






TTT Tapioca Co. Ltd

TTT Tapioca (TTT) started its business about 5 years ago to export tapioca chips, mainly to China, where it is used to produce alcohol for industrial uses. The volume of exports was on an increasing trend for the first 4 years of operation but the volume was reduced by just over 20% in the 5th year due to a shortage of supply from growers. The company believes that as long as the Chinese economy continues to grow, the demand for industrial alcohol will accelerate and therefore for tapioca chips should also grow.

On the supply side, the production of tapioca depends very much on weather conditions and crop substitution such as sugar cane. The government also intervenes in the market from time to time in an effort to boost farmer incomes. The margins for processors and traders therefore are subject to variation.

Production is seasonal, beginning in October or November and continuing for approximately 9 months.

The procedure in this market is as follows:  Processors/traders, like TTT,  contract with farmers to purchase their production. Once TTT has inventory, potential buyers will typically fly in to examine and test the chips for quality and to assess the quantities available from the market.  If they are satisfied and if a price is agreed, an L/C is issued immediately (payable at sight or in 30 days depending on the exporter/importer relationship) and the exporter must be ready for prompt shipment.

From a financial standpoint, the exporter must be able to pay farmers in cash and hold the inventory until  payment from the importer. The minimum shipment size is 5,000 tons and an average shipment is 15,000 tons.

Historically TTT has rented warehouse space – 12,000 sq meters at 60 dirhams per square meter per month. With the expected increase in business the owners believe they will need additional space and  that buying warehouse space makes more sense than renting. The company wishes invest in a new warehouse and drying floor at a cost of 56 million dirhams and requests to borrow 40 million dirhams from your Bank for a term of six years. You already provide working capital finance which you review annually in the amount of 150 million dirhams.

QUESTIONS:

Does this investment make sense to you ?

What are the main “drivers” of the performance of this business ?

How should the loan be structured and how would you monitor it and your working capital line ?

Finally, does the spread sheet reasonably reflect how this business is operating ?

TTT Tapioca: selected financial information

TTT Tapioca: selected financial information

Proposed project:









Capital investment
Total area (two warehouses)

15,000 sq. meters     


Land


11 million dirhams

Estimated capacity


70,000 tons



Construction cost             45 million











Total:


  56 million











Financed by:













Equity increase     16 million













Term loan
    40 million

Current rental cost: 60 dirhams/mo/per sq meter (annually renewable)

Area: 12,000 sq. meters               Capacity: 50,000 tons








HISTORY

	
	2001
	2002
	2003
	2004
	2005

	Sales
	150,932,000
	366,083,500
	581,126,500
	523,103,850
	653,767,312

	Volume (tons)
	69,875.93
	138,667.99
	244,170.80
	249,064.21
	197,512.78

	Average price per kg.
	2.16
	2.64
	2.38
	2.10
	3.31


