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1. Executive Summary

The project considered is an investment in expansion of existing olive oil processing plant (OOPP) in Croatia. The investment would double the production capacity (25 T of olive oil). The idea originated from the fact that the number of organic farmers in the area is growing and that they   are unable to manage their processing with the existing technology. The investor also did informal market survey by visiting organic fairs and talking to the people that are either directly or indirectly related to the project.

The project costs are all covered from the investor’s funds. The investor has over 20 years of experience in private entrepreneurship with steady increase in revenues from diversified businesses.

The background information indicates that the investment has technical feasibility as the same equipment is already used from other olive oil producers. Moreover, the investor has already experience in the olive oil processing.

The financial and economic analyses are performed with a discount rate of 12% as it is recommended from the World Bank sources. The project is acceptable according to all decision-making criteria and it contributes to the both investor perspective (FRR 51%; NPV 1,429,801.57 HRK) and society’s perspective (ERR 60%; NPV 1,636,623.18 HRK). As the extension of the OOPP is going to be dedicated to the organic olive oil production, the project is also environmentally sound.  

The sensitivity analysis shows that the investment is profitable even with 25% increase in costs and 25% decrease in revenues. The highest risk is bad season that will force organic farmers to use chemicals in order to protect their olive trees. Even if the production is not organic, the investment is profitable (FRR 20%).

According to the stated reasons, we recommend to go with the investment.

2. Project Rationale

The project justification can be summed up in two main reasons:

1) Quantity: Existing olive oil processing plant cannot meet the demand on both sides: from the farmers’ side and from the market side. Therefore, an investment is considered in order to expand the plant capacity. 

2) Quality: Due to the new technology, new equipment will increase the quality of the oil produced. Moreover, according to the current market trends and increasing number of organic olive growers in the area, the extension will be specialized in production of organic olive oil. . 

3. Project objective

The project objective is to build an extension of the existing olive oil processing plant for production of organic olive oil. The project aims to increase profit by improve the production  in quantity and quality.
4. Background Information

Before the dissolution of Yugoslavia, the Republic of Croatia, after Slovenia, was the most prosperous and industrialized area, with a per capita output perhaps one-third above the Yugoslav average. The economy emerged from its mild recession in 2000 with tourism the main factor, but massive structural unemployment remains a key negative element. The government's failure to press the economic reforms needed to spur growth is largely the result of coalition politics and public resistance, particularly from the trade unions. Opponents fear reforms would cut jobs, wages, and social benefits. The government has a heavy back load of civil cases, many involving tenure land. The country is likely to experience only moderate growth without disciplined fiscal and structural reform.

In brief, there are some guidelines of the local economy:

· GDP estimate for 2002 amounts $43.12 billion and the real growth rate is 5.2%. GDP per capita is estimated as $9,800. 

· GDP is composed by the following percentage from: 9% agriculture, 33% industry and 58% services. The third sector is mainly addressed to tourism. 

· Inflation rate is 2.2% and the Croatian currency Kuna (HRK) is attached to Euro with fluctuation spread (7.4 – 7.8 Kuna to 1 Euro).

· VAT has two levels: either 0% or 22%. 

The investor is a local businessman with diversified businesses: besides the olive oil processing plant that basically works only during the three months of olive picking season, he also has a profitable restaurant and a night – club in the tourist area. After a very successful year, instead of paying the taxes on revenues, he decides to spread the business and invest the rest of the amount is from his own savings.

Being involved in the food and beverage branch, the investor learned about the increasing interest in organic food. From the other side, his OOPP operates for more than 5 years with steady success. After visiting an international organic trade fair in Croatia, the investor learned about the prerequisites for organic olive oil processing from the first hand. As Croatia has implemented the Law on Organic Agriculture with substantially higher subsidies for organic growing, many farmers in the “catchment’s area” of the existing OOPP are converting to organic agriculture but they don’t have a facility to process it (they are trying to manage with one low capacity movable mill). 

5. Project Description

The present OOPP has a capacity of producing of 25 T of olive oil distributed within the different quality categories with correspondent prices as presented in the Table 1. 

Table 1. Present production of OOPP

	Quality
	Price per T
	Ratio
	Production (T)
	Revenue (HRK)

	Extra virgin
	25,000
	40
	10
	250,000

	Virgin
	15,000
	50
	12.5
	187,500

	Refined
	7,700
	10
	2.5
	19,250

	 TOTAL
	
	100
	25
	456,750


In the Table 2 is described predicted production and revenues from the extension of the OOPP. Its capacity is also 25 T of olive oil and due to the new technology; the ratio of quality categories is improved. The prices of organic olive oil are approximately 50% higher than those of the conventional one.
Table 2. Expected production and revenues of the extension of the OOPP

	Quality
	Price per T
	Ratio
	Production (T)
	Revenue (HRK)

	Extra virgin
	46,200
	50
	12.5
	577,500

	Virgin
	30,800
	40
	10
	308,000

	Refined
	15,400
	10
	2.5
	38,500

	 TOTAL
	 
	100
	25
	924,000


These superficial calculations are showing promising results, especially as the investor has already bulk buyer for the future organic olive oil.

6. Financial Analysis

Table 3. Cost table (With and without the project) in HRK

	
	Without
	With
	
	
	
	

	Year
	<2004
	2004
	2005
	2006
	2007
	2008

	I. CAPITAL COSTS
	 
	 
	 
	 
	 
	 

	1. Land (500 m2)
	0.00
	200,000.00
	0.00
	0.00
	0.00
	0.00

	2. Construction
	 
	 
	 
	 
	 
	 

	a. Building
	0.00
	154,000.00
	0.00
	0.00
	0.00
	0.00

	b. Storage
	0.00
	75,000.00
	0.00
	0.00
	0.00
	7,700.00

	3. Equipment
	 
	 
	 
	 
	 
	 

	a. Processing Line
	0.00
	939,400.00
	0.00
	0.00
	0.00
	0.00

	b. Fork Lift (1)
	0.00
	93,940.00
	0.00
	0.00
	0.00
	0.00

	c. Truck (2)
	0.00
	292,800.00
	0.00
	0.00
	0.00
	0.00

	d. Lab
	0.00
	13,000.00
	0.00
	0.00
	0.00
	4,000.00

	4. Goodwill
	 
	 
	 
	 
	 
	 

	a. Organic Certification
	0.00
	0.00
	2,700.00
	1,540.00
	1,540.00
	1,540.00

	b. Inspection
	0.00
	11,550.00
	4,812.50
	4,812.50
	4,812.50
	4,812.50

	d. Membership fee
	0.00
	385.00
	385.00
	385.00
	385.00
	385.00

	SUBTOTAL
	0.00
	1,780,075.00
	7,897.50
	6,737.50
	6,737.50
	18,437.50

	4. CONTINGENCIES
	 
	 
	 
	 
	 
	 

	a. Price (2,2%)
	0.00
	39,161.65
	173.75
	148.23
	148.23
	405.63

	b. Physical (3%)
	0.00
	53,402.25
	236.93
	202.13
	202.13
	553.13

	TOTAL CAPITAL COSTS
	0.00
	1,872,638.90
	8,308.17
	7,087.85
	7,087.85
	19,396.25

	II. OPERATIONAL COSTS
	 
	 
	 
	 
	 
	 

	1. Salaries/Wages
	 
	 
	 
	 
	 
	 

	a. Manager
	24,000.00
	30,000.00
	30,000.00
	30,000.00
	30,000.00
	30,000.00

	b. Assistant (1)
	15,000.00
	30,000.00
	30,000.00
	30,000.00
	30,000.00
	30,000.00

	c. Expert
	10,000.00
	20,000.00
	20,000.00
	20,000.00
	20,000.00
	20,000.00

	d. Driver (3)
	15,000.00
	22,500.00
	22,500.00
	22,500.00
	22,500.00
	22,500.00

	2. Maintenance
	 
	 
	 
	 
	 
	 

	a. Processing Line
	6,000.00
	10,000.00
	10,500.00
	11,000.00
	11,500.00
	12,000.00

	b. Vehicles
	3,850.00
	7,700.00
	7,700.00
	8,000.00
	7,300.00
	7,600.00

	c. Fuel/Lubricants
	7,700.00
	15,400.00
	16,400.00
	17,400.00
	18,400.00
	19,400.00

	3. Insurance/Taxes
	20,000.00
	35,000.00
	35,000.00
	35,000.00
	35,000.00
	35,000.00

	4. Utilities
	 
	 
	 
	 
	 
	 

	a. Water
	2,000.00
	5,000.00
	5,000.00
	5,000.00
	5,000.00
	5,000.00

	b. Electricity
	8,000.00
	20,000.00
	20,000.00
	20,000.00
	20,000.00
	20,000.00

	c. Waste Disposal
	3,850.00
	11,550.00
	11,550.00
	11,500.00
	11,550.00
	11,550.00

	SUBTOTAL
	115,400.00
	207,150.00
	208,650.00
	210,400.00
	211,250.00
	213,050.00

	6. CONTINGENCIES
	 
	 
	 
	 
	 
	 

	a. Price (2.2%)
	4,039.00
	7,250.25
	7,302.75
	7,364.00
	7,393.75
	7,456.75

	b. Physical (3%)
	3,462.00
	6,214.50
	6,259.50
	6,312.00
	6,337.50
	6,391.50

	TOTAL OPERATIONAL COSTS
	122,901.00
	220,614.75
	222,212.25
	224,076.00
	224,981.25
	226,898.25

	TOTAL COSTS 
	122,901.00
	2,093,253.65
	230,520.42
	231,163.85
	232,069.10
	246,294.50


The expansion of the OOPP (building, storage) is going to be physically connected with the old one and this asks for purchasing of additional 500 m2. 

For additional 170T of olives, a forklift and two trucks are going needed. Each truck has the capacity to carry 8 T of olives, as the harvest is not equally distributed over the picking period.

Due to the organic production, additional equipment is going to be bought for the existing lab. The production is going to be certified organic and this brings new cost inputs such as inspection (125 – 400 Euro per diem) and the costs of the organic certification (paper) itself. In the first year, the inspection is expected to be more expensive than in the following years due to the established and implemented system. All prices related to the organic certification are international prices. To improve its image and increase the network for its production, OOPP will join an International Organic Agriculture Association  with annual membership fee of 385 HRK (50 Euro). It is expected that the organic certificate will be obtained (after one year of inspection and bureaucracy) status in the year 2005.

According to the Law, organic production has to be supervised by a licensed expert. Therefore, an expert is contracted for total amount of 10,000 HRK. OOPP extension is going to overlap in many work positions with the existing OOPP. General manager will stay the same person but with an increase in salary according to more responsibilities. One assistant manager and three workers (drivers) are going to be employed with a three months contract. The full organizational scheme is going to be explained in more detail in the Section 9. 

Table 4. Incremental cost table in HRK

	Year
	2004
	2005
	2006
	2007
	2008

	I. CAPITAL COSTS
	 
	 
	 
	 
	 

	1. Land (500 m2)
	200,000.00
	0.00
	0.00
	0.00
	0.00

	2. Construction
	 
	 
	 
	 
	 

	a. Building
	154,000.00
	0.00
	0.00
	0.00
	0.00

	b. Storage
	75,000.00
	0.00
	0.00
	0.00
	7,700.00

	3. Equipment
	 
	 
	 
	 
	 

	a. Processing Line
	939,400.00
	0.00
	0.00
	0.00
	0.00

	b. Fork Lift (1)
	93,940.00
	0.00
	0.00
	0.00
	0.00

	c. Truck (2)
	292,800.00
	0.00
	0.00
	0.00
	0.00

	d. Lab
	13,000.00
	0.00
	0.00
	0.00
	4,000.00

	4. Goodwill
	 
	 
	 
	 
	 

	a. Organic Certification
	0.00
	2,700.00
	1,540.00
	1,540.00
	1,540.00

	b. Inspection
	11,550.00
	4,812.50
	4,812.50
	4,812.50
	4,812.50

	d. Membership fee
	385.00
	385.00
	385.00
	385.00
	385.00

	SUBTOTAL
	1,780,075.00
	7,897.50
	6,737.50
	6,737.50
	18,437.50

	4. CONTINGENCIES
	 
	 
	 
	 
	 

	a. Price (2,2%)
	39,161.65
	173.75
	148.23
	148.23
	405.63

	b. Physical (3%)
	53,402.25
	236.93
	202.13
	202.13
	553.13

	TOTAL CAPITAL COSTS
	1,872,638.90
	8,308.17
	7,087.85
	7,087.85
	19,396.25

	II. OPERATIONAL COSTS
	 
	 
	 
	 
	 

	1. Salaries/Wages
	 
	 
	 
	 
	 

	a. Manager
	6,000.00
	6,000.00
	6,000.00
	6,000.00
	6,000.00

	b. Assistant (1)
	15,000.00
	15,000.00
	15,000.00
	15,000.00
	15,000.00

	c. Expert
	10,000.00
	10,000.00
	10,000.00
	10,000.00
	10,000.00

	d. Driver (3)
	7,500.00
	7,500.00
	7,500.00
	7,500.00
	7,500.00

	2. Maintenance
	 
	 
	 
	 
	 

	a. Processing Line
	4,000.00
	4,500.00
	5,000.00
	5,500.00
	6,000.00

	b. Vehicles
	3,850.00
	3,850.00
	4,150.00
	3,450.00
	3,750.00

	c. Fuel/Lubricants
	7,700.00
	8,700.00
	9,700.00
	10,700.00
	11,700.00

	3. Insurance/Taxes
	15,000.00
	15,000.00
	15,000.00
	15,000.00
	15,000.00

	4. Utilities
	 
	 
	 
	 
	 

	a. Water
	3,000.00
	3,000.00
	3,000.00
	3,000.00
	3,000.00

	b. Electricity
	12,000.00
	12,000.00
	12,000.00
	12,000.00
	12,000.00

	c. Waste Disposal
	7,700.00
	7,700.00
	7,650.00
	7,700.00
	7,700.00

	SUBTOTAL
	91,750.00
	93,250.00
	95,000.00
	95,850.00
	97,650.00

	6. CONTINGENCIES
	 
	 
	 
	 
	 

	a. Price (2,2%)
	2,018.50
	2,051.50
	2,090.00
	2,108.70
	2,148.30

	b. Physical (3%)
	2,752.50
	2,797.50
	2,850.00
	2,875.50
	2,929.50

	TOTAL OPERATIONAL COSTS
	96,521.00
	98,099.00
	99,940.00
	100,834.20
	102,727.80

	TOTAL COSTS 
	1,969,159.90
	106,407.17
	107,027.85
	107,922.05
	122,124.05

	TOTAL COSTS PV
	1,758,178.48
	84,827.14
	76,180.31
	68,586.41
	69,296.47


Inflation rate in Croatia is 2,2% and it is used for calculating the price contingency. The physical contingency rate is 3% due to the familiarity of the project investment.

The expected revenues are shown in the Table 5, which is followed by the Incremental revenues table (Table 6).

Table 5 Revenue table (with and without the project) in HRK

	
	Without
	 With
	 
	 
	 
	 

	Year
	<2004
	2004
	2005
	2006
	2007
	2008

	1. Sales revenue
	 
	 
	 
	 
	 
	 

	a. Extra virgin
	250,000.00
	562,500.00
	827,500.00
	827,500.00
	827,500.00
	827,500.00

	b. Virgin
	187,500.00
	337,500.00
	495,500.00
	495,500.00
	495,500.00
	495,500.00

	c. Refined
	19,250.00
	38,500.00
	57,750.00
	57,750.00
	57,750.00
	57,750.00

	2. Salvage value
	 
	 
	 
	 
	 
	 

	a. Building
	0.00
	0.00
	0.00
	0.00
	0.00
	115,500.00

	b. Storage
	0.00
	0.00
	0.00
	0.00
	0.00
	62,025.00

	c. Processing line
	0.00
	0.00
	0.00
	0.00
	0.00
	657,580.00

	d. Fork lift
	0.00
	0.00
	0.00
	0.00
	0.00
	46,970.00

	e. Truck (2)
	0.00
	0.00
	0.00
	0.00
	0.00
	87,840.00

	f. Lab
	0.00
	0.00
	0.00
	0.00
	0.00
	1,000.00

	TOTAL REVENUES
	456,750.00
	938,500.00
	1,380,750.00
	1,380,750.00
	1,380,750.00
	2,351,665.00


Table 6 Incremental revenue table in HRK

	Year
	2004
	2005
	2006
	2007
	2008

	1. Sales revenue
	 
	 
	 
	 
	 

	a. Extra virgin
	312,500.00
	577,500.00
	577,500.00
	577,500.00
	577,500.00

	b. Virgin
	150,000.00
	308,000.00
	308,000.00
	308,000.00
	308,000.00

	c. Refined
	19,250.00
	38,500.00
	38,500.00
	38,500.00
	38,500.00

	2. Salvage value
	 
	 
	 
	 
	 

	a. Building
	0.00
	0.00
	0.00
	0.00
	115,500.00

	b. Storage
	0.00
	0.00
	0.00
	0.00
	62,025.00

	c. Processing line
	0.00
	0.00
	0.00
	0.00
	657,580.00

	d. Fork lift
	0.00
	0.00
	0.00
	0.00
	46,970.00

	e. Truck (2)
	0.00
	0.00
	0.00
	0.00
	87,840.00

	f. Lab
	0.00
	0.00
	0.00
	0.00
	1,000.00

	TOTAL REVENUES
	481,750.00
	924,000.00
	924,000.00
	924,000.00
	1,894,915.00

	TOTAL REVENUES PV
	430,133.93
	736,607.14
	657,684.95
	587,218.70
	1,075,225.66


In the first year, the revenues expected are only from the increased capacity. It is expected to produce the following ratio of quality and quantity of conventional olive oil as the organic certification will not be yet obtained.

Table 7 First year production in HRK

	Quality
	Price per T
	Ratio
	Production (T)
	Revenue (HRK)

	Extra virgin
	25,000
	50
	12.5
	312,500

	Virgin
	15,000
	40
	10
	150,000

	Refined
	7,700
	10
	2.5
	19,250

	 
	
	100
	25
	481,750


The above-mentioned costs and benefits make the following net cash flow from which are obtained the values for decision criteria, shown in Table 9.

The income falls into the tax level of 25% according to the Croatian Taxation Law.

Table 8 Net Cash Flow in HRK

	Year
	2004
	2005
	2006
	2007
	2008

	TDIB
	430,133.93
	736,607.14
	657,684.95
	587,218.70
	1,075,225.66

	TIDC
	1,758,178.48
	84,827.14
	76,180.31
	68,586.41
	69,296.47

	NPV (pre tax)
	-1,328,044.55
	651,780.00
	581,504.64
	518,632.29
	1,005,929.19

	Tax (25%)
	0.00
	162,945.00
	145,376.16
	129,658.07
	251,482.30

	NPV (post tax)
	-1,328,044.55
	488,835.00
	436,128.48
	388,974.22
	754,446.90


Table 9 The decision criteria of the project 

	TDIB  (HRK)
	3,486,870.39

	TDIC  (HRK)
	2,057,068.82

	NPV  (pre tax)  (HRK)
	1,429,801.57

	B/C Ratio 
	17

	FRR (pre tax)
	0.51


According to the values stated in the table, the investment should be profitable as it fulfills all the criteria (positive NPV, Benefit/Cost ratio greater than 1 and FRR of 51%). 

7. Economic Analysis

In order to establish the impact of the proposed investment on the local or national economy, the prices of inputs and outputs associated with the investment should be adjusted for market distortions. Inputs and outputs involved can be divided as follows:

1 Direct (tangible) impacts

Inputs and products that are or could be traded internationally should be valued at world prices adjusted for quality and transport costs. In economic analysis we are using shadow prices in place of actual market prices if the latter do not represent the true value of the good and services relevant to the investment.

In financial analysis, the cost of the land is 200.000 HRK. But based on the local market, the real value of the land in this specific area is estimated at 300.000 HRK. This difference came from the fact that the investor will buy the land in a special price because of immediate cash payment. 

Taxes are excluded from the analysis, since they are transfer payments.

Distortion in the foreign exchange rate 

For the purpose of the economic analysis, we assumed that construction materials, fuel/lubricant, equipment and olive oil are tradable. Among them, construction materials and olive oil are exportable while fuel/lubricant and equipment are importable. In the analysis, we assumed that the official exchange rate is 1 € = 7.7 HRK and the shadow exchange is 1 € = 7.9 HRK (HRK is overestimated). The import and export parity are calculated as follow:

I. Tradable – exportable goods

A) Construction materials

	Gate price for building construction materials
	154,000

	Transportation etc.
	8,000

	FOB border price (HRK)
	162,000

	FOB border price (official exchange rate) ( € )
	21,038

	FOB border price (shadow exchange rate) (HRK)
	166,207

	Export parity price (HRK)
	158,207


	Gate price for storage construction materials
	75,000

	Transportation etc.
	4,000

	FOB border price (HRK)
	79,000

	FOB border price (official exchange rate) ( € )
	10,260

	FOB border price (shadow exchange rate) (HRK)
	81,052

	Export parity price (HRK)
	77,052



B) Olive oil (total quantities for 5 years)

	Gate price for extra virgin olive oil
	2,622,500

	Transportation etc
	20,000

	FOB border price (HRK)
	2,642,500

	FOB border price (official exchange rate) ( € )
	343,182

	FOB border price (shadow exchange rate) (HRK)
	2,711,136

	Export parity price (HRK)
	2,691,136


	Gate price for virgin olive oil
	1,382,000

	Transportation etc
	15,000

	FOB border price (HRK)
	1,397,000

	FOB border price (official exchange rate) (€)
	181,429

	FOB border price (shadow exchange rate) (HRK)
	1,433,286

	Export parity price (HRK)
	1,418,286


	Gate price for refined olive oil 
	173,250

	Transportation etc
	10,000

	FOB border price (HRK)
	183,250

	FOB border price (official exchange rate) (€)
	23,799

	FOB border price (shadow exchange rate) (HRK)
	188,010

	Export parity price (HRK)
	178,010


  II.
Tradable – importable goods


 A) Equipment

	Fork lifts (price paid)
	93,940

	Import tax 22 %
	18,788

	Subtract taxes (transfer payments)
	75,152

	Transport, storage (HRK)
	2,000

	CIF price (HRK)
	73,152

	CIF at official exchange rate (€)
	9,500

	CIF shadow exchange (HRK)
	75,052

	Transport, storage (HRK)
	2,000

	Import parity price (HRK)
	77,052


	Trucks (price paid)
	292,800

	Import tax 22 %
	58,560

	Subtract taxes (transfer payments)
	234,240

	Transport, storage (HRK)
	5,000

	CIF price (HRK)
	229,240

	CIF at official exchange rate (€)
	29,771

	CIF shadow exchange (HRK)
	235,194

	Transport, storage (HRK)
	5,000

	Import parity price (HRK)
	240,194


	Processing line (price paid)
	939,400

	Import tax 22 %
	187,880

	Subtract taxes (transfer payments)
	751,520

	Transport, storage (HRK)
	10,000

	CIF price (HRK)
	741,520

	CIF at official exchange rate (€)
	96,301

	CIF shadow exchange (HRK)
	760,780

	Transport, storage (HRK)
	10,000

	Import parity price (HRK)
	770,780



  B) Fuel / Lubricants

	Fuel / Lubricants (price paid)
	48,500

	Import tax 22 %
	9,700

	Subtract taxes (transfer payments)
	38,800

	Transport, storage (HRK)
	2,000

	CIF price (HRK)
	36,800

	CIF at official exchange rate (€)
	4,779

	CIF shadow exchange (HRK)
	37,755

	Transport, storage (HRK)
	2,000

	Import parity price (HRK)
	39,755


2 Indirect (tangible) payments

The project is going to create forward linkages by encouraging organic oil trade. Additionally, it is going to generate backward linkages. Organic farmers are going to be supported in their production while conventional ones might be willing to convert in organic agriculture.  

The investment could encourage job generation and a decrease in depopulation of the rural area by improving the local economy and rural development. 

3 Indirect  (intangible) impacts

The project will cause both positive and negative externalities. It supports sustainable development and Local Agenda 21 principles. Revitalization of the ancient olive orchards will reduce soil erosion and the organic production will affect the other branches of agriculture (i.e. increase the quality of sheep meat).

On the other hand, increased waste disposal of the OOPP remains as a negative environmental effect. But unfortunately, the monetarisation of these impacts is very difficult and will include huge risk of wrong estimation. 

Another immeasurable impacts are those of the increase in consumer’s surplus and health improvement due to the diet improvement. 

All monetarisable price distortions from above are comprised in the economic cost and benefit table below.

Table 10. Costs and benefits of the investment in economic values in HRK

	Year
	2004
	2005
	2006
	2007
	2008

	COSTS
	
	
	
	
	

	I. CAPITAL COSTS
	 
	 
	 
	 
	 

	1. Land (500 m2)
	300,000.00
	0.00
	0.00
	0.00
	0.00

	2. Construction
	 
	 
	 
	 
	 

	a. Building
	158,207.00
	0.00
	0.00
	0.00
	0.00

	b. Storage
	77,052.00
	0.00
	0.00
	0.00
	7,700.00

	3. Equipment
	 
	 
	 
	 
	 

	a. Processing Line
	770,780.00
	0.00
	0.00
	0.00
	0.00

	b. Fork Lift (1)
	77,052.00
	0.00
	0.00
	0.00
	0.00

	c. Truck (2)
	240,194.00
	0.00
	0.00
	0.00
	0.00

	d. Lab
	13,000.00
	0.00
	0.00
	0.00
	4,000.00

	4. Goodwill
	 
	 
	 
	 
	 

	a. Organic Certification
	0.00
	2,700.00
	1,540.00
	1,540.00
	1,540.00

	b. Inspection
	11,550.00
	4,812.50
	4,812.50
	4,812.50
	4,812.50

	d. Membership fee
	385.00
	385.00
	385.00
	385.00
	385.00

	SUBTOTAL
	1,648,220.00
	7,897.50
	6,737.50
	6,737.50
	18,437.50

	4. CONTINGENCIES
	 
	 
	 
	 
	 

	a. Price (2,2%)
	36,260.84
	173.75
	148.23
	148.23
	405.63

	b. Physical (3%)
	49,446.60
	236.93
	202.13
	202.13
	553.13

	TOTAL CAPITAL COSTS
	1,733,927.44
	8,308.17
	7,087.85
	7,087.85
	19,396.25

	II. OPERATIONAL COSTS
	 
	 
	 
	 
	 

	1. Salaries/Wages
	 
	 
	 
	 
	 

	a. Manager
	6,000.00
	6,000.00
	6,000.00
	6,000.00
	6,000.00

	b. Assistant (1)
	15,000.00
	15,000.00
	15,000.00
	15,000.00
	15,000.00

	c. Expert
	10,000.00
	10,000.00
	10,000.00
	10,000.00
	10,000.00

	d. Driver (3)
	7,500.00
	7,500.00
	7,500.00
	7,500.00
	7,500.00

	2. Maintenance
	 
	 
	 
	 
	 

	a. Processing Line
	4,000.00
	4,500.00
	5,000.00
	5,500.00
	6,000.00

	b. Vehicles
	3,850.00
	3,850.00
	4,150.00
	3,450.00
	3,750.00

	c. Fuel/Lubricants
	6,314.00
	7,134.00
	7,954.00
	8,774.00
	9,594.00

	3. Insurance
	15,000.00
	15,000.00
	15,000.00
	15,000.00
	15,000.00

	4. Utilities
	 
	 
	 
	 
	 

	a. Water
	3,000.00
	3,000.00
	3,000.00
	3,000.00
	3,000.00

	b. Electricity
	12,000.00
	12,000.00
	12,000.00
	12,000.00
	12,000.00

	c. Waste Disposal
	7,700.00
	7,700.00
	7,650.00
	7,700.00
	7,700.00

	SUBTOTAL
	90,364.00
	91,684.00
	93,254.00
	93,924.00
	95,544.00

	6. CONTINGENCIES
	 
	 
	 
	 
	 

	a. Price (2.2%)
	1,988.01
	2,017.05
	2,051.59
	2,066.33
	2,101.97

	b. Physical (3%)
	2,710.92
	2,750.52
	2,797.62
	2,817.72
	2,866.32

	TOTAL OPERATIONAL COSTS
	95,062.93
	96,451.57
	98,103.21
	98,808.05
	100,512.29

	TOTAL COSTS 
	1,828,990.37
	104,759.74
	105,191.06
	105,895.90
	119,908.54

	TOTAL COSTS PV
	1,633,027.11
	83,513.82
	74,872.92
	67,298.76
	68,039.32


	Year
	2004
	2005
	2006
	2007
	2008

	BENEFITS
	
	
	
	
	

	1. Sales revenue
	 
	 
	 
	 
	 

	a. Extra virgin
	320,625.00
	592,515.00
	592,515.00
	592,515.00
	592,515.00

	b. Virgin
	153,900.00
	316,008.00
	316,008.00
	316,008.00
	316,008.00

	c. Refined
	19,777.00
	39,555.00
	39,555.00
	39,555.00
	39,555.00

	2. Salvage value
	 
	 
	 
	 
	 

	a. Building
	0.00
	0.00
	0.00
	0.00
	115,500.00

	b. Storage
	0.00
	0.00
	0.00
	0.00
	62,025.00

	c. Processing line
	0.00
	0.00
	0.00
	0.00
	657,580.00

	d. Fork lift
	0.00
	0.00
	0.00
	0.00
	46,970.00

	e. Truck (2)
	0.00
	0.00
	0.00
	0.00
	87,840.00

	f. Lab
	0.00
	0.00
	0.00
	0.00
	1,000.00

	TOTAL REVENUES
	494,302.00
	948,078.00
	948,078.00
	948,078.00
	1,918,993.00

	TOTAL REVENUES PV
	441,341.07
	755,801.98
	674,823.19
	602,520.71
	1,088,888.16


              The following table illustrates the NPV and ERR values. The calculate value of NPV remains positive (1,636,623.18 HRK) and ERR (0,60) is higher than the discount rate (0,12). That means that the project is also acceptable from the economic point of view.

           Table 12 Calculation of the NPV and ERR (economic values – HRK)

	Year
	2004
	2005
	2006
	2007
	2008
	Total

	PV Total Revenue
	441,341.07
	755,801.98
	674,823.19
	602,520.71
	1,088,888.16
	3,563,375.12

	PV Total Cost
	1,633,027.11
	83,513.82
	74,872.92
	67,298.76
	68,039.32
	1,926,751.94

	Net Cash Flow
	-1,191,686.04
	672,288.16
	599,950.28
	535,221.95
	1,020,848.84
	

	NPV (econ)
	1,636,623.18

	ERR 
	60%


8. Financing Planning

The initial investment capital costs originate from the investor’s funds. The whole project has an underlying idea of self-sustainability over its lifetime. The Net Cash Flow table projects that the investment should be profitable and can support itself in funding. 

Additionally, as being the owner of several other ventures, the investor is ready to support the project from his other sources. 

9. Project Organization

As the project idea is to expand the existing OOPP, many activities of the employees are going to overlap and not only with the OOPP but also with other businesses that are not directly related to the project (i.e. accounting). For instance, the existing manager will have the increase in salary but will be responsible for the efficiency and effectiveness of both processing capacities. The same security, maintenance personnel, labor force will be also engaged in both capacities. The owner is engaged in sales as he does all the networking.

What is new in the organization is that a licensed expert is contracted as a consultant; three more drivers are employed full time but from them is expected to help during the olive processing. Supervisor (in the tables called assistant) is the most important person in the whole project as he organizes and coordinates the processing system. He is also communication link between the manager, expert and workers. 

But, the organigram of the extention can be presented as follows: 









10. Risks

Sensitivity analysis is performed as it is showed in the table below:

Table 13 Sensitivity analyses in HRK

	Years
	2004
	2005
	2006
	2007
	2008

	Initial cost
	1,969,160
	106,407.2
	107,027.9
	107,922.1
	122,124.1

	Initial revenues
	481,750
	924,000
	924,000
	924,000
	1,894,915

	Increase in cost by 25% (revenues is constant)
	2,461,450
	133,009
	133,784.8
	134,902.6
	152,655.1

	PV of increased costs
	2,197,723
	106,033.9
	95,225.39
	85,733.02
	86,620.58

	PV of revenues
	430,133.9
	736,607.1
	657,684.9
	587,218.7
	1,075,226

	Sum of PV of costs
	  2,571,336

	Sum of presented value of total revenues
	  3,486,870

	Net cash flow
	-1,767,589
	630,573.2
	562,459.6
	501,485.7
	988,605.1

	NPV
	915,534.4

	IRR I (%)
	 0.317285

	Decrease in revenues by 25%(costs kept constant)
	361,312.5
	693,000
	693,000
	693,000
	1,421,186

	PV of decreased revenues
	322,600.4
	552,455.4
	493,263.7
	440,414
	806,419.2

	PV of costs
	1,758,178
	84,827.14
	76,180.31
	68,586.41
	69,296.47

	Sum of PV of revenues
	2,615,153

	Sum of PV of costs
	2,057,069

	Net cash flow
	-1,435,578
	467,628.2
	417,083.4
	371,827.6
	737,122.8

	NPV II
	558,084

	IRR II (%)
	 0.270733

	Benefits - Costs (+25%)
	-1,979,700
	790,991
	790,215.2
	789,097.4
	1,742,260

	Benefits (-25%)  - Costs
	-1,607,847
	586,592.8
	585,972.2
	585,078
	1,299,062


From the simulation, which is done in this sensitivity analysis, it is clear that the project is resistible up to 25% of risk both in benefits and costs. 

The major project risk is bad season for olives. In the case of severe disease, the organic farmers will have to use chemicals to save the yield. This will result in fewer revenues, as the oil processed will not be organic. 

The worst-case scenario is that there is going to be no organic production at all. In that case, the investment will end up with negative NPV of 53.043 HRK. If we assume that in that case, a licensed expert is going to be cancelled as well as the costs related to organic production, FRR will be still 20% and NPV little above 280,000 HRK. This also hedges the risk of bad performance of workers, bad organization etc.

The above calculation can be also applied in the case that there will be no market for organic olive oil. But this risk is unlikely to happen, as the investor will sign up a long-term contract with the bulk buyer. 

11. Monitoring and Evaluation Systems

There are two types of monitoring: monitoring of the quality of the organic olive oil and production efficiency and effectiveness. 

The first will be handled by daily analysis in the OOPP lab. Samples are going to be classified and marked after each new loading. The daily reports are commuting back and forth from the expert and the manager who will advise the supervisor.

The efficiency and effectiveness are going to be evaluated on the daily basis, too. The supervisor makes daily reports of inputs and outputs to the manager. 

The investor will have unconstrained insight in all reports.

12. Recommendation – Next Steps

The background information indicates that the investment has technical feasibility as the same equipment is already used from other olive oil producers. Moreover, the investor has already experience in the olive oil processing.

According to the both financial and economic analysis, the project shows that it is profitable (FRR 51%; NPV 1,429,801.57 HRK) and that it contributes to the economic development of the country (ERR 60%; NPV 1,636,623.18 HRK). The project is also environmentally sound but waste disposal issue should be considered with the local authorities.

Sensitivity analysis is made with 25% of changes in costs and benefits, respectively. Both tests show that the project will still be profitable. Of course, the project is more revenue sensitive than cost sensitive.

According to the stated reasons, we recommend to go with the investment.
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