprises) and their profitability (i.e. their rent-paying capacity) must be collected. The
information concerning individual enterprises (potential tenants) as well as the information
about major industrial sectors in the region (sector shares in number of companies and
assets/revenues size, and sector average profitability, sector growth potential, etc.) will be
collected.
Data to be collected include the below:
1) Target industry and tenant candidates (type of industry and average profit ratio; size of
the potential tenant companies, profit ratio, market share, etc.)
2) Regional accumulation situation of related companies (number of companies and
mutual linkage with related companies)
3) Access situation to large cities and consumption markets (Cities with 200,000,
500,000 or 1 million population)
4) Existence of excellent companies (the so-called, “anchor enterprises”), intention to
participate by private enterprises, etc.

As for “how to question about profitability of candidate tenants”, see Attachment Table 1. (b).

What is important about “profitability of the tenant enterprises?”

Since SIDO customers are mostly small-scale micro-operators, SIDO needs to take measures
to improve the profitability of SMEs moving into industrial parks. In other words, it is necessary
to collect and organize their information, make use of the strengths of each industrial park, and
reinforce weaknesses.

Among others, it is recommended to attract large companies without restricting to SME, if

necessary, for strengthening profitability and revenue stability of industrial park. The existence

of the so-called "anchor firm" is also very meaningful from the viewpoint of expanding and

strengthening industrial value chains

1-9 Understand financial structure of PPP (Project finance, establishment of
special purpose company)

SIDO officers need to understand in advance what kind of financing scheme is being used to
realize industrial park development. Finance schemes SIDO is currently consulting with the
(government-owned) TIB Development Bank are as follows (See Figure 7):

- SIDO will become the original owner of the industrial estate site, become an originator and

sponsor (investor) and establish an industrial estate special purpose company (SPC).

- TIB will provide project finance. In other words, the loan is executed by evaluating the rate
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of return (discount rate of cash flow generated by the project) of the project, that is, the
industrial park business operated by SPC.

The industrial park development method currently being considered by SIDO and TIB has
another important and complicated factor in terms of finance. That is, SIDO cannot provide cash

for development. Instead, SIDO will provide investment-in-kind to SPC in the form of land for

industrial park. And with that as a backing, SPC will raise funding to develop an industrial park.

Specifically, SPC is expected to procure funds for industrial park development from investors
and financial institutions backed by the asset value of the land and buildings of industrial park

owned by SIDO and the cash flow to be generated from it.

Land/ Land leasehold + Property rights of
buildings + future rent incomes

Originator & Sponsor Asset backed finance/Non-recourse loans
Land/ Long term land Debt finance
leasehold
SIDO Rent payment >
<(exempted by Princinal & interests L) et i
Contract) SPC
(JV ) Lender & Arranger of SPC
Frquit Equit )
Tquit .
S 2 Private sector IV
contributions
partners
. I
Co-Sponsor Dividends \ J
Equity holder (Tenants)
Social Rent payment
security
funds Other business SIDO rental factory for SMEs

(Source) Compiled by Hashimoto
Figure 7. SPC structure: SPC owns land through JV between SIDO and private sector

Late last year, SIDO finally concluded the MOU with TIB to develop industrial parks by

project finance (strictly speaking, asset finance) method. However, as SIDO's land ownership

transfer is not easy, 'there had been circumstances that conclusion of MOU has been postponed

many times. Based on this situation and in light of the current law of Tanzania (Land Act of

' Note that SIDO will not lose its land ownership unless it becomes totally unable to pay back the debts. Land is used
as collateral for borrowing from banks; therefore, no land ownership transferred to the bank is necessary at the time
of the loan agreement.

23




1999), it may be necessary for SIDO to also_consider the ways in which it can leave land

development and management to SPC while maintaining ownership of industrial park (See

Figure 8).

Land leasehold + Property rights

of buildings + Future rent incomes
Asset backed

finance/non-recourse loans

Transfer of long term
land leasehold Debt finance

Banks/Non
SIDO banks/Other financial

Principal & interests institutions

Rent could be

exempted by SPC
Contract Asset backed securities
(ARS) eanitv investment

Equity

Investment
Fund/Equity holders
(Construction
company,
developer/Property
management
company, etc.)

Dividends

T Rent payment

Other business SIDO rental factory for SMEs

(Source) Compiled by Hashimoto
Figure 8. SPC Structure: SPC owns long-term land lease
(SIDO will not engage in SPC)

Financial maneuverability of SPC

And to make asset finance successful, there are prerequisites: SIDO needs to ensure SPC’s

financial maneuverability. Financial maneuverability or “the ease of fund raising” can be

assured by SIDO giving the following rights to SPC:

(i)  SPC will have land ownership (title of deeds) or long-term land leasehold rights
(i1)  SPC will hold property rights of the buildings & infrastructure to be constructed

*(1) and (i1) will give SPC the assets (collaterals) to leverage their fund raising

(ii1))  SPC has the right to issue real estate asset backed securities (RE-ABS) by securitizing the
real estate cash flows and property values (See BOX 3)
(iv)  SPC may set up a trust for land leasehold and property rights with a trust bank, and

receive real estate trust beneficiary rights, after the completion of development. (See Box
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3)

*(ii1) and (iv) concern ease of property management and option to reduce tax burdens of SPC

(v)  SPC has the rights to resell the land leasehold and property rights to the third party as an
exit option (For instance, change hands from a construction company to a real estate
O&M company)

(vi)  SPC equity holders have the right to sell their equity interests to the third party, according
to the conditions & requirements set by Contract.

*(v) and (iv) give equity holders chances to collect part of their investments (expenses spent)

(vii) SPC has the right to introduce other income-earning businesses, according to the
conditions & requirements set by Contract.

(viii) SIDO may become a tenant (lease back the common facilities of industrial park from
SPC)

(ix) Some other preferential treatment (tax exemption/ reduction, fast depreciation,
incremental tax revenue reinvestment, support for additional land acquisition from district
government, license & permits acquisition support, one-stop shop support, etc.) will be
arranged.

*(vii) to (ix) contribute to sound cash flow of SPC

If the financial maneuverability of SPC is thus ensured, SIDO can procure funds for its

industrial land development through real estate backed finance such as the following two

methods:

) Joint venture (SIDO becomes co-sponsor by providing its land or real estate trust
beneficiary rights to SPC as in-kind equity)

2) SIDO registers the long-term land leasehold rights for its industrial land; and transfer
the rights to SPC

With regard to cases (i) and (ii) above, SIDO could exempt SPC of payment (rent/purchase)

in case SIDO becomes JV partner of SPC or based on Contract clarifying that all concerned

property rights will be returned to SIDO at the end of the project term when the land leasehold

period ends (i.e. SIDO will retain the right to repurchase all properties at zero or negligible

value from SPC). If not total exemption, leasehold rent from SPC can be set very low, at the

level just enough to cover SIDO’s land tax payments. >

% Currently, SIDO’s land taxes (rents) on industrial lands (both developed and undeveloped) are already extremely
low compared to the ordinary tax rates. And SIDO DTDI is further negotiating with the Ministry of Land and
Ministry of Regional Administration and Local Governments to acquire land tax exemptions on SIDO’s industrial
lands.
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BOX 3. Real estate securitization

Real estate asset backed securities (RE-ABS)

Real estate securitization is a method of raising development funds by issuing securities
(asset backed securities/ABS) with specific asset (such as industrial park of SIDO) as a

backing. It is considered as an effective financing method in the case where a powerful

private company cannot be found, since it can raise funds from unspecified many investors

or a specific number of few investors. In addition, this method is also advantageous in that

SIDO, the original owner of real estate, does not lose land ownership.

Real Estate Trust Beneficiary Rights

There are two ways of transferring land: (1) SIDO transfers the industrial estate to the
SPC in the form of real estate; and (2) SIDO transfers real estate ownership to a trust bank
for a certain period of time and acquire in exchange the real estate trust beneficiary right
(i.e., the monetary claim that can receive trust dividend from rent income). And SIDO will
transfer thus acquired real estate trust beneficiary right to the SPC. In either case, the SPC
will issue bonds (publicly-issued bonds or private placement bonds) backed by the property

value of the real estate or monetary claim and the cash flow it generates. This enables SPC

to mobilize private funds, namely, to raise funds from unspecified many general investors or

a specified few investors. In addition, for SPC, it can be said that the latter (i.e. buying and

selling of monetary claim) has financially advantageous over the former (i.e. real estate
trading), since real estate acquisition tax, etc., will not be imposed. That is why SPC, after
the completion of development, can set up a trust for land leasehold and property rights with

a trust bank, and receive real estate trust beneficiary rights.

Land leasehold + Property rights

of buildings + Future rent incomes
Asset backed

finance/non-recourse loans

Transfer of monetary
claim (Real estate

Debt finance

Banks/Non
rights) banks/Other financial
Principal & interests institutions
Payment for the
monetary claim SPC
Asset backed securities
Trandfer of real Equity (ARS)  eanitv investment
estat¢ ownership Investment
for the trusted Dividends Fund/Equity holders
period (Construction
Monetary claim company.
(Real estate trust T Rent payment developer/Property
beneficiary rights) management
company, etc.)
[ TRUST BANK ] SIDO rental factory for SMEs ]

Other business

(Source) Compiled by Hashimoto
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SPC is a bankruptcy remote entity

SPC is a bankruptcy-remote entity established to develop, own and operate a special project

while isolating financial risk and minimizing bankruptcy risk.

Normally, bankruptcy remoteness is the most important issue for investors and financial

institutions that pay attention to the value of assets (industrial estates) to which they provide

finance. Asset value is to be created by guaranteeing that SPC assets will not be seized

(investors do not suffer damage) even if the owner of the underlying asset goes bankrupt.

In the case of SIDO, since it is a non-profit organization under the MITTI affiliate, its

bankruptcy is not to be assumed.

Risk sharing in PPP project is the key to successful project finance

Because SIDO’s industrial estates implies an investment in undeveloped real estate (before

generating any revenues), the uncertainty of profit sharing is high. In general, the risks assumed

include those shown in the table below (See Table 5).

It is said that risk sharing is the key to the success of project finance. It is necessary to

identify risks and share responsibilities among public and private parties. (This work is

unnecessary at the stage of pre-FS, but shall be done during the preparatory stage for tender)

Table 5. Risk sharing between SIDO and SPC

Project Stage

Risk concerned for PPP Project

Basic development planning
stage (until acquisition of land)

Land acquisition risk (Land acquisition of SPC), Adjustment risk related to
rights relation of planned site, Risk of land defect (Soil pollution, buried
objects, site boundary), etc.

Land Acquisition

Basic design & implementation
design stage (up to the start of
construction of buildings)

License delay risk (permission and approval risk such as development
permission and building confirmation), adjustment risk with neighboring
residents, land defect risk, environmental risk (occurrence of environmental
problem) etc.

Start of Construcion

Construction work stage (until
completion of building
construction)

Construction delay risk (financial collapse risk of construction companies -
risk of delays due to disasters), default risks of related companies,
performance unachieved risk, specification change risk (risk of cost over due
to design change, etc.), risk of force majeure, etc.

Completion of Construction

Operation stage (start leasing)

Market risk (such as fluctuation in the real estate market, changes in rents),
tax system & law revision, aged deterioration of property, deterioration of
lessee attributes, environmental changes, damage from disasters. There is
also the risk of property negligence by SPC (the real estate management
company) & trust bank (the trustee) and deterioration in their financial and
credit standings.

Completion of the Project

There is a risk that real estate will be sold for debt treatment when land and
building of industrial park are converted to SIDO.

(Source) Compiled by Hashimoto
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1-10 Understand the bargaining power of access to land (Preparation of list of
industrial estates)

Access to land is the bargaining power of SIDO against the private sector

Access to land is the bargaining power of SIDO considering the fact that access to land

is what the private sector desperately want and do not have.

SIDO officers need to revise the list of SIDO’s industrial estates in the manner that shows all
the information financiers would like to know including the below:
(i) Facts about industrial land:

-Address: REGION/DISTRICT/MUNICIPALITY/PLOT No. BLOCK,
-Area (ha) suitable for use
-Developed/Occupied areas (ha)
-No. of units,
-Partially Developed/unoccupied area,
-Undeveloped area (ha),
-Establishment year,
-Industrial estate (IE) registration year,
-Tenant companies' industries
- Land survey (land title),
-Master plan
-special remarks
(i1) Location data (Location features:
- Natural conditions,
-existence of industrial related facilities, etc.,
-Available support from Region/District/Municipality,
-Access to major road & highways,
-Access to airport ,
-Access to railway stations,
-Access to ports and harbors,
-Access to 50,000 population city,
-Access to 200,000 population city
(ii1) Industrial estates (IE) features:
-One stop service by SIDO,

-Availability of industrial use water & sewage, electricity and gas,
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-Availability of common facilities,
-Features of renting plots and buildings,

-Rent details (rate, length, other)

(iv)Candidate tenants
-Candidate anchor companies
-Candidate SME tenants
-Regional industrial agglomeration status,
-Number of large companies in the region

-Number of small to medium companies in the region

See Attachment Table 4 for the existing list of SIDO’s industrial estates (as of November 3,
2016). This list is currently under revision to reflect the latest information acquired from 24
ROs.

In addition, in order for SIDO to wisely take advantage of this bargaining tool, it is
recommended to start necessary negotiations with relevant parties to ensure financial
maneuverability of SPC. For the details, see STEP 5 (In-advance information sharing with

government entities) and STEP 6 (Creating supporting system for private sector operator).

STEP 2: Make up clear strategy to develop SIDO's industrial estate

Idealistically speaking, it is better for SIDO to have clear strategy for industrial development

for the target industrial estate before starting the data collection. It is important to ensure the

quality of data collection as well as in terms of effective utilization of limited resources.

Have clear strategy and tactics for collecting data!

For effective use of limited resources, wisely “select & concentrate” !

29



Developmentjof industrial park

STRENGTH

\l/ Characteristics|of industrial park

Strengthen strength TACTICS Reinforce weakness

Action Plan for Attracting
I Enterprises

Strengthen cooperation Strengthen support
0 B Support system >€—d EP
with local governments system

l Improvement of environment
for attracting companies

Aggregate SIDO- . Visit information
o7 -><_Data collection <€
ROs data sources

l Data collection from
financial perspective

| i isi . Negotiate with
identify promisind_s, ~Attract enterprise >€— 24

SMEs anchor company
“Selection and concentration” for effective utilization of limited resources

(Source) Compiled by Hashimoto

Figure 9: Clear objective, strategy and tactics for effective data collection

2-1 Decide the Strategy to develop which cluster and how at the target industrial
estate
SIDO will decide “Strategy” for specific cluster development and its method. For this
purpose, RO officers can analyze location advantages and disadvantages by utilizing SWOT
analysis or referring to the knowledge accumulated at each RO. Based on the analysis, they can

make plans and methods to enhance advantages and reinforce disadvantages to meet the

objective.

Sample of SWOT analysis (Morogoro/ KIHONDA Industrial land)
By combining four factors (namely, positive, negative, internal and external factors), write

about Strength(S), Weakness (W), Opportunity (O) and Threat (T) of the target industrial estate,
and complete the SWOT table..
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Positive factors Negative factors

STRENGTH WEAKNESS
- 3 phase power, 24 hour supply | - water supply (80% of demand)
available ) ) )
" - Water connection (have issue in the quality of water
% - Designated industrial land supply)
; Kihonda industrial land in not
g fenced.
=
OPPORTUNITIES THREAT
- Kihonda industrial land is near the ) )
center of Morogoro Metropolis - There is the City Dump located
S (near consumer market) about 2-3 km away from Kihonda
& - Roads connecting to major regions . .
= and cities industrial land
> - SGR Construction (speed train for | -  There is no land extensibility to the
= both & 1 hour t
& oth passenger & cargo), 1 hour to outside (all neighboring lands are
DAR
owned)

Figure 10 SWOT Analysis (Case for Morogoro)

2-2 Define the tactics (necessary activities) to achieve the Strategy
Once the regional and industrial park development strategy (i.e. a specific industrial cluster
promotion strategy) is decided, it is necessary to examine concrete activities (tactics) for

achieving the strategy.

What are the tactics (necessary activities) to achieve the Strategy? In general the tactics will
involve the following activities:
- collecting necessary data (i.e. information necessary for financiers)

- constructing cooperative relations with LGAs, etc. to create supporting system for the

private sector operator, and
- exchanging information (market sounding) with key persons of candidate anchor
companies, major information sources such as developers, construction companies,

financial institutions, etc.
With regard to this pre FS, the target industrial clusters for pilot industrial lands were
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pre-decided: Sun flower oil cluster for DODOMA and metal & engineering cluster for
MOROGORO. Nevertheless, it is still recommended that with a clear understanding of the

objective of this Pre-FS, RO personnel would discuss thoroughly to make a clear strategy and

tactics based on the objective evaluation on location characteristics of the target industrial lands

(such as agglomeration situation of companies, clusters, suppliers, access to consumer markets,

infrastructure, labor force, etc.). (See Figure 9)

Such information can be accessed through public utilities (Urban water supply and sanitation
authority, TANESCO), LGA offices, TRA/NSSF regional/district offices and chambers of

commerce and industries (TCCIA in Tanzania).

2-3 Understand what kind of information can be collected from where

See Attachment Table 2 (Important Data Sources) and Table 3 (The case study: Data
collection conducted in Morogoro and Dodoma) for accessible data sources.

By conducting many Pre-FS at various ROs, by using unified formats, standards (units) and
indicators, it is recommended that data base of information will be created enabling later

comparisons.

2-4 Collect data about land (land use, restrictions, infrastructure, access to
transportation, etc.)
It is necessary to show the attractiveness of the industrial park location to investors, banks,
and companies to be located in industrial parks.
The kind of information that needs to be collected at this stage is summarized in Attachment

Table 1 ("How to question about location advantages and tenant profitability”)

2-5 Collect data about enterprises, conduct sector categorization, understand
which sector has competitiveness and high growth potential

For the regional development promotion and employment generation, SIDO needs to develop
industrial parks by mobilizing private funds. This, however, might require the attraction of large
enterprises in order to convince investors. Without the location of anchor companies, mobilizing
funds from investors might become difficult in some cases where market value of the industrial
estate is low. Advantages of having an anchor company include stabilization of cash flow of the
industrial park as a whole by mobilizing suppliers and related companies. In addition, this will
eventually improve tenant SMEs' technology levels and widen their market channels.

It is important, therefore, to grasp the investment plan and related information of the
company SIDO wish to attract in the target industrial estate. In addition to the literature survey

(statistics etc.) as an information source, it is more useful to have interviews with relevant
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parties: (i) companies to be attracted, and (ii) companies with high possibility of knowing the
target companies' investment plans, such as construction companies, financial institutions and
consultants.

See also Attachment Table 1 ("How to question about location advantages and tenant

profitability”)

2-6 Collect data about SIDO industrial estate, regional map, its ownership/ title of
deeds, rents to Municipality (total due rents), etc.

With regard to the target industrial estate, check whether or not the title of deeds is already settled.
If it is not settled yet, check its current rent level and the total amount of due rents.

In order to seek PPP project, SIDO has to first and foremost pay up the due rents or settle the title
of deeds of the lands. (SIDO DTDI is currently negotiating with the Ministry of Land and Ministry
of Regional Administration and Local Governments to acquire land tax exemptions on SIDO’s
industrial lands.)

Un-surveyed lands are also unacceptable for PPP project, so all SIDO lands need to be first

surveyed and their title of deeds must be settled.

2-7 Collect data about neighboring industrial lands, ownership, market rates of
industrial sheds in the region

Ability to expand outward, by purchasing the neighboring lands will become an attracting point

of industrial estates. Therefore, it is necessary to check the ownership status and vacancy of
the lands neighboring SIDO’s industrial estates. If possible, get the name of the owner
companies and contact addresses. Through market sounding with investors, when the possibility
of large-scale development comes out, SIDO officers can contact the owner to ascertain whether
there is a possibility of leasing or selling ownership.

As well, the market rents of industrial sheds in the region need to be collected.

2-8 Understand regional land development plan, related incentive measures

Generally speaking, in all regions of Tanzania, SIDO can explore the possibility of registering
the project with any of the following (i), (i) and (iii), by which investment incentives are
provided to respective investors.

(i) Tanzania Investment Center (TIC),

(i1) Export Processing Zone Authority (EPZA) or

(ii1) Special Economic Zone (SEZ)
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SIDO officers need to check long term land development plan (such as Municipality Master
Plan) and find out ways in which it can cooperate with the regional (district and municipal)
governments to promote development of the region by attracting enterprises.

Examples of investment incentives includes include (i) subsidies for environmental and social
impact assessment (ESIA), compensation for relocation of residents, etc. (i) tax
exemption/reduction, special depreciation (iii) stable supply of power & water, (iv) providing
continuous business support to tenant companies (such as one-stop service by SIDO).

See also Attachment Table 1 ("How to question about location advantages and tenant

profitability”)

STEP 3:Planning & Designing of SIDO industrial estate

This determines SIDO’s technical requirements and conditions to the private sector operator
for building public sector facilities for SIDO. It should include the layout drawing, technical
specifications of the public facilities and financial cost estimation.

Financial cost estimation is important, although it will not be disclosed to the public at the
tender, because it will be used as an important reference for SIDO for deciding the adequacy of
the proposals to be submitted by tender applicants.

As for the financial viability of the project, which only concerns public facilities at this stage,
it is important to find out that the project could be financially self-sufficient (i.e. expected
income meets the expected expenditures).

In the following sections, financial estimations conducted (as of 8 Feb. 2018) by Mr. Barton
Willilo, JICA Local Consultant) for KIZOTA (Dodoma) and KIHONDA (Morogoro) will be

used as the reference.

3-1 Draw layout, define technical specifications

For each of the target industrial estates, SIDO officers, according to its development strategy,
shall draw layout and define technical specifications for public facilities. This planning is
crucial because it will be used as part of the tender documents that define the requirements and
conditions for delivering public services by the private operator.

According to the cases of KIHONDA and KIZOTA prepared by JICA local consultant Mr.
Barton Willilo (as of 8 Feb 2018), the layouts included public facilities (SIDO’s rental factory)
and commercial facilities (“common buildings”) which provide services to public facilities.

(Note that these layouts do not reflect SIDO’s blueprints and need to be revised later).

- KIHONDA is designed for metal & engineering, and therefore the size of each industrial sheds
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are large. One building is 200m*30m and can be divided by walls according to the tenants
demand. As well, it has one “Shared Facilities” to keep specialized machineries (no need to be
owned by individual SME), which can be shared by SMEs (no need to be owned by individual
SME). And there are two sheds for “material supplies” which can serve for tenants as well as

regional customers.

Table 6. Facility specifications of KIZOTA and KIHONDA industrial estates
Processing facilities (KIZOTA)

S/N Building Type Premise Name Diamension Qty
10 x 20m 20
1 Industrial Shed No 1 Processors/Crushers Type A
Processors/Crushers Type B 20 x 30m 1"
2 |industrial Shed No 2 Refinery 20 x 50m 2
. 20 x 50m 2
3 Industrial Shed No 3 Warehouse for Seeds/Stockist
Warehouse for Seed Cake 20 x 30m !
Pack 20 x 30m 2
4 |industrial Shed No 4 ackers
Display/Markerters 20 x 30m 2
Processing facilities (KIHONDA)
S/N Building Type Premise Name Diamension Qty
Shared Facilities 30 x 100m 1
1 Industrial Shed No 1 Material Suppliers 30 x 30m 2
Medium Size Manufacturers 30 x 20m 2
2 Industrial Shed No 2 Medium Size Manufacturers 30 x 20m 5
3 Industrial Shed No 3 -5 |Small Size Manufacturers 30 x 10m 30

(Source) Provided by Mr. Barton Willilo, JICA LC (Feb. 8, 2018)

For both KIZOTA and KIHONDA, “common buildings” include:

-Common laboratory: expecting private company to provide service

-Meeting spaces: expecting the union of tenants will rent out for all tenants to use
-Service vendors: expecting private company to provide service

-Office spaces: expecting private company to provide service

-Restaurant/canteen: expecting private company to provide service
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Table 7. Specifications of shared facilities (KIZOTA and KIHONDA)
Shared facilities (KIZOTA)

S/N Building Type Premise Name Diamension Qty
Comon Laboratory 5x10m 1
Meeting Space 10 x10m 2
1 Comon Building Service Vendors 10 x 10m 3
Offices 5x6.1m 20
Restaurant/Canteen 10 x15m 1
Shared facilities (KIHONDA
S/N Building Type Premise Name Diamension Qty
Comon Laboratory 5x 10m 1
Meeting Space 10 x 10m 2
1 Comon Building Service Vendors 10 x 10m 3
Offices 5x6.1m 1
Restaurant/Canteen 15 x 32m 1

(Source) Provided by Mr. Barton Willilo, JICA LC (Feb. 8,2018)

For both KIZOTA and KIHONDA., there are three types of parking spaces:

-Trucks parking: free of charge for suppliers and buyers to use
-Tenants car parking: free of charge for the tenants

-Guest/common parking: this is charged to for the use by visitors and regional residents

Table 8. Specifications of Other supporting facilities (KIZOTA and KIHONDA)
Other supporting facilities (KIZOTA)

S/IN Building Type Premise Name Diamension Qty
' |Building No. xx |Administration Building 20 x12m 2
2 Parking No. 1 Truck Parking 1,500sqm 25
3 Parking No. 2 Tenants Car Parking 300sqm 50
4 Parking No. 3 Guest/Common Car Parking 1,100sqm 183

Other support facilities (KIHONDA)

S/N Building Type Premise Name Diamension Qty
1 Building No. 1 Administration Building 20 x 12m 2
2 Building No. 2 Food Cluster 1
3 Parking No. 1 Truck Parking 20 1
4 Parking No. 2 Tenants Car Parking 70 1
5 Parking No. 3 Guest/Common Car Parking 150 1

(Source) Provided by Mr. Barton Willilo, JICA LC (Feb. 8, 2018)
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3-2 Define assumptions for cost and income estimation

After deciding the layout and technical specification of the public service facilities, SIDO
officers will define assumptions for cost and income estimations.

Since the PPP project will be managed by the private sector operator (SPC), market prices
will be used as the base of calculation. However, to make safer estimation, it is recommended
that all unit prices for income estimations will be conservative as compared to market prices.

Since the assumptions directly affect the total cash flow of the project, they must be defined
carefully.

According to KIZOTA and KIHONDA financial models (by Mr. Willilo/LC), for cost and
income calculations, same unit prices were used for DODOMA (KIZOTA) and MOROGORO
(KIHONDA). All figures below include TAX (VAT 18% and withholding tax 10%), thus each

unit price will be smaller excluding TAX.

Assumption for cash flow estimations

In addition to the assumptions used for calculation of financial estimations (Table 9), there
are some more assumptions which affect cash flow of the project. According to the example
from KIZOTA and KIHONDA cases, the following additional assumptions were made for cash
flow estimation:

1) Occupancy rate of industrial sheds (i.e. processing facilities) is assumed 100% from the

second year. This estimation, for Kizota and Kihonda cases, is based on the interview
with Cluster and non-Cluster member companies. It is assumed that there are more than
enough demand for tenants.

(i1) Occupancy rate of commercial areas is assumed 100% from the third year. Conservative

estimation was allegedly made for Kizota and Kihonda considering the availability of
service providers in the market.

(iii)  Occupancy rate of commercial parking space is assumed to increase from 40% in the

first year to 90% in the fifth year, and to be kept at 90% for the rest of the period.

(iv) Rent income increase rate is assumed to be 5% every two years.

) It is assumed that SIDO can lease back the office space (and pay commercial rents to

SPC) based on the understanding that the central government will allocate the budgets if

it is for the payment from public to private sector.
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Table 9. Assumptions for financial estimations

Assumptions for income & cost

calculations Unit price Adequacy
Rental rates for processine facilities Conservative estimation based on SIDO’s DODOMA City Center
mecting rooms aIx)1 d laboraftgo ? USD 4/sqm/month average rent prices of USD 7/m2/month) (Note: Warehouse rents
J Y near KIZOTA could not be used since it was too low)
Rental rates for service vendors, office and USD 7/sqm/month Conservative considering the market rate in DAR of USD 15-

administration building

25/m2/month

Rental rate for restaurant/canteen

USD 12/sqm/month

(Conservative considering commercial rates of USD18-
20/m2/month)

Rental rate for guest parking

USD 120/car/month

Conservative considering TSh 500/hour =USD
6000/30days=USD180/day in DODOMA)

Rental rate for tenants and trucks

free of charge

Included in tenant rents

All rental rates are Tax inclusive

VAT 18% and
withholding tax 10%

All figures include TAX (VAT 18% and withholding tax 10%), thus
each unit price is smaller excluding TAX.

Property tax

0.02% of property
value

Tinsurance of the property

0.125% of property
value

In public sector, they usually will not have property insurance, but
we should include insurance fee under PPP project

Management fee

5% of turnover

This is the market rate generally used for property manager

Expenditures on buildings qualify for depreciation allowance of 2%

L o o
Depreciation rate for building 2% per year on a straight-line basis for its useful lives
- . Expenditures on fixtures & fittings qualify for depreciation
0,
Depreciation rate for fixtures and fittings ~12% allowance of 12% per year on a straight-line basis for useful lives
Assuming the rate of lending by Pensions Funds (all Pensions Fund
Interest rate on loan 17% including LAPF) Maturity is 7 years (LAPF loan rates are decided
based on the yield of government securities + LAPF margin)
Discount factor 11.44% 11.44% 10-year fixed rate TREASURY BOND (July 2017)
Debt/equity ratio 60:40 Considering the general practice by banks
. A ing th hi incipal i 1
Grace period on debt (for both principals ssumm'gt at bot mterejst and principal payment is depayed by
1 year year during the grace period. Borrowers must pay back total amount

and interest payments)

in 6 years (under 7-year maturity loan)

Marketing expenses

0.05% of turnover

This is the expense for advertising to potential tenants about the
industrial estates during its construction period (through media,
radio and papers)

Exchange rate

2,2502.250 TZS/USD

Main building measured work (main

TSh 11 billion & 13
billion for KIZOTA &

All unit costs for construction used in the cost estimation are
commercial basis:
-2-km access roads (paved) alone costs: TSh. 2.3billion

building costs) KIHONDA, (TSh150,000/m2 * 15,000m2)
respectively -Truck parking construction unit price: TSh 100,000/m2
-Tenants parking construction unit price: TSh 60,000/m2
3% of main building  |Besides superstructures (main buildings), there are works such as
External works .
costs plastering walls

Day works

2% of main building
costs

Payment for day workers

Prime costs and Provisional sums

4% of main building
costs

For fixtures (electricity wires, water pipes, etc.), costs of
subcontractors

S 3% of main building  |Construction site clearance (clear roads for construction works,
Preliminaries
costs etc.)
SIDO will be a JV partner, and it will provideits land as in-kind
Land values of SIDO's industrial estate 0 equity to Industrial Estate Development and Management Special

Company (SPC).

Total cost of building

Total sum of all the
costs above

Professional fees

5% of total cost of
building

Supervision fees for developer (company)

Total project costs

Total cost of building
+ professional fees

(Source) Information acquired from Mr. Barton Willilo through interviews on Feb. 8, 2018.
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3-3 Conduct financial estimation and decide financial viability of the project

Financial viability

To understand the financial viability of the any project, SIDO officers need to:
-Calculate net cash flow of the project (each year, and for the entire project period)
-Calculate major financial indicators such as debt service coverage ratio (DSCR), Net present

values (NPV), internal rate of returns (IRR) and payback period.

Net cash flows

Net cash flow is the difference of cash inflow and outflow for a period.

First of all, calculate net cash flow of each year by adding expected annual cash inflows
(operating incomes such as rents, parking lot incomes, etc.) and cash outflows (capital

investments, expenditures, etc.), and then add them up to find the net cash flow of the entire

project period. When calculating cash-flow from operating activities, non-cash items at this
stage (such as interest payment and depreciation and amortization) will be added back to

Earnings, because they will not affect cash flows.

Net Cash flow = Earnings + Interest — TAX + depreciation & amortization — capital
expenditure - working capital

When investors want to judge the attractiveness of investing to the project, net cash flow

must be discounted to show the present values.

Net Cash flow before discounted to the present value is called “Free cash Flow” or FCF and

the net cash flow discounted is called “Discounted Cash Flow” or DCF.

In DCF analyses, the present value of net cash flow will be calculated by discounting the
future free cash flow projection by investor's expected yield (capitalization rate).

In general, as a discount factor, investment returns of alternative financial product of
equivalent period will be used. E.g. for KIZOTA & KIHONDA cases, fixed coupon rate of
10-year Treasury Bonds (11.44%) is used.’

Debt service coverage ratio (DSCR)

DSCR is an indicator of the cash flow available to pay current debt obligations.

It can be calculated by dividing the net operating income (NOI) by total debt service of the

project period.

3 Bank of Tanzania
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DSCR= Net operating income + Total debt service
where
-NOI for commercial real estate can be calculated by subtracting operating expenses (such as
vacancy costs, etc.) from the gross potential rent incomes (GPI). See BOX 4 for more detail.
-Debt service is the cash that is required to cover the repayment of interest, principal and lease

payments for a particular period.

BOX 4. Formula for Net Operating Income (NOI) for commercial real estates
In commercial real estates, NOI is the net operating profit remaining at hand after
subtracting vacancy rate, operating expenses, etc. from the potential incomes to be obtained
from rent (GPI/Gross Potential Income). (Note: For real estates, NOI does not consider
borrowings and depreciation expenses).
DSCR= NOI +debt service = 750 +600 =1.25

Potential rent incomes (Gross potential income) 1000
Vacancy -100
Effective rent income (Net potential income) 900
Property taxes -20
Insurance -20
Maintenance fees -10
Property management fees -100
Other expenses 0
Total expenses -150
Net Operating Income (NOI) 750
Reserves for replacement -100
Bank loan repayment (principal & interests) -600
Net cash flow before tax 50
(Note) In the real estate business, NOI refers to the profit before
interest payments and before depreciation and amortization.

C. f. In general business, NOI includes interest payment and depreciation & amortization. The
formula will be as below:
Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA) +Total Debt

Service

Net present value (NPV)
NPV is the difference between the project's total income and costs. NPV can be calculated as

below:
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(i) Discount the net cash flow for each year by a discount factor to obtain the present value of
each annual cash flow.

Ry
(1+14)t

where

Rt = net cash flow of a year
i= discount factor (such as 11.44%, fixed coupon rate for 10-year Treasury Bond/2017).
(i1) Add up the present values of each cash flow (DCF), including the initial investment (Ro)

N
NPV(i,N) =
() ; (141)t
or
NPV= Ro+ R1/(1+i)1+ R2/(1+i)2+ « + - - = =+« .« RN/(1+i)N

where

t = time (Year O to Year N)

Ro= Net cash flow of Year 0 (i.e. initial investment=negative figure),
Rn= Net cash flow of Year N

i = discount factor

To simplify, NPV = Initial investments + DCF

NPV>0 must be assured. Because, if the total sum is negative figures (NPV<0), it is not

worth investing because total costs surpasses the total incomes.

If NPV<O = DCF (net present value of future incomes) < Initial investments

Internal rate of returns (IRR)

Internal rate of return (IRR) is the discount rate that makes the NPV zero. (Use Excel sheet to
calculate the IRR)

Investors will compare the project IRR with the alternative investment opportunity (such as
government treasury bonds of the equivalent period), and may consider this project is
financially not attractive if IRR is not higher than the returns from alternative investment.
Payback period

Compare to the average annual cash flow (for both FCF and DCF?) with the initial investment

* Ordinary payback period (using FCF) is useful in a sense it is easy to calculate, but in order to judge the project
profitability, discounted payback period (using DCF) is used because taking into account the present value of the cash
flow.
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amount in order to calculate the payback period. This shows how many years it will take to
collect the total investment amount. Payback period should be shorter than the useful life of the

superstructures (buildings and facilities), which are the sources of incomes.

When the annual future cash flow is constant (even), we can use the following formula:

Payback period = Initial investment costs + average annual cash flow

If the annual cash flow is NOT constant (uneven), the formula is as below:

Payback Period =x +(y/z)  where
x = the last period with a negative cumulative cash flow;
y = the absolute value of cumulative cash flow at the end of the period x;

z = the total cash flow during the period after x

Or simply follow the steps (i) to (iii) below to find out the payback period:

1) Calculate the cumulative net cash flow for each period and,

(i1) Add back the (discounted) cash flow in each period to the remaining negative balance
from the preceding period. The balance is initially negative because it includes the
initial investments of the project.)

(iii)  The year the cumulative cash flow becomes positive represents the payback period!

According to the cases of KIZOTA, payback period was 7 years using FCF, whereas it was 9
years for DCF.

ITEM/YEAR 0 1 2 3 4 5 6 1L 7 3 8 [ 9 O
FCF (Tsh million) | -13.239 727 635| 1712|2432 3173 3825| | 4568 5336 | 6,129
DCF(Tsh million) | -13.239 652 st 1237]  1577] 1846 1997] | 2140  2243] | 2312
Cummulative FCF|_ -13239] -12512] -11.877] -10.165] -7.733]  -4560]  -735|" 3.833]  9.169[ | 15.299
Cummulative DCF|_-13239] -12587] -12.076] -10838] _-9262] -7416] 5418 -3278] -1.035] © 1278

(Source) Kizota financial estimation by Mr. Barton Willilo, JICA Local Consultant (as of Feb 8, 2018)

Financial viability of KIZOTA and KIHONDA
According to the financial estimations results by Mr. Willilo, both KIZOTA and KIHONDA
projects are evaluated financially viable, based on the financial indicators such as the below:
-NPV was over zero implying it is worth investing,.
-The project IRRs are ranging 15-16%, which surpassed the general investment requirement of
Pensions Funds (currently 11.44% for the fixed coupon rate of 10 year government bonds) °.

-The payback periods are ranging 6-7 years using FCF, 8-9 years using DCF, both of which are

> All social security funds must meet requirement of the investment guidelines that states that investment returns
must be equal or larger than the returns of the government securities (i.e. treasury bills and bonds).
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within the useful life of buildings (20 years). °

Important points

However, it is recommended the financial estimations will be revised taking into account the

following:

1.

Land value of SIDO: Land evaluation shall be done to understand the market value of
the target industrial land. Land will either (i) be transferred to SPC as in-kind equity
(free of charge) in case of JV or (ii) be leased to SPC for a very low rent in case for
non-JV. In either case, the land value will affect SPC’s ability to procure funds from
banks and investors. The higher the value of land, the more SPC can procure funds.
The official land valuation is handled by Government Chief Valuer of the Ministry of
Land since 2016 and will be appraised according to the National Land Value Map (in
which land price of each region is described in Tsh/m2). Even in the case of
KIHONDA and KIZOTA where the land ownership is not fixed, we recommend
applying for urgent application as it can apply to the Ministry of land if there is a
Letter of allocation.”

Rent incomes/Tenants’ ability to pay rents: Tenant survey shall be done more
thoroughly to avoid vacancy risk. As well, the level of chargeable rent needs to be
evaluated based on the ability (profitability) of target tenants. (See BOX 5 for simple
way of guessing the rent level that can be charged to tenants)

Other incomes: Incomes other than the rent incomes should be removed from the
initial financial estimation. For instance, the income from parking lots can be removed.
Especially, parking space incomes should be excluded from financial estimates if it
accounts for a large percentage of total revenue. (According to advice from LAPF
Pensions Fund investment experts, parking lot incomes may be included in the
financial estimate if it is less than 5% of total revenue, but should be excluded if it is
around 20% of total revenue.)

Depreciation rates: According to the financial estimation by Mr. Willilo, the
expenditures on buildings qualified for depreciation allowances of 2% per year (on a
straight-line basis). Since it is a straight line method, it is assumed that the useful life
of buildings is 50 years (which seems too long). Applied percentages need to be
confirmed because TRA® states that they are 5% per year (which means the useful life

of building is 20 years).

% The reason why you compare the payback period with the useful life of buildings is because in that period the
building will able to create cash flows. So even in the case where the payback period is shorter than the loan period
(in this case 7 years), there is no concern. In general, banks will set the loan period equal to the useful life of the real
estate if the market interest rate is at the adequate level.

" Information acquired from Mr. Baltazari Sumari who is dispatched from the Ministry of Land to SIDO
8 TRA, Income Tax Act Cap. 332, Practice Note, “Depreciation allowance for Depreciable Assets” (2013)
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BOX 5. What is adequate level of industrial rent?

To date, SIDO has provided industrial parks to small and medium-sized businesses at low
rents based on government funds. However, if SIDO were to pursue development of
industrial parks with private funds, it is a prerequisite to cover development investment funds
with rental income. In that case, what will be the reasonable level of factory rent? In
principle, an adequate level of the profit margin of the factory rent is said to be about the
profit rate of the tenant company (lessee). Therefore, factory rent will be the total sum of the
expenses necessary for maintaining the factory and rental margin estimated based on the

profit rate of the entering company.
[Factory annual rent = expenses necessary for maintaining the factory +profit margin of

rents]

However, if it is difficult to obtain financial data from a company that is likely to move in,
it is recommended to use the following simplified method.
How to roughly calculate how much rent you can charge from tenants

Every company pays rent, personnel expenses, and other expenses using gross profit, that
is, the remainder after deducting manufacturing costs from total sales.

Normally, if a company assumes that about 20% of gross profit will be used for rent
payment, it roughly corresponds to two months of monthly income.

Therefore, based on the average annual income of the company over the past three years, it
can be judged that the annual rent payable by the company is about two months of the

average monthly income.

Sales 100 100 100
Production cost 15 20 25
Gross profit 85 80 75
Rent (20% of Gross profit) 17 16 15
[ Rent share in total sales 17% | 16% | 15%
More or less
L Two months sales 16.6 | 16.6 | 16.6 } close figures

(Note) The rent will also be high in places with high land prices
(Note)) The percentages of manufacturing costs tend to vary by the type of industry. Heavy industry is high, light
industry is low.

Depending on the type of industry, the proportion of rents in gross profit varies, and
there is a certain trend depending on the type of industry. Therefore, we encourage SIDO
officers to visit and listen to numerous companies and ask advice from bank lending staff

who have many companies as customers.
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3-4 Compile report (as an input for "Technical requirement & standards of public
facilities" of tender documents)

Layouts and technical specifications will become inputs to tender documents.

Financial estimations will not be publicly disclosed, but be utilized as the standard for
evaluating the financial proposals to be submitted by tender applicants.

Two type of tender is expected, according to the type of SPC structure (see STEP 1-9).

Firstly under the SPC structure where SPC owns land by JV between SIDO and the private
sector (See Figure 7 shown in STEP 1-9), there supposed to be three tenders. In this case, it is
assumed that equity holders (SIDO, financial institutions and pension fund) will establish SPC.
And this SPC will hold the following three tenders:

1. Tender to hire a company to design the entire property (FS and Environment and Social
Impact Assessment) for both public facilities and private commercial facilities,
2. Tender to hire a construction company to build the industrial estate, and

3. Tender to hire a company to manage the industrial estate properties.

Year 1 Year 2 Year 3 Year 4 Year 5
Pre-FS —
|% SIDO/shareholders establish SPC

Tender to conduct FS & ESIA

—

> Tender to hire Contractor

=

L> |Tender to hire property manager

]
|% Project operation

Figure 11. Three tenders to be hold for JV type SPC structure

Secondly, under the SPC structure where the private sector operator run the project utilizing
the long-term land leasehold rights to be transferred from SIDO (and thus SIDO will not engage
in SPC management) (See Figure 8 in STEP 1-9), there will be only one tender to be held.

In this case, it is assumed that private sector operator (most likely a developer) will establish
SPC; and this SPC will procure funds (loan agreement with a bank, etc.), hire construction

companies (contractor), and hire property manager.
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Year 1 Year 2 Year 3 Year 4 Year 5

Pre-FS ]

L> [Tender for FS & ESIA

]

L> |SPC established by the private operator
SPC procure funds

SPC hires Contractor

]
Q SPC hires property manager, etc.

]
L> |Start operation

Figure 12. One tender to be hold for privately-run SPC structure

STEP 4:Market sounding

4-1 Understand why it is necessary to talk to investors, banks/financial
institutions and anchor companies

Market sounding with financiers during and after data collection in Pre-FS is valuable
because these stakeholders will give SIDO officers creative ideas that they alone cannot imagine.
As mentioned in STEP 1-4, there are various ways for utilizing public real estates by the private
sector. For instance, there are many foreign companies involved in various big infrastructure
projects in Tanzania. They have demand for tenant offices for sales bases. If they are to be
granted the access to land, they might as well develop SIDO’s industrial estates together with
their commercial spaces.

In Tanzania, nevertheless, both the government authorities and the general public seem to have
distrust towards the private sector entities to own and operate public sector services. Considering
such sentiments, keeping “public ownership” on the front might contribute to easier management of
SPC.

As well, there is an increasing demand for social security funds to play a vital role in supporting
industrialization in Tanzania, considering the prolonged government budget constraints, financial
sector inability to provide affordable loans and capital market infancy. °

Taking into account the above, brainstorming sessions were conducted with two social security
funds (LAPF and GEPF) to find out the possibility of partnership between SIDO and social security
funds. According to their suggestions, it turned out to be that Public-Public-Private Partnership

seemed preferable to them than Public-Public Partnership. Without the involvement of the private

% Daily News (4/4/2017)
http://dailynews.co.tz/index.php/business/49653-pension-fund-investments-vital-for-industrialisation; 26th PPF
Members and Stakeholders Conference 2017 http://www.ppf.or.tz/conference/
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sector, investment returns maybe become too low for social security funds to participate.

4-2 Understand what information is required to whom

Since the main fund providers are banks and investors, it is extremely important to collect

and provide what data and information “they” would want to know.

Financiers like to know that there will be a good number of potential tenants which assure
stable flow of rental incomes. “Market values” & ‘“project cash flow” are the two most
important factors that determine the decision of financial institutions and investors providing
equity & debt financing.

These are the reasons why SIDO officers must collect information regarding “location

advantages” and “profitability of tenants.

4-3 Prepare presentations
Basically, same presentation format (see Figure 13) can be used for all stakeholders,
including financiers, government entities and anchor companies.

Building trust is the utmost importance in information sharing.

With regard to attracting anchor companies, it is important to effectively provide information
required by the target company in order to encourage the company to move into industrial parks.
Depending on each company, there reasons for relocation may include the factors below:
1) Proximity to the headquarters and other own factories
2) Proximity to market (location: distance to market & major cities)
3) Land price (low rental price, inexpensive selling price)
4) Proximity to related companies (accumulation of existing suppliers)
5) Ease of securing human resources and labor (accumulation of skilled and unskilled labor)
6) Being an industrial park (infrastructure development status: stable & low-cost supply of basic
infrastructure such as electricity, water & sewage, communication, etc.)
7) Constraints from the surrounding environment are small (low possibility of litigation
concerning land expropriation)
8) Subsidies by national and local governments (easy to obtain licenses, short time to obtain
permits and licenses, investment incentives such as tax reduction and preferential treatment)
9) Ease of obtaining raw materials, etc. (accumulation of existing suppliers)
10) Sincerity, aggressiveness, speediness of local governments (existence of investment
attracting organization and one-stop service)
11) Access to highway (infrastructure development situation: proximity to transportation &

logistics infrastructure)
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Figure 13. General contents of presentation
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With regard to government authorities (especially MOFP), special caution must be paid when
making the presentation:
1. Select an easy-to-understand project
2. Include clear messages (Profitability, sustainability, significant impact on
industrialization, SME empowerment, and strengthening of industrial value chains.

3. Emphasize the importance of MOFP approval to enable the project

See Attachment Figure 1 for presentations prepared (by Ms. Maria Erasmus of DMI) for
market sounding with potential stakeholders about KIZOTA and KIHONDA industrial estates.

STEP 5: In-advance Information sharing with government entities

MOF approval for SIDO’s land mortgaging with private sector is crucial

SIDO needs to obtain approval from MOF and MITI on transferring long-term land leasehold
or land mortgage right to the private sector/ SPC. To that end, it is important to obtain approval
from the MOFP in particular for the following matters:

(i) Land ownership (Title of deeds) must be settled. SIDO has to first and foremost pay up the due
rents and acquire the title of deeds of the lands. (Un-surveyed lands as well must be surveyed)

(i) Get consent from MOFP for transferring the ownership (title of deeds) or long-term land

leasehold rights to SPC

(ii1) Get the consent from MOFP for borrowing from banks (TIB and others)

The above items (i)-(iii) are of an utmost importance, in order to avoid the last-minutes rejection

by MOFP in the situation where all stakeholders are ready.

5-1 Get consent about overall PPP concept

In PPP, in order not to lose momentum for the private sector partners, it is important to make
sure that all public sector decision-making will be implemented smoothly in a short period of
time.

In order to shorten the government approval process, SIDO can contribute by getting strong
sponsorship from MITI and MOFP. SIDO can share information well in advance to make all
decision-makers knowledgeable about the type of project and its positive impact on

industrialization and SME promotion.
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5-2 Get consent about the establishment of SPC (including SPC establishment by
the private sector operator)

The establishment of SPC (special purpose company) may take a week to one year,
depending on how well SIDO officers informed the decision makers in advance. When a
public institution (like SIDO) establishes SPC, it goes through the following decision making
route. In some cases it requires cabinet approval.

SIDO—Board—MITI—Committee of Permanent Secretaries —Cabinet (in some cases)

5-3 Get consent about transfer of land or long-term land leasehold rights to SPC
Why it is important to transfer long-term land leasehold to SPC? As emphasized in STEP
1-9, under the section “Financial Maneuverability of SPC”, to make real estate backed finance
successful, SIDO needs to ensure SPC’s financial maneuverability. Financial maneuverability
is “the ease of fund raising” which can be assured if SIDO give either transfer its land title of

deeds or long term land leasehold rights to SPC for the project period.

5-4 Get consent about borrowing from bank other than TIB Development Bank

MOFP approval of land mortgaging with private financial institution is considered very
difficult under the current regime. Nevertheless, it is very important that SIDO continue to
negotiate with MOFP so as to enable it for the better future financial options.

MOFP has agreed to approve SIDO land mortgaging with TIB Development Bank, on case
by case basis, on the strict condition that all the necessary documents (FS, cash flow estimation,
structure of SPC, etc.) will be submitted to MOFP in advance for approval.

By continuously informing MOFP the advantage of involving financial institutions other than
TIB Bank, SIDO officers need to make efforts to pave ways to enable private sector funds
mobilization. Under the current high market interest rates (of over 20%), SIDO officers might as
well have to consider the utilization of concessional loans from international organizations (such
as UNCDF) and bilateral donors.

STEP 6:Creating supporting system for private sector operator
6-1 In-depth information collection to accommodate investors needs

As explained by using Figure 1 earlier, the activities of STEP 2, 3, 4, 5 and 6 are executed at
the same time and repeatedly while considering mutual information input.

SIDO officers will conduct a series of market sounding to get various business ideas and
requests from investors and potential tenants. In order to respond to their requests, SIDO
officers need to conduct further data collection and at the same time start negotiation with

relevant government authorities to enable various government supports to realize their requests.
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6-2 Negotiate for cooperation with LGAs (municipal, district governments)

SIDQO’ ability to attract companies can be largely determined by how it can create the
supporting system in addition to attractive location advantages.

For instance, ease of obtaining approvals and permits (required time) from Tanzania Food and
Drugs Authority (TFDA) and Tanzania Bureau of Standards (TBS), investment incentives and
other preferential treatment (tax reduction/exemption and special depreciation), subsidies for
environmental and social impact assessment (ESIA), compensation for relocation of residents,
support in acquiring lands, etc.

SIDO can also build cooperative relationships with utility companies in terms of stable
supply of electricity, water, etc. As well, SIDO can provide continuous support (such as
one-stop service) to tenant companies.

SIDO can also support the company to get investment benefits that can be provide by the
central government entities such as (i) TIC, (i) EPZA and (iii) SEZ, by writing letters to register
the project, and find out what kind of incentives can be provided to respective investors.

In relation to municipal development master plans, SIDO may be able to find ways to
cooperate with municipal governments sharing the same goals to promote regional

industrialization and employment generation.

6-3 Negotiate for cooperation with TRA, MIL, etc.
Tax Increment Financing (TIF)

In the future, there will be increasing cases for lands owned by the local governments
(regional and district governments) to be transferred to SIDO for industrial parks development.
At such instances, if it is possible for local governments to participate in industrial park
development together with SIDO, the financial method called Tax Increment Financing (TIF)
could also be considered as a financing option.

TIF is a method of procuring funds by assuming the future increase in local government's tax
revenue (property tax, business tax, etc.) following the development of the industrial park as a
repayment source. In the United States, it is frequently used to utilize and redevelop public
lands through public private partnership. In the designated development district (TIF district),
the increase in the tax revenue of the district accompanying development will be applied only to
the development project, which can be used as a leverage to induce private investment. Local
government will lend land to the private sector and private companies enter into agreements to
improve the land.

There are two ways to raise funds for development of TIF district: either by adding small

funds annually from the increase in tax revenues generated each year, or by procuring up front
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the large funds by the issuance of tax increment bonds (TI bonds are the receivables to be repaid
by the future tax revenues).

If “incremental tax revenue reinvestment” is possible, it could be considered as a preferential
treatments (supporting system).

In Tanzania, LGA & Ministry of Land (MOL) is in charge of collecting land rents (LGA gets

retention of 20% of the total collected land rents), whereas TRA is in charge of collecting

property taxes. Since Land rent can only be collected from the lands that are already “surveyed,.
the more LGA survey the land (expand the total pie of lands), the more the total amount of

retention it gets from the Ministry of Land (i.e. LGA’s land rent revenue increases).

Reinvestment back to the project
for a certain period of time

=

SIDO land » SIDO land
(Before development) (After development) Increase in land
rents (Tsh 120)

+Property tax

Land values Tsh 24,000/sqm = Land values Tsh 48,000/sqm

Can i d
Land rents Tsh Tshs 120/sqm  — Land rents Tsh 240sqm ar s

portion of taxes
Property values Tsc 0/sqm —  Property values Tsc 600,000/sqm  be reinvested
back to the
project?

Property tax Tsh 120/sqm

(Source) Compiled by Hashimoto

Figure 14. Image of “incremental tax revenue reinvestment”

STEP 7:Preparation of Analytical Report based on the above STEP 1-6
7-1 Prepare input to financiers about the specific project
Analytical Report will be used by SIDO to decide the project method of the target industrial
estate. The report therefore needs to include contents necessary for deciding project methods
as well as enough information (enough to judge whether there is room for establishment of
private-sector business) for SIDO to prepare for the tender to select the project operator.
Analytic report will be used by companies, investors and financial institutions for judging
whether or not they will advance to detailed design and evaluation (FS/DD), respectively.
Therefore, the contents must include at least:

-Location advantages (that determines market values) of industrial estates, and
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-Profitability of tenant candidate enterprises (that determines the project cash flow)

The recommended detailed contents of Analytic report (format) is as shown in Table 10.
With regard to the Analytic Repots of KIZOTA and KIHONDA submitted by Mr. Willilo, JICA
LC, it lacks much information, thus continued data collection & market sounding is

recommended. See Attachment Table 5 for the detailed evaluation of Analytic Reports.

Table 10. Detailed contents (format) of Analytic Report

SIDO STATEMENT ON XXXX (Name of place) RENTAL FACTORY DEVELOPMENT PROJECT

1

1-1 Industrial estate development strategy (why SIDO chose XXX sector?)

1-2 Type of PPP (JV or lease)

1-3 Type of public sector real estate utilization by private sector (E.G.use of unused floor area, etc.)

1.4 Public-private responsibility (Which side is responsible (take rsk) for plan, design, finance, build, operate,
manage?)

2 FACTS AFFECTING TECHNICAL FEASIBILITY OF THE PROJECT

2-1 Status of land (SIDO land)

2-1-1 [Surveyed/unsurveyed

2-1-2 |Ownership (title of deeds), if not settled current situation (annual rent, total due payments)

2-1-3 |Undeveloped/partially developed

2-1-4 |Unoccupied/partially occupied (existing buildings?)

2-1-5 |Land evaluated (when) or not

2-2 Status of infrastructure (SIDO land)

2-2-1 [Water pipe installed

2-2-2 |3 phase power line instaled

2-2-3 |Gas (natural gas/ propane)

2-3 Land use type/restriction

2-3-1 |Industrial land (for heavy industry/light industry/Other)

2-3-2 |Buildings area (up to X% of land size)

2-3-3 |Floor area ratio (up to X% of land size/X stories)

2-3-4 |Environmental restriction (ESIA, industrial waste & waste water management, greenery ratio)

2-4 External condition

2-4-1 |Location features(Natural environment, existence of industrial related facilities, etc.)

2-4-2 |Available support from Region/District/Municipality

2-4-3 |Access to major road & highways (km)

2-4-4 |Access to airport (km)

2-4-5 |Access to rail way station (km)

2-4-6 |Access to ports and harbors (km)

2-4-7 |Access to major consumer markets (Access to 200,000 population city, etc, Name of cities, distance)

2-5 Status of neighboring land (possibility of expanding industrial land outward)

2-5-1 |Ownership (Owner's name, contact address if possible)

2-5-2 |Current status (undeveloped, vacant or not)

3 LAYOUT & PLAN OF PUBLIC FACILITIES (SIDO rental factory for SMEs in XXX sector)

3-1 Layout

3-2 Technical specifications

3-3 BOQ(BIill of Quantities)

4 FACTS AFFECTING BUSINESS FEASIBILITY OF THE PROJECT

4.1 Regional economy (GDP, industrial output, major industrial sectors, number of SMEs and large companies, labor
force)

4-2 Location advantages/market values

4-3 Tenant survey (tenant demand, profitability/rent payment capacity)

4-4 Intersted parties (anchor companies, investors, financial institutions)

5 FINANCIAL VIABILITY OF THE PROJECT
(EXCLUDING PRIVATE SECTOR COMMERCIAL FACILITIES)

5-1 Assumptionss of income/cost estimation

5-2 Estimated result

5-3 Anticipated risk

6 PROJECT TENDER SCHEDULE

7-2 Prepare input to tender documents

Since SIDO has no experience in preparing for PPP tender, it needs to hire a consultant. Due
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to budget constraints, it is recommended that SIDO will use TA services provided by public
sector entities such as TIB, UNCDF and JICA. Both TIB and UNCDF provide reimbursable
grants (no interest loans) for such TA services.
As the prerequisite to use TA service, SIDO officers need to submit technical and financial FS
(Analytical Report to be prepared as the result of Pre-FS will suffice) to these agencies.
As for the case of UNCDF, upon reception of the documents (a) & (b) from SIDO, the
investment officer will do the following:
-conduct Due Diligence (DD)
-provide SIDO technical assistance (TA) to design bankable project,
-find financiers for SIDO by preparing Project Information Memorandum (PIM) to submit to
financiers, and
-help SIDO prepare tender documents
(a) Technical-FS of the project (SIDO’s rental factory information)
It includes BOQ (Bill of Quantities) and cost estimates, construction drawing &
specifications, Environment Impact Assessment (EIA), if necessary, and anticipated
risks.
(b) Business-FS of the project:
It includes documents to show rent incomes (from tenants) and market values of lands
(the higher the better)

The process of TA by UNCDF would be as shown in Figure 14.

UNCDF technical assistance

<€ >
) 4 N\ /7 N\ CASE 1
SIDO Design Select private
Pre-FS project Tender operator
(developer)
ﬂ Find - —
Technical & [ bankable I > financiers | > Prepare Private sector operator will
Business tender establish and manage SPC
Prepare documents
FS by SIDO PIM* CASE 2
S— Select project
— Tender planning &
design
> MOF/MITI approvals company
N
S PSC/Cabinet approvals SIDO establish and manage SPC
(Project Company)

N

5
L

In general, it takes S years to complete this process in Tanzania.

*PIM stands for Project Information Memorandum, the documents to be submitted to banks and financial institutions
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(Source) Compiled by Hashimoto based on the information acquired through the interview with UNCDF/United
Nations Capital Development Fund (Feb 5, 2018) Mr. Peter Malika, Head of UNCDF Tanzania, Global LFI Manager
and Mr. Imanuel W. Muro, Senior Finance Specialist

Figure 15. UNCDF technical assistance and step towards tender

7-3 Prepare input to MOFP for acquiring consent on specific project

As required to all the projects to be arranged between SIDO and TIB Development Bank,
SIDO officers need to submit all the necessary documents (FS, cash flow estimation, structure
of SPC, etc.) to MOFP for approval. For this purpose, Analytical Report to be compiled by
SIDO during each Pre-FS is supposed to be used.

3. Issues and lessons learned and recommendations for the future Pre-FS

This Pre FS is still ongoing and it still takes time to finish. The main reasons for the delay in
information collection included the below:

(i) SIDO's industrial park development policy and strategy is not decided yet;

(i) Lack of manpower (i.e. only one head office staff is implementing Pre-FS activity, and no
RO officials are appointed); and

(iii) It takes time to gather information from public institutions (Sometimes submission of
official request letter from SIDO is required to get data).

SIDO officials will continue to implement the remaining activities of the pre-FS (according to
each step of pre-FS activities summarized in Table 4). To that end, it is necessary to increase the
number of staff in charge of implementing pre-FS activities and to fully discuss how to develop
KIZOTA and KIHONDA inside SIDO (between HQ and RO), and develop clear strategies of
each industrial park.

For items of information gathering, it is necessary to collect items that have not yet been
gathered in the survey contents of the analytic report (see Attachment Table 6 for the details) as
soon as possible. In particular, information on land (including land valuation, ownership of both
SIDO industrial lands and their neighboring lands) and tenant survey (i.e. confirmation of
potential tenant enterprises and their rent payment capacity) are required.

The important issues to be tackled include the following.

(1) Establishment of SIDO's land ownership (Title of deeds), which is the prerequisite for
conducting PPP

(i1) Requesting for SIDO land evaluation to the Land Ministry

(ii) Completing pre-FS activities of KIZOTA and KIHONDA and starting information sharing
with MOFP and LGAs

Regarding the establishment of SIDO's land ownership, it is necessary to settle payment

delinquency to both Dodoma and Morogoro Municipalities, or to ask the Ministry of Land to
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allow exemption of due rent payments. However, since it is very difficult for the latter to be
granted, practical approach would be (i) = (iii) = (i). In other words, after completing the
pre-FS activities including land valuation, SIDO will consult with the MOFP on the content of
the pre-FS and get an approval for budget allocation to settle the unpaid rents of KIZOTA and
KIHONDA.

As a recommendation, it is encouraged to complete pre-FS and its analysis report on
DODOMA's KIZOTA industrial park at least. Because the land price of the current location of
DODOMA RO is high, it is recommended to redevelop the land of RO together with the site of
KIZOTA industrial park, and the former as a commercial facility and the latter as public
facilities (for RO and SME rental factories). There is a high possibility that LAPF support will
be provided for this plan. There is also a high possibility of mobilizing private funds. Therefore,
it is thought to be important in making PPP success case with DODOMA - KIZOTA and making
various negotiations favorable with MOFP. Therefore, we encourage DODOMA - KIZOTA's
pre - FS to be completed by the end of March in order to negotiate in a direction to partner with

the pension fund which will be newly born in April.
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4. Attachments

Table 1: How to question about “location advantages” and “tenant profitability”

(a) Location advantages (which largely affect market values of each industrial land): Questions to
be asked to RO, LGA, TCCIA, public utilities, etc.

Accumulation of industrial
cluster

Which industrial cluster is strong? Any competitive industrial
clusters in the region?

Accumulation of
manufacturers & suppliers

What are the number and size of accumulated manufacturers, their
suppliers and sub-contractors?

Auvailability of labor force

How much population in the region above the age 16? Availability
of skilled and unskilled workers?

Sound infrastructure

Are there stable supply of water, electricity and gas? (in terms of
quality, price and 24-hour supply) Is there any possibility of
expansion in the surrounding area (available land to purchase)?

Access to large markets,
infrastructure

Are there major transportation (roads, railroads, ports, etc.)
connecting to large cities? Are there any large and expanding
cities in accessible distance? Is there any ongoing government plan
to improve major roads, ports, bridges, etc. to improve
transportations?

Preferential treatments &
support system by public
sector

Any possibility of preferential treatments? For instance, tax
exemption or reduction, special depreciations, LGA support for the
acquisition of lands neighboring SIDO’s industrial land, smooth
issuance of licenses & permits and SIDO’s one-stop-shop service?
Are there any ongoing talks for the cooperation with LGA and
central government entities (regional and district governments, tax
authority, MOFP, etc.)?

Good environment

There are no disputes with residents.
places nearby for employees.

There are good residential

Condition  of  SIDO’s | Land use type (designated industrial land for light/heavy/other

industrial land industry), availability, land tenure (ownership/ title of deeds), land
security, issue of land status (Check with LGA Land Department,
Land Surveyor and Municipality Town Planning Office)

Condition of lands | Ownership, name of the owner, contact address, already developed

neighboring to  SIDO’s | or still undeveloped (vacant)

industrial land (Check with LGA Land Department, Land Surveyor and
Municipality Town Planning Office)

Legal & regulatory | Land use restriction (buildings coverage, floor to land ratio,

restrictions greenery requirement, environmental restriction (industrial waste &

waste water treatment, ESIA, etc.)

(Check with LGA Land Department,
Municipality Town Planning Office)

As well, check if there is any restrictions for industrial park
development due consideration to regional/district city development
plan, land development plan, municipal masterplan; and also in
relation to other private commercial facilities in the area.

Land Surveyor and
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(b) Profitability of candidate tenants (which largely determines the cash flow of the industrial
park to be constructed): Questions to be asked to individual companies

Type of industry | What is the industry average return on equity (ROE)? Such as
(profitability) "Ratio of operating profit to equity"

Type of industry | Current market size (product sales) of the industry, existence of
(marketability) competing products (within country and from abroad),

competitive advantages (high quality, stable supply, low price,
new technology, etc.)

Type of industry (growth
potential)

Growth rate of industry in the previous years; expected growth
in future due to market expansion (such as population increase)

Company size

What is the size of the candidate tenant company? In terms of
the sizes of sales, equity, assets, as well as the size of
investment on plants and equipment (capital investments)?

Company competitiveness

What is the company's product market share? Are there any
competitors? (check their names & market shares) Is the
product competitive compared to its competitors? Does it
have any established and expanding market channel (such as
exporting to neighboring counties)?

Company stability,

profitability

Is the company making net profits for three consecutive years?
Expanding sales and operating profits for three consecutive
years? Is the operating profit to sales ratio high compared to
industry average? If not, is it improving? What is its debt to
equity (D/E) ratio?

Company growth potential

What are the growth rates (year-on -year growth rate) of sales
and total assets in the previous years? What are the expected
market growth and expected market shares of the company?

Regional accumulation of
companies (number)

How many companies both (competing and complementing
companies) in the same industry operating in the same region?
(including suppliers and sub-contractors)

Regional accumulation of

Are they geographically integrated to form an industrial

companies (mutual | cluster?

linkage)

Distance to large cities | How far (how many km or hours by car) is the consumption
(consumption markets), | markets from the industrial park? Does the industrial park have
access good access to large cities with population above 200,000?

Distance to large cities,
infrastructure improvement
situation

Is there any ongoing government plan to improve major roads,
ports, bridges, etc. to improve transportations?
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Table 2: Important data sources

SIDO/ RO

Sound infrastructure (access to 24-hour water and electricity supply,
etc.)

Access to large markets, infrastructure

Good environment (no disputes with residents, etc.)

Legal & regulatory restrictions (land ownership, title of deeds, due
rent payment, annual rent to municipality)

Possibility of creating preferential treatments & support system
(Cooperation with public sector entities including LGAs)

Cluster Association
(representing specific industry)

Current status of industrial cluster (members, organizational strength
in the district/region)

Type of industry (profitability, marketability)

Accumulation of industrial cluster (geographical location, network)

Accumulation of manufacturers & suppliers (geographical location,
linkages)

Access to large markets, infrastructure situation

Issues, Needs

LGA/TRA/NSSF/Department of
Land, other public offices in the
region/ district

(representing the welfare and
interest of the residents,
enterprises and regional economy
& environment)

Accumulation of enterprises (number, sizes), industrial clusters
(major industries)

Accumulation of manufacturers & suppliers (number, sizes)

Availability of labor force (population over 18 years old)

Availability of lands neighboring to SIDO lands (LGA to support
SIDO industrial cluster development)

Preferential treatments & support system (LGA/TRA/NSSF/Other to
cooperate with SIDO)

Legal & regulatory restrictions: Land use (designated industrial land
for light/heavy/Other industries), building coverage ratio, floor area
rate, greenery requirement, drainage of industrial waste water and
other environmental restrictions

Regional development issues, needs, goals

Condition of industrial land: type, availability, land tenure, land
security, issue of land status (LGA Land Surveyor & Town Plan)

SMEs
(representing potential tenants of
SIDO rental factory)

Type of industry (Profitability & Marketability)

Type of industry (growth potential, future prospects)

Regional accumulation of companies (mutual linkage)

Company size (number of employees, assets, revenue, gross profit)

Company competitiveness, competitors

Company stability, profitability

Company growth potential

Issues, needs
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Developers/construction
companies/financial institutions in
the region (representing regional
supporting industries)

Location advantages of SIDO industrial land and neighboring lands

Regional real estate development trends

Equity & debt finance possibility (participation in PPP)

New business ideas

Information of investment plans of anchor companies

Regional development issues, needs

(Potential) Anchor company (for
stabilizing rent income, and for
stabilizing raw materials
procurement, widening market
channels and stronger vertical
integration of sub-clusters)

Company size (number of employees, asset, revenue, gross profit)

Company competitiveness, competitors

Company stability, profitability

Company growth potential

Depth of vertical integration (industrial value chain)

Factory relocation (investment) plan

Conditions for factory relocation (preferential treatments for
supporting SME cluster development)

Financial institutions/ Investors
(representing equity & debt
finance providers/ candidate
sponsor, arranger, lender,
underwriter and manager of SPC)

Possible financial options (PPP & SPC structures)

Prerequisites for providing debt & equity finance

New business ideas

Issues

Advices

SME supporting organizations
(TCCIA, international donor
agencies, etc.)

Regional accumulation of companies (number, size of SMEs and
Large companies)

Regional accumulation of companies (mutual linkage)

Needs of enterprises, industry, industrial cluster, regional economy

Issues

Advices

Public utilities (District Water &
Sanitation Authority, TANESCO,
etc.)

Business trends (customers/enterprises/industry)

Infrastructure investment (current state, future plan for expansion &
improvement)

Legal & regulatory restrictions

Possible participation in PPP & SPC structures

New business ideas

Issues, needs

Advices
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Table 3: Data collection conducted in Morogoro and Dodoma

MOROGORO data collection Jan 21-Feb 1, 2018
Interviewers: Ms. Maria Erasmus, Department of Marketing and Investment, SIDO HQ,
Ms. Joan, Food technologist, and Mr. Wilfred Wambura (Technical officer), of SIDO
Morogoro Office, Hiroko Hashimoto, JICA Consultant,

Interviewees:

@JAN 31 at 1lpm: Mr. Denis Mogela, Land Survey Technician (There are several land survey

technicians at Regional Office of Department of Lands), Land Department of Municipal Office
@Fcb. 1 at 8am: Mr. Charles R. Mwakambaya (TEL: 0754-478-357), Town Planning Officer,
Municipals Office

@Feb. 1 at 8:30am: Architect Department, Municipal Office, Madam in charge
@Fcb 1 at 9 am: TRA Regional Office, Tax Officer, Ms. Evakimar
@Fcb. 1 at 10am: District Council, Administration Office

The result of data collection is as summarized below:

Data needed Data collected Data source
SIDO ownership |SIDO has no title of deeds, need to pay due
of KIHONDA rents, unless otherwise KIHONDA will be
industrial estate  |sold to other parties.

SIDO must write to Municipal director to
settle the ownership

Provided that SIDO has land ownership of
KIHONDA, SIDO can register long-term
land leasehold

-Land leasehold is up to 99 years for public
sector, and for up to 66 years (extended

recently from up to 33 years) for individual |Mr. Denis Mogela, Land Survey
Land leasehold  [uS€ Technician, Land Department of
-Land leasehold registration (documents) Municipal Office

will be prepared at Department of
Land/Municipal Regional Office (by land
surveyor technician) in Morogoro, and then
sent to Department of Land at DODOMA
Central Zone for official approval.

Architect Department, Municipal
Office

(79E, 5.96ha)

Morogoro Municipal Masterplan (2015/16-

Mr. Charles R. Mwakamb TEL:
2035/36) will be completed in March 2018, T ares wakambaya (

Land 0754-478-357), T Planni
fid wap before which we cannot have the copy of . )f own -anmiing
. ) Officer, Municipal Office

maps included in the Plan,

Kihonda is designated as “Industrial zone.” |Mr. Denis Mogela, Land Survey

For all lands in the Zone, owners can choose|Technician, Land Department of
Land use . . 1 ..

land usage from (i) service, (ii) light Municipal Office

industry, (iii) manufacturing/heavy industry |Mr. Charles R. Mwakambaya,
Other land None Town Planning Officer, District
restrictions ) Government Office
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Data needed

Data collected

Data source

Floor area

There is no floor area and building area rules.
Instead, according to Urban Planning and Space
Standards(*). there is space-per-person requirement
plus parking space requirement according to the use
of the building.

Mr. Charles R. Mwakambaya (TEL:
0754-478-357), Town Planning
Officer, Municipal Office

E.g. For both manufacturing/heavy industry (plot size
10-20ha) and warehouses /godowns(0.3-0.6ha), gross
area required per person is 0.4-1.0 m2; and parking
ratio for commercial buildings is 5:1000m2 of total
gross floor area

* Is Kihonda industrial estate
included in URBAN area? Check
Got the copy of the Standards

Buildings
coverage area

For building permit, each request with drawings will
be discussed by land survey technician (from Land
Ministry) who is in charge of land and facilities
beneath the land, municipal engineer who checks
construction/ structure safety and strength, town
planner who is in charge of buildings on top of land,
and municipal land surveyor. And they together
approve and issue the building permit.

Mr. Denis Mogela, Land Survey
Technician, Land Department of
Municipal Office

Greenery ratio

There is no required greenery ratio. But it is
recommended that all properties (either industrial or
residential) will have plants surrounding the
compound.

Mr. Denis Mogela, Land Survey
Technician, Land Department of
Municipal Office

Industry water Must be treated by individual factories before Mr. Charles R. Mwakambaya (TEL:
treatment draining to public sewage system 07 5 4-4783 575 Town Planning '
Other Must follow Environmental Management Act and its Officer. Distri c’t Government Office
environmental Regulations (national law) '

Long term land ~ |[Morogoro Municipal Masterplan (2015/16-2035/36)

development plan

will be completed in March 2018

Incentives/
subsidies for
implementing land

SIDO on behalf of private sector partner must write
letter to register the project with wither (i) TIC
(Tanzania Investment Center), (ii) EPZA in Morogoro

Mr. Charles R. Mwakambaya (TEL:
0754-478-357), Town Planning
Officer, Municipal Office

development or (iii) SEZ in Morogoro.
o P.rop?lne .only (No plan to dev.elop gas pipelines for Mr. Denis Mogela, Land Survey
Gas availability |distribution of natural gas to industries and . .
Technician, Municipal Office
households)
Number of
registered TRA Regional Manager requires an official letter TRA Regional Office, Tax Officer,

enterprises in the
region

from SIDO for disclosing the data

Ms. Evakimar

Number of
TCCIA member
companies in the
region

List of TCCIA members (more than 500 companies),
total number, share by sector and list of names of
TOP 5 of each sector)

(Mr. Wambura, SIDO RO technical officer currently
preparing the table)

TCCIA Morogoro Regional Office

Labor force in the
region

Regional Administrative Secretary of District
Council required an official request letter from SIDO
for disclosing the data

District Council, Administration
Office
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NOTE 1: SIDO official letters to TRA and District Council of Morogoro
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DODOMA data collection Feb 2, 2018

Interviewers: Ms. Maria Erasmus, Department of Marketing and Investment, SIDO HQ,
Mr. Justin B, Kahemela, Credit Officer of SIDO DODOMA Office, Ms. Hiroko

Hashimoto, JICA Consultant,

Interviewees:

@ Ms. Georgia Mwamengele (0653-015-710), Town Planning Officer, Municipal Office

@ Mr. Chalila Amelye (0715-406-640), Municipal Lan Officer

@ M:r. IDD Senge, Executive (Mtendaji) of TCCIA

The result of data collection is as summarized below:

Data needed

Data collected

Data source

Buildings coverage area

Minimun 10% and Maximum 40% of the land
area; and [ 10 meter set back is required

Greenery ratio

Required to plant at least 5 trees

Industry water treatment

CBD gas municial sewage system, buy not
WIA; So individual factory owner must treat the
industrial water before draining to the river

Other environmental

Must follow Environmental Management Act
and its Regulations (national law)

development plan

restrictions EIA (Environment Impact Assessment) required
to heavy industry to be approved by NEM(*)
Long term land DODOMA Master Plan 2010-2030, currently

under revision (Map acquired: See note 2)

SIDO ownership of Check whether SIDO has title of deeds
. . Should check Land Surveyor
KIZOTA/the current If not what is the due rent payment? Office, Municipal Office
WIA plot125 (What is annual rent) ’
Ms. Georgia Mwamengele
Ownership of SIDO's  |Location of WIA plot 125 (0653-015-710), Town
neighboring lands (See note 1) Planning Officer, Municipal
Office
Provided that SIDO has land ownership of WIA |(Land surveyor technician,
Land leasehold plot 125, SIDO can register long-term land Land Department, Municipal
leasehold Office)
Land map DODOMA Master Plan 2010-2030, currently
under revision (Maps acquired: See note 2)
Ms. Georgia Mwamengele
Land use WIA is for light and heavy industries (0653-015-710), Town
Floor area 2 stories allowed (up to 80% of the land area) |Planning Officer, Municipal

Office

*For additional municipal
rules, if any, check with
Municipal Health Office
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Data needed

Data collected

Data source

Long term land
development plan

DODOMA Master Plan 2010-2030, currently
under revision (Map acquired: See note 2)

Incentives/ subsidies for
implementing land
development

SIDO on behalf of private sector partner must
write letter to register the project with wither (i)
TIC (Tanzania Investment Center), (ii) EPZA in
Morogoro or (iii) SEZ in Morogoro.

Ms. Georgia Mwamengele
(0653-015-710), Town
Planning Officer, Municipal
Office

Gas availability

Propane
(In future there will be gas pipe development,
though not included yet in Master Plan)

Ms. Georgia Mwamengele
(0653-015-710), Town
Planning Officer, Municipal
Office

Number of registered
enterprises in the region

TRA Regional Manager requires an official
letter from SIDO for disclosing the data (See
Note 3)

(TRA Regional Office)

Number of TCCIA
member companies in

Mr. Senge will complile the data of TCCIA
members and non-members (with breakdown by
sector) and submit to Mr. Kahemela, SIDO-RO

Mr. IDD Senge, Executive

SIDO for disclosing the data (See Note 3)

the region (See NOTE 4 for his proposal for SIDO's (Mtendaji) of TCCIA
industrial estate development)

Labor force in the Iéeg1 On,Tl Ad@mstrah;;e Selcretary tolf EIStECt (District Council,

region ouncil requires an official request letter from | o . . oo ffice)

NOTE 1: Ownership of SIDO’s neighboring lands

Meat Company owns 113-123

113

114 115

116

117 118

119

120 121

125

124 (*1) SIDO

(Notes) Two plots next to SIDO's plot is owned by private entities. There is a chance to purchase their lands,
*1: Plot No. 124 is owned by Becco Ltd. inDAR. Currently vacant.

*2: Plot No. 126 is owned by Shams Trading Agencies. Currently vacant.

I IS I B B IS DI I S S

123

new airport)

126 (*2)| 127

4|This is the boarder of WIA

132

131 SDO Plot 125 is 5.5 km apart from Central
130 Dodoma District (CBD)

129 5.2 kim from current aireport (16 km from

Rail ways

Residential Area

(Source) Municipal Town Planning Office (as of Feb. 2018)
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NOTE 2: Maps from “DODOMA MASTER PLAN 2010-2030”. currently under revision by Land Ministry

MAP 1: SIDO plot 125 is located in an attractive place, close to city center, within WIA, by the trunk roads

CBD

—Residential
area

MAP 2: SIDO plot 125 is located close to railways, airports (both the current and the new one under construction)

P8t1 25
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NOTE 3: SIDO official letters to TRA and District Council of Dodoma
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NOTE: 4: Suggestion for KIZOTA industrial estate to be the center of FOOD PROCESSING
ZONE, not just for sun flower oil (by Mr. IDD Senge, Executive (Mtendaji) of TCCIA)

Reason 1: There are a wide variety of food processing companies (mostly SMEs), such as
edible oil processing (sunflower, baobab, peanut, sesame, olive, coconut), Seed processors
(making flowers out of maize, sorghum, wheat, cassava roots, etc.), meat processing (dried meat
and processed meat) and horticulture products (potatoes, etc.) processing. Since they are mostly
small companies and are operating in unauthorized, backyard and residential areas, they are
unable to meet both TFDA and TBS standards.

Reason 2: Dodoma area is ripe in agricultural production during the rainy season, but in dry
season, they cannot be processed and get rotten. Therefore, to add values to agricultural crops
and make them into cash crops for farmer, it is necessary to have qualified food processing

zone.

Reason 3: Processed food markets will become large in DODOMA

1. Government agencies are moving into DODOMA

2. Foreign companies which get services from the government are also moving into
DODOMA
Hotels to serve foreigners will be constructed

4. According to the above, the middle class consumers’ market will expand rapidly in
DODOMA

What is requested to SIDO (WIA plot 125):

1) To become the center of FOOD PROCESSING ZONE, by developing plot 125 as food
processing industrial estate, as well as_submitting request to the MITI to acquire the
neighboring lands to establish FOOD PROCESSING ZONE (10 ha +). There is a good
chance that MITI would support SIDO to acquire the lands if it has the majority opinion.

2) At least develop plot 125 (which is about 5 ha and rather limited in space) for packaging

and storage services to support small food processing companies.
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Table 4: LIST of SIDO Industrial Estates as of Nov. 3, 2016

(Source) Compiled by SIDO
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Table 5: Evaluation of Analytic Reports of KIHONDA and KIZOTA

ANALYTIC REPORT CONTENTS

Kihonda(Morogoro)

Kizota/Dodoma

SIDO STATEMENT ON XXXX (Name of place) RENTAL FACTORY

1 DEVELOPMENT PROJECT Cannot decide Cannot decide
1-1  |Industrial estate development strategy (why SIDO chose XXX sector?) X X
1-2  |Type of PPP (JV or lease) X X
13 Type of public sector real estate utilization by private sector (E.G.use of unused floor % y
area, etc.)
14 Public-private responsibility (Which side is responsible (take rsk) for plan, design, % N
finance, build, operate, manage?)
) gﬁg}: (;&’Il‘T FECTING TECHNICAL FEASIBILITY OF THE NOT enough NOT enough
2-1  |[Status of land (SIDO land) A A
2-1-1 |Surveyed/unsurveyed v v
9.1 Ownership (title of deeds), if not settled current situation (annual rent, total due v y
payments)
2-1-3 |Undeveloped/partially developed Undeveoped Undeveloped
2-1-4  [Unoccupied/partially occupied (existing buildings?) KOICA bldg. i;glgggs f0 be built
2-1-5 |Land evaluated (when) or not Not Not
2-2  |Status of infrastructure (SIDO land) v v
2-2-1 |Water pipe installed v v
2-2-2 |3 phase power line instaled v v
2-2-3 |Gas (natural gas/ propane) Propane Propane
2-3  |Land use type/restriction Industrial lands Industrial lands
2-3-1 |Industrial land (for heavy industry/light industry/Other) Both light & heavy Both light & heavy
2-3-2 |Buildings area (up to X% of land size) None 10-40%
2-3-3 |Floor area ratio (up to X% of land size/X stories) None 2 stories (up to 80%)
Environmental Environmental
Management Act Management Act
934 Environmental restriction (ESIA, industrial waste & waste water management, regilation, individual |regulation, individual
greenery ratio) treatment treatment
responsibility, no responsibility,
greenery regulation  |required 5 trees
2-4  |External condition A v
2-4-1 |Location features(Natural environment, existence of industrial related facilities, etc.) |A O
2-4-2 |Available support from Region/District/Municipality None specific None specific
2-4-3 |Access to major road & highways (km) v v
2-4-4 |Access to airport (km) v v
2-4-5 |Access to rail way station (km) v v
2-4-6 |Access to ports and harbors (km) v X
Dar es Salaam,
947 Access to major consumer markets (Access to 200,000 population city, etc, Name of |Dodoma, Mbeya and  |Singida, Mwanza,
cities, distance) Iringa Shinyanga and Iringa
2-5  [Status of neighboring land (possibility of expanding industrial land outward) X Unchecked v
2-5-1 |Ownership (Owner's name, contact address if possible) X Unchecked v
2-5-2 |Current status (undeveloped, vacant or not) X Unchecked Vacant
3 LAYOUT & PLAN OF PUBLIC FACILITIES (SIDO rental factory for |A(Lack SIDO A(Lack SIDO
SMEs in XXX sector) involvement) involvement)
3-1  |Layout v v
3-2 |Technical specifications v v
3-3  |BOQ(Bill of Quantities) v v
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ANALYTIC REPORT CONTENTS Kihonda(Morogoro) |Kizota/Dodoma
4 FACTS AFFECTING BUSINESS FEASIBILITY OF THE PROJECT |NOT enough NOT enough
i Regional economy (GDP, industrial output, major industrial sectors, number of SMEs ANot enough ANot enough
and large companies, labor force)
4-2  |Location advantages/market values /A\Not enough /A\Not enough
4-3  |Tenant survey (tenant demand, profitability/rent payment capacity) /\Not enough /\Not enough
4-4  |Intersted parties (anchor companies, investors, financial institutions) /A\Not enough /ANot enough
5 FINANCIAL VIABILITY OF THE PROJECT Cannot decide Cannot decide
(EXCLUDING PRIVATE SECTOR COMMERCIAL FACILITIES)
5-1 | Assumptionss of income/cost estimation /ANeed to check /Need to check
52 |Estimated result AChange according to AChange according to
assumptions assumptions
Vacancy risk, Vacancy risk,
5-3  |Anticipated risk comemrcial parking  [comemrcial parking
income income
More consultation |More consultation
6 PROJECT TENDER SCHEDULE with stakeholders |with stakeholders
needed needed

(Source) Compiled by Hashimoto
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Figure 1: Presentations prepared for market sounding with potential stakeholders

@)

(Prepared by Ms. Maria Erasmus , Department of Marketing and Investment)

Presentation for KIZOTA industrial estate

Contents

* Introduction of Kizota industrial estate
— Regional profile

* Attractiveness

* Land information

* Infrastructure

* Supporting system

» Contact information

KIZOTA INDUSTRIAL ESTATE

The site is located on Plot No. 125, Western Industrial Area (WIA) in
Dodoma Region

Attractive points

Most of the Government institutions and offices
are currently moving to Dodoma region
(Expansion of market)

Conducive climate/environment for food
processing industries

Possibility of gaining LGA support

Nearest to main roads connecting to large cities
like Singida, Mwanza, Shinyanga and Iringa.
Possibility of developing together with the
property of Regional Office in the centre

Land information

* Status of land ownership :SIDO owns the plot and they are
in the process of acquiring title need

* Size of the area of industrial park: 4.37 ha. (43,700 m2)
* Areas that can be leased to the developer: 43,700 m2
(*SIDO will lease back its office space)

* Lease price: Exempted or SIDO’s current rent (Considerably
low compared to the market price)

* Local usage restrictions: designated industrial purpose

* Building coverage: 10- 40 %

* Floor-area ratio: 2 stories (80%) but they have
consideration to investors

* Land regulations such as green area ratio: to have at least 5
trees
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Infrastructure

* Water (water supply): water already installed in the site.

Electricity: 3 phase electric power available and installed on
the site

* Road: The site is about 2km from Dodoma Singida Road
* Train: Adjoining to the railways
e Airport: 5.2 km to current used airport

16 km to new planned airport

Contact information

SIDO Headquarters

SIDO Headquarter
Mfaume/Fire Road,Upanga
P. O. Box. 2476

Dar es Salaam

E-mail: dg@sido.go.tz

Tel: 022-2151948

Dodoma Regional Office
Regional Manager: Mr. Sempeho Manongi
Phone: +255-26-2321173
E-mail: dodoma@sido.go.tz

SIDO plot 125 is located close to railways, airports
(Close to both the current and the new airports under construction)

rigizs

(SOURCE) “DODOMA MASTER PLAN 2010-2030", currently under revision by Land Ministr

Support system/ Preferential treatments

SIDO can explore the possibility of
registering the project with any of the
following (i)(ii) and (iii), by which
incentives are provided to respective
investors.

(i) TIC (Tanzania Investment Center),
ii) EPZA in Morogoro or

(iii) SEZ in Morogoro

Attachments

1. SIDO’s strategy for Kizota and Kihonda
industrial parks development

LGA regional development purposes

List of SIDO’s industrial estates in all regions
of Tanzania

4. Financial model of Kizota industrial park

Attachment 1: SIDO’s strategy for Kizota Industrial Park
SMALL INDUSTRY DEVELOPMENT ORGANISATION (SIDO) is the parastatal
organization authorized to promote micro, small and medium enterprises in the

country.

SIDO has a lot of plots in each and every region around the country. Due to

financial constrains some of these plots are not developed yet.

In order to accomplish the mandated task that SIDO has been granted by the
Government to promote Industrialization and support SMEs growth; Currently,
SIDO in collaboration with JICA are conducting Pre F-S as a pilot survey in
Morogoro and Dodoma Region to see the possibility of attracting Private investors
to induce Money so that they can build industrial sheds for Metal and Engineering

Cluster and Sunflower Processors in the respective regions

A h 2: LGA regional devel purpose (TCCIA interview)
There s a big demand for constructing FOOD PROCESSING ZONE in DODOMA

Reason 1: There are a wide variety of food processing companies (mostly SMEs), such as
edible oil processing (sunflower, baobab, peanut, sesame, olive, coconut), Seed processors
(making flowers out of maize, sorghum, wheat, cassava roots, etc.), meat processing (dried
meat and processed meat) and horticulture products (potatoes, etc.) processing. Since they
are mostly small companies and are operating in unauthorized, backyard and residential
areas, they are unable to meet both TFDA and TBS standards.

Reason 2: Dodoma area is ripe in agricultural production during the rainy season, but in dry
season, they cannot be processed and get rotten. Therefore, to add values to agricultural
crops and make them into cash crops for farmer, it is necessary to have qualified food
processing zone.

Reason 3: Processed food markets will become large in DODOMA

1. Government agencies are moving into DODOMA

2. Foreign companies which get services from the government are also moving into
DODOMA

3. Hotels to serve foreigners will be constructed

4. According to the above, the middle class consumers’ market will expand rapidly in
DODOMA
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Attachment 3: List of SIDO’s industrial estates as of 3 NOV. 2016(Current under revision)

Suitable | Doveloped/ | No. P[Jmi‘ad"/y Undeveloped | Establish | IE Tenant ies’
REGION DISTRICT WARD PLOT; BLOGK ar:la (h:) Occupied °f unocecvcupied :r::e(::; smenlts registration enai:d::tr;zzms
area (ha) |units area
1/ARUSHA ARUSHA M. UNGA 42-47,72-85, 456 456 14 1979|1979 ;"“d””’c:“'fgh":e:a'
2/ARUSHA KARATU MTO WA MBU 800 000 800
3[DAR ES SALAAMILALA VINGUGUTI 24-27: INDUSTRIAL 519 441 29 072 1971 1971 Plasr:'“‘”ita‘dhf
4{DODOMA  [DODOMA M. UHINDINI MASHARIKI1; W small (NA)| small (NA) MEt‘i'W°T‘ﬁ'Sfff‘°es'
5DODOMA  [DODOMA M. KIZOTA 125, - 437 000 437
6{GEITA GEITA KALANGALALA 210 000 270
7|GemA CHATO ITARE 1700 000 1700
8/IRINGA IRINGA M. ;K\I;’EVLABWA‘ RUAHA g, - 546 283 11 263 1973 1973 |Metal, carpentry, talor
9/IRINGA IRINGA M. KIBWABWA 550 000 550
10|KAGERA BUKOBA M RWAMISHENYE ~ [16,B 068 008 4 06 1987 1987 ’Wﬁi ’:ai‘:;a‘ fiber, soap,
11|KAGERA MISENYI KYAKA 680 000 680
12|KAGERA BUKOBA M. BUHEMBE 17,19,21, 23, 24;F NA| NA.

MASANGA Palm Kermer o, Sop, |
13|KIGOMA KIGOMA-UCHIJI M. KASULUR[;. 33-94,B 1233 11.33] 160 1.00 2004] 2004 w*oodwork‘ hardware,
14|KLIMANHARO ~ |MOSHIM. MOSHL, KARANGA |6, 8A; JJJSECY 826 630 17 196 to79  1g79  |Metal bockeackaging
15|KILIMANHARO |ROMBO ROMBO MUKUU  [36/2;C 072 002 1 010 2008 [Not registered
16]KILIMANHARO | MWANGA KIRONGWE - 300 100 200
17|KILIMANHARO ~{MWANGA KISANGIRO - NA| NA.
18]KILIMANHARO | MWANGA EEF;IEE“::*OK[KWANL - NA| NA.
19]LINDI LINDI M. JAMFURI 155; JJ 940 58| 8 360 1973 1973 |Metal, cashew, etc.
20MANYARA  [BAPATIM. NEGAMSI 610, X 390 030 2 360 2010 |Not registered
21|MARA MUSOMA M. zﬁigg" 70 638 229 14 459 1979] 1979 IFe ‘;iie’i“lctfst‘g:"ap‘
22|MBEYA MBEYA CITY MWANJELWA 54; U 848 848 210 o3y g [ sunfower o

animal feed, etc.
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Facilities Offered Cont...

* Other Support Facilities

SIN Building Type Premise Name Diamension aty
' |Building No. xx i ion Building 20 x 12m >
2 Parking No. 1 Truck Parking 1,500sqm 25
3 |parking No. 2 Tenants Car Parking 300sam 50
4 |Parking No. 3 Guest/Common Car Parking 1.100sqm 183

Facilities Offered Cont...

* Shared Facilities

Building Type Premise Name Diamension

|Comon Laboraton 5x10m

Meeting Space 10 x 10m

1 Comon Building 10 x 10m

Service Vendors

offices Sx6.1m

Restaurant/Canteen 10 x 15m

Model Assumptions

Rental rent for processing facilities, meeting
rooms and laboratory is USD 4/sgqm/month

Rental rates for service vendors, office and
administration building is USD 7/sqm/month
Rental rate for restaurant/canteen is
12/sqm/month

Rental rate for guest parking is USD
120/car/month while for tenants and trucks is
free

All rental rates are Tax inclusive i.e. VAT 18% and
withholding tax 10%

usD

Model Assumptions Cont...

Property tax is 0.02% of property value while insurance
of the property is 0.125% of property value

Project cost

= Management fee is 5% of turnover - QtyRate Total Cost (Fig. in
= Depreciation rate is 2% and 12% for building and Main building - Measured works 37,290 | 11,257,500,000.00
fixtures and Fittings respectively
= Interest rate on loan is 17% while discount factor is External Works| 3% 337.725,000.00
11.44% Day Works| 2% 225,150,000.00
- Prime Cost and Provisional Sums| 4% 450,300,000.00
+ Equity/Debt ration is 40:60, grace period on debt is 1 Preliminaries| 3% 337,725,000.00
year during which interest will be capitalised Add: Land Value 5.7Ha/13.19 acres/57,000Sqm -
= Marketing expenses is 0.05% of turnover Add: Professional Fees| 5% 630,420,000.00
= Exchange rate USD/TZS is 2,250 TOTAL ESTIMATED PROJECT COSTS 13,238,820,000.00
= Project construction period is 9 - 12 months.
Proposed Financing Plan Viability Results

I_ ro— Qty/Rate | T Cost (Fig. in Financial Viability Indicators Base Case
Equity
Equity from M/s SIDO 0% ~ Net Present Value (NPV) TZS 3,928,700,000.00
Equity from Other Investor(s| ~ 40% 5,295,528,000.00 N
Total Equity]  40% 5.295,528,000.00 Internal Rate of Return (IRR) 16.0%
Bank Loan Average Return on Investments (ARol) 15.7%
Term Loan From Financial Institutions| 0% 7,943,292,000.00
Total Loan 60% 7,943,292,000.00 Payback Period - Normal (PBP - N) 6.88 Years
Total Investment Costs 100% 13,238,820,000.00 Payback Period - Dynamic (PBP - D) 8.93 Years

Project Implementation Period

[ 2018 2019 2020 2021 2022
Item

Q102/Q3/Q4/Q1Q2/Q3|Q4/Q1Q2/Q3Q4]Q1Q2/Q3|Q4]Q1/Q2/Q3| Q4]

[Pre-F/S Completion X

Engagement of Public/Private Investors [ [x

[Tender for FS and ESIA x

[Tender Evaluation and Award for FS and ESIA x

[Execution of FS and ESIA R

[Tender for Contractor and Consultant A

[Tender Evaluation and Award for Contractor and Consultant X

[Construction Works: 9 - 12months R EE

[P T R N PP PN P P R

[ Marketing and engagement of SMEs in the Sector o e e

10_|Tender for Property Manager X

11_|Tender Evaluation and Award for Property Manager X

12_|Project Operation IEEEEEEEERE

KIZOTA DESIGN
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(i) Presentation for KIHONDA Industrial estate

Contents

* Introduction of Kihonda industrial estate
— Regional profile

* Attractiveness

* Land information

¢ Infrastructure

e Supporting system

* Contact information

KIHONDA INDUSTRIAL ESTATE

The site is located on Plot No. 79 Block E, Kihonda Industrial Area in Morogoro

Region.

Attractive points

Nearest to main roads connecting to larger cities
like Dar es Salaam, Dodoma, Mbeya and Iringa
Construction of Standard Railway Gauge from
Morogoro to Dar es Salaam.

Linkage with other institutions like Sokoine
University of Agriculture(SUA) that can be used in
conducting Research

Possibility of gaining LGA support

Land information

Status of land ownership :SIDO owns the plot and they
are in the process of acquiring title need

Size of the area of industrial park: 5.9 ha (59,000m2)
Areas that can be leased to the developer: 59,000m2
(*SIDO will lease back its office space)

Lease price: Exempted or SIDOs current rent
(Considerably low compared to the market price)

Local usage restrictions: designated industrial purpose
Building coverage: No restriction
Floor-area ratio: No restriction

Land regulations such as green area ratio: No
restriction (suggested planting on the boundary)

Infrastructure

Water (water supply): water already installed in the site.
Electricity: 3 phase electric power available and
installed on the site.

Road: The site is about 3 km from Msamvu junction
along Morogoro — Dodoma and about 0.3 km from
Morogoro-Dodoma Road

Train: The site is about 7 km from Morogoro Railway
station

Airport: 190 km away

Port: The site is about 198 km away from Dar es
Salaam Port
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Support system/ Preferential
treatments

SIDO can explore the possibility of
registering the project with any of the
following (i)(ii) and (iii), by which
incentives are provided to respective
investors.

(i) TIC (Tanzania Investment Center),
(ii) EPZA in Morogoro or

(iii) SEZ in Morogoro




Contact information

SIDO Headquarters

SIDO Headquarter
Mfaume/Fire Road,Upanga

P. O. Box. 2476

Dar es Salaam

E-mail: dg@sido.go.tz

Tel: 022-2151948

Morogoro Regional Office
Regional Manager : Ms. Jacqueline Mbawala.
Phone 4255767322907
E-mail: morogoro@sido.go.tz

Attachments

1. SIDO’s strategy for Kizota & Kihonda

industrial parks development

2. List of enterprises in the district/region
3. List of SIDO’s industrial estates in all regions

of Tanzania

4. Financial model of Kihonda industrial park

Attachment 1: SIDO’s strategy for Kizota Industrial Park

SMALL INDUSTRY DEVELOPMENT ORGANISATION (SIDO) is the parastatal

organization authorized to promote micro, small and medium enterprises in the

country.

SIDO has a lot of plots in each and every region around the country. Due to

financial constrains some of these plots are not developed yet.

In order to accomplish the mandated task that SIDO has been granted by the
Government to promote Industrialization and support SMEs growth; Currently,
SIDO in collaboration with JICA are conducting Pre F-S as a pilot survey in
Morogoro and Dodoma Region to see the possibility of attracting Private investors

to induce Money so that they can build industrial sheds for Metal and Engineering

Cluster and Sunflower Processors in the respective regions

Facilities Offered Cont...

* Shared Facilities

SIN Building Type Premise Name Diamension Qty
Comon Laboratory 5x10m 1
Meeting Space 10 x 10m 2
1 Comon Building |Service Vendors 10 x 10m 3
Offices 5x6.1m 1
Restaurant/Canteen 15 x 32m 1

Facilities Offered Cont...

¢ Other Support Facilities

SIN Building Type Premise Name Diamension Qty
1 Building No. 1 Administration Building 20 x 12m 2
2 Building No. 2 Food Cluster 1
3 Parking No. 1 Truck Parking 20 1
4 Parking No. 2 Tenants Car Parking 70 1
5 Parking No. 3 Guest/Common Car Parking 150 1

Model Assumptions

Rental rent for processing facilities, meeting
rooms and laboratory is USD 4/sqm/month

Rental rates for service vendors, office and
administration building is USD 7/sqm/month

Rental rate for restaurant/canteen is USD
12/sqm/month
Rental rate for guest parking is USD

120/car/month while for tenants and trucks is
free

All rental rates are Tax inclusive i.e. VAT 18% and
withholding tax 10%
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Project cost
Total Cost (Fig. in
Item Qty/Rate 1z5)
Main building - Measured works 44,361 11,905,425,000.00
Add
External Works 3% 357,162,750.00
Day Works 2% 238,108,500.00
Prime Cost and Provisional Sums! 4% 476,217,000.00
Preliminaries| 3% 357,162,750.00
Add: Land Value 5.7Ha/14.73 acres/59,620Sqm -
Add: Professional Fees 5% 666,703,800.00
TOTAL ESTIMATED PROJECT COSTS 14,000,779,800.00
Proposed Financing Plan Viability Results
e Financial Viability Indicators Base Case
Total Cost (Fig. in Yy
Item QtyRate 125)
Equity Net Present Value (NPV) TZS 3,686,000,000.00
Equity from M/s SIDO| 0% -
Equity from Other Investor(s| ~ 40% 5,600,311,920.00 Internal Rate of Return (IRR) 15.5%
Total Equity| ~ 40% 5,600,311,920.00
Average Return on Investments (ARol) 15.6%
Bank Loan
Term Loan From Financial Institutions| 0% 8,400,467,880.00 Payback Period - Normal (PBP - N) 6.37 Years
Total Loan|  60% 8,400,467,880.00
Payback Period - Dynamic (PBP - D) 8.85 Years
Total Investment Costs 100% 14,000,779,800.00

Project Implementation Period KIHONDA DESIGN

ms [ ows [ oaw [ am | am
otz cocafoscsloefat oo ezl

Item

Pre-F/S Completion i

Engagement of Public/Private Investors |k

Tender for S and ESIA X

Tender Evaluation and Award for FS and ESIA X

Evecution of FS and ESIA x| o x

Tender for Contractor and Consultant X

Tender Evaluation and Award for Contractor and Consultant ¥

Construction Works: - 12months X o x x

Marketing and engagement of SMEs i the Sector M

Tender for Property Manager il

Tender Evaluation and Award for Property Manager X

Project Operation IR EEEEEERE

END
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