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DEVELOPMENT-BUSINESS: 
Norsad tries to sell collapsed flower business

in Mozambique - may loose € 1 million

Observers believe the writing was on the wall already in 2003 when Norsad, the Nordic development finance fund, decided to lend € 1 million to a now collapsed rose export company in Mozambique. 

JOHANNESBURG.  A praised Mozambican flower-export company, Vilmar Flowers, touted as a role model in IFC and USAID reports only two years ago, has gone belly up. The only secured creditor, Norsad, the Nordic development finance fund based in Lusaka, Zambia, stands to loose all or most of the € 1 million it lent to the company in late 2003, while the company´s 243 employees are owed salaries since February and the Mozambican state is owed taxes. 

Norsad´s lawyers in Mozambique have put Vilmar on the market and it is offered as a going concern. 

“It is difficult to say what we can get. We are hoping to get our money back and pay the debts the company has”, says Patience Matshe, Deputy CEO for Norsad to Africascan. 

Norsad, managing a € 53 million (DKK 392 million) portfolio of 43 projects in nine Southern African countries, is presently paying for the upkeep of the company ahead of a possible sale of the assets. 

Market analysts are not optimistic. Vilmar hasn´t been able to attract commercial loans or investments before – why should anyone step in now, when the business has collapsed and the model doesn’t seem to have worked? 

In 2003 (the latest available figure) Vilmar´s revenue from flying out flowers to Europe was € 317 000 – a far cry from what was needed to break even. 

A British Mozambique specialist, journalist Joseph Hanlon, has been on the Vilmar case for months. He claims that Norsad should have been more cautious before it entered Vilmar, as PSOM, a Dutch government agency already had burnt € 677 000 – not the least as a PSOM evaluation report suggested that the project only had delivered a meagre 15 percent of its own projections. Also the management team left Vilmar in 2003, citing exhaustion, at a time when the Manica province´s fiscal directorate in 2003 accused the Vilmar management for having failed to declare sales of about US $ 100 000 and that way avoided to pay some US $ 17 000 in VAT. 

This debt rose to about US $ 48 000, according to the Mozambican news publication Vertical, earlier this year and led to Norsad pulling the plug and not provide further funds. 

Patience Matshe however points out that Vilmar looked promising when Norsad did their appraisal report in early 2003. He says that the owners of Vilmar, the Dutch company FinFlower Afrika BV, which holds 52 percent, and the Derek Hinde Consortium, a Zimbabwean company holding 48 percent, had a long, successful track record in rose export both in Zimbabwe and Holland. And there were high hopes of business catalyst- and social development effects in the Manica region. 

Undoubtedly Norsad was also impressed by the high profile support for Vilmar among other donors (they did not put their own money at risk in Vilmar). A consultancy report about the horticultural potential in the Beira corridor (which includes the Manica province), financed by IFC, USAID and the Kellogg´s Foundation saw horticulture as a major future driver of the economy in the region. The report gave “trailblazer” Vilmar Roses and it´s “visionary” directors a leading role in the development of the whole horticultural sector in Beira-Manica – as long as the Mozambican government and donors saw the gap and went for it. 

The report went on and promised a pot of gold at the end of the rainbow: 

“We believe that the Beira Corridor offers at least 50 hectares of suitable land for rose production, which would generate at least $9 million in annual revenues”, the report, done by consultants Technoserve, stated. 

There was a general trend to try and turn the exodus of Zimbabwean farmers, who could not operate at home any longer due repressive politics, into something positive for Mozambique. 

At least 48 Zimbabwean farmers went across and set up new farming business in Mozambique. As with Vilmar, many of those businesses have collapsed and the remaining ones – with the odd exception of a successful dairy farm, which managed to bring across its cattle over the border from Zimbabwe – are struggling. 

British journalist Joseph Hanlon, who did research in the Manica province in April this year, concludes that the presence of Zimbabwean farmers in Manica had not created the expected “miracle”, what he saw was instead a “mirage”. 

In hindsight the views are becoming more moderated. A World Bank report on Mozambique, produced last year - when Norsad already had lent its money - stated, “Mozambique isn’t one of the cheapest or best places to grow roses”. It said that Mozambique, in fact, never would be able to break into the world rose market. 

Africascan Comment Vilmar Roses – despite only being a tiny start-up with a negative cashflow - was one of Mozambique’s flagship donor investment projects, exporting flowers to the Netherlands from Manica. 

On paper there were conflicting signs about the company. Norsad decided to take a positive view – as did other donors involved in infrastructure investments in the Beira Corridor. 

It is easy to aportion blame when a project fails, it should be kept in mind that the risks are high and it is Norsad´s role to take higher risks than commercial financial institutions (there is general criticism against many Developmental financial institutions, DFI´s that they actually are too cowardly in their approach). 

But as Norsad invests public money – taxpayer´s money – there is a desperate need for transparency and a much larger degree of disclosure. Just over a month ago Norsad wrote to the journalist Joe Hanlon saying “As stated in our previous message, we are unable to provide you with any information on this project”. In a previous mail Norsad also tried to wriggle out of responsibility by stating that Vilmar was “no longer a Norsad project”. 

That is not good enough, in particular when there are public accusations from Mozambican authorities and others of mismanagement and possible fraud in the company. In fact the lack of disclosure creates a perception that Norsad itself has something to hide – such as a seriously bad investment decision. 

We also find it strange that such a relatively large loan, in the context of what the fund has at its disposal, is not monitored more closely. Norsad, which has lent € 3.9 million to six different private equity projects in Mozambique (including Vilmar) does not have any representation in the country. Strangely, too, it did not have any board representation in Vilmar. 

  Read more about the Vilmar project and the associated companies and agencies through the following links:

http://www.open.ac.uk/technology/mozambique

http://www.norsad.org

http://www.usaid.gov/stories/mozambique/cs_mozambique_flower.html

http://www.technoserve.org/africa/mozam-other.html

http://www.flodac.nl/engels/frame.htm
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