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. EXECUTIVE SUMMARY

1. Senprim wh,ch is operated under the aegis of the Ministry of
Rural Development (MDR) is Senegal's leading exporter of
offseason vegetables to Europe. Senprim suffers from an acute
case of operating sclerosis. Senprim's full potential is not
fully tapped on account of mediocre yields and declining sales
over the past eight years. The combination of underutilized

asssts and an operating cost structure are <characterized by
abnormally nigh air freight and distribution costs which have
yielded averaga oparating losses of US $750,000 which have been
tovered by operating and equipment subsidies. At present,
Sanprim’'s net worth wouid bae negative if it were not for
subsidies.

2. Several remedies may be devised to turn Senprim into a
successful and profitable operation. The restructuring of
Senprim’'s current operations would not resolve its opetating
weaknasses and would maintain the status quo. A ligquidation
would be attractive to the Government from a purely financial
viewpoint and would also be advantageous to a limited number of
qualified exporters. Yet, their close links with French
vegetable importers would make Senprim even more dependent on the
all important French market! which already accounts for 80 percent
of export sales. The division of Senprim between a production

unit of contract growers supervised by MDR and a marketing unit
controlled by private foreign investors would be undesirable to

private investors who would wield littie or no control over
production and quality. Oniy an integrated production/marketing
onperation with the predominance of a direct production system
rather than contract growing would give private rnvestors the

opportunity to fully control the production process and maximize
earnings.

3. The Minister of Rural Development outlined the Government's
plans to develop horticulture around several large scale farms
throughout the country. The Minister expressed the objective of
the Government to provide income opportunities to rural
communities as well as the strong official interest in attracting
u.S. private investors. The potential contribution of Uu.s.
investors is deemed particularly desirablie because it is viewed

as the most effective way to promote a technology transtfer for
the production of vegetables and because it also is perceived as
a significant opportunity to diversify Senegal’s export markets.
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4. Although privatization represents the best method to  cure
Senprim's ailments, several critical issues must be resalved to
éensure a successful take over by oprivate investors . The turn
around of Senprim wil] require the tdentification of investlors
qualified in terms of their track record in the wvegetlabie

business and their financial resources which shoutld enable them
to provide genuine up front equity equivalent to at least 40
pPercent of the total project cost (cost of existing assets and
improvements, working capital) tentatively estimated at uUs ¢4.5
million, Such an investor might be willing to accept commercial
risks and the risks of doing business in a distant and unknown
environment in exchange for a payback period ranging from 2.7 to
3.8 years.

5. The improvement of the projected payback towards the lower end

of the range and the concomitant probability of landing a Uu.s,.
investor will be contingent on the Willingness of the Governmen't
to provide attractive terms Yor the Purchase of Senprim's fixed
assets. The foreign investor would purchase fixed assets through
a 7 to 10 year indenture bearing a reasomnabie rate of interest
(10 percent) and would not assume prior indebtness. Further, the-
Government should be willing to abide by the vesulits of an

independent valuation of existing fixed assets by qualified
appraisers which may actually be below the book value of existing

assets(CFA 700 mililion equivalent to U.S. $2.2 million). Shoultd
the Government insist on a relatively high valuation for lhe
assets, it should be Prepared to grant special fiscal incentives
and liberal conditions for the leasing of the land on A long
term basis. Of equal inportance would be the recognitinng by the
Government of the investors’ operating freedam as it pertains tao
the selection of the production system, the determination of the
scale of operations and the treatment of existing Senprim
employees . The consultants are sensitivae to the potential
conflicts between the private investor's concern for operating
efficiency and the social objectives of the Government For this
reason, shouid the private envestor opt for a direct productlion
system, the consultants recommend that the warkars® status be

improved through performance incentives, profit participation and
stock ownership programs,

6. The privatization of Senprim will contingent of the fesolution
of these issues by the Government of Sentegal. At the same time,
the consultants fee| that a wel| targeted technical assistance
program would facilitate the privatization pProcess and enhance
the chances of jts successful outcome. The identification of a
qualified U.s. investor would be the cornerstone of such an
effort. Another major activity would he the appraisat of

Senprim’s fixed assets by independent appraisers.
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The projected cashflow detailing operating costs and investment
needs would demonstrate the viability of the proposed Senprim
turnaround. This turnaround would be based on a detailed
marketing plan to gain further penetration in existing markets
and tap new market{s.. Thus, the proposed technica! assistance
should also include a marketing survey together with a Fimited
study of qualily standards, a key factor in the international
vegetable market. These various activities would require
approximately 8 months and their cost has been tentatively

assessed at US $276.000.



1. SCOPE OF WORK

The level of effort undertaken for the consultants was defined as
follows in the USAID/PRE telex of 07/24/1986 addressed to the
United States Embassy:

QUOTE

2. "At this time the initial technical assistance for Crouzet and

M*Poko will focus on determining the total cost of achieving
privatization, inciuding the implementation phase as wel] as
planning and development. The consultants will also determine
whether there are any significant, costly hidden or

insurmountable obstacles to carrying out total privatization in a
timely manney .

3. Per ref A Mission is advised Jean Crouzetl Dakar ETA o/a
/17, He will spend approximately 16 work days; 4 work days on
each of 4 topics: 17 Marketing (local markets, campetitiaon,
transportation), 2) production, 3) finance/potential investors,
4) legal. He would be joined by Ben M'Poko for up to 3 work days
for marketing and finance.

3, Ref.A confirmed revised scope of work and time table; Ref A
A also confirmed country clearance based on Ref .B. Request you
schedule appropriate meetings with Minister, confrrm Ministry
will provide appropriate local support, inctuding complietion of 5§
year financials, sales, cost, operational dala on Senprim to be
available. if bossible. or arrival: "UNQIOTF



I't1. REVIEW OF SENPRIM OPERATIONS

3.1. PRODUCTION

1) In fiscal years (October 1 - September 30) 1983/81 and

1984/85, the total vegetable production sourced by Senprim was

4,018 and 3,305 metric tonnes. Total producton for the current

fiscal year is expected to equal or slightly @exceed that of

1983/814, This level of ocutput compares with approximately 12,000

tonnes in the late seventies prior to the iiquidation of Senprim -
Bud (Holltand) and the subsequent take over by the Ministry of

Rural Development in 1979;

2) The early years of operations demonstrated the technical
feasibility of growing vegetables in the Cap and Thies regions
within 50 kilometers from Dakar for the export and local markets.
Except for the period August through October corresponding to

heavy rains, the climate is quite favorable to truck farming
operations. The wvegetables grown by Senprim and other growers
include:

Beans

String Beans
Red Peppers
Cherry Tomatoes
Cantaloupes
Tomatoes
Cabbage

Onions

Senprim management also anticipates producing weggplants and
honeydew melons during the next fiscal year;

33 Approximately 97 percent of the vegetables purchased by
Senprim are produced on the farms it opurates and supervises.
The <combined area under cultivation of the three farms operated

by Senprim covered 375 hectares in 1984-85. The vegetables are
produced by some 625 growers who pledge to sell their output to
Senprim at fixed or variable prices. At present, no incentive is
provided fo" superior quality. Senprim supplies conltract growers
with inputs (seeds, fertilizers, pesticides, water) and extension
support. Additionally, Senprim tractors and trailers are used
for the removal of the produce from the field to the terminal
building. The balance of the vegetablaes (essentialy, 30 tonnes
of string beans) is sourced from independent produce farmers

in the traditional truck farming areas of Niayes.



4) Each of the Senprim farms is equipped with drilled wells,
water storage resevoirs supplemented by adequate 1rrigation
systems (levies, drip-dry and pivots). Each farm is also equipped
with a network of roads. Electrical power is provided by
generators or the national grid. However , operating
conditions vary from one farm to the other. For instance, acid
s50i 1 conditions and the intensive use of the Kirene farm (178
hectars) over the past fourteen years with limited or no fallow
account for lower yields than at Baobab, the other major Senprim
farm with 180 hectares under cultivation. In 1984/85, the
comparative yields in Kirene and Baobab were at follows:

(Tonnes per Hectare) Kirene Baobab

Green Beens 5.27 7.03

Red Peppers 4.98 6.02

Tomatoes 17.74 34.77

Cabbage 1.90 12.73

However , Baobab is producing below its normal capacity. For
instance, a normal yield for greea beans would be 9 tonnes per
hectare and 70 tonnes per hectare would correspond to an
average yield for a tomato growing operation. One  of the
possible reasons for this underutilization af the Baobab farm
lies with its location in the heart of the Niayes truck farming
region. A large number of the Senprim contract! growers also own
vegetable plots in the area. Thus their parcels on the Senprim
farm probably receive much Jless attention than their own
holdings. They employ a worker and/or retative and make
occasional visits to the site. Although efforts have been mede
to remedy these conflicts of interest, the perfaormance of the
Baobab farm is still affected by this factor . Within this
context, it should be noted that several major vegetable
producers and exporters are adopting a somewhat different
approach. For instance, Agrocap with a production of 780 tons in
19856/86 is cultivating 230 hectares of vegetables under a direct
production system. Jardima with a production of 1,081 tons and a

network of 1800 contract growers is planning an extension of its
production by purchasing its own land and growing vegetable crops
with its own labor force;

5) The <conditioning of vegetables for the export and tocal
markets is undertaken under very difficult conditions at Kirene
and Baobab. Kirene has no mechanical grading equipment and no
refrigerated facilities. Baobab is equipped with mechanical
graders for melons, beans and red peppers but lacks pre-cooling
and refrigeration facilities. Furthermore, the former quality.



control laboratory is inoperable. Vegetables destined for the
export market are trucked at night to Senprim refrigerated
warehouses at Dakar airport. With respect to onions and cabbage,

no adequate storage facility is available. This overall
situation contrasts sharply with the modern
grading/precooling/refrigeration installations of Agrocap and
Jardima w.ich allow for higher aroduce quality, better
conservation and reduced wastage. The rate of Senprim's raejects
on the export markets is reported to be around five percent of
export biliings equivalent to 50,000.000 CFA (US $ 125,000) on
the basis of 1984/85 results;

6. In summary, there exists significant opportunities for
improving vegetable production on Senprim farms. Yields may be
increased through the use of improved seeds, better agricultural
techniques and <closer supervision or control of production.
Furthermore, the Baobab farm with a total area of 900 thectares

offers opportunites for a sizable expansion of the area under
cultivation, if required.

3.2. Export Markets

1. During the recent off season months (December through May),
total Senegal exports of string beans, beans, melons,
tomatoes, redpeppers, gambos, and eggplant amounted to 6,030
tonnes. This was practically the same tonnage as in 1984/85 .
Eighty percent of this tonnage is transported by air to France.
The balance goes to Germany, Belgum, Holland and Austria. A
small tonnage (500 tonnes) found it way to North America, (USA
and Canadal. Senprim exports of 1079 tonnes accounted for 18
percent of Senegal’'s exports. As such, Senprim was Senegal’s
leading exporter of vegetables. Senprim was a major factor in
shipments of beans ( 34 percent of such exports), melons (28
percent), red peppers (17 percent), and eggplants (100 paercent) .
Further details about export of vegetables from 3enegal may be

found in Appendix 3;

2. In spite of Senprim's l|eading position in Senegal, several

concerns may be expressed:

(i) The continuing decline of Senprim's exports since
the late sixties;

(ii) The strong competition from offseason suppliers in
Egypt, Israel, Mali and more recently Mauritius who all sell to
Western Europe;
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Ciii) The extreme concentration of Senprim's sales to France (80
percent of export sales) which makes it villnerable to
temporary imbalances between supply and demand and sharp price

fluctuations within the French market;

Civ) Air trensportation bottlenecks and concomitltant high costs.
The combined weekly cargo capacity of Paris-bound Ajr France and
Air Afrique aircraft is 400 tons per week on a year round basis,

The impact of vegetables (200 tons per week over a 7 month
period) creates serious difficulties. Airlines prefer to
transport higher ~ revenue generating fish and shellf,sh products
the volume of which is spread more evenly throughout the year,
Occasional transportation coordination problems result from
flight cancellations. Due to the highly perishable nature of
beans and melons, losses are incurred by exporters., Under these
conditions, it is not surprising to note the extremely high

incidence of transportation costs which account for 236 percent of
Senprim’s sales revenues as compared to a gross profit margin of

35 - percent. The impact of transportation costs would be even
higher if it were not for the preferential ATAF (Air France/Air
Afrique) rates which are 15 percen! lower than IATA fates and
provide substantial volume/tonnage discounts. 't should be noted
that virtually every shipment of vegetables to buyars outside
France transit through Paris where it is transhipped tn s final

destination in Europe;

(v) Limited market diversification opportunities Access to
other European markets is limited by the lack of drrect anr
transportation routes. In the case of North Amerca, although
there currently exists spare air cargqgo capacity to New York,
imports of Senprim and other vegetltabhles from Teneqal are
restricted by the current USDA regulations which do not current)y
allow the entry of such products into the U.3 A

(vil) Senprim has not demonstrated the abilily to gonerate profits
from wvegetable exports with the exception of minar pradne| lines
such as string beans and cherry tomatoes . In 1984785, the

exportation of these two products yielded gross margins of 64 and
85 percent respectively which were more than sufficient to absorb

transportation, selling and adminiatrative EXPDEnses for the
product lines. Furthermore, all quantities produced for the
export markei were sold. In contrast, export sales of beans,
melons, red Peppers were characterijzed by substantial proportions
of unsold products (25% in the case of red peppers, 20% in the
case of melons, 10% in the case of beans) and inadedquate gross
margins of 35 percent or less, Although the high volatility of

the French vegetable market may account for some  of this



disappointing performance, much of the problemn seems 1o slem {rom
inadequate production scheduling and a tack of coordination
between production and sales;

(3) In summary, although export sales by Senprim account for 88
percent of aill net sales revenues, its export marketing
performance has been dissapointing. In addition to keen
international competition and real logistical problems, Senprim
has exhibited some of the weaknesses associated with "Marketing
Myopia": inadequate market place knowledge, overproduction,
uneven quality and inadequate gross profit margins. In atl
fairness, the new Senprim management has started addressing these
issues but export marketing remains Senprim's numbear one

operating problem and uncertainty.

3.3. Local Market

1) Although local sales account for only 12 percent of Senprim's
sales revenues, their tonnage (1,715 tonnes) far exceceds that of

exports (1,100 tonnes). In 1984/85, Senprim marketed 917 tonnes
of table tomatoes, 427 tonnes of cabbage, 177 tonnes of
cantaloupe melons, 114 tonnes of onions and B0 tonnes of cherry
tomatoes. Senprim’'s overall rate of participation in the local
market estimated at 130,000 tonnes was minimal. Senprim markets
its production at the farm gate through "Bana-Banas"” Pe.
buyers/truckers who in turn sell to wholesalers. Moderate

quantities are also sold directly to households;

2) Although local price levels more than double during the high
rain season, Senprim’s performance on the local market has nol
been profitabile. For instance, in 1984/85, cabbage which was

sold entirely in Senegal yielded an operating loss of 30,633,000
CFA or 79 percent of the sales revenue generated by Ihis product

line. The selling price ranging from 85 to 106.000 CFA per ton
was insufficient to cover high production costs resulling from
poor yields. (12. 7T/ha)l. it remains to be seen whether the
improved 1985/86 yield (25 tonnes per hectare and price(160,000
CFP per tonnes) will translate into a profit. In the long run

only a sizeable refrigerated warehouse would enable Senprim to
ccnserve cabbage over a period of several
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months and effectively capitalize on price fluctuntions. Another
example of Senprim disapponting performance on the local market
was the marketing of tomatoes in 1984/85 caused mainiy by low

yields (24 tonnes per Hectare) resulting in high operating costs
(71,310 CFA per tonne) exceeding the average level of lacal sales
price (46,000 CFA per tonne) which was only one tenth of the
export price;

3) In summary, in spite of the rapid growth of veyetable
production expected over the next fifteen years, the outlook for
the local marketing of vegetables should be one of caution.
I'f Senprim is going to profitably tap this potential market as an
adjunct to its export markets, it must be able to attain higher
yields. Such yields are the key to lower operating costs per
tonne. Production costs must be carefully controlled so that it
is possible to earn an operating profit even though the level of
the focal selling prices may be expected to remain substantially

below that of international prices.

3.4. Einancial Condition

1) A summary financial statement as of 9/30/85 is presented in
table 1,

2) The profit and loss statement reflects the following position:

(i) A gross profit margin of 35 percent which is not sufficient
to cover airfreight (36 percent of net sales revenusrs), expor i
related services (7 percent), selling expenses (3 percent) and
personnel expenses (10 percent). This operating cosl structure
represents a major structural constraint and unless Sfenpram can
earn an overall gross profit margin of 62 percont, il cannot
hope to achieve a breakeven on its operations;

(ii) An operating loss of 246,000,000 CFA caused by a combination

of low yields, high production costs, substantial volumes of
unsold produce and inadequate sales price levels. This situation
was not confined to fiscal year 1984/85 and large operating

iosses have been recorded since 1980

Ciii) The impact of non operating revenues (export, operating and
equipment subsidies) and extraordinary income which resulled in a
net loss of only 14,519,000 CFA in 1984/85 as compared with a net
loss 42,729,000 CFA in 1983/84;

3) The balance sheet depicts a financial condition which 1S
heavily dependent upon the financial assistance of the Government
of Senegal .
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The indebtness towards the Government is offset by subsidies
accruing to the cash account. Equipment subsidies have been
capitalized. Thus, Senprim's net worth is enhanced by prior year
accumulated net profits generated by operating and other
subsidies. The net effect is that without Government

intervention, Senprim would be bankrupt;

4) Under such circumstances, a ratio analysis would not be wvery
meaningful . The only valid ratio pertain to the utilization of
Senprim assets to generate sales revenues, as follows:

Ci) Sales turnover relative to total assets;
0.68 to 1, typical of an overasseted condition.
(ii) Sales turnover relative to fixed assets: 1.32 to 1
mediocre;
(i1ii) Sales turnover relative to current assets: 1.4, to
1 resulting from high cash balances and slow
receivables.

5) In summary, Senprim’'s financial condition is quite precarious:
Senprim is totally dependent on Government funding and subsidies,
its structure operating costs is beset by major constraints and
its asset base is not utilized efficiently.

3.5. Legal

1) Except for some old and doubtful receivables which have not
been fully provisioned, the Senprim management did not report any
major littgation problem. Additionally, the consultanls enquired
about the legal status of Senprim and the status of the tand an
which its farms are located;

2) As far as the consuftants coulid discern, the former Bud

Senegal jointly owned by the Government of Senegal (majoraity
owner) and Bud (Holtand) was formaliy created in 1972, Its
establishment was sanctionned by decree 72-138 dated February 21,
1972, In 1979, Bud Senegal was declared bankrupt. A recerver
was appointed and an appraisal of the fixed assets was completed
in September 1980. The corporation was not dissotved and the
assets of Bud Senegal were never liquidated. Thus, the
government has remained the legal owner of Bud Senegal .

Subsequently, the name was changed from Bud Senegal to Senprim
(Senegalaise de Primeurs) and the operation of Sfenprim was

entrusted to the Ministry of Rural Development. The managing
director reports directly to the Minister of Rural Development
(MDR) . It should be noted that the identity of Senprim does notl

follow the systems and procedures of government! accounting and
its accounts are audited every year by an independent! auditor (an
affilliate of Arthur Young International) in conformity with the
statutory requirements;
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3) The legal status of the land on which the Senpraim farms are
located is governed by decree 76-11 (Ministere Des Finances et
Affaires Economiques) dated June 11, 1976 . This decree Aapproves
the transfer of the government owned parcels of ftand ("national
domain") corresponding to the Kirene (127 Hectlares) and Baubab
(707 Hectares) to Bud Senegal for the purpose aof ctonducting

agricultural activities. However, this transfer did nol involve
the ownership of said parcels but only possession and/or
uusufruct rights, The decree did not specify the duration of
such an arrangement which could run either for 99 years or until
the disolution of the company. In praclice, the decree rmeant
that these parcels of land were to be legally exploited by Bud
Senegal and/or its successor. Thus, Bud Senegal and/or Senprim
are lawfully authorized to assign plats of land to  contract
growers and are entitied to terminate such contraclual
arrangements for cause. This right of termination has been
exercized by Senprim from time to time. Since 1972, the Kirene
and Baobab farms have been expanded and Senprim has acquired the
31-Bis and KSM farms. It is assumed that these additions and new
parcels will be identical to that of the initial ones However ,
their status should be wverified 'n the c«cvent of the

privatization of Senprim.
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1V ALTERNATIVES CONFRONTING SENPRIM

Whichever scenario will be selected for the future direction of
Senprim, it is likely to be heavily influenced by government
policy and the perceived attitude of private foreign investors.,

Such a scenario should seek to minimize the possible dyvergences
between government policy and the attitude of these investors.

4 1. Objectives of the Government Agricultural Policy

The major tenets of the official policy may be summari1zed as
foliows:

(i) Expand horticultural activities (vegetables, tropical
fruits, flowers) around certain poles of attraction patterned
after the Kirene and Baobab farms model with a view ton reaching
self-sufficiency in vegetables and promoting high-priced exports;

Cii) Reduce rural exodus by providing adequate and stable
income earning opportunities to farmers and developing thear
entrepreneurial skills;

(iii) Attract private foreign investors (preferably from the
United States) interested in taking over Senprim operations.
Such a take-over is deemed to be highly desirable for Senprim and
Senegatese farmers would enjoy the benef it of improved
agricultural technology. At the same timeo, the presence of US

investors would provide Senprim the opportunity to enter the
North American market and diversify its export sales.

4.2. Perceived attitude of Private Investors towards Senprim.

Any private investor (Senegalese or European or Amertcan) woultd
seek to recover its investment in Senprim over a relatively short

period of time (3 to 4 years or better ). Foreign tnvestiors
would insist on complete freedom of operations so that they would
retain the production system most likely to yield maxitmum
profitability. At the same time, private investors would expect
that MDR would undertake related activities which would assist
them in reaching their profitability objectives. Such activities
would involve the development and/or adaptation of new vegetable
varieties or hybrids best suited to Senegalese climatic and
environmental conditions as well as the definition and strict
implementation of grades and standards compatible with

international norms.
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4.3. Operations Restrucluring

This scenario will result in the elimination of Senprim’s
operating loss over the next two year s . The management of
Senprim beleives that the Co. could reach the brealkeven point by
improving yields, scheduling of production and sales more
strictly, making max imum use of lower priced marine
transportation for melons, red peppers, eggplants and saving up
to 50 percent equivalent to 150,000 CFA per tonne as well as
developing sales on the export and local markets. Whilst this
objective is certainly worthwhile, such a course of action is
likely to simply result in a status quo. Reasonable doubts may
be expressed as to the operating flexibilily of management under
this alternative and about the financial viability of this
scenario, Thus, it is probable that the Government would have to
continue subsidizing substantial operating losses and the
acquisition of new equipment. For all reasons, the restructuring

of Senprim is not deemed to be a viable solution.

4.4, Liquidation

The purpose of liquidating Senprim would be to terminate the
financial hemorrage and its concomitant operating and equipment

subsidies at an annual rate of 250,000.000 CFA. Firom a purely
financial point o view, this alternative would probably iepresent
an income earning opportunity for the GOS. Based on the audited
financial statement dated September 30, 19856, current assets of
668,000.000 CFA would be more than sufficient to pay far current
liabilities of 578,480.000 CFA. The sale of Senprim's fixed
assets (book value of 717,913.0000 CFA) would yield an
undetermined amount of cash depending on the liquidation value of
such assets. Additionally, the Governmen! may requite a rentad
fee for the use of the land which is not included in Renpram’s
fixed assels. However desirable this scenario may appear from a
profit standpoint, the Senprim invesiment opportunity wauld be
tapped primarily by local and or European inveslors However,
this scenario would not resull in any noleable transfer of

technology and would probably further Senprim's dependence on the
French market. Thus, it is not a viable alternative,
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4.5 Privately owned markeling company

This scenario was outlined to the consultants by the Minister of
Rural Development. Under this model, foreign private 1nvestors
would be involved solely in marketing operations. The markeling
company would source its vegetables from contract growers
operating on Senprim farms. The Minister further mentioned that
tie Government would provide free extension services lo the
contract growers. This formula might be attractive to a private
investor to the extent that his operating costs might be lessened
and that his initial investment in fixed assets wou'd be
substantially reduced. 1t would be limited to mechanical graders,
pre-cooling and refrigerated equipment, qualily control
facilities and refrigerated trucks (possibly 400 to 500,000.000
CFA). However, it is doubtful that such an arrangement would be
acceptable to a private investor for the following reasons:

Ci)d Lack of contro! over production and quality:

(ii) Uncertainty about the ability of the GOS to
provide free and adequate eaexlension services for
an indefinite period of time:

(iii) Questions about the scope, depth and quality of GOS
sponsored extension services;

(iv) Perceived countinuing presence of GOS in
vegetable production which would favor

contract growers and fear of possible Government
interference.

4.6. Privately owned integrated production/marketing company with
preponderance of an jndirect production system, (contract
growingl.

(1) The key points to be considered under Lhis scenario are as
follows:

i The privately owned integrated company would purchase
the fixed assets of Senprim;

Cii) GOS would finance the purchase of the assets under
reasonable conditions (extended maturity and preferenttal fixed
interest rate)d;

Ciii)d Seasonal contracts between the integrated company and
the contract growers specifying the obligations of each party.
The company would seek to control production and quality as much
as possible and operate on the basis of fixed season prices. The
company would also want to exercise the right to terminate
contracts with growers whose performance is not satisfactory;
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2) In the absence of detailed financial information and
projections the consultants have attemped to evaluate the payback
corresponding to this scenario on the basis of the operating
margin range ( 10 to 15 percent of sales revenues) supplied by
local vegetable exporters currently sourcing their produce from
contract growers. For illustrative purposes only, let us assume
the purchase of the fixed assets at Kirene and Baobab for a
maximum consideration of 700,000.000 CFA, corresponding to their
book value, an additional fixed investment of 500,00,000 CFA
(grading, precooling, cooling equipment and refrigerated trucks)
as well as a working capital investment of 300,Nn00.000 CFA (3.
months of sales), the total investment would be 1,500,000.000 CFA
(er US $ 4,545,000 as of September 1986) . Based on a sales
turnover/total assets ratio of 1, an operating margin of 12.50
percent, an export subsidy of 15 percent on export proceeds (80
percent of all sales revenues), a corporate income tax of 33
percent and a twelve year overall depreciation of fixed assets,
the expected pay back period under this scenario would be
approximately 4.33 years. Such a project represents a merginal
investment opportunity especially when the foreign investor
considers country specific risks. It would not be accepteble to
such an investor.

4.7. Privately owned integrated production/marketing company with
preponderance of a djrect production system (direct hire workers)

1) The direct production system allows the closest contro! of
vegetable production and quality. For this reason, it offers the
best operating conditions for the prospective integrated company.
Although the company workers may lose some of their independence
as compared to contract growers, their compensation may be tied
in part to performance. Thus, willing employees are likely to
earn higher incomes. It should be emphasized that several of the
major vegetable exporters in Senegal already wuse the direct
production system and/or are planning to use it. According to
these exporters, contract growing is beset with high procurement
costs and difficult operating conditions. The trend toward a
heavier reliance on direct operations portends the Vikety
growing impact of this system in vegetable growing operations in
the country;

2) The level of investment would remain identica! to that of the
preceding scenario, with the exception of the estimated operating

margin, all other assumptions remain unchanged. Based on the
summary indications provided by local growers, the operating
~margin derived from direct production operations would range
between 15 and 20 percent. The consultants have retained a 17.50

percent operating margin level for the purpose of eslimating the
payback period. Under this scenario, the expected payback period
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would be 3.78 years. This represents an improvement over the
preceding case. Such an investment opporftuntty would be
less than average but is likely to prove acceptable if
appropriate investment incentives are offered SO that, the

proposed pay back period would be shortened below 3 years (for
further discussion, refer to 5.4).

4.8. Becommendation

The direct production approach is likely to be adopted by a

private investor as a viable more approach and should be
retained. The closer control of production at each stage of the
process coupled with the on-going search for higher productivity
through improved inputs, cost reduction procedures and
performance incentives suggest that a predominantly direct
production system would yield higher profits and would be
preferred by private investors. The consultants are aware and
sensitive to the potential trade offs between efficiency and
maximum return of investment on the one hand and sacial policy

objectives of the GOS on the other.
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V Critica) Issues for the Privatization of Senprim
If Senprim is going to be privatized successfully, several issues

must be resolved nameliy:

i) Attracting qualified investors:

(ii) Structuring a sound financial plan:

(iii) Determining a fair fixed assets value;

(iv) Obtaining appropriate incentives;

(v) Recognizing operating freedom of private investors:

(vi) Reducing the uncertainty of export markets and Senprim
sales; and,

(vii) Implementing an effective quality control system based
on strict grading standards. '

5.1.Attracting Qualifijed Private Ilnvestors.

1) The proper identification of the appropriate foreign investor
is of paramount importance. The consultants believe that the
following qualifications would correspond hest to the Senprim
situation:

Ci) Prior operating experience in developing countries;
(ii) Successful track record in vegetable growing and
marketing. Alternatively, the combinatltion of an

investor and experienced technical partner would be
-acceptable;

(iii) HKnowledge of internalional vegetable markel (Europe
and North America; and,

(iv) Adequate financial resources, namely a nel worth in
the US $10¢ - 20 million vrange.
2) The search for such an investor in the United States will not
be easy. The consultants believe that the middle market offers
the most promising prospect for a qualified investor interested
in investment opportunity in Africa. Larger companies
(Fortune 1000) would be worthwh)te candidates.
However, mo s t of them (Campbet |, Dole ete. . are
oriented toward Latin America (Mexico) and or the Far
East (Philippines) where they maintain much larger

scale operations.

5.2. Structuring a Sound Financial Plan

1) To a large degree, the success of the Senprim privatization
will depend on a soundly structured financial plan whose major
tenets will be as follows:
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(i) Privatization will be effected through the purchase of

Senprim's ftrxed assets, based on an tndependent
appraisal of the market value of the business combined
with an appraisal of the assets by qualified
appraisers. Under such conditions, GOS would be

expected to assume Senprim's indebledness;

(ii) Genuine up-front equity <contribution by private

investors., Single ownership would mean a simpler
capital structure and operations. Yet, 1t would entai
a higher contribution by the foreign investor . Thus,
the foreign investor may welcome qualified local minori
partners;

Ciii) Overall debt should not exceed 60 percent of
the total project cost tentatively estimated at US
$4,500,000. A higher ratio of indebtness would
unduly burden operating results; and,

Civ) Willingness of the Government of Senega! to finance the

purchase of Senprim assets under reasonable conditions

(7 to 10 year maturity, fixed rate of interest 1n the
12 percent range (etc..)
5.3. Delermining a Fair Fixed Assets Value
1) No appraisal of Senprim assets is currently available. The
only available documents are the latest audited financial
statement for the fiscal year ended September 30, 1985 and a more
recent (February 1986) detailed Iisting of all assets (buildings,
equipment, tractors/trucks, infrastructure) for each focalion.
These listings indicate the acquisition date of each recorded
item, its initial purchase price, accumulated depreciation and
the resulting book value. Both documents indicate an almost

identical order of magnitude (718,414,000 wversus 713,414,000
CFA);

2) Although these documents represent a good start, the
consultants feel that the book value does not constitute a true
representation of the fair value of these assets. For instance,
during their visit to the Senprim farms, the consultants observed
a number of items in total disrepair and/or in an inoperative
condition. The consultants are of the opinion that most of these
items should have been written off. Yet, they are still carried
on the books. Furthermore, the very nature of wmost of Senprim's
assets (tand development: 37 percent, roads: 14 percent,
irrigation: 12 percent, electrical: 7 percent or a total
infracture investment of no less than 70 percent of all fixed
assets) and the absence of a ready market for such facilities

complicate the valuation process;
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3) Al these doubts and question should be dispelled with the
availabitity of an independent evaluation by qualified appraisers
with a strong agribusiness background. Such an appraisal should
be based on a complete listing of all assets and take into
consideration liquidation value, rehabilitation and replecement
costs as well as the valuation of Senprim as a going concern

capable of generating profits in order to determine a fair
valuation.

5.4. Obtaining Appropriate lncentives

1) If the Government of Senegal is truly determined to attract
Uu.s. and foreign private investors for the take over of Senprim,
it must be inclined to either consent to a valuation of fixed
assets which would be less than book value or grant rncentives

over and above the standard provisions of chapter 2 of the Grand
Investment Code of June 26, 1981. Chapter 2 applies to priority

enterprises {investment cost ranging from 200,000,000 to
2,000,000,000 CFA). Chapter 2 outlines a number of exemptions

from value added tax, import duties on materials and equipment,
lubricant and fuel taxes, real property levies, license tax, tax
on circulating assets etc. These incentives are comparable to
those of most investment codes around the wor!d. The exemption
from- import taxes and duties, including added value tax for a
period of 8 years on seeds, chemicals, fertilizers, herbicides
and pesticides is particulariy attractive. At the same time,
chapter 2 is silent on corporate income tax exemption or holiday,
a standard procedure in many developing countries. Only approved
enterprises within the purview of article 3 (minimal i1nvestment

program of 2,000,000,000 CFA implementable in three years) ate
eligible for a special fiscal status which must be authorized by

the interministerial Investment Committee and ratified by a
special agreement. Article 3 provides possible derngatinns to
the minimum investment requirement to "enterprises offering a
particularly important economic or social interest in conneclion

with the objectives of the Development Plan;

2) it is hoped that the Government would adopt A flexible
attitude with respect to a temporary exemption in whale or in
part from corporate income tax. A 50 percent exemption from the

corporate income tax during the first four years of operations by
a foreign investor would improve the expected payback period of

an initial investment of US $4.5 million from 3.78 to 3.19 years,
A 100 percent tax holiday during the same period would the
expected payback to 2.71 years. Under such conditions, the

investor would be able to base his investment decision on a more
attractive estimate of potential earnings as compared to other
alternatives he may have for maximizing the return on his
investment.
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5.5. Becognizing the Operating Freedom of Private Ilnvestors.

1) The predominantly profit orinented objective and operating

style of the private investor may be divergent from the
political, social and economic goals of the GOS agricultural
policy. Several areas of potential conflict may be anticipated,
namely:

Ci) Selecting the appropriate System of production.
Potential private investors would probably opt for

a predominantly direct production system. This
approach which is quite justified from an operaltions
standpoint is likely to disrupt the existing network
of Senprim contract growers. Furthermore, the

replacement of contract growers with direct hire
workers may be a politically sensitive issue.
However, the condition of the workers could be
improved substantially. Employees of the new
company could be motivated through performance
incentives, profit participation schemes and stock
option plans. Such arrangements would be aimed at
turning employees “into participants actively
interested in the future of the company;

(ii) Determining the scale of operations best suited to
the investors needs and resources Private
investors may be only interested 1n the take over of
the Baobab farm which offeis better soil conditions
and ample room for expansion, Thus, it is not
illogical to ask whether the GOS would favor or

oppose a "shedding” of Senprim;

Ciii)d Retaining existing Senprim employees. Obviously,
private investors would insist on their rights to
retain only the better qualified employees, submit
them to a trial period and eventually terminate non
performers. The Labor Ministry has not been
reported to be forthcoming with termination
approvals, except for cause. Would it be inclined to
show greater flexibility in this case?

2) Other areas of potential conflict could be outlined. More

importantly, they should be resolved clearly as early as possible
since the interest of foreign private investors in Senprim will
be contingent upon the degree of operating freedom they shall be
recognized by the various agencies of the GOS.
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5.6. Reducing the uncertainty of export markets and Senprim sples
13 Although Euopeans are willing to pay premium prices for
imported quality fresh produce during winter months, this
does not automatically mean that vegetables from Senegal In
general and Senprim in particular have a ready and unlimited
market in Europe. For instance, Senegal! has been lJosing ground
steadily with respect to cantaloupes as a result of a perceirved
deterioration in quality (sugar content) and the increased
competition from jsrael. Red peppers are also provided by Eqypt,
Burkina Faso and Kenya. Eggplants are barred from the French
market which is supplied by Guade loupe and Martinique. However ,
Senegal seems to enjoy a well established market position n
green beans and string beans. Cherrry tomatozs from Senegal also
sell quite well in Holtand and Germany;

2) Additionally, uncertainties should be reduced at the tevel of

each national market within Europe and elsewhere. Although the
French market will continue to be a major market for Senegal,
Senprim ought to improve its knowledge of other major European
markets (Germany, United Kingdom, Scandinavia, Benelux) and
participate more actively in such markets. Furthermore, although
some Senegalese exporers (SOEX, Toll - selection) are beginning
to tap the U.S. market directily from Dakar, to date Senprim has
not embarked wupon a program of penetration of this market.
Therefore, significant market diversification oppor unities

appear to exist for Senprim and other qualified exporters;

33 Finally, uncertainties should be minimized at the
transportation and distribution levels. Fresh solulians must be
devised to alleviate the transportation bottleneck and Senprim
ought to conduct an audit of its distribution cosls, pricing

arrangements and related issues to insure maximum operating
efficiency;

4) In summary, an appropriate strategy must be formultated to
marketing uncertainties and reduce such risks to manageable
proportions. This marketing oriented approach should he hased on

a careful investigation of the main existing and potential axport
markets and distribution methods.

5.7. Maintaining High Quality Standards

13 The image of Senegal and major vegetable exporters including
Senprim as quality suppliers is occasionally tarnished by the
practice of less scrupulous exporters who ship substandard

produce and/or produce containing worms and other parasites.
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According to the statistics of the phytosanitary control
department at Dakar airport only 48% of the vegetables exported
during the 1985-86 season were considered of good quality as
compared with 52% of exports whose quality was termed "FAIR";

2) The starting point would be the definition and strict
application by the GOS of United States style (the strictest in

the world) grading norms and quality standards. Such a systiem
would go a long way towards enhancing Senegal’'s iinage as a
reliable quality producer. 1t woudl require an adequately
trained staff and the availabilty of a modern terminal  with
cooling facilities where control and other expor i related
facilities would be undertaken prior to shipment;

3) At the same time, Senprim shoutd be equipped with appropriate

mechanized grading machinery and refrigeration
instaltations/trucks: This equipment would allow more
consistency in grades (an important element of gquality) and
ifonger conservation (freshness is another importan! marketing
consideration). Senprim would stand to benefit from improved

produce quality which generally translates into higher prices.

VI Need for Technical Assisltance.

1) Privatization is probably the most
efficient method to turn Senprim around from a deficit ridden and
over assetted position to that of a leaner and profitable

business organization. At the same t ime, the successfull
privatization of Senprim will require Llthe resolution of the
critica! issues identified in the preceding section. Within this
context, the consultants are of the opinion that a carefully
designed and wel! targeted program of technical assistance would
be instrumental in starting and facilitating the privatization
process. The program would cover the following activitlies:
i) Identification of qualified investars

in the United States;

(i'i) Appraisal of Senprim fixed assets
with a view to determining a fair
value for such assets;

(iii) Preparation of cashf low based on detailed
operating costs and investment needs for the
purpose of providing prospective inveslors

realistic projections and formulation of a realistic

plan for the turnaround of Senprim;
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Civ) Survey of major existing and potential vegetable
export markets (Western Europe and North America)
and definition of marketing strategqy <(producls,
quality, pricing, transportation and
distribution) aimed at improving market share;

(v) Preliminary technical study for the definitlion
and implementation of US level grading standards
and quality controls norms by the appropriate GOS
agency. The implementation of strict production
and quality standards is likely to induce USDA to
consider the removal of its banon Seneqalese
vegetables and fruits. The preliminary study may

lead to more comprehensive USAID sponsbred
investigation; and,

(vi) Project promotion.

2) A descriplion of the level of technical assistance s
provided in Table 2 which summarizea the scope of work, the
estimated number of person months, the cost, the duration and the
skills required for each of the above mentioned activities. The
overall level of effort has been estimated at 14.2 months and a

total cost of US $276,000 broken down as follows:

(i) Identification of

qualified investors $36,400
Cii) Appraisal of fixed assets $37.,800
(iii) Preparation of cash flow $44,500
(iv) Marketing survey $87,700
(v) Technical study - grading '

standards $20,900
(vi) Project promotion $48,300

Technical assistance activities would require approximately eiqghl
months from the starting date mutually agreed by GOS and USG

officials. The activities connected with investor
identification, the appraisal of fixed assets, the marketing
investigation and the ‘technical study of standards may run
concurrently. The inputs of all these investigations will be
used for the preparation of the projected cashflow, the
assembling of the project dossier and the investment promotion

campaign.
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His Excellency Famara Sagna - Minister of Rural Development
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LOCAL BUSINESSMEN
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Arthur Young)
Mr. Mounir Filfili, Chief Executive Officer, AGROCAP (vegelable
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Mr. Francois Faye, Sea Freight Department, SOCOPAO.

Mr. Diop, Sea Freight Department, SOCOPAO.

Mr. M. N'Dioeur, Cargo Department, Air Afrique

Mr. Si, Seputy Manager, Cargo Department, Air France

Mr. M.P. Gueye, Principal, CESTING (Appraisers).
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