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1. EXECUTIVE SUMMARY
 

1. Senprim which 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
 
ass'ets and aa operating cost structure are characterized by
 
abnormally high air freight and distribution costs which have
 
yielded averago operating losses of US S750,000 which have been
 
covered by operating and equipment subsidies. At present, 
Senprim's net worth would be 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 operationis would not resolve its operating
 
weaknesses and would maintain the status quo. A liquidation
 
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 maiketing unit
 
controlled by private foreign investors would be undesirable to
 
private investors who would wield little or no control over
 
production and quality. Only an integrated productinn/marketing
 
operation with the predominance of a direct production system
 
rather than contract growing would give private investors 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. orivate investors. The potential contribution of U.S.
 
investors is deemed particularly desirable because it is viewed
 
as the most effective way to promote a technology transfer 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

Senprim's ailments, 

the best method to cureseveral critical issues mustensure be reso lveda successful take over by to
 
pr ivate investors.
around The turn
of Senprim will 
require 
the identification
qualified (if investors
in terms of 
 their track 
 record
business and in the vegetable
their financial 
resources 


to provide genuine 
which should enable them
up front 
 equity equivalent
percent of to at least 40
the total project


improvements, cost (cost of existing assets and
working capital) tentatively estimated
million. Such at US S4.5
an investor 
might be willing
risks and to accept commercial
the risks of 
doing business 
in a distant
environment and unknown
in exchange for a payback period ranging 
from 2.7

3.8 years. 

to
 

5. The improvement 
of the projected payback 
towards
of the range the lower end
and the 
concomitant 
 probability of
investor landing
will be contingent a U.S.
 on the willingness

to of the Government
provide attractive 
terms 
for the purchase of
assets. Senprim's
The fixed
foreign investor would 
purchase
a 7 to 10 fixed assets through
year indenture bearing 
a reasonable
(10 percent) of interest
and would not 

rate 

assume 
prior indebtness.
Government Further, the
should 
 be willing 
 to abide
independent by the results of
valuation an
of existing fixed 
 assets
appraisers which may by qualified
actually be 
below


assets(CFA 700 
the book value of existing
million equivalent 
to U.S. $2.2 
million).
the Government Should
insist on a relatively hi.gh 
 valuation
assets, for
it should be prepared the
 

to grant special fiscal
and liberal inc'ontives
conditions 
 for the leasing of
term basis. the land (in a longOf equal inportance would be
Government the recogniti on by theof the investors' 
operating 
freedom as
the selection of it pertain,,; to
the production 
system, 
 the determination
scale of operations of the
the treatment
employees. The 
and of existing Senprimconsultants are sensi t iveconflicts to the potent ialbetween 
the private investor's 
cinicein
efficiency and fr operatingthe social objectives 
of the Government
reason, 
 should For this
the private envestor opt for
system, a direct production
the consultants 
recommend 
that
improved through 

the workers' statu
performance be
incentives, 
profit participation

stock ownership programs. 

and
 

6. The privatization 
of Senprim will 
contingent 
of the resolution
of these issues 
by the Government 
of Sentegal. 
 At the
the consultants same time,
feel that 
a well targeted technical
program cs siitance
would facilitate 
the privatization 
process
the chances of and enhance
its successful 
outcome. 
 The identification
qualified of a
U.S. investor 
 would 
 be the cornerstone
effort. Another major 
of such an
activity 
 would


Senprim's be the appraisal of
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 markets., Thus, the proposed technical assistance
 
should also include a marketing survey together wi th a Imi ted
 
study of quality 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 S276.000.
 



I . 

II. SCOPE WORK
 

The level of effort under taken for the consul tanl was def innd as
 
follows in the USAID/PRE telex of 07/24/1986 addressed to the
 
United States Embassy:
 

QUQTE
 

2. "At this time the initial technical assistance for Crouzet and
 
M'Poko will focus on determining the total cost of achieving
 
privatization, including the implementation phase as well 
 as
 
plaiining 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 mannei.
 

3. Per ref.A Mission is advised Jean Crouzet Dakar ETA o/a
 
7/17. He will spend approximately 16 work days; 4 work days on
 
each of 4 topics: 11 Marketing (local markets, ornpet ition,
 
transportation), 2) production, 3) finance/potential investors,
 
4) legal. He would be joined by Ben M'Poko for UD to 3 work days
 
for marketing and finance.
 

4. 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, confirm Ministry
 
will provide appropriate local support, including completion of 5
 
year financials, sales, cost, operational data on Senpr im to be
 
available, if nossible. or arrivnl! "IINO31iTF
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Ill. REVIEW OF SENPRIM OPERATIONS
 

3.1. PRODUCTION
 

1) In fiscal years (October 1 - September 30) 1983/84 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
 
1983/84. This level of output 
compares with approximately 12,000
 
tonnes in the late seventies prior to the liquidation of Senprim

Bud (Holland) 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 vegetables grown 
by Senprim and other growers
 
include:
 

Beans
 

String Beans
 
Red Peppers
 
Cherry Tomatoes
 
Cantaloupes
 
Tomatoes
 
Cabbage
 
Onions
 

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

3) 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 heciares 
in 1984-85. The vegetables are

produced by some 625 growers who to
pledge to sell their output

Senprim at fixed or variable prices. At present, 
no incentive is
 
provided fo," superior quality. Senprim supplies 
contract 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 vegetables (essentialy, 30 tonnes
 
of string beans) 
is sourced from independent produce farmers
 
in the traditional truck farming areas of Niayes.
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4) Each of the Senprim farms is equipped with drilled wells,

water 
 storage resevoirs supplemented by adequate Irrigation
 
systems (levies, drip-dry and pivots). Each farm is also equipped

with a network of roads. Electrical power is provided by

generators or national However,
the grid. operating

conditions vary from 
one farm to the other. For instance, acid
 
soil conditions and the intensive use the
of Kirene farm (178

hectars) over the past fourteen years with limited no
or 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 green 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 of the Baobab farm
 
lies with its location 
in the heart of the Niayes truck farming

region. A large number of 
the Senprim contract groweis also own
 
vegetable 
 plots in the area. Thus their parcels on the Senprirn

farm probably receive 
 much less attention than their own
 
holdings. They employ a worker and/or 
 relative and make 
occasional visits to the site. Although efforts have been made 
to remedy these conflicts of interest, the perforrin cte of (lhe
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
 
1985/86 is cultivating 230 hectares of vegetables 
under a direct
 
production system. 
 Jardima with a production of 1,091 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 and
export local
 
markets is undertaken under very difficult condi tiorir 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-cool ing

and refrigeration facilities. Furthermore, the former quality.
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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 produce quality, better
 
conservation and reduced wastage. The rate of Senprim's rejects
 
on the export markets is reported to be around five percent of
 
export billings 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 hectares
 
offers opportunites for a sizable expansion of the area under
 
cultivation, if required.
 

3.2. Export Markets
 

1. During the recent off season ronths (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, Belgurn, Holland and Austria. A
 
small tonnage (500 tonnes) found it way to North Amer ica, (IJSA
 
and Canada). Senpr im exports of 1079 tonnes accotinted for 18
 
percent of Senegal's exports. As such, Senprim was Senegal's
 
leading exporter of vegetables*. Senprim was a majoi factor in
 
shipments of beans ( 34 percent of such exports), melons (28
 
percent), red peppers (17 percent), and eggplants (100 porcent).
 
Further details about export of vegetables from Senegal may be
 
found in Appendix 3;
 

2. In spite of Senprim's leading position in Senegal, several
 
concerns may be expressed:
 

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

Cii) The strong competition from of fseason suppliers in
 
Egypt, Israel, Mali and more recently Mauritius who all sell to
 
Western Europe
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(i ii) The extreme concentration of 
Senprim's

percent of 

sales to Fian(:e (80
export sales) which 
 makes 
 it villnerable
temporary to
imbalances 
 between 
 supply and demand and sharp price
fluctuations 
within the 
French market;
(iv) Air transportat ion 
bottlenecks and 
concomi trant
The combined weekly cargo 
high costs.


capacity of 
Paris-bound
Air Air France and
Afrique aircraft is 400 
tons per week

The impact 

on a year round basis,
of vegetables 
 (200 tons 
per week over
per iod) creates a 7 month
serious 
 difficulties. 

transport higher -

Airlines prefer to
revenue generating

the volume of 

fish and shellf ish products
which is spread 
more evenly throughout
Occasional the year.
transportation 
 coordination 
 problems result
flight cancellations. from
Due to the highly perishable nature of
beans and melons, losses 
are 
incurred by exporters.
conditions, Under these
it is not surprising 
to note the extremely
incidence of transportation high
coets 
which account

Senprim's sales 

for 36 percent of
revenues 
as compared to 
a gross
35. percent. profit margin of
The impact of transportation 
costs
higher if would be even
it were not for the preferential

Afrique) rates 

ATAF (Air Fiance/Air

which are 15 percent
provide substantial lower than IATA rates and
volume/tonnage 
discounts. 
 It should be 
noted
that virtually 
 every shipment 
of vegetables to
France tran buyers outside
s it through Par is where it i s tran sh ipp ed I1
, i s f ira I
destination 
in Europe;
 

(v) 
 L im ited ma rke
t d ive r s ific a tion o pp o r tu n itIi s
other European markets 
Ac ce s s to


is limited 
by the lack of
transportation (1if -t ai r
routes. 
 In the case of Nor Ih Airer ic:a,
there a Ithough
currently exists spare 
air cargo capacity to York,
imports New
of Senprim and 
 other vegetab Ie n 
 from
restricted '.. Pq a I a IP
by the current USDA 
regulations which 
d1o) not ciir rtintly
allow the entry of such 
products into 
the U.S.A
 

(vi") Senprim has not 
demonstrated 
the abi I y 
t generati profits
from vegetable exports with 
the exception of 
minci 
 r pi tlii lines
such as string beans ci

and cherry tomatoes.
exportation In 1984/85, the
of 
these two products yielded 
gross margins of
85 percent respectively which were 

64 and
 
more than .suffici.ent to 
absorb
tr an spo r t a t i on , se I Iin g and a dm in tra
is t iv e
product ex pe( ,es for Ihe
lines. Furthermore, 
 all quantitiers produced
export market for the
were sold. In 
contrast, 
 export sales
melons, red peppers of beans,
were characterized 
by substantial 
proportions
of unsold products (25% 
 in the case of red 
peppers,
case of melons, 10% in 

20% in the
 
margins of 

the case of beans) and inadedquate gross
35 percent 
or less. Although the 
high volati
the French vegetable market 
lity of
 

may account 
 for sonie 
 of this
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disappointing performance, much of 
the problem seems to stern from
 
inadequate production scheduling and a lack of 
 coordination
 
between production and sales;
 

(3) In summary, although export sales by Senprim account for 88
 
percent of all net sales revenues, its export marketing
 
per.formance has been dissapoint ing. 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 all
 
fairness, the new Senprim management has started addressing these
 
issues but export 
 marketing remains Senprim's number one
 
operating problem and uncertainty.
 

3.3. Local Market
 

1) Although local sales for 12 of
account only percent Senprim's
 
sales revenues, their tonnage (1,715 tonnes) far exceeds 
that of
 
exports (1,100 tonnes). In 
 1984/85, Senpr im marketed 917 tonnes 
of table tomatoes, 427 tonnes of cabbage, 171 tonnes of 
cantaloupe melons, 114 tonnes of onions arid 80 tonnes of cherry 
tomatoes. Senpr im's overall rate of par t icipat in theion Iocal 
market estimated at 130,000 tonnes was minimal. Senpr im markets
 
its product ion at the farm gate through 
 "Bana-Banas" i..e
 
buyers/truckers who in turn 
 sell to wholesalers. Moderate
 
quanti ties 
are also sold directly to households;
 

2) Although local price levels more than double dur ing 
Ihe high

rain season, Senprim's performance on the local marIrket has not
 
been profitable. For instance, in 1984/85, cabbage which was
 
sold entirely in yielded an of
Senegal operating loss 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 resulting from
 
poor yields. (12. 7T/ha). It remains to be seen whether the
 
improved 1985/86 yield (25 tonnes hectare and
per 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 fluctuations. Another
 
example of Senprim disapponting performance the local
on market
 
was the marketing of tomatoes in 1984/85 caused mainly low
by

yields (24 tonnes per Hectare) resulting in high operating costs
 
(71,310 CFA per tonne) exceeding the average level local
of 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 vegetable
 
production expected over next
the fifteen years, the outlook for
 
the local marketing of vegetables should be one of caution.
 
If Senprim is going to profitably tap this potential market as an
 
adjunct to its export markets, it must be able at tain
to 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 local selling prices may 
be expected to remnain substantially
 
below that of international prices.
 

3.4. Financial 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:
 

Ci) A gross profit margin of 
35 percent which is not suifficient
 
to cover airfreight (36 percent of net sales 
 ievenues), export

related services (7 percent), selling expenses (9 percent) 
 and
 
personnel expenses (10 percent). This operating cost structure
 
represents a major structural constraint iinless
and : enpriin can
 
earn an overall gross profit margin of it
62 percent, 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
 

confined to fiscal large
was not year 1984/85 and operating
 
losses have been recorded since 1980;
 

(iii) 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 is
 
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, Senpr im's net worth is enhanced by pr ior 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 riot be very
 
meaningful. The only valid ratio pertain to the uti :ization of
 
Senprim assets to generate sales revenues, as follows:
 

Ci) Sales turnover relative to total assets;
 
o.68 	to 1, typical of an overasseted condition.
 

(ii) 	Sales turnover relative to fixed assets- 1.32 to 1,
 
mediocre;
 

Ci i i) 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 arid
 
its asset base is not utilized efficiently.
 

3.5. 	 LeaaI 

1) Except for some old and doubtful receivables which have riot
 
been fully provisioned, the Senprim management did not report any
 
major litigation problem. Additionally, the consultnnls ntiqui red
 
about the legal status of Senprim and the status of the laiid on
 
which its farms are located;
 

2) As far as the consultants could discern, the for mer Bud
 
Senegal jointly owned by the Government of Senegal (majority
 
owner) and Bud (Holland) was formally created in 1972. Its
 
establishment was sanctionned by decree 72-138 dated February 21,
 
1972. In 1979, Bud Senegal was declared bankrupt. A receiver
 
was appointed and an appraisal of the fixed assets was completed
 
in September 1980. The corporation was not dissolved and the
 
assets of Bud Senegal were never I iquida ed. Thur., the
 
government has remained the legal owner of FBud Sonegal.
 
Subsequently, the name was changed from Bud Senegal to Senprim
 
(Senegalaise de Primeurs) and the operation of fonprim 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 Senpr im does not
 
follow the systems and procedures of government accounting and
 
its accounts are audited every year by an irndependent auditor (an
 
affi II iate of Arthur Young International) in conformity with the
 
statutory requirements
 



9 .
 

3) The legal status of the land on which the Seripr im farins are
 
located is governed by decree 76-11 (Ministere Des FinanceN et
 
Affaires Econorniques) dated June 11, 
 1976. This decie, apprcivp!s 
the transfer of the government owned parcels of I lnId ("nat ional 
domain") corresponding to the Kirene (127 Hectares) and Bao bab 
(707 Hectares) to Bud Senegal for the purp~ose of conducting
 
agricultural activities. However, 
thi s tra ,.sfet did not inv(lve
 
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 ei ther for 99 years or until
 
the disolution of the company. In practice, the decree rneant
 
that these parcels of land were to be legally exploi ted by Bud
 
Senegal and/or its successor. Thus, Bud Senegal and/or Senpr im
 
are lawfully authorized to assign plots of land to contract
 
growers and are entitled to terminate suich contractual
 
arrangements for cause. This right of terminAtinn has 
 been
 
exercized by Senprim 
from time to time. Since 1972, the Kirene
 
and Baobab farms have been expanded and Senpr im has acquired the
 
SI-Bis and KSM farms. It is assumed that these addi t ions and new
 
parcels will be identical to that of the initial ones However,
 
their status should be verified in the event of the
 
privatization of Senprim.
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IV ALTERNATIVES,CONFRONTING SFNPRIM
 

Whichever scenario will be selected for the future direct ion 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 livergences
 
between government policy and the attitude of these investors.
 

4.1. Obiectives of the Government Agr icult ural PolicE.
 

The major tenets of the official policy may be summarized as
 

fo I I ows=
 

(i) Expand horticultural activities (vegetables, tropical
 
fruits, flowers) around certain poles of attraction patterned
 

after the Kirene and Baobab farms model with a view to 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 their
 

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 fo r Senpr im and
 
Senegalese farmers would enjoy the benefit of improved
 
agricultural technology. At the same time, the pre sen e of US
 
investors would provide Senprim the opportunity to enter the
 
Nor th American market and diversify its expor t salef .
 

4.2. Perceived attitude of Private Investors towards Sonprim.
 

Any private investor (Senegalese or European or American) would
 
seek to recover its investment in Senprim over a relatively short
 
period of time C3 to 4 years or better ). Foreign investors
 
would insist on complete freedom of operations so that they would
 
retain the production system most likely to yield maximum
 

profitability. At the same time, private investors would expect
 
that MDR would undertake related activities which would assist
 
them in reaching their prof itabi Ii ty objectives. Such activities
 
would involve the development and/or adaptation of new vegetable
 
varieties or hybrids best suited to Senegalese cl imat ic and
 
environmental conditions as well as the definit ion arid strict
 
implementation of grades and standards compatible with
 

international norms.
 



4.3. Ooerations Restructuring
 

This scenario will result in the elimination of Senprim's
 
operating loss over the next two years. The manajeirint of
 
Senprim beleives that the Co. could reach the breakeven poirnt by 
improving yields, scheduling of production and sales more
 
strictly, making maximum use of lower marine
priced 

transportation for melons, red peppers, eggpl-ant. 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 flexibility of manaqement 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. Liauidation
 

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. Flum 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, 1985, a!;5ets of
current 

668,000.000 CFA would be more than sufficient 
to pay for current
 
liabilities of 578,480.000 CFA. The sale of Senpl in's f ixe.d 
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 Government may require a rfntal 
fee for the use of the land which is not included in Ienpi im's' 
fixed assets. However desirable this scenario may appear from a 
p rof i t standpoint, the Senprim investment opportunity woulld be 
tapped primarily by local and or European investor; However, 
this scenario would not result in any noteable trmis fer of 
technology and would probably further Senpim'.& depondence on the 
French market. Thus, it is not a viable alternative. 
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4.5 Privately owned market ina company
 

outlined 	to the consultants by the Minister of
 
This scenario was 


investors
model, foreign privatp

Rural 	Development. Under this 


solely in marketing operations. The marketing

would 	be involved 


from 	 contract growers

would source its vegetables
company 


mentioned
The Minister further

operating on Senprim farms. 	

that
 

to the

would provide free extension services 


tie Government 

be attractive to a private
 

contract 	growers. This formula might 

costs 	might be lessened
 

the that his operating
investor to extent 


and that his initial investment in fixed assets wou'd be
 

limited to mechanical graders,

substantially reduced. It would be 


control
 
pre-cool ing and refrigerated equipment, 	 quali Iy 


trucks (possibly 400 to 500,000.000

facilities and refrigerated 


that such an arrangement would be
 
CFA). However, it is doubtful 


investor for the following reasons:
 
acceptable to a private 


(i) 	 Lack of control over production and quality;
 
to
 

(ii) 	 Uncertainty about the abi Ii ty of the GO$ 

for
 

provide free and adequate extension services 


time:
an indefinite period of 


the scope, depth and quality of GOS
 
(iii) 	 Questions about 


sponsored extension services;
 

(iv) 	 Perceived countinuing presence of GOS in
 

vegetable 	 production which would favor
 

possible Government
 
contract growers and fear of 


interference.
 

co annY witth
 
4.6. Privately owned integrated product ion/ma k 	._i 


system. (contiact

9f a.n indirect production
pre.ponderance 


growing).
 

this scenario are as
 
(1) The 	key points to be considered under 


fol lows:
 

company would purchase

Ci) The privately owned integrated 


the fixed assets of Senprim;
 

under
 
(ii) 	 GOS would finance the purchase of the as5ets 


preferenti al fixed
(extended maturity and

reasonable conditions 


interest rate);
 

contracts between the integrated company 	and
 
(iii) 	 Seasonal 


growers specifying the obligations of each party.

the contract 


seek control production and quality as much
 
The company would to 


on the of season prices. The
basis 	 fixed 

as possible and operate 


right to terminate

also 	 want to exercise the 


company 	 would 

is not satisfactory;
growers whose performance
contracts with 
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2) In t.he 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 Banrbab 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 300,000.000 CFA (3.
 
months of sales), the total Investment would be 1,500,000.000 CFA
 
(or US S 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 incomn 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 marginal
 
investment opportunity especially when the foreign investor
 
considers country specific risks. It would not be acceptable to
 
such an investor.
 

4.7. Privately owned intearated oroduction/marketing ro___p~any with
 
oreDonderance oL direct osyte d c wr
. roductinsy Jdjct k _rs)
 

1) The direct production system allows the closest control 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 compensal ion may be t ied
 
in part to performance. Thus, wi I I ing employees are I ikely to
 
earn higher incomes. It should be emphasized that several of the
 
major vegetable exporters in Senegal already rise 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 condit ions. The trend toward a
 
heavier reliance on direct operations portends the likely
 
growing impact of this system in vegetable growing operations in
 
the country;
 

2) The level of investment would remain identical 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 wouild range
 
between 15 and 20 percent. The consultants have retained a 17.50
 
percent operating margin level for the purpose of est imat ing 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 opportunity 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. Recommendation
 

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 social policy
 
objectives of the GOS on the other.
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Critical I ssues for I Privatization of aenpr i-m
 

If Senprim is going to be privatized successful ly, several issues
 
must be resolved namely:
 

(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 iriveutors:
 
(vi) 	 Reducing the uncertainty of export markets and Senprim
 

sales; and,
 
(vii) 	 Implementing an effective quality control system based
 

con strict grading standards.
 

5.1.Attractig 1ualifeid Private Investor&.
 

1) The proper identification of the appropriate foreign investor
 
is of paramount importance. The consultants believe that the
 
following qualifications would correspond best to the Senpr im
 
s itua tion:
 

(i) 	 Prior operating experience in developing countries;
 
(ii) 	 Successful track record in vegetable 1rowing and
 

marketing. Alternatively, the combination of ar
 
investor and experienced technical partner would be
 
-acceptable;
 

(iii) 	 Knowledge of international vegetable market (Europe
 
and North America; and,
 

(iv) 	 Adequate financial resources, namely a net worth in
 
the US $10 - 20 million range.
 

2) The search for such an investor in the Ulni ted 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 worthwhile candidates.
 
However, most of them (Campbell, Dole etc..) are
 
oriented toward Latin America (Mexico) and or the Far
 
East (Philippines) where they maintain mich larger
 
scale 	operations.
 

5.2. Structuring & Sound Financial Plan
 

1) To a large degree, the success of the Senpr im pr ivatization
 
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 f ixed assets, based on an independent
 
appraisal of the market value of the business combined
 
with an appraisal of the assets by qualified
 
appraisers. Under such conditions, GO" would be
 
expected to assume Senprim's indebtedness;
 

(ii) 	 Genuine up-front equity contribution by private
 
investors. Single ownership would mean a simpler
 
capital structure and operations. Yet, it would entail
 
a higher contribution by the foreign investor. Thus,
 
the foreign investor may welcome qualified local minority
 
partners;
 

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

(iv) 	 Willingness of the Government of Senegal to finance the
 
purchase of Senpr im assets under reasonable conditions
 
(7 to 10 year maturity, fixed rate of irterest in the 10 

12 percent range (etc..) 

5.3. 	Determining a Fair Fixed Assets Value
 

1) No appraisal of Senprim assets is current4y available. The
 
only available documents are the latest auidi ted fi nancial
 
statement for the fiscal year ended September 30, 1985 and a more
 
recent (February 1986) detailed listing of all asset (buildings,
 
equipment, tractors/trucks, infrastructure) for each location.
 
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 versus 713,414,000
 
CFA);
 

2) Although these documents represent a good 'etart, the
 
consultants feel that the book value does not consti tute 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 most of Senprim's
 
assets (land 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) All these doubts and question should be dispelled with the
 
availability 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 replecemrent
 
costs as well as the valuation of Senprin as a going concern 
capable of generating profits in order to determine a fair 
va Iua t ion. 

5.4. Obtaining. Aorogriate Incentives
 

1) If the Government of Senegal is truly determined to attract
 
U.S. and foreign private investors for the take over of Senprim,
 
it must be inclined to either consent to a valuat ion of fixed
 
assets which would be less than book value or grant incentives
 
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 world. 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 particularly attractive. At the same time,
 
chapter 2 is silent on corporate income tax exemption or holiday,
 
a standard procedure in many developing countries. Onily approved
 
enterprises within the purview of article 3 (mini mal investment
 

program of 2,000,000,000 CFA implementable in three years) are
 
eligible for a special fiscal status which must be authorized by
 
the Interministerial Investment Committee and rat ified by a
 
special agreement. Article 3 provides possible derogat ions to
 
the minimum investment requirement to "enterprises offering a
 
particularly important economic or social interest in cco'nnection
 
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 whole 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. Recognizing the Operatina Freedom of Pr ivate Investors.
 

1) The predominantly profit or inented objective and operating
 
style of the private investor may be divergent from the 
political, social and economic goals of the GOS agr icult ral 
policy. Several areas of potential conflict may be ant cipated, 
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 operations
 
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
 
incent ivgs, 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;
 

Cii) 	 Determining the scale of operations best suited to
 

the investors needs and resources Private
 
investors may be only interested in the take over of
 
the Baobab farm which offei s better soil c ondi t ions
 
and ample room for expansion. Thus, it is not
 
illogical to ask whether the GOS would favor or
 
oppose a "shedding" of Senpr im;
 

Ciii) Retaining existing Senprim employees. Obviously,
 
private investors would insist on their r ights 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 Senpr ii will
 
be contingent upon the degree of operating freedom they shall be
 
recognized by the various agencies of the GOS.
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According to the statistics of the phytosanitaiy 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 str ict
 

application by the GOS of United States style (the strictest in
 

the world) grading norms and quality standards. Such a system
 

would go a long way towards enhancing Senegal's image as a
 

reliable quality producer. It woudl require an adequately
 

trained staff and the availabilty of a modern terminal with
 

cooling facilities where control and other export related
 

facilities would be undertaken prior to shipment;
 

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

mechanized grading machinery and refrigeration
 

instal lations/trucks' This equipment would allow more
 

consistency in grades (an important element of quality) and
 

longer conservation (freshness is another important marketing
 

stand to benefit from improved
consideration). Senprim would 


produce quality which generally translates into higher prices.
 

VI Need for Technical Assistance.
 

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 time, the successfull
 

pr ivatization of Senpr im will require the resolut ion of the
 

critical issues identified in the preceding section. Within this
 

context, the consultants are of the opinion that a carefully
 

designed and well targeted program of technical assistance would
 

be instrumental in starting and faci I tating the pr ivatization
 

process. The program would cover the following activities:
 

Ci) 	 Identification of qualified investors
 

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 cashflow based on detailed
 

operating costs and investment needs for the
 

purpose of providing prospective investors
 

realistic projections and formulation of a realistic
 

plan for the turnaround of Senpr im;
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Civ) 	 Survey of major existing and potential vegetable
 
export markets (Western Europe and North America)
 
and definition of marketing strategy (products,
 
quality, pricing, transpor tation and
 
distribution) aimed at improving market share;
 

Cv) 	 Preliminary technical study for the definition
 
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 Senegalese
 
vegetables and fruits. The preliminary study may
 
lead to more comprehensive USAID sponsbred
 
investigation; and,
 

(vi) 	 Project promotion.
 

2) 	 A description of the level technical
of assistance is
 
provided in Table 2 which summarizes the scope of work, the
 
estimated number 
of person months, the c ost, 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 
 $36,4(10
 

(ii) 	Appraisal of fixed assets $37,800
 
(iii) 	 Preparation of cash flow $44,500
 
(iv)'Marketing survey 
 $87,700
 
(v) 	 Technical study - grading
 

standards 
 20,9 	()
O 

(vi) Project promotion 	 $48,300
 

Technical assistance activities would require approximn lely eight
 
months from the starting date mutually agreed by GOS and IJSG
 
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 project and investment
the dossier the promotion
 
campaign.
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The Honorable Lannon Walker, United States Ambassador
 
Mrs Jennifer Ward, Deputy Chief 


Section
 

of Mission 
Mr. H. Clay Black, Heau of Economic and Commercial Section 
(Outgoing) 

Mr. Joseph T. Sikes, Head of Economic and Commercial 
Mrs. 
Portia McCallum, Commercial Officer
 
Mrs. Carol Tyson, Deputy Director, USAID
 
Mr. Harold Lubell, Program Director
 
Mr. James Ito, 
Regional Controller USAID
 
Mr. Ronal Harvey, USDA
 

OEF 

His Excellency Famara Sagna 
- Minister of Rural Development
Mr. N'Daye, Chief 
of Staff, Ministry of Rural Development

Mr. Dagne, Technical Advisor, Ministry of Rural 
Development

Mr. MBA, Treasury Department (receiver of Bud Senegal)

Mr. Christian Valantin, 
 Representative, National 
Assembly and
 

legal counsel.
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Dr. Waly A. Ndiaye, Managing Dirctor
 
Mr. Lamine Ndiaye, Chief Agronomist and Manager of the Baobab
 
farm.
 
Mr. Samb, Chief Ac-countant
 

Local Businessmen 
- see next page
 



LOCAL BUSINESSMEN
 

Mr. Guy Crozes, Legal Counsel Fiduciaine France Afrique
 
(Associated with Arthur Young)
 

Mr. Michel Berda, Partner, Cabinet Helios (Associated with
 
Arthur Young)
 

Mr. Mounir Filfili, Chief Executive Officer, AGROCAP (vegetable
 
producer and exporter)
 

Mr. Michel Isidonre Layousse, Financial Director, Groupi
 

Layousse (owner of Jardima, vegetable producer and exporter)
 
Mr. Dialo, Chief Executive Officer, SOEX (vegetable producer
 
and exporter)
 

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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APPENDIX 3 
- EXPORTS OF OFFSEASON SEASON VEGETABLES AND FRUITS
 

FROM SENEGAL - 1985/86
 

A 



IRVICE CONROLS 1YTOSANITAIR
 
LIAROPORT , DES EXPORTATIONS DE FRUITS ETLEGUMES
DRDAKAR-4OFl. 	 STATISrIQJES 

, 	 (FIN NVoEnRIE 1985 AU 31 MA 1986). 

LISSEENTS H.V.F. HeBOBBY MELONS TOMATES PIhENTS ' GOHBOS AUBERGINES HANGUES TOTAL PEWS 
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107,7842 222.143 s 11483 • - I 17.O4 - - 2 358.414 ASSEZ 
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PAM 390.452 161.036 433.827 * 5.017 2 85.666 : 1.8 : - 12-729 : 1.090.599 ASSEZ 

IPRIM 31.653 *-626.297 s 306.473 s 15.786 * 95.852 3118 1.079.179 s BON 

OCA s 100.357, 40.052k - - 44.304 - s - s 144.713 ASSE.Z 

) 186 8 35.642 - - 21,092 - 2 . 2 242.74_ :ASSEZ 
2 2 : _ s 2s 2 . , 

0 I 106.054: 97.516w 16.1712 - 56.271 276.012 ASSEZ 

LL-Ss.E=T. 	 2610.509 236.4569 3 " 3105.438 - s 952.43 ASSEZ 
3 33 s 9530 E33 

k - - I .79.989 - - : - 2 - - 79.9893 ASEZ
3 	 2 2 1 3 2 2 23.258 2 34.0212 - 2 - 2.258 - 2 - -	 39.537 ASSEZ 

NimtI 2 4.464 7.7202 - -	 1 2 1 8 B 

2. 120*877 1.3.0
7433.2 

S 8 61o10483 56236 6589 3.118 12.729 6.043.eL7 
S .36776 1818 6,030.288 el. AN( 

TS IhPORTATEURS 3 FRANCS -	 ALLEAGNE .- DELGIQUE - SUISSE - liOLLANDS - AUtRICOIS - USA - ANGLErE 1RK - POLOGU,. 

RE D'EIPEDITIONs : 	 2856 DONT 83 DEBlARQUEES POUR REFOULEMENT.
 
(presence de cherLtles endophytes non identifl6es ou maladies). LE IEF LU BUREAU
 


