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Luna Export Slaughterhouse Plc.

CASE STUDY

By “hook or crook”, we must manage our prices-it is the only way to be successful in our industry.

- Tesffalidet Gebru, Luna Export Slaughterhouse Plc.

In late November 2021, Mr. Tesfallidet Gebru (popularly known as Tes), the founder and
CEO of Luna Export Slaughterhouse Plc. (Luna), was distracted by the sound of a siren
from an ambulance speeding down the street as he was perched on his executive chair in
his 3 floor office on Kifleketema, Wereda o4 (house number 4) in Addis Ababa.

He tapped his fingers on the ornate mahogany table in front of him and mulled about
the best course of action for Luna Export Slaughterhouse Plc. His mind drifted to the
receding ambulance, and he wondered who would be requiring an emergency response
at that time of the morning. He could relate this to his own predicament that did not
require a medical response but perhaps a strategic one!

! Professor Simon Wagura Ndiritu, Isaac Kigen, and Dr. Freddie Acosta prepared this case as the basis for
class discussion rather than to illustrate either effective or ineffective handling of an administrative or
managerial situation. Copyright ©2023, Strathmore University. No part of this publication may be
digitized, copied, or otherwise reproduced, posted, or transmitted without the permission of Strathmore
University. The views expressed in the case are those of the authors, and not of any organization mentioned
in the case study.
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The gentle zephyr that was blowing outside his urbane office contrasted sharply with the
state of his mind-he was about to call a client in the Middle East to convey his inability
to supply the required quantity the client’s order-knowing the risks involved.

“How do we overcome this supply chain weakness?” Tes wondered for the umpteenth time.

Background of Mr. Tesfallidet Gebru, Founder and CEO, Luna

Tes grew up in Addis Ababa, born to doting parents who emigrated to the capital before
he was born. His father, though loving and caring, was a strict disciplinarian who
mentored his second-born son into the astute entrepreneur and businessman that Tes
had become.

Tes learned the art and science of assessing the properties of gold, silver, and other
precious jewels that were sold in his father’s jewelry shop. All the attributes combined to
give the value of the respective item and hence the sales price. He also learned to bargain
and negotiate with suppliers and customers respectively, a skill that he attributed to
some of his greatest successes later on in life.

There are many maxims and philosophies that direct one’s efforts in life. For Tes the
biggest influence factor in his life was his onerous belief in the mantra of the phrase “if
you can think it, you can achieve it”. It was this philosophy that led to the establishment
of all the strategic business units (SBUs) or divisions of Luna.

The man who enjoyed playing tennis and rambling through his farm obtained his
Bachelor of Arts degree in Economics from the University of Asmara and a Master's
Diploma in Information Science from the University of Bergen in Norway. He worked
with the government for two years upon obtaining his bachelor’s degree. Four years after
his return from Norway, he started a farm that produced fresh vegetables for the export
market. He didn't succeed in the venture and went bankrupt. Since the establishment of
Luna Export slaughterhouse, Tes served as a commercial manager. After five years, he
was appointed the Managing Director, a position that he still held at the time of writing
of this case.

He attributed his tenacity to succeed partly due to significant events, which were forged
by their endurance in the first five years to make the company profitable and sustain it,
and their decision to establish the Fresh Corner retail stores. Tes summarized his ethos
as follows:

“I believe in the philosophy that hard work pays back. Once anyone makes it a habit, hard
work is rather enjoyable than unpleasant. I developed the habit of hard work since my
childhood involvement in our family's jewelry business; life is boring for me when it is not
flavored with challenges and hard work to overcome the challenge.”
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Background of Luna Export Slaughterhouse Plc.

"Luna” means "Moon" in Latin. The founding members assigned the name to the
company considering the importance of the moon to Islamic religion. Almost all the
countries they exported their meat to were followers of the Islamic faith. They include:
the United Arab Emirates (UAE), Saudi Arabia, and Egypt. Established in 2003, Luna
Export Slaughterhouse Plc. was one of the leading export abattoirs in Ethiopia. The
company exported livestock carcasses and meat with an annual average of 3,500 tons to
the U.A.E. and Saudi Arabia. The abattoir was ISO22000-certified, and Halal certified by
Halal Bureau of Standards. The fresh produce distribution business line also distributed
fresh fruits, vegetables, and meat in Addis Ababa through shops owned by the company.

At the onset, the founder noticed the potential for agriculture and livestock in Ethiopia,
mainly from a previous farm he was operating in Ethiopia. During Luna’s establishment,
Ethiopia was in its early stages in meat export, mostly to the Middle East. Luna
implemented its plan in a strategic manner and had reached the scale it had (by the time
of writing of this case). Luna did not solely focus on export markets, however. The
founder and management had the vision to impact urban areas of Ethiopia (starting from
Addis Ababa) with fresh produce - hence coming up with Fresh Corner. Through
ensuring backward integration (i.e., supply of inputs), Fresh Corner grew to become the
most successful fresh produce retailer in Addis Ababa.

Across their many branches, they employed 1,055 people, 46% of whom were women.
Luna operates from Fresh Corner outlets (13 branches with a central packing and
processing units), 5 Fresh Corner Kitchens (with a central processing facility), a
slaughterhouse, and the farms. The farms were spread out in the following manner: 488
hectares’ vegetable farm in southern Ethiopia, 500 hectares livestock unit in southern
Ethiopia, 200 hectares vegetable farm in Oromiya, and 100 hectares vineyard and
vegetable farm in Tigray, northern Ethiopia.

Their mission was to provide their customers, both in Ethiopia and around the world,
with quality meat, vegetable, fruits, prepared and semi-prepared healthy dishes, and
wine. “We care about your food!” Luna indicated on their website. They supplied
slaughtered meat to export markets as well as local markets. They also supplied fresh
vegetables from their farm and sold them in their stores called “Fresh Corners”.

The company operated from three main locations: Addis Ababa, Oromia, and Tigray.
Fifteen percent of Luna Slaughterhouse products were sold locally, that is, within their
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Fresh Corner outlets, while 85% was exported, mainly to Gulf Cooperation Countries
(GCQ).

Luna enjoyed a lot of goodwill from its customers. Tes believed that this was because
their customers believed that Luna was selling “fresh” produce, hence the tagline “fresh
corner”. He maintained that they had made great strides in the management of their
operations such as the decision to install the SAP ERP software system in 2018. The
system became instrumental in the efficient management of stocks-particularly in the
Fresh Corner outlets-hence managing waste and ensuring optimal operations. As for staff
motivation, he was a staunch believer in the maxim of a “happy employee means a happy
customer” and averred that each staff member enjoyed a monetary boon because the
management allocated 20% of their net income to incentives. It was, therefore,
instructive that they discouraged customers from tipping their staff for service rendered.
This was to avoid future preferential treatment for customers who would tip often and
generously at the expense of all the other customers.

Luna came a long way, surmounting many challenges. Getting accreditation by the
recipient countries was the major initial challenge, in addition to the low level of
consciousness of their employees on food safety and international standards. Their
application for accreditation was resolved after the delegates from UAE and Saudi Arabia
inspected their facility and certified the slaughterhouse as a “standard facility” and
slaughtering procedures that maintained food safety management.

The mindset of the employees had since then been shaped by a series of training efforts,
both in-house and externally. They had managed to create their own company culture.
The management strongly believed that the main pillar of the company's success was its
employees. Therefore, they always tried to understand, guide, and develop their
employees and share the benefits they got through the Employee Share Ownership
program (ESOP). They further launched a number of financial incentive mechanisms.
The company allocated 20% of their net income to the staff members of the Fresh Corner
outlets and Fresh Corner Kitchens. They awarded quarterly incentives for the farm staff
based on performance evaluation, and profitability as well as free transportation service
to head office employees, and for night shift Fresh Corner and Fresh Kitchen employees.

Luna believed in producing their products in an ethical manner, for instance, they
insisted on using “green label” pesticides only and adhering strictly to the instructions
on the label. They would also observe the waiting period after spraying before the
vegetables could be harvested.
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There were some initial challenges that they had to overcome. Firstly, they faced the
daunting challenge of penetrating the export market. Secondly, since they initially
funded all operations and expansion from their own sources, accessing capital was
limiting. Conversely, obtaining a coordinated and consistent supply of animals from
pastoralists at a mass scale was not common. Further, aggregating the livestock was quite
a challenge in the early days. To date, Luna still struggles with the challenge of
consistency in supply of quality animals. It is instructive to state that building a strong
team was also a major challenge. It took many years for the founding team to source and
cultivate talent that significantly contributed to Luna’s growth. Luna worked tirelessly
over the years, arduously meeting the stringent requirements of the international market
as well as appealing to local consumers for their products. Their efforts were rewarded
when, in 2020, they became the winners of the coveted “Global Food Safety Initiative
Award”. Luna commanded 25% of the total meat exports from Ethiopia. They had an
export capacity of between 2,500 to 5,400 tonnes of chilled, frozen, and vacuum-packed
meat. Luna was making about $20 million in annual revenue from meat product sales,
which by all standards is no mean feat.

Doing Business in Ethiopia

The Federal Republic of Ethiopia is a landlocked country in the Horn of Africa. It shares
borders with Eritrea to the north, Djibouti to the northeast, Somalia to the east and
northeast, Kenya to the south, South Sudan to the west, and Sudan to the northwest.
Ethiopia has a total area 0f 1,100,000 square kilometers (420,000 square miles). As of 2022,
it was home to around 113.5 million inhabitants, making it the 13th-most populous
country in the world and the 2nd-most populous in Africa, after Nigeria at that time. The
national capital and largest city, Addis Ababa, lies several kilometers west of the East
African Rift, which splits the country into the African and Somali tectonic plates.

Ethiopia had suffered from prolonged and unsolved inter-ethnic clashes and political
instability marked by democratic backsliding. From 2018, regional and ethnically based
factions carried out armed attacks in multiple wars throughout the country. Ethiopia is
a multi-ethnic state with over 8o different ethnic groups. Christianity was the most
widely professed faith in the country, with significant adherents of Islam and a small
percentage of traditional faiths. This sovereign state is a founding member of the UN,
the Group of 24, the Non-Aligned Movement, the Group of 77, and the Organization of
African Unity. Addis Ababa was the headquarters of the African Union, the Pan African
Chamber of Commerce and Industry, the United Nations Economic Commission for
Africa, the African Standby Force, and many of the global non-governmental
organizations focused on Africa.
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Ethiopia was considered an emerging power and developing country, experiencing the
fastest economic growth among Sub-Saharan African countries due to foreign direct
investments in the expansion of both agricultural and manufacturing industries.
However, in terms of per capita income and the Human Development Index, the country
was regarded poor, with high rates of poverty, and a literacy rate of only 49%. Agriculture
was the largest economic sector in Ethiopia, accounting for 36% of the country's gross
domestic product as of 2020. The world bank ranked Ethiopia at 168 in terms of ease of
doing business globally (Exhibit 3).

Ownership and use of land in Ethiopia was vested on the government, unlike in many
other Sub-Saharan countries. Their constitution stated that:

“The right to ownership of rural and urban land, as well as of all natural resources, is
exclusively vested in the State and in the peoples of Ethiopia. Land is a common property of
the Nations, Nationalities, and Peoples of Ethiopia and shall not be subject to sale or to other
means of exchange (p.15).”

While the laws as stated by the constitution were in the interest of all citizens,
irrespective of cadre, there were certain challenges that emerged with the state of affairs.
For example, the adjudication of land matters may have led to disparities between the
regional and the federal governments in terms of land administration.

Status of the Livestock Sector in Ethiopia

Livestock was important in Ethiopia’s agricultural economy as almost all farmers owned
some livestock. Cattle accounted for the largest proportion of livestock production as
shown in the diagram (see Exhibit 4). Livestock served a multitude of purposes,
including, among others, providing food for farm households, being sold when the
household was in need of money, and being used to plow the land used in crop
production. Consequently, livestock constituted an important source of income for farm
households and ultimately for the national economy.

The livestock sub-sector had historically been an important input supplier for Ethiopia’s
manufacturing sector. Established in the mid-1920s, leather processing and leather
articles-producing firms were among the earliest manufacturing enterprises in Ethiopia.
However, over many years the performance of the leather processing and leather
products manufacturing sub-sector remained poor and, thus, was unable to take
advantage of the rich primary inputs Ethiopia’s livestock sub-sector could provide.

> Food and Agriculture Organisation (FAO) (2020). Constitution of Ethiopia. Available at:
https://faolex.fao.org/docs/pdf/eth129684.pdf (accessed: 12" August 2023).
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Despite the importance of the livestock sector in the Ethiopian economy, trends
suggested that livestock production contributed little to the rapid economic growth
recorded in the last decade. While livestock output grew at 5.8 percent per annum over
the last decade, this was slower than overall GDP growth. Livestock output, therefore,
declined in importance. Given this relatively slow growth, the sub-sector accounted for
only o.5 of the 10.5 percent growth in GDP recorded during the period studied. That is,
out of every 100-birr added to the economy, less than 5 birr came from the livestock
sector, while crop output growth contributed about five times as much.

However, following the rapid growth in incomes in Ethiopia over the last decade, real
expenditure on animal-sourced foods (ASF) and its share in total food spending grew
between 2000 and 2011, partly driven by increase in ASF prices. Studies show that there
are increasing quantities of exported meat, live animals, and animal products. Despite
these growing market opportunities and largely untapped resource potentials, livestock
production, productivity, and market supply remain stagnant.

A number of studies had intimated that the slow growth of the livestock sector was due
to weak institutions, markets, and policymaking, particularly noting the absence of a
clear policy framework as an important bottleneck, resulting in the weak performance of
the livestock sub-sector and market chain.

The opportunity: Ethiopia had large livestock resources, and it was located in short
proximity to The Middle East countries where the income level was high and food
sovereignty was at stake. Luna saw the potential that processors could have in playing a
role in bridging the gap between traditional animal husbandry and modern global trade.
At the time, fresh products were not handled in a proper way due to a lack of
management attention, and the complexity of their handling requirements. They saw the
opportunity and combined the meat products from the slaughterhouse with the fresh
vegetables from their farm. They then launched a chain of retail shops, by the name
“Fresh Corners,” which supplied properly handled fresh products to consumers. They
were one of the popular trade names in Ethiopia.

Luna’s Challenges - Luna Livestock

It was against the backdrop of the above scenario depicting the administration of the
livestock sector that Luna Export Slaughterhouse Plc. found herself in the quagmire
bedeviling the sector.

Luna ESP had experienced a myriad of challenges. Tes started by mentioning the effect
that the political instability had on the economy in general. Initially, Luna used to
source their animals from pastoralist areas, and this had been disrupted by the
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insecurity due to the fact the smooth transportation of animals had been hampered by
the continuous conflict. Ramifications of this led to few animals being available in the
market while those that reached the market were being sold at higher prices. The
Russia-Ukraine conflict affected their operations, resulting in increased fertilizer

prices and failed harvests around the world. This also led to the high cost of animal
feed.

The drought in the region at the time had led to the death of more than 7 million
livestock across Ethiopia, Kenya, and Somalia. This resulted in distressed livestock
sales. Livestock prices in Borana decreased by between 20% to 50%. The other major
challenge that Luna continuously faced was the multiplicity of the foreign exchange
rates. There existed an official and informal exchange rate (black market), in spite of
the control of foreign currencies in Ethiopia by the government. These variations led
to disparities and subsequent losses to Luna since they purchased from producers in
Ethiopian Birr and sold to export consumers using foreign currencies, particularly, the
US dollar. For example, a trader could purchase animals using the black-market rates,
meaning the seller got more value compared to Luna which used the formal (lower)
rate. This made Luna miss out on potential business opportunities. Finally, the lack of
animal traceability in Ethiopia continued to be a hindrance in accessing markets like
the US and other regions that demand the establishment of such systems.

The Way Forward

The leadership of Luna, upon assessment of their major challenges, decided to explore
possibilities and options available to them. Their main aim was to stabilize the flow of
animals destined for both the local and international markets. The management
proposed the establishment of a buffer area where animals could be held and transferred
whenever there were shortfalls in the quantities demanded by the various buyers (both
local and export customers). The idea was mooted and accepted. They launched a series
of projects based on the options and constraints prevailing in those jurisdictions. The
table on Exhibits 5 and 6 summarizes the progression from the initial project to the
current project (at the time of writing of this case).

The solution revolved around the success of the nexus between various aspects like:

e Availability of suitable land: the land should not only be available but it should be
accessible and have other desirable characteristics. This includes access to water
for various purposes like for animals to drink as well as irrigation for envisaged
pasture feed cultivation .Cost: the process of selecting the appropriate location of
the project entailed costs such as the cost of conducting environmental impact
assessments (EIAs) and Social Impact Assessments (SIAs).
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e Acceptance by various stakeholders: the project required support by various
stakeholders, for instance, both the federal government as well as the regional
government should unanimously agree that the project was in the interest of the
environmental/ecological and economic aspirations espoused by the authorities.
The local community also had an interest in the project and could jeopardize its
success if they did not have the right buy-in.

Tes noted that:

"We are price takers in the international market-we are, therefore, not able to influence
price decisions.”

Luna sought to expand to the East African market. This was because Ethiopia was a
closed economy and the probability of being significant player within the economy was
slim. Their dilemma was identifying the exact entry model that would be pragmatic for
them. They could open a Fresh Corner store and obtain their products from other
producers and “survive” until they were able to establish their own produce. However,
this comes with its own challenges. But how feasible would this be considering that they
needed to obtain operating licenses, and establish market linkages among many other
constraints? Tes indicated that:

By “hook or crook”, we must manage our prices-it is the only way to be successful in our
industry.

To achieve this in the domestic or regional markets, they could partner with a big player
in the market.

“How will we be able to attract a potential partner?” Tes mulled.
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Exhibits

Exhibit 1: Luna organization chart

Managing Director

Deputy
MD and CFO

| Procurement | Import and | Transport | Property |
FENEEg i Head i Export Lead i Section Lead i Controller i Cn g ey

I
| | | |
Fresh Corner Administration . Spare Parts
lT Lead

Each Unit Lead has a team below it (with its own unit structure)

Source: Luna Export Slaughterhouse Plc.
Exhibit 2: Map of Ethiopia
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Source: Google Maps
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Exhibit 3: The Ease of Doing Business in Ethiopia-World Bank Ranking

Figure - Starting a Business in Ethiopia and comparator economies - Ranking and Score

DB 2020 Starting a Business Score

93.2: Rwanda (Rank: 35)
§7.8: Egypt. Arab Rep. (Rank: 90)
82.7: Kenya (Rank: 129)
#0.1: Regional Average (Sub-Saharan Africa)
71.7: Ethiopia (Rank: 168)
52.%: Eritrea (Rank: 185)

Mote: The ranking of economies on the ease of starting a business is determined by sorting their scores for starting a business. These scores are the simple average of
the scores for each of the compenent indicators

Source: World Bank

Exhibit 4: Proportion of livestock production in Ethiopia

Livestock Number (millions) Growth rate
type 2004 2010 2015 2015 to 2004, %
Cattle 387 534 578 49 4
Sheep 18.1 255 289 597
Goats 14.9 228 207 993
Equines 5.8 86 104 793
Camels 0.5 11 1.2 140.0
Poultry 309 493 60.5 958

Source: Authors analyses using CSA data (CSA 2005-2016)
Exhibit 5: Proposed Holding Ground Model

Animals

/\ .
Animal Farmers Luna Holding Ground Slaughterhouse
\_/ y

Feed/Fodder

Source: Managing Director, Luna Export Slaughterhouse Plc.
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Exhibit 6: The Progression for the Holding Ground projects

Project Year Location Acreage Land Desirability | Stakeholder Engagement Cost Incurred Overall
Option Initiated (USD) Outcome
Project 1 2018 250 km from the | 5,000 ha Dry land Conflict between regional | Spent $300,000 for | Abandoned
Slaughterhouse . and federal government- social &
(ideal for free .
- federal government environmental
grazing) supported the project but it | impact study
was rejected by the local
government.
-Did not have much
contact with the local
community
Project 2 Nov 2020 | 600 km from the | 400 ha Good potential for -Environmental & | Forced to
slaughterhouse groundwater- Social impact move out due
focus more on assessment to conflict
(Northern part) . . .
intensive farming ted
model like in “recruite )
feedlots farmers/pastoralist
s to work with Luna
-Drilled 5 boreholes
-Prepared the land
-$700,000
Project 3a | 2020 Southern part 500 ha -Area is generally -Drilled 3 bore Moved out

more peaceful &

holes without
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Project Year Location Acreage Land Desirability | Stakeholder Engagement Cost Incurred Overall
Option Initiated (USD) Outcome
neutral success-though the
study showed
presence of water
-Conducted an
impact study
-$500,000 incurred
in total
Project 3b | Current Southern part 60- | 500 ha -There is arivera | -Presence of young farmers | -Dug only 1 Project
70 km away from bit far from the adjacent to the project who | borehole, which underway
the previous project will be engaged on fodder | was successful )
location production . . (M0V1‘ng
-Plan, invest in a machinery
-Existence of pastoralists lot of this week
who will produce livestock | mechanization and | 13th-17th
support the various | February
farmers 2023)
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