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ACRONYMS 

ALBAPOR - Planta de Alimentos Balanceados de Portachuelo (Portachuelo
 
Feed Mill).
 

PdLIAT - Planta de Alimentos Balanceados de Tarija (Feed Nilk
 
Chicken Proc]ucers Association).
 

APA - PAgricultural Producers Association.
 

C- - Cor-oraci6n foliviana dle Fomrento (Bolivian Development
 
Corporation) 

CBOCE - Ccoperativa Boliviana de Cemento (Cement Plant). 

CODETTR - Cororaci6n Regional de Desarrollo de Tarija (r3e iona! 
Development Corporation of Tarija).
 

COFZDENA - Corporaci6n de las Fuerzas Armadas para el Desarrolic 
Nacional (Armed Forces Development Corporation). 

CMMIBOL - Corporaci6n Minera Boliviana (Bolivian Mining Corporation). 

CORDEBTI - Corporaci6n Regional de Desarrollo del Beni (Regional 
Development Corporation of Beni). 

CORDECRUZ - Corporaci'n Regional de Desarrollo de Santa Cruz (Regional 
Developent Corporation of Santa Cruz). 

DEC - Departmental Developrment Corporation (Corporaci6n
 
D.partamental de esarrollo). 

E - Empresa kaciona] del Arroz (National Rice Company). 

EAF - Finpresa Nacional de Fundiciones ('ational Smlting] 
Enterprise.) 

ENDE - Empresa Nacional cIe Electricidad (National Electricity 
Enterprise). 

ENFE - Dqnpresa Nacional cle Ferrccarriles (Ilational Railway 
Ccmany). 

EL - Empresa Nacional de Telecomunicaciones (Tational 
Teleccmmun'cations Company).
 

FOPS - End of Project Status. 

ESF - Fconcmic Support Rund. 
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FAEOCE - Fbrica Goliviana de Cerimica (Ceramic Plant). 

FAC - Fibrica de Aceites (Edible Oil Plant). 

FANCFSA - Fibrica de Cemento S.A. (Cement Plant). 

FITNIPJIN Fibrica , e Vid-Irio Plano (Glass Factory). 

....- b .... c avaser de X7idrio (Glass Ccntainers rant). 

GDP - Cross Ctmestic Products. 

C<OB - Covernment of Bolivia. 

ICI - Intermediate Credit Institution. 

DB - interarkerican Reve.cnmenmt Dank 

IEE - Initial Environmental Examination. 

IESC - International Executive Service Corps. 

IC - International Finance Corporation. 

INMUEAL - Industrias Metlicas (Metals Plant). 

INrTPRC - Industrial Transition Commission. 

ICC 'Indefinite Cuantity Contract. 

...lterral iate of "eturn. 

LAB - Lloyd Areo Poliviano (Bolivian National Airline). 

IACA - Ministerio de Asuntos Campesinos y Agroecuarios (I-inistry 
of Peasant Affairs and Agriculture). 

.CF-'arket Tc.nm Capital Formation. 

NFP - New Econcmic Program. 

tTSC - Bolivian ;'ational Securities Commission. 

PJAN - Planta de Alimentos de " - (Ccrn Feed ",ill). 

PA17 - Programa Acriccla Ce Oleaginosas y az de). Gran Chaco 
(Edible Oil Prccran). 

PEQ - Planta Elahoradora die Cueso (Cheese Plant). 



PID - Project Identification Document.
 

PIL - Planta Industrializadora de Leche (National Milk Company).
 

PITASA - Industrias del Papel (Paper Plant).
 

PL--' PC - Public Law 40. 

PCD - Privatifaticn Prorrotion Officers. 

SEC - Securities and xchange Commision. 

SOE - State-Owned Enterprise. 

TA - Technical Assistance. 

USAID - United States !Nency for International Development. 

YPFB - Yacimientos Petroliferos Fiscales Bolivianos (Bolivian 
Petroleum Company). 
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PROJECT AUT.7 I.IZATION
 

Name of Country: Bolivia 

Name of Project: Industrial Transition (IT'TRA) 

Nunber of Project: 511-0577 

i. Pursukant to Section 106 of the Foreign Assistance Act cf 061, as 
amended, I heretic, authorize the Industrial Transition Project for 
Eolivia, involving planned obligations of not to exceed Ten Million 

United States Dollars (USlO,000,000) in grant funds (the "Grant") over a 
four-year period from the date of authorization, subject to the 
availability of funds in accordance with the A.I.D./OYB allotment 
process, to help in financing foreign exchange and local currency costs 
for the Project. The planned life of project is four years from the 

date of initial obligation.
 

2. 1,e Project Agreement(s), which may be negotiated and executed by 
the officer to whom such authority is delegated in accordance with A.I.D. 
r 3ulations and Celecations of Authority, shall be- subject to the 
f .!cwirg <cscential terms ian covenants and ma-cr tzti.,:raon...t.c, 
with such other terns and conditions as A.I.D. ay deem appropriate. 

a. Source and Origin of Co ds and Services (Grant)
 

Comm dities financed by A.I.D. under the Grant slhall have their
 
source and origin in 2olivia or the United States, except as A.I.D. may
 
other ,ise agree in writing. "cept for ocean shipping, the suprliers of 
commclities or services shall have Bolivia or the United States as their 
place of natiorality, except as A.I.D. T.a, otheraise acree in ..riting. 
Ccean shipping financed by A.I.D. under the Grant shall, except as A.I.D. 



ray otherwise agree in writing, be financed only on flag vessels of tl]. 
United States.
 

b. Conditions Irecerlent to 7irst Dis):ursement of Assistance 

Prior to the first disbursement of the Assistarce or to tbe 
issuance b-y A. I. D. cf dIccuentation Ejursua=.t to .Wich]'-iurs ,x.n_ iLL 
be made, Zolivia will, except as A.I.D. ,nay otherwise agree in writrig, 
furnish to A.I.D., in form and substance satisfactory to A.I.D.:
 

(i)an opinion of the Attorney General of Pclivia or other 
counsel acceptable to A.I.D. that this Agreement has been duly aul -iori 
and/or ratified by, and executed on behalf of, Bolivia and thiat it 
constitutes a valid and legally binding obligation of Bolivia in 

accordance with all of its terms; 

(ii)a statement of the names of the persons holding or acting
 
in the office of the Bolivian autiorized representative specified in 
Section 9.2 of the Agreement, and a specimen signature of each person 

specifie. in such statement. 

(iii) a written notification approving the creation of LI'RAC 
with the riames of the Board of Directors. 

c. Covenants 

2olivia will covenant to take whatever legal steps are 
appropriate during Project imlere2ntation to effect the privatization of 
seects state-cwned enternrises. 

32 _71 



A. Eac'gr-und 

The Industrial Tasition (IL:RA) Project Identification Dccument 
was revieve:'e bY the DTAEC and apprcved_ for firal design in Eece.e- 1_C 

DC .at
... I est the PP: i) set Ecrt'- te, iin -ivati;'.ti.n 

strate ecre the scope an(' functions of t'e Industrial 

Tran.ition Commission (IITMAC), 3) ara-lyze the protzlble sources of 

financing which could he mobilized for divestitures, 4) consider the 

different privLtization options (ratl.er than identifying spec-fic 

enterprises to be divested), and 5) identify probable areas for 

divestiture in order to assess the kinds and amounts of inputs (such as
 

technical assistance and crefit) that may be required.
 

Th.e roject Paper reflects these DAEC recuesc-,ts. In the case of 

si-:ecific privatization actions, the desicn team.Nwas able tc -o ;:_' r,"ti-e 

DAEC suggestion of i,:]entifying crly proh all-. a,2as for divestiure. 
Dase3 on visits to the various rtmentl Devec::ment Coprations 

(DCCs) and staa-c..ne. enterprises (SOEs), iwas to,. ntifyit l-Dle 

certain state enteo-prises which are - .. -:i.onesorioritv ovat , tin and 

can 'ze ex:ect,- to 'c ready -rivatizaticn .3 ftcr ­for -ct" 

.... 'ean.s. A listing of 12 . C. ... ole1.entat.-cn m-- .ter.ri..s 

1 . . on 4t' .' tiAs Pale. 

http:staa-c..ne


TeProje-ct is a~ ',ev cwmneont c-" USAID/Zol ivia's ctorsevao stratri, 

G it,,as (llvJ th'e t,,v vea:zs, narticu.larl-.', in~ t:-c C: ita-turing last 

P~si~ntVictor Paz te co. h tbcp ce- crc:s h'.a 

of th-e privrate sector in a( dress2.na the lKey constraints to iEclivia's 

eccriomic .evelo-r.-nt, whc rc e 'tant: rmrncl of, t coz:w 

;-,. fi cicnt ina- mi-Ctz , lzrvc2is 1.to;, El:,- tZ .-- I.-' lc". C: :cL z t 

exports. It takes advantage of the existin*,-. iy inc o 

oprportunity" to increase further the11CC3'z ccoanitm.ent to 7arket 

i-.echanisis to set prices anxi wage levels arnd to allocate resources. 

7--: Proct srt ' zto su~~~te 2zf-ortc 4-n 

-)-ivatizaticon (as iniill r-crbits 7,onr.-iC arc~~ 

'.'luati4c-n c-f acsets, cales re(otiatiors, -'uhlic rplatins, ;Inccr>: 

f1-nncirna for wcr!-:1ng capital nee<(-s of !:r4vjtizcUd eer -r4.s A nCo 

oDUput Of this -!Slstar~CC is e:x:ected to te its cat.alytic role- i 

attracti'ng ,r4irate :nvcstiment. In carr.u:na out t"-: rPo-,-ct, US7J C i2 

manana reaje''lo', nr.ofile, in rccotio of t!-e c.4i-:Ca.
 

senitiit.:njnfl~orT~tj:' ctin ur- ounK-lrr- rrivat aic;n
 

--ivostiturc? :ecisions. 

http:dress2.na


C. The Project 

£rivatization of SOEs is
a high COB priority and a 1'-,. 

ZJD/12oJ0iviaV itU t U s asitance 

i.cnMtri,
ute to the atta!ment of t,*c of UAID,/7clivi] ' 
objectives: (1)economic stabilization and recoverY, anj (2).Tnintemnce 

srnc! stre-nct-1-niT Cf! mc~i c'-vrrrent. ",,,ITrcject .ilht.c
 
t:-eCC~Octo '-"-,'_ -ZaCitnt-.o". i-,~
t.e- i.."' EZ I"I.T' - Sccesj3ru n~in0. -_t.~ e O' 

economic recovery program and by assisting the private sector to play a
 

larger, more effective role in th'e country's econoy. The Project is
 

fully consistent witli AID's privatization iicy (State lSS3CO'), ijhiciL
 

directs USAIDs to assist with the divestiture of SOEs and the reduction
 

of the role of gover nents in prcuctive enter-prices. 

recover'. an] sustainod growtzh 0hrourig more rational allocation cf 

:esources. ThIe Pf'oj.ct purpcse is to increase the rol, of tie Soiivian 

private sector in the ccuntry's economy through its enhmnceci 

,xrticipation -n investment in productive u sia an,- ervice 

entermrises. 

To a-ttain the urr t;e Pro.ect wil1 : l' a 

temporar'i t;hich .lcD an-44171 dv . imp..ecnt action lan, to 

rivati.ze ')Es, (2)an.-- in the actual crivatization of selected 

http:rivati.ze
http:Pf'oj.ct
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enter rises current!y owned by Polivia's DeCart-.ent,!l Develonment 

Corporations (DECs) as a pilot effort which would subsequently :e 

reolicatel on a larger scale, (3) assure that privatized SCEs are 

Frovide.: .;it. sufficient techlical assistance and start q. capital to 

(2stret~ vz~hit' f thiro-raioz,;~ r ro17,o~t 

ct::er nrivat Zation ontiors, such as contracting for ter' aragement of 

state enterorises, in cases where outright divestiture is not feasible. 

7he :roject'[ eill hFve three cor.pcnents: 

1. Establishment of an Industrial Transition Commissicn 

(DIMPAC). Thie ITRAC will consist of a mixed Commission of high level 

private and public sector representatives wlo will work under the policy 

guidance of the Minister of Planning. Initiall.y, tha main tas5' f the 

Cor'nission w-ill b:e to develop a feasihle privatization strategy a.I a 

, >, to 'eveloin, ccor:.:ir.ate and car~r out all actions l-a.ir to t:e 

transfer of 5OEs to the private sector. I:.IA. will also support the 

t' n of ootions strategic enter'?risesia-iori cther nrivati-aon for state 

or for entezoriscs not suitable for inmediate divestiture or closure. 

?. ?'rivati,.aticn Actions, uzner wihic divestitures *-d other 

nr-ivat4.-'.at,;n orticns '.i l be carrieC cut and tec-:nical assistanco 

")rovi E:(! to h:el!) selected nrivatized SO :uri . r n; stag,-,­

operatrcn. 'Tie technical assistance ,;il va', f-uin enternrise tc 



'?nter'rise, but it is antici:ate.=d, t!hat z-ivatized entrmr-vs will need 

assistance in the areas of production methcds, a.magement, marketing, and 

methods of firancinq orrations. The purpfose cf thic comonent will "c' 

to assure .t. oeraticnal via iit:' and survival of the Privatize:I ZO-s
 

3. Development of Financing Mechanisms to facilitate the 

transfer of SOFs to the private sector. 
This ccr.enent entails t-e 

precpo.raticn of altern..ative finxcing ,ac,.ages, 1-ased on zeasiit' 

studies and urnerstandings with DDCs and related GOB entities, for the 

transfer of SOEs to the private sector. A.I.D. furding for the finzncing 

packages will be minimal and limited to selected partial fimncing,
 

through Bolivia', private banking mystem, of wor.:ing capital requirements
 

of privatized SOEs. 
A prime purpcse of this limited firanci.nrcuV be
 

to serve as a catalyst to attract additiCnal investments from th:e private
 

j32tc01. and.cl Ua.c -' 2nU~~ a: cilfi:e' tIeC "11 

tran nitl-n oric
of orivatimd fO~s.
 

D. FrojectFunin
 

A.I.D. Life-os-Project ,P cLn tlG million !of arant
 

funds is proorxzse! to fi.nance Project activities during a fcur-'.ear­
"oerio/2. The ."I.D. ccncri[;ution constitutes Cn, _% percent o th-e LCPAL{9 


cost, ,ihich is estimate,., at 70 million, :ncu-I:" g the -larmeu COd 

contribution of t7.5 millicn in l.cal currenc!, )37.5 million in 

.Lrvestment t !'.±ion."total of ij:_l 




T.e A.I.D. contribution is broken dow.n as follows: 

Ctecor (JoCO 

. ans it -LonC anni SSl4 :si or 1 

Technical Asistance 2,57 

1*rkina Capital for privatized SOFs . 5,496 

Other Costs 505 

Continqencies 9 425 

Total $10,000 

E. Project Amproval Factors 

The project design team which prepared the Project Paper has 

concluded that the Project .has a sound financial, economic, technical an.] 

social isis, anu tlat 30llvia 4ill establish an Itustrial T-ansitin 

Ccrission to implement it effectively. Also, it !as 'etermined th-at the 

pr-oject -Ail. rijt >.av1 an acverse effect or, the onvionrment, a± ., 
th,ere 2o,-= c-erl~"7 --IC e I.cl:s~ ha.-s Ccn rcre- . ad. i-,v 

h:,tsed on t]he provisions cf Section 2C2.2(C) of 22 CIF part 21" on 

envirorncntal orocedures. 

F. Project Design Team 

I. The UJSD/'olivia Project Design Team ;as com-osed of: 

,n.el !. Dfaz USAID/'1PD&I
Jaime Vizcnv:.:a -C-' ir,,&p 

Clark JoelU5AD/EC. 

T.DavL Johnston USAID/PF
 

"ahlon : arash USAID'PIRZ 

Ernesto Carcfa UTAI DiPDj) 
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2. UAID/Solivia contracted the services of the International 

Science and TcLchncloav Institute (IS'I) to assist in carrying out tre 

various Projcct An.alyses. Th:e ISTI tem of Consultants .as ccmtncscd cf: 

Fcbert Sond ChIief of Party 
Isr.-ael £eanvi~.es rivati.ation FUInning ivi.cr 
iilli a ',. Lerenson I.Ecai pzxisor 

Donald Rhatiaan Agroindustrial ._1z3ciaIiist 

Gast'n Folh Asset Valuatior- klvisor 

3. rhle Covern nent of Bolivia counterparts were: 

Gerardo Tejerina Villarroel Consultant to the M!inistr, of 

Planning 

Lic. Anibal Aguilar Legal Counsel and Acting 

Subsecretary, inisty of 
Planing. 

Th e Frcject Paper was revie.cd !by the following 

Davil A. Cohen ission Director 

George A. ;Jachtenheim Ceputy >'ission Director 
'obe rt J. Asselin, Jr. Ch'i-f, PD&I 

Steven G. Liapis Chief, Controller
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II. P=-.CT EAC1<GROUND A-ND PATICALF 

A. Economic Dackcround 

Following a long period of military rule and economic 

deterioration, in 1922 a democratically elected goverrmxent headed 1:, 
President Hernan Siles Suazo, %aspermitted to take office. owever, 

President Siles was tunable to rule the country effectively. Hlis attempts 
at economic reform were characterized by political exrxdiency, acceding
 

to the demands of special interests and key political groups,
 
particularly the labor unions.
 

During Siles' term in office, the Bolivian economy deteriorated 

rapidly. Large and persistent fiscal deficits, an inelastic and 

dysfunctional revenue system, and large operating deficits of state 
enterprises resulted in substantial Central Bank credit expansion and 
increases in the money supply. The country's economic problems were 
aggravated by GOB attempts to control prices and interest rates, ar l to 
reg the official exchange rate at an increasingly overvalued level. As a 

result, the annual inflation rate increased from 30 percent in 1V"S1 to 
22, 25.' percent IC._85, CP drcppIT by - . .in -;hil )ercent .uring '. the -- no 

period. 

A major cause of the economic chaos under the Siles
 

administration was the rapid growth of the operating deficits of the 
state-owned enterprises (SOEs). In addition to the financial drain of 

SOEs on the national treasury., the burden of barmonizing economic 

policies and marxaging the resources of the state enterprises overtaxed 

the limited capacities of the public sector, resulting in a significant
 
.oss of efficiencv to the eccnomy as a whole.
 

-v late 1W24, President Siles' inability to deal witO. the 
naticn's difficulties and his faltering popular support led to the 
dissolution of his ruling coalition. To resolve the crisis, presidential 
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elections were in July !925, a year earlier than schexdh idield 


national elections provided the country with its first critical 

cprrxortunit, to continue the demccratizattion process be. n in 1,:2. Victor 
Paz Estenssoro was elected President and tok office on August '., iTF;5. 

The Paz Estenssoro government moved cuickly to stabilize the 
economy, relying on -narket forces to allocate resources, set prices, 
establish %..,age levels, and fix the value of the exchange rate. 4ithin a 
month of taking office, the new government had promulgated comprehensive 

economic reform measures designed to control inflation, rationalize
 
government spending, improve the covernment's revenue base, reactivate 

productive activities and reorient the econormy along free enterprise 

lines.
 

The main measures of the New Economic Program (,NP), otherwise 
k:nown as Supreme Decree 21060, were the unification of the exchange rate,
 
elimination of interest rate ceilings, removal of most restrictions on
 

imports ar exports, Lax and tariff reforms, a age freeze for Oul-'Lic
 

empl(yees, liberalization of labor laws, reduction in credit expansion to 
zoth pubiic and private sectors, ard eliminaticn cf all price controls, 

cc:t C- stCt' .ma-:et"y: v:co-,s 7ns (*2.c.services, 

electricity, the prices of which were increased in an attempt to 
eliminate the substantial orerating deficits of eEs). tbreover, the 

government signed an EIF Standbhy agreement specifying explicit targets 
for money supply, reducing the fiscal deficit, and increasing 

international reserves.
 

The results of these pclicies have been impressive. 'Te rate of 
increase in the consumer price index was rxduced from 22,7 p topercent 
about CC percent between January lDF5 and December I>,C and is not; 

averaging 24 percent on an annualized basis. As a proportion of GDP, 
the budget deficit of the consolidated public sector declined from 3C 
cerccnt in HT4 to !3 percent in 1¢:05 and 3.C percent in i . The 

annual rate of expansion of bank credit to the public sector 1ecline 
f'.n 17,C.CC....c tcnt i I "".ar.llt Crt in 



reduction in th. rate of credit expansion to the private sector. As c 

result, the rate of increase in the money supply (1.1)decline( from over
 

ICOCO percent in 1(Rt5 to only 25 'percnt in
 

visited~c, frcm August 

found the GB in full comoliance witi all. the June 30, l taroets .n 
its Etan.-NB Tgreement, except for the ro.uction of arrears to rn- e 

> tethat a 	 to Zeptemi-er l -C 

suppliers, .ihich ,:as remcedied by id-Jul 1C3(. 

Thus, a year ard a half after assuming pcower, t-.e Faz Coverninent 

has made substantial progress tcwards economic stabili7zatior. 

Significant progress has also been made tc,;ard restoring private sector 

confidence in the government and its economic policies. However, full 

economic reactivation has not yet occurred and the avnership and 
management of the SOEs remains a difficult political and economic
 

problem.
 

I.e =T? provided the policy franecork for a major step to 
rationalize 	 the oneration of state enterprises in order to improve t]ei: 

,management ad.-elimirate their contriLution to the fi'sc.l defii.. 

CWIL Ithe State ,'ining Corporation) and YPFB (the State Petrokum
 

Company) into regional ente:rorises; and (b) the dissolution of the
 

2olivian Develonment Corporation (,CF', which took: place in 1:ch
1187,
 

following the transfer of its commonies to the Deoartmental Develonent 

Czrprations (DCCs). "T.eCCI's initiatives regarding reorganization of 

OIISOL and YPFE and the dissolution of G2F represent t;o extrerely 

imortateci..n. .The ecisi'-tofirst of these Is the 

reduce the role of the state in oroductive activities. The second is the 

,decision t use -,ccentralization as a means of increasinc the zanacement 

efficienc, of SCEs.
 



LTow that initial economic stabilization has been achieved, the
 

main task confronting the GOB is to reactivate the economy, which had a
 
negative GDP growth rate of 2.9 percent in real terms in 1906. To arrest
 

this decline, the GOB is currently implementing a series of activities 
diesigned to reactivate the economy and reinforce the NEP. Thnese 

activities are establishing the essential basis for a market-based 
ecorzmic recovery program in which a vigorcus priwate sector role in 

productive activities is an essential ingredient. The COB's coal. is to 
achieve a 3.5 percent yearly growth rate over the next three years. The 

plan calls for USkl,177 million in public investment spending during the 
period 1987-1989, a 10 percent increase in public salaries in 1987, lower 

domestic interest rates, an increase in concessional resource flows andl
 

an increase in orivate sector investment.
 

B. The Nature of Bolivia's Public Sector Enterprises
 

The Bolivian public sector is involved in a wide array of 

economic activities and is a significant source of employment. 

Currently, there are some 107 SOEs operating throug'hout the country. 
The state (both the central government and the Departmental Development 

Cb-Torcratcn. c .ns enteprises in virtually 2ver'. sector if t:he-.co- m, 
including agribusiness (dairy processing plants, sugar mills, feed 

plants, food processing), light industry (cement, bottling, mtches, 

glass, ceramics, bricks) mining, hydrocarbons, transportation, banking, 
public utilities and services (hotels, airlines, gas stations, etc.). 

These enterprises employ over 50,000 people and represent 13.3 
percent of total public employment. In 19C6, the operations of all SCEs 

accounted for 6G percent of the total public sector budget deficit of 

a314.4 million. This statistic beccmes even rore significant "hen one
 

realizes that YPFB (the State Petroleum Company) is highly profitable and
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is te single most important contributor to GOB revenues.- Bsi... 
being a drain on the GOB budget, the SOEs tend to discourage private 
sector investment in the industrial sectors in which they are irnvolvedi 
and thus seriously impede the private sector-based recovery thc CCE is 

seeking. 'breover, the goods and services prcvided by- the z.blic sector 
are t1ypically of high cost and of -=r quality. 

The COA classifies SOEs as strategic and rln-stratcg4ic. 
Strategic SOEs are those which are perceived to be vital to the nation's
 

national security and/or economic development; in general, a great deal
 
of nationalism and j-political sensitivity surround strategic SOEs. The
 

principal such enterprises are CamJI1OL (Bolivian Mining Company), E:UAF 
(National Smelting Enterprise), YPFB (the State Petroleum Company), ITFE 

(National Railroad Enterprise), ElDE (National Electricity Enterprise), 
4TEL (NIational Telecommunications), and LAB (the National Airline). 

Non-strategic enterprises are concentrated primarily in the 
agribusiness and makhnufacturing sectors, mst of ""uch "'ad ,:,art 

of the CBF and were transferred to the Deprartmental Development 
Cororations (DDCs).2/ Since -xst of these enterprises prcduce 

!, In 1S86, for instance, YPFB's contribution to government revenues 

,O.as t427.5 million, or about 1.o. " f total revenue (tG17.2 
million). 

2, CDC- are decentralized public institutions charged with the task of 

designing and implementing development activities in each gecjraphic 
department of the country. There is keen interest on the pa.t of 

the DDCS to tra.nsfer recently acquired state enterprises to the 

private sector. 
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cperatin _efiits, the DDCs are Using resources, which couldl he: ,'.. 
for regional infrastructure d3evelopment projects, to cover these 

,]elicits. ",anv of t:'esc mcn-sttrategic :CEs are mccrD.av nactc- since 
their ori ary goals are -rcructJv eff:c n',, anK _roit, hutnot itv, 


emplo,.ncnt. Generally, the :mnacers cf these SeEs T'hve 
 .a...
 
incentivos to re(iuce 
costs since t:he CO; has covere& cleir oeratinc: 

iCit-F i 4lso .ef ,. s-ccuragoS, pi:irate invcst.cnts . 
areas in 4-dt',, are involvetW since investors are not inclin?._ to 

ccmnete with state enterprises which have a continual, source of central 

government transfers. 

A c r.on trait of most of these entermrises is that thev, are 

over-engineered .adover-built, compared with realistic demrnd. In man,/ 
cases, SeEs were undertaken without adeuate feasibility studies. 

Infornation on scurces of supply, raw materials, transportation, or
 
existing markets was often not taken into account when new SOEs were 

being planned. A's a result, xost SOEs are currently operating at far 
below ;2ss than C -cZcert) their esta ..lise capacit, . 

Other plants (suchi as the ceramic plant in CcchaLaan;a) cannot comnete in 
, ....tv ar.: .)r ico ;it]" imncrtcd ,.icc_-s, ..... c te ;rro u"m-c-O, _Lc theyC- tucze Iee] ' 

Sone SOEs ,ere established in comcpetition with ex i.:c '-rvate 

enterprises. -. exanopes these are thepical uf SCEs 'ric,. ar. c':e2es 
factories in alnost r,1era.t...cnt. Since SOEs . requizeO towere not 

m.I.-e a nrcf it 1cr even tc cover costs"), th"ey -adl an unf-vr advantaco eve 

7-c ; level cf .it nvcstr--et 'as, tr,, -ifectrai 

http:mccrD.av
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C. The Status of Privatization Efforts to Late
 

The new COB has already demonstrated its political commitment to 
privatization, but to ,date it has been unable to develop a andcoherent 

feasible plan to carry out this commitment. The main reasons for this
 
are lack of resources and technical capability.
 

With te dissolution of the CBF, the G03 announced its intention 
to reduce the number of SOEs. While this was clearly a laudable
 
objective, the government's decision to dissolve the CBF and transfer its
 
enterprises to the DDCs has had two unfortunate 
consequences. First, the 
dissolution of CBF may have complicated the privatization process 'b , 
increasing the number of actors and decision-makers involved. Second, 
these transfers have created a managerial problem and a fiscal drain at 
the regional level. Some of the DDCs realize this and are searching for 
ways to privatize these enterprises so that their efforts and resources 
can be directed to regional develcpment activities. Several DDCs are 
already proceeding with plans to transfer SEs to the private sector. 

Ihne DCC in Santa Cruz (CORDECRUZ) is the most advanced in its 
privatization e-forts. A major nectiation is underway tc 1ase -7'-.'s 
rice silos to the Cimara Agropecuaria del Oriente (CPD), a prcxaucers
 
association. Feasibility studies are being completed and valuations are
 
in process for three of CDRDECRUZ' SOEs which could be sold to producer
 
groups. These are the cheese plant (PEm), corn feed mill (PAM), and the 
Portachuelo feed mill (ALEAPOR). Once studies are completed and legal 
authorization is obtained, the sales can proceed. CORDEBENI is 
negotiating the sale of its rubber and cashews processing plants. 
CODETAR has also passed a resolution proposing the sale of ALPIAT, its 

feed mill, to the Poultry Producers Association. 

Unfortunately, most DDCs have very limited knowledge of 
privatization techniques, especially in the areas of valuation of assets 
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and sales negotiations. The possibility exists that irenxqert
 

privatization efforts by the DDCs might result in: an illegal sale, a
 

sale at an unfair price due to por technical valuaticn of assets, a sale
 

to a politically unacceptable buyer, or a business failure b-Y the newly
 

privatized enterprise due to poor management or inadequate capital. Any
 

of these developments could set back the DDCs', and ultimately the COB's
 

privatization efforts.
 

One privatization effort which has already been completed is the
 

conversion of seed processing plants. This USAID-sponsored cffort has 

established an important model for public and private sector 

collaboration. Under this activity, more than 900 farmers have become 

seed producers and eight private seed processing plants have been 

installed nationwide with an average investment of t160,000 per plant. 

Originally, the production and processing of seeds was under the complete 

control and ownership of public entities (i.e., MACA and CODETAR). The 

privatization process began in 1965, with the COB continuing the 

processing of seeds but with the private sector in control of
 

production. The seed plants were initially administered by mixed (50
 

percent public, 50 percent private) enterprises, and in 1986, t"e plants
 

,;ere comDletely prIvatized. 

Another significant COB effort towards privatization and
 

increased efficiency of state enterprises was the decentralization of the 

State Mining Company, (COMI2OL), a company which the COB classifies as
 

strategic. 
In the process, the GOB has closed a number of inefficient 

mines, laid-off nearly 15,CC0 employees and has established a precedent 

for additional privatization actions of several of its mines. The 

decentralization of politically sensitive CCO.ILOL has been a successful
 

test of the Government's resolve to reduce its role in productive
 

activities.
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D. The Bolivian Private Sector 

Despite the significant role of Bolivia's public sector in 
productive activities, the private sector is the iiost important source of 
employment and national income. Currently, private entities ccntribute 
an estimated 75 to 80 percent of the country's Gross National Praiuct of 
tJ.7 billion and employ approximately 7a percent of the la-or force. 

The Bolivian private sector iq rdcminated by family-owned
 
enterprises which control many of the larger firms and Iave interlocking
 

interests in banking, commercial, mining, industrial, and agricultural
 
concerns. 
The rest of the private sector consists of a multitude of
 

independent small businessmen engaged in farming, animal husbandry, 
mining, manufacturing, artisanry, trade, and services.
 

As in the case of the public sector, the private sector is
 
affected by structural and historical factors which affect its efficiency 

and ability to realize its potential. Probably the raost detrimental 
factors have teen political instability and erratic government policies, 

which, coupled with the public sector's heavy inN~lvemrent in key 
prcductive enterprises, ,ave i.ibitej the -r:-thof private sector 

enterprises and led to a heavy private sector dependence on the COB for 
subsidies and protection. This situation is changing as a result of the
 

Paz Estenssoro Covernment's emphasis on market forces to promote
 
Bolivia's economic recovery and grow-th, but it will take some time for
 

the private sector to adapt to this new situation. Currently, the
 
private sector is seriously affected bv the recession resulting from the
 

COB's attempts to control inflation. ror economic reactivation to take
 
place, the private sector needs access to credit for wrking capital at 
ratioLal interest rates, real incentives for investment (not
 
protectionism), a general restoration of confidence in the economy and
 

its continued stability, and a reaffirmation of public trust in the
 
private sector to further the development/growth objectives of the
 

country. 
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- .ucces .f Procct. wilthe .,T . eccr( ;,n cont'.suir,;, strD.,.j-
COS co . dt-mn to crivatization, t"I tiring of rc-ect iTcI;ent-,. ac" 

'-(a avail1.a-i lity of the nece ssar .uman, technica:l an financial 

rescurces. Given L.nl]ivia's histor- ()f statism ar., the cx-rY-tic:.' 
senisitiviti--s of a L.rce ;ure" of vioi-an.s cccer: . -­ " z. -
of ')U21lc versts private c-,n-- tt will'wr I alscalso .1<a 
out nblic educat ion cannaign. to helP the Public understand anr acce t 

% time to carry out 

activities in oliviaI hecause the 

thne Froject. -e is now nrcoiticus; pri'atiznti.n 

C3: h.as been successfu! in,g t.'e cI" ,or,, 
stabilizing 

"cor
the econ'or, has .o...ive. brad oubic an on(ressiona 

support, and is onat the middl.e of its term and can focus scmewJhat mere 
project development rather than political matters. Ftwever, for the
 
government to maintain its momentum, it is important that economic 

reactivation begin soon. Th.e ITRA Project could play a ];ey supportive 
role to recovery stimulating private productive investmenteconomic by7, 

and redlucing the fiscal eficit of the state. 

.Tae Project will. address four interrelated -rolems :. limit the 

A. Eolicy 

re C03's current overall economic policy, which relies on 
mark:et forces, is a rositive foundation for t'-e orivatizaticn of the 
.TEs, hut the 2C1'so-cific orivatization cojectives arA t"he stratecr.'- to 
ac,,ive them are -,, c-ear. C-r. tly, there is no ex ci t GDE plan to 

"' -p- 4Va tie gOs S'-, me ecree 210Co,i, a- ver., ,7crr-il' 

.e.,o,. for z:rivcatizaticn W't its reerenc to t:._ 7oss.hil,-­
t.r... ... ±n to ccc'-rativs the gOEs >eld L:t the .DCs. ;co .acking a-.r 
the speci[ic orccoures for orivatization "actions,which l ,CIU,., 
considerations such as valuation of SOEs to be privatizec, transfer 



and financing mechanisms. Morever, the GOB has not yet issued
 

industry-specific policy measures to help ersure that there are no
 

impediments to the success of the divestiture orocess. 

B. Political
 

Statism is a deeply entrenched philosophy which ,-as been created
 

:,y years of staze intervention in productive activities. The iEP is 
attempting to change this orientation, but it is a slow process. The 

COB's decentralization effort is not a privatization strategy (only a
 

first step), nor has it been presented to the public as such in part due
 

to sensitivities regarding the sale of the "national patrimony" and a
 

historical distrust of the private sector in certain Bolivian circles.
 

Even in the case of the CBF enterprises which have been transferred to
 

the DDCs, the only mechanism envisioned for their "privatization" is
 

their conversion into cooperatives. The GOB seems to be very aware of
 

the potential political costs of undertaking a major privatization effort
 

-- particularly given the labor prcbtlexs associatcad with the dissolutiorn 
of CCMIBOL. The labor movement is still strong, and, although currently
 

less influential with the COB, 'both labor and.!cnagement of the SCE-Os can 
ze e~pect -' to resist the ios r vf 1-rvieges t]t 'tia ticn w.cuL) 

bring. 

In general, the sheer size of the SOE problem, the potential for
 

corruption in divestiture, the socio-economic and political environment,
 
and the lack of human resources and time to devote to the task, all
 

inhibit the government from making an explicit, forceful public
 
commitment to privatization.
 

The public in general does not appear to perceive the need for a 
major privatization effort. The public is largerly unaware of the
 
problems of the SOEs, incluIing the drain on the state's resources, and
 

consequently of the reasons for a GIOB privatization strategy. Cnce the
 

public is better able to understand the benefits of this Project, it is
 



..mrcrtarit that the-y feel it is being imple-entcr fairly. Given the 

public's current lack of urderstanding regarding the benefits of 
'2rivati:aticn, it cn -e e:rect1 that there wiQl be resistance f"':i 
groups and inCivi uals with a veste] interest in continue stat 

oneration of 7.-;, 

C. 'Jtructural. 

private-Boliviansector today is characterized b, a large 

nLn'er of . ,ak., small, disadvantaged firms and a small numirer of :ealt' 
groups which contro! virtually all of Bolivia's larger enternrises. -he 

concentration of Iealth in a few large groups rxses a sericus problem in 
tiiat it ,,aiav be difficult to find suitable buyers for the larger SOEs. 
This problem will he much less serious for the smaller agroindustrial or 
industrial SOEs. Efforts to identify potential bu ,ers for the small,-r 
SOEs will include not only investors, hut also employees and proLucer 
groups. Transfer of SOEs to employ/ees or producer groups may'require 
t'.at the Project assist once with r,.ng capital1rii tie 9rovisicn cf 

technical assistance to run the SOEs. This .u1- te "one as a follow-on 

activity to tiie actual transfer of jwners!>rj. 

,Currently, 1-cth th central covernment and the CDCs are ;jx-Orly 

prepared to implement a concentrated privatizaticn effort. Government 
offices do rnt ]have the cuality of technical personenel neeced -or this 

tv!e of politically sensitive task, nor do they haove the administrative 
flexiuilit-, requi-red to implement it. .,. =11 higly competent cffice Cf 
callf-i-- persornel must be crate..t carry out this 7,cect. 7,iS 

officeCCork.4il . under the .-olic. ry-'i; a ce of ze 4oZ CCB CZ-_C.' to 

ensure t..t various Project elements are implemented and to secure t:e 

frm r itical u.-crt '.1e fonit-,­

ariva t izt icns. 
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D. Financial 

As discussed telow, there is insufficient capital and a lack of 

capital markets to finance the sale of SOEs. During the Silos 

Administration, the private sector was badly da.-maged, both 

psychologically and financially. ThIne banking system .%s also critically 

affected and now faces serious difficulties. Since credit from the 

financial sector will continue to be tight in the short to medlium term, 
financing for Aorkina capital and technical assistance for the 

privatization effort will be required from external sources. 

1. he Bank-ing System
 

The Bolivian banking system today is fragmented,
 

decapitalized and inefficient. The system's failure to perform
 
adequately its intermediation function constitutes one of the most
 

serious obstacles to the Government's current economic reactivation 

program and the divestiture of SOEs. 

Fourteen private Bolivian ban.1s, asscciated with major 
rrivate sectcr econcmic in anC'a ,' '.2.rc.s, ermern7e :'-e ,'7s. 

banks, together with five branches or affiliates of foreign banks, four 
"special function" private sector credit institutions, and four public
 

sector financial institutions, in adldition to the Bolivian Central Bar<,
 

make up the Bolivian financial system. There is also a savings and loan
 

system with 13 member associations.
 

in the early 19es, hyperinflation sharply reduced economic
 

activity and the de-dollarization of dollar denominated dep:sits anI
 

loans seriously affected the viability of Bolivia's firincial
 

institutions. The system contracted as depositors ard banks shifted
 

resources into real assets and/or dollars. Deposits shrank from 725
 

million in December 1981 to 62 million in June 185. Commercial bank 

lcons fell from I452 million in 1981 to t165 million in December lCSD. 
Atough r'iranc'al instiuztions survived, th! v2 heonn, ine icin:n 

unprofitable, and encountered a serious Liquidity problem. %,o foreign 



rnnrks clos '.. rirc s in 2olivia, while others avc scal(c! dc,,n 

their operations.
 

Scne recovery has heen accriueC in 1986, but the cori"ion c 
the financial rystem is still precaricus. 1,bct "a-s are 
urdercapitaiized, their decosit brase is fragile an ran', of their , n 
and uther assets arc ,%,rth'ess. Various ans are re[crtcr: to :c 
cai)tal zin it er(st to avoi 'zriting off bi loans. Th, entre - S, 
is in need of a thorcu h overhaul. Measures to 'el the k sstrn 
art_4 being "7velothe with primar", assistance from USAILC,byr C0, tho 

Interamerican Deve1.r y-nt 2ank (ID), and the World Ban,. 

2. Capital Yarkets 

Tnere is no functioning stock rmarket in Dolivia at present. 
In 1978, members of the Bolivian Confederation of Private Eusinessmen 

agree~ to subscribe to publicly offered shares. A year later, the 
Bolivian ,ational Securities Comirvission (NSC) was creat, -"yt',_e 
Gc3vernment 'ith functicns similar to those of the U. SecuritiesS. and 

xcharznge cr.3mission. AlthzSugh the Bolsa 3oliviaria .1e Valores >-;
 

onerations. A molest over-the-ccunter market, ulich ad ..Je'lopet Ecr 

t.e securities of a very limited numlr of b"ksan industrial 

cororations, w.as almost totally cdestroyed by h"yerinflation. 

Presently, there is rene,.,ed nrivate sector interest in 
develcoing a Bolivian stock r'arlet. The tSC may b.in to fucto e, 

- 'le-a! entity in !8L7 ar a capital rrza et :rza eventual 7:.' :.e 

Unfortunately, this i not likely to occur 4n time tc serve as a source 

zrat 

refinancing facilities are either inadecuate or not available for 

of caital to fi ..a.c - pr. .zation of -OEs. Also, -ccal currenc" 

firancing the t,-es of activities envisione: under the PRoject. 

Therefore, there is a need for outside financingc f divestitures an,] 

other trivat:,atin octions. 

3141.
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A. USAID/olivia's Private Sectcr Strategy 

Curing the Presiien-, of 'Fernan Siles ]uazo, the hostile 

rl'itical/economic environment recuired USAia to coDncentrate muchl 
of its private sector suprport efforts through the .r:tra ak and 

Intermediate Credit Institutions (ICIs). USMID resources during this 

rericd were used to improve the functioning of the rediscount credit 
lines in the Central Ban.k, and to develop the 1-.isis for e-ccarde- sup7crt 

and the provision of agricultural and agroindustrin" crerlits to the 

private sector. 

During the last twenty-one months, USAID/1olivia has broadenes 

its private sector activities to include other projects (Nanagement 

Training Institute, Handicraft Fxport Development, Private Agricultural 

Organizations, 4 .arket Town Capital Formation, etc.) which Orovide 

assistance to Bolivia more directly through the rivate sector. U ID's 

private sector strategy during this perico] ]as been to support the CO-E's 

economic sta _lization and recover programs ann to increase fu:-th. r thile 
- S C I.hit.w t " ma L1,:.et m:7 l l i: fos se_ .. , ;- -

and for all.ocating resources. 

In February 1.8P7, USAID evaluated its rivate sector activities 

and formulated a revised private sector strategy tc address the hey 

c(;nstraints to Bolivia's eccncmic develocment: state control of th.e 

eccno 2", structurally weak anc] inefficient firancial .a..ts, investment 

prmot.on, small business develc,..ent, and e:.nrt divesification. 3 a 

reult-, t.o projects -- Strengrten'n g Financial :arkets and Intustrin2. 

I.ansitio--n -- .ave -en ivl,. to a:0ress tio fiLt tl;o a -',. 

mentioned aL'ove, arn< projects in the other t:--ee areas are exrectd to 17 

designed -nd implemente] in _1Y !9 E and 7_. . In Yebruary _.F7, the 
Mission contracted ISTI "o carry out an extensive ocivate sector 

1ssessrent. n,m- available tirout-4 1_ .C/T.s sti.v 

http:prmot.on


B. USAID/Bolivia's Privatization Project Strategy
 

.he essence of USAID/Dolivia's privatiza -icn stratec-y is to 

suornrt the GO' in its efforts to carry out its free enterpris­

rolicies. This will be done rorimarily :/ assistirc the CC in develoojrc; 

a feasible action pLan fcr implementi.rn a privatization strategy w.hich 

ill address the four probleis discusseu in Part ill of this Pa er. T" 
plan will be one which can be implemented in the context of Blivia's 
social and political enviroment. The heart of t]his plan is th 
developrent of a mylel or moels of a -orivatization process and the 
actual transfer of several state enterprises tc the prvate sectcr. T"his 

mcdel(s) will be used for replication of privatization actions throughout 
Bolivia. This privatization approach, if successful, will lead to 
increased participation by the Bolivian private sector in the country's 

ecormy and a corresponding reduction in the role of the state in the 

country's productive ente-prises. 

'Ihile stronaly supporting the CC privatizaticn efEfo, ts, USAIC 
will maintain a l.. prociie, in recconition of thle Ait -cai 

.....m ... . .: :O -,i:g "l '';- at' ' I. U "-- ,C! :: <r- 1S 

acisting resources within the Mission's project portfolio -- including 
the tarket Tc''m Capital For-ation Project, FL 4CC, and E2F furi2.s -- will 
be use,, ,here apprcoriate, to su-port the ID7.2PT- Project. 'breover, t>e 
thrust of the ImR Project -- particularly its fccus on the agrbusiness 
sector, the provision of .criinc capital, and the attempt at .licy 

-- i,;.._ calis .. . on st.e--"th-ni/g th 

role of the private sector in the eccncmv. 

s st ng t- O in d.signing a.-.- i-lai,-enting a 
privatization/di vestiture program will not Zo easil: accomplished. .hile 
th:e C-C3 is ccrmitted to such a course, anm isolntc nr4vat4ZAt4on 
activities are anread'; cccurrinc, the obstacles to success are 

4iabe. a uer of- in-ortfT-.t constraints to th.e"1s1 .... e :ov, 

http:implementi.rn
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execution of a privatization/divesture strategy exist, including: public
 

perception that most SOEs are "strategic," the absence of clearly-defined
 

legal mechanisms for the valuation and sale of SOEs, exaggeratedl 

eqpectations on the part of the GOB and the DDCs on the returns to be 
gained by the sale of SOEs, a domestic private sector lackin in 

entreoreneurial spirit and capacity, serious weaknesses in the 1ROlivian
 

financial system, a stronq labor union movement, and the narrow time 

rame for effective government action in this area. 'Me IREFA Project is 

desicmed to begin immediately to divest SOEs in the agribusiness and
 

light industry sectors, mostly at the DEC level, while simultaneously
 

supporting privatization initiatives which arise for SOEs regarded as
 

strategic.
 

The Project will assist the GOB achieve economic reactivation 

through the reduction of fiscal deficits attributable tc SOEs, the 

promotion of private investment, and a more rational and productive 

allocation of resources. The main elements of the Project strategy are:
 

1. To improve the policy environment to attract domestic and 
foreign investment critical to the success of economic reactivation anci
 

continued support for (r_-ccracy. 

2. To support the creation of an Industrial Transition
 

Commission (ITfRAC) to design and implement a GOB privatization program,
 

to coordinate and provide technical assistance to the privatization
 

activities of the DDCs, and to foster a public opinion climate favorable
 

to free enterprise. 

3. To begin the divestiture process (both transfers and 

closures/liquidations) with important, but non-strategic, SOEs to 

demonstrate the benefits and feasibility of privatization, including 

increased efficiency, lower costs, and the "democratization of capital." 



4. To sun,.rt nrivatizaticn initiatives *,ong the strategic 
SOEs.
 

Mhe Project will provide: (I) assistarnce tc the ThI[7WAC, 

i nclulii, sinort . or tecic.nical consultinc services, in t,-he areas of 
manc'c:ement, valu'aticn of assets, sai.s neqotiations, leqiil -sasisrcts of 

tr.nsfers, ank. nublic relations; (2) Mran:it 7cr,,' canitalficinc.fc i.. 

neecis of privatL:<] entt rprises; and (2) limit&:. initial marCement 

consulting services for newly privatizec- enterprises which need 
fi-ncial, oraanizational, or marketing epertise to succeed. b 

provision is made for fimncing investments Iy private investors in 

privatized SOEs. T.enty-three state enterprises have been selected as 
potential priority privatization/closure candidates. .h-,ese twenty-three 
may he divide<] as follcws: 5 enterprises involve] in light industry, 2-0 
SOFs in the agribusiness sector, 4 state enterprises ihich shculd Ie 
closed/liquidated, and 4 strategic SOEs susceptible to privatization 

acticns other than divestiture. The total estimated value of tbe fixed 

assets of t'.ose enterprises to be '.ivested/icui,:at±:exceL-s "1C, 

mi1Lion (See Table I page 48). 

...... ' car'- • out - r:,.s to :-_ .t 

divestitures an. to provide assistance to assure tire survival of 

privatized7 firms. It will exist orly for as long as it is needoi to 

achieve nrivatiztion cbjectives. ':e actual life cf the ITICRC :i.!]. 

depend cn 1bow long it takes to achieve roment.. Its perfo_-ance and 

future need- will bze evaluated after four years. 

C. Project Benefits 

--'I Project will 11ave !bcth macro and micro econoric benefits of 

importance to ,olivia's population. The main Lenefits include: 
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-- The COB deficit will be reduced b removing the SOEs from 

government control and responsibility. A direct effect of the Project
 

will be a reduction in the number of people working for the government 

and increased efficiency in the operation of the transferred SOEs. T1his 
will reduce the financial drain of SOEs on the public budget, while also 
increasing revenue collections from the private sector. The reduction in 
the number of people employe!d by the public sector will be more than 

offset by increases in private sector employment as the privatized
 
enterprises expand their production to the limits of their installed 

capacity, and as ex-SOE torkers seek employment in other areas of the 

private sector. 

-- Since the Project will promote the use of free enterprise 

mechanisms, it is expected that the overall level of efficiency in the 

utilization of Bolivia's productive resources will increase. The 

improved allocation of productive resources is expected to result in 

improved social benefits to the country's population. 

-- Since the privatized SOEs will be operating under the sarme 
conditions as other private enterprises (e.g., they will no lcner 1e 

subsi:]iz ), it is e-crectcd t-at iolivin ente:-orses; , i ;7eC2 cci.-e 

competitive, both in the domestic and the interrational markets. 

-- There will be an increase in the amount of private sector 

investments in former SOEs, which will stimulate economic growth. The 

private sector contribution to GDP will increase and, as such, will 

contribute to the reactivation of the economy. 

- To the extent that certain agro-industries are sold to 

producer groups, as plarned by scme of the DDCs (such as CCIDECPUZ), 

there will be a democratization of ownership in the private sector, 

thereby reducing the traditional concentration of wealth. 
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-- Te potential for economic causedgrowth by divestitures 
will attract foreign capital investments (ideally in the form of joint 
ventures with Bolivian investors) and, w-iith it, the transfer of 

techaclcgCy. 

-- The demorstration effect from the successful transfers of 
pubient_ o is e:xnecteW to prcmcte a c.ancen in the i...-in. 
statist orientation, thereby increasing confi/enc trust- in the. zvatc 

sector. 

D. Relationship to USAID/Bolivia Program Obiectives and Other 

Projects
 

USAID/Bolivia's development program is focused on t _hree 
objectives: (1)private led economicsector stabilization and grotwth, (2) 
sustaining and strengthening democratic government, and (3) narcotics
 

control. rhis Project wilt support the attairment of the first two of 
thcse objectives. It will facilitate attalirient of the economic recovery 
ar grotrh targets of the GCB's NEP, reduce the contribution of 
inefficient SOEs to the fiscal deficit, and assict the private sector to 

T-e proposedl Projcct is fully consistent with A.I.D.'s 
privatization polioy statement (State lQS1OG) which directs A.I.D. 
7lissions to assist with the divestiture of EOEs and help reluce the 
state's role in procuctive enterprises. 

Th'e USAID/clivia project ort-folic is heaviIy private sctor 
orientedl. tkMmost all projects involve sectororivate oart-ito. 
..... ....t:.. rc--cts wich tef .... an . gr,,amgin private ectcr is 
mst h.eOavily involved are: the ' et Town .Caital Formation 
Project, t:e A.gricul.tural Producers ACciations (APAI Project, t..e" 
PL-4c'C Progrm, the 7,nriiusiness an -rtisan= Project, the >.nacement_

-rainng Project, the ? rIo-in ust -ri. F:activaticn ,'QCmr~cmrt off'e 



Disaster Recovery Project, the Iindicraft Export Development Project, the 
Chapare Project, the Emergenc-y Agricultural Credit Project, and the 
Self-Financing Health Care Project. 

USAID/Bcivia p ssessps the !Yperience in dealina with the 
private sector necessary to undertake this Project. ''bw that the GOB ihias 
made its political commitment to orivatizaticn clear, USAID is able to 
assist the GOB with its privatization plans, which represent a major step 
forward in strengthening Bolivia's private sector. This Project is 

complementary to, and will expand, private sector activities which ara
 
being carried out uyider the terminating Departmental Development 

Cor-orations and the new fTI Projects to promote private sector
 
investment throughout the country. It will also complement work 

currently beinq carried out under the Private Agricultural Proucers 

Association Project, the Policy Reform Project, and the Title III Program. 

F. Other Donor Objectives 

Bolivia's other international donors have objectives similar to 

A.I.D.'s and are also increasing their assistance programs particularly 

direct.. at strenghtnJng the p aa S COI, 

recovery. The proposed Project provides assistance to facilitate the COD 
privatization and economic reactivation process which will complement the 
IF stabilization program and related other donor programs, such as the
 

World Bank's new Financial Sector Loan and the Interamerican Development
 

Bank's new Agricultural Credit Loan which are designed to strengthen 
financial sector institutions and increase the flow of credit to the 
private sector as a means of increasing the pace of economic recovery. 

0315L
 



V. P.SEC'k _ DESCRIPTIO.,-

A. GCcIl ar.,d PurgrTose 

'Le goil of the Project is to promote Bolivia's economic
 
recover'; arxI growth through 
a more rational and efficient allocation of 
resources.
 

The purpose of the Project is to increase the role of the 
Bolivian private sector in the ccntry's economy through its enhanced 
participation and investment in productive industrial a.id selecte­

service enterprises. 

Accomplishment of the Project purpose will be measured by the 
following End of Project Status (EOPS) indicators, as assessed by an 
evaluation to be conducted by the Project Assistance Completion Date: 

I. fLziuction of the S E contribz-ution to tl'ie puublic sector 
deficit. Baseline information will be developed as part of the 
feasibility stucTies to te carrie] out for each SCE to Le privatizec. 
r:erc' ' ,1a's ,./i1. then :, ane oavali:atecl -J . p rc-'.ct ?z .. 

Completion Date. 

2. Reduction in the average coperating costs of privatize 
SOEs. BencILTar!.:s for this EOP will be established as part of the 
feasibility study of each firms to be privatized. 

3. At least I0 SOEs privatizcd, and erhaprs as -my as 30.
 

. At lat 5 .t ,rivatization actions (mnajement 
contracts, leases of SCs, closures, etc.) implemented in central 
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gover-nent enterprises not subject to sale. 

5. Increased Drivate sector investments in former SOEs will 

total at least t3C million. 

Attaining these FOPS assumes that: 

1. The COB will provide a consihtent arx! continuing cormitzment 
to the privatization effort, as expressed through the establishment of 
INTPFA.C and the enactment of the necessary legal means to carry out 
privatization initiatives. 

2. The GOB will continue its existing free market-oriented 
economic policies, as defined by the UEP. 

3. Political stability will continue and the private sector, 
both foreign and local, will be interested in, and willing to, invest and 
take risks in divested enterprises. 

4. Th-e privatization process will nave sufficient and stroncj 

-u-Lic suFtort to Gffset ne-:ative reactions gyrroups ,it t, K 
interests. 

. Sufficient financial resources from domestic sources and] 
from international donors/financial institutions will be available to 
facilitate the transfer of SOEs. 

C. Qualified individuals with erough influence, prestige an( 
support at the highest levels of the GOB will be available to form the 
IWRAC and implement the privatizatin prcgram. 



B. Outputs anrl Inputs 

1. Outouts 

To attain the Project purpose, the following cutouts will te 

achieved: 

a. Th e IPAC established. 

b. A GOB privatization action plan developed.
 

c. The legal framework for the privatization of SOEs will 

be clarified and used as the basis for privatizations. 

d. At least 5 privatization plans developed for DECs. 

e. Financing mechanisms for the transfer of SOEs 
establ.i shed. 

f. At least 10*divestiture feasibility stuwies coriuctcxd. 

g. At least 10 investment packages for SCEs to be 
privatized developed for presentation to private investors.
 

h. Nn Investment promotion campaign carried out.
 

i. At least 10 SOEs privatized. 

j. At least 5 additional privatization actions underta:en
 
in the form of maragement ccntracts, leases, and closures.
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2. Inputs 

a. A.I.D. 

It is plan-ed to provide kO million in !.1.D. grant 
fuls -/ during the LOP to finance: a) the o'eration of the LTIpR.C, b) 

foreign anvl local tecn-mical assistance (detaihod job'..escriptions for dhe 
technical assistance team are provid.ed in Annex H), c) a su ..2mentan/ 
credit fLnd for selected financing of initial ',,rhing capital needs of 
diveste SOEs, andr-I) other costs (e.. oromotion costs, 
-iuudits/vauations of SOEs, surveys/fe.mibilitv stuffies, andY an. A.I.D. 
project ccordinatcr). A breakdan of the A.I.D. inputs is !orovided in 

Table III. 

b. COB 

"lie COB will contribute at least t7.5 mil-ion to the 
Project. If available, local currenc/ generated under Econcmic SuprAJrt 
-und (ESF) arrangements will be used to finance a share of I'4P=AC's 
czerating costs, local 'l. puhlicity campaigns, and .or.er .... I ,eC CC i . cn io- . ra-- 7 c, F~ -~~e lo:al cur-ances -~r1t un:-er t. 

PL-4CO Title III Program will complement loan financing to ex-SOEs "or 
new investments and v.orking capital (see Section VII for a dliscussion of 
tentative financing az'ranqements). 

d/ A late 7L l nency uecsicn, which conzi,'erL-i Dolivia's e::tre.ely 
lc level of development and rr capita income (under 1t4CO in l...), 
approved future USC assistance to Bolivia -on a grant ais 

http:provid.ed


C. Project Ccrmrxnento
 

.ne Plroject will have three compcnents: !) the Establishnent of 
an Industrial Transition Commission, 2) Privatization Actions, ard Z) the 
Development of Financing L:eci-onisms. 

1. 2-stablis.ment o the Industrial Tra oiticn Cobmission 
(L ,rvc) 

Given the absence of an existing body within the CCB to 
implement a privatization prcgram, and the pressim need to provide 
coherence to the privatization activities of the DDCs and the CC2, a high 
level commission (ILTFPAC) will be established at the outset of the 
Project. INI'RAC will have a board of directors or advisory board 
composed of key ministers and private sector leaders, and a small staff 
headed by an Executive Director. I.TPAC's structure will be action­

oriented and flexible, emphasizing speed, efficien,, and! the ability to 

gain access to various sources of internal and external tech-nical 
assistance and financial resources. 

Alt ug> :mC ;.i.l h.e -'art of thc aciniuth:tiv.' str:.c-:r 
of the COB, its operational staff will not include government empLuyeOs. 
ILTAC'S staff will consist of highly qualifi-d individuals with p,-ivate 
sector experience. The funding for staff salaries will he provi:od from 
Project resources. The use of Project funds will allow the IW1AIPC to paxly 
salaries at levels higher t.an 3olivian government starards, permitting 
it to function professiorally and objectively.
 

IUTAC is ex-pected to operate for four years, after w.hcn 
its performance and the future need for its services wil! he evriuated; a 
decision will then 'e made on whether to continue its activities usLng 
non-project funds. 
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Tec2,nical assistance in the following areas wil! be required 

to establish INTRAC: 

-- Preparation of definitive structure and operating 

procedures and manuals. 

-- Recruitment and training of staff. 

-- Design of information gathering systems and thI building 

cf a data base on SCEs. 

-- Design and evaluation of basic legislation. 

-- Design of initial strategy and action programs. 

Preparation of a public education stratcgy/camnaign, as 

discussed urder Section l.D. below. 

a. Scope and Functions of INTPAC 

INI'RAC's overall responsibility will be to plan, 

coordinate and oversee the privatization process in Bolivia. It is
 

intended to serve as a resource center for privatization activities,
 

especially in providing technical assistance for valuation of assets and
 

for negotiating sales, and as a clearing house for recommendlations on
 

final privatiztion actions. ':he issuance of ! decrees theinaleai and 

decision to divest a state-rned enterprise will remain the 

resrxnsibility of either the GOB and/or DDCs. I-7TRAC will also tahe the 
lead in creating a climate of public opinion conducive to, and supportive 

of, privatization.
 

Lcre specifically, I:TRAC's main functions will to: 

i) Develcp and implement a comprehensive CCI3 
privatization program in coordination with the DDCs. 

2) Provide policz and legal recommernations on 

privatizations, as needed by the GOB. 

3) 'obrk with the DDCs to target SOEs for privatization, 

prenare detailed privatization plans for each 50E, and recommendl 
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privatization strategies and sales procedures for sDecific SCEs.
 

4) Carry out basic industry studies and valuations of 

SOEs in conjunction with the COB and DECs. 
5) Develop financing ,iechanisms to facilitate the 

transfer of SOEs.
 

6) Design -and implement marketing and promotion plans 
for the privatization of specific _CEs, including preparation of t>:e 
prospectus, identification of buyers, etc. 

7) Assist the OB and DDCs on specific sales 

negotiations. 

8) Plan and implemnent public information campaigns to 
create a constituency supportive of privatization.
 

9) Enlist technical and financial support from other 
international donors to further the GOB privatization efforts. 

10) Prepare and maintain an updated inventory of 

Bolivian SOEs. 

b. Institutional framework of ITRAC 

INTRAC will operate under the policy guidance of the 
"*inistr/ of Planning, as irxicatai in C.art I. The reasons for this ae 
because the ,Iinistry of Planning has: 

1) T$he leadership in C-GB economic policy formulation.
 
2) Pn in-house technical capacity that can be used to
 

support INTPAC. 

3) A direct functional relationship with the DECs.
 

INTA.C will have direct working relationships with the 
DDCs and Ministries of the Central government. The axecutive Director of 
the INMI' AC will establish liaison directly with influential private 
sector leaders, and the staff will have contact with producer 

associations, cooperatives, and potential inlividual investors. 
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CHART I 

I1TrRAC 

INSTI3TIONAL SE=ITI 

PRESIDENCY 
OF
 

REUBLIC 

J
USAID Policy MINISTRY OF Coordination of DDCs 

MINISTRIES BOLIVIA Dialogue PLANIING policy and actions 

iI _ _ _ _ 

jProj. implement. 

Support INTRAC 

LTecmical & Financial Technical & Financialj 

Assistance/Policy Dialogue EXEC. DIRECTOR Assistance/Policy Guida ce 

SOEs PPO Pro PPO PPO Public SOEs 

Region Region Region Central Educationj 

1 2 3 Govmt. Offices 

Beni Potosi Cochabamba ENA 

Pando Chuquisaca Santa Cruz Fab. F6sforo 

La Paz Tarija LAB 

Oruro ENFE 

AASANA 



-37-

A USAID Project narnager, assisted by a PSC Project 
monitor, will have general responsibility for mnaging the Project.
 

c. Composition of I:UREAC 

IWTRAC's structure should be simple, efficient, and
 
adapted to the organizational structure of the SOEs, the GOB, and the
 
DDCs.
 

1) Board of Directors or Advisory Board 

A Ioard comprised of seven per anent members is 
planned. The permanent members of the Board will be the Executive 
Director of INLTC, three government representatives and three private 
sector representatives. The three government representatives will be: 1)
 
the Minister of Planning; 2) the Minister of Finance, and 3) the Minister 
of Industry, Commerce and Tourism. The three private sector
 
representatives will be the President of the Confederation of Bolivian 
Private Entrepreneurs, and two representatives from regiornl private 
sector organizations, including the Chamber of Industries. In addition 
to the seven permanent memners, t1-e will. include! card twoDDC 
representatives who will serve for one year and then be replaced by 
representatives from other DDCs. Initially, it is proposed that the DIC 
representatives be from the Departments of Santa Cruz and Tarija, given 
the large number of SOEs operating there and the interest of these DDCs 
in aivesting them. Board decisions would be taken on the basis of a 
majority vote.
 

2) Operational Structure
 

INTRAC will be organized to operate at both the 
national and regional levels, taking into account the Project's focus on 
the state enterprises of the DDCs. The Executive Director and Deputy 
Director will be resr-onsible for the overall anragement of INrIPAC, 
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lia' cn with goverrnment ministries, and ccordinaticn of technical 

assistance for valuation and sales activities. In addition to the 

Executive Director and Deputy Director, the I7P1AC will have four 
privatization promotion officers who will work at the central government 
level and also directly with the DDCs to coordinate privatization 

initiatives.
 

11e alternative of organizing IdrfPAC on sectoral 
lines was considered, but the large number of state enterprises in
 
agribusiness and light industry made this impractical. In addition, 
developing personal relationships and follow-up canacity at the DDC level 
will be important to the success of the Project. It will .e the 

responsibility of ILPRAC's Deputy Director to coordinate techmical 
assistance to similar enterprises (e.g. feed mills, PIis) located in 

different regions, to avoid overlap. 

ITR'AC will also have a public relations specialist, 
an administrative assistant, a part-time legal advisor, three 
secretaries, and two messengers. 

3) Key Cperational Staff 

The total number of direct staff required would be 
eight professionals plus six support personnel. In addition, a legal 
advisor would be retained on a part-time basis. 

i) Executive Director
 

Thne Executive Director will be responsible for 
the overall .inagement of I1T7\AC as -well as for design, coordination and 
implementation of the privatization strategy and action plans. It is 
recommended that the person selected for this position should come from 
the private sector, preferably with formal training and excrience in 
.anagement ard finance. in addition, this person must be hiighly 



respected by the GOD, the DDCs, pliticians, and the private sector. He 
-must be canmitted to the idea of privatization, able to explain and 
defend the program, and be capable of understanding ark dealing 
effectively with high-level government and private sector leaders and 
international donors. 

ii) Deputy Director 

The Deputy Director will he responsible for
 
day-to--]ay operating aspects of 
 INI'RAC, supervisingM and coorcinating the 
activities of the Privatization Promotion Officers, and external
 
consultants, and controlling the execution of all privatization
 
activities. This person should have a good administrative background, 
with formal training inbusiness or finance, experience in dealing with
 
government agencies, and the ability to analyze and deal with the
 
multiple issues that arise in the privatization process.
 

iii) Cordinators or Privatizauion Promotion Officers
 

(PPOs) 

77e PE-,s if :ethirect liaisonr.en 

IWRAC, the DDCs and other SOEs. They will be responsible for develcping 
privatization policies and activities with the DDCs and central
 
government enterprises, assisting them in targeting enterprises for
 
divestiture, organizing a.d supervising the technical assistance teams
 
and, in general, assisting and overseeing all privatization actions
 
within their assigned areas.
 

Th"Ilese individuals should have specialized 
degrees in business, finance or engineering, and 5 to C years e[.qperience 
in responsible positions in private business or banking. They must he 
committed to, arx] have a clear understanding of, privatization and the 
main issues surrounding it. They should also 'cave interpersonal skills 
necessary to deal effectively with officials in t.e DECs centralan! 

http:liaisonr.en


Govern.m.cnt. . training prrT, will be organized! to better c-quip th'ze 

persons to carrny out their assigned responsibilities. 

Initially, there will be four coordinators or PPOs. 
Thleir assignments will Le as fo].lows: 

b. 1 2eni, Pa.ido, La Paz, and Orurc DDCs. 

Lb. 2 Potosi, Ccuquisaca and Tarija DE.Cs. 
b. 3 Cochabamba and Santa Cruz DECs. 

No. 4 All Central Government held SOEs. 

Each of the above six professiorals will be required 

to sign a binding legal contract which prohibits them from working for
 
any divested SOE for at least two years following their completion of 

employment with IhTPAC. 

he establishment of Ii'FRAC is the keystone of the 
entire effort. For this reason, initial Project eiforts will fcAcus Qfn 
establishing IIURAC and making it operational in order to take advantage 

of the present atmosphere for privatization. The GOB is in a uniqle 

:Losition at this ti:e to generate the necessary pclitical 2U: or.ft. . 

government is strong and has gcol support in Congress; President Paz 
Estenssoro has fi.rmly established credentials as an effective leader; and
 

the initial successes of the TEP have given the government high
 

credibilitv.
 

Cnart 2 presents a diagram of the steps :equired y 

I PAC, the CB, and the DECs in the privatizaticn prccess. It is 

envisione- that most of INTMAC's time and resources be c'evoted*-ul to 
actual ivestitures, with a secc.-dar- emphasis cn !iqui*atios/ccsures 
ark other privatization actions aimed at the strategic JOEs. 
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CHART 2 

PRIVATIZATIOU FLOW COiUT 

Central Governmentl Decision to Privatize INTRAC* 

or DD Ii 

SCE Study, * 

Marketing Production
 

Valuatin, Etc.
 
i 

Define Privatization Options * 

o Sell Equity 100%
 

o Sell Assets
 
o Lease 

o ESOP 
o Liquidate, etc. 

Define Conditions of Sale
 

o Sales Strategy 
o Sales Price 
o Terms of Sale 
o Financing Arrangements 

Definition of Possible Buyers * 

Approval by INTPAC Board
 

Public Tender Direct Sale 

Receipt of Off|ers * egotiation 
withAI-Eoc
 

Corrmmission
nnssii
Approval! by * 

Evaluation Final approval and contract
 
Commission signature by GOO or DDC
 

* Indicates areas where INTRAC and external consultants will 

participate with the GOB or DDCs. 
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• U.ulic ..0 nion Proqr'rn 

7Avital I.7,"tC activity ;whicb jil receive special 

emphasis at the outset of Project iiiolementation is the ,x*;Lilizanion of 

public surnort for privatization. Privatization is essential'.. -a 

nol.itic-91 crocess, one which will orcbabl ' C.enerate or,9csition -1on1 
cntr.nch.e_,Ointerest grouns which "enefit from state contrc of 

econory (i.e., labor unions, priviieged bureaucrats, contractors, etc.;'. 
Design of -apublic education program, which is sensitive to difficult
 

olitical issues for the government (e.g., prices, emoloyrent, 

rviticral-i sm) and which exnlains clearly to the public . n key crouns the 

cenefits of privatization, will be essential to the success of I17.1AC anCJ 

the privatization strategy. 

INTPAC's Director of Public Relations, assisted by a 

senior external specialist in public affairs and media contacts (i.e. 

print, radio ar] television) will develop a strategic plAn to elicit 

public support for privatization. A key first step wiil 1c an assessIent 

of the existing :,olitical envirorment, including a curvey of public 

opinion on the respective images of the government, t-e )rivat-e 

S!tt-.onc'. 2oteri]:,, :t etcrs, or: l ; O . 1. : 

information will ".e sought on public attitudes tcward statism versus 

private enterprise to identify potential sources of support/opposition to 
nrivatization and to orovide an information base 'rcm which to address 

critical issues. 

Following the initial survey and data collection effort, 

a oublic educaticn camcainn will e developed for ta-.rcet audiences. 's 

campraign wi1. proceed at various levels 'e.q., general uli o i 

elite -ion -pinion, group, he.. su.otE ru:s u 
array of ccramunications rrelia (television, -adic, seminars, pamphlets, 
press releases). T.e nessaqe el rdill have to be cleazr n 

straightfor;ard. It should -oint out the 1enefits to 'c- derived from 
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privatization, the costs to the public of continuing to support
 

inefficient SOEs with their,privileged bureaucrats and employees, and the
 
advantages to society at large of broadening the oir.ership Lase o 

productive assets and "democratizing" capital.
 

2. Privatization Acticns 

a. The Tarqet SOEs 

Die focus of the IN7TRA Project will be on SOEs engage2 
in productive activities in the agribusiness and light industr; sectors, 
and on supporting privatization initiatives for selected strategic EOEs
 
of the central government. This strategic thrust of IWRC is consistent
 
with COB strategy and existing political realities, takes advantage of
 
ongoing divestiture activities at the DDC level; recognizes the need for
 
INhRAC to achieve early successes to pave the way for future
 

privatization efforts, and, over time, removes the state from direct
 

participatien in agroirndustry -- the productive sector mst important to
 

the ccunt2.y' s future economic development. 

h.e environment for ozivatizatin in Bolivia .araiatus -aiz 
implementation of the IN7RA. Project. As previously analyzed, the major 
reasons for the strategic focus on SOEs involved in agribusiness and
 

light industry and selected strategic SCEs of the central government are:
 

** A long established statist mentality on the part of the 
general public, created by -,any years of government paternalism.
 

** 
A continuing public view that most state enterprises are
 
'strategic," a term which applies not only to enterprises engaged! in 
activities Ferceived important to national security and economic
 

development (mining, communications, transportation, services) 1ut also 
to any state enterprise a governmental official does not want to divest 

for rxolitical or eccnomic resacns. 
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** The ccmplexity, large firnancing requirements, and 

prolonoued leal and valuation prcccsses that wcul , l invUvc& in 
divesting the large SOEs of the central government.
 

limited iticaIs acc to nt 

aoministration given that elections will occur in 9lWr. 

** T .e m r- avai1ahle Pros P 

Thus, the option of focussing privatization efforts on a fe: 

large SOEs was considere Wut reectec on political and economic 

aroinds. o'.rnover, it '. .s felt ti'at an at.e pt b __rT, or an'- t er 

internatioral organization to assist in the divestiture of -e large, 

strategic SOrs %..,uldjeopardize more feasible orivatization efforts at 
'both the DCC and central gcvernment level. 

It is extremely important that IP AC be established soon 

(by July 1987) and that it 'ce able to demonstrate to the puhlic in its 
first year of operation a track reccrd of successful privatizaticns. 

Success must be defined not only in terms of the sale/closure of 20Cfs, 
I-t also >' securing relatively ncn-contrcversial ttrins ar.: conuitions 

entities, an qecgrapic diversity of privatized enterprises. 'oreover, 

I77TMC s-culd carry out an array of orivatization actions, involving 

creative firancing and sales mechanisms. I.2AC neeels to achieve 

cuickly the reputation as a ke,' resource assisting the central arnd 
r-jiona1 governments in cart-iing out privatization effcrts in the public 

interest. 

f'everal selection criteria have been usL& to choose s _:,-'ic 

priority privatization candi lrtcs 'rcm :a..-!.;livia's 107 2 eve": t.c 

next t'.o "ears. First, th.e economic inortance of t%' ,.t roise, both 

in terns of the value of its L:L=e as.t..and its axisi....j .otnti4a, 

Irain cn -:Vermn reorcs. ecnd, the .- 2vel of GO2 or DEC interest
( ....
non(4ve-...ntreou ce
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actions. Third, the availability of interested and politically
 
acceptable buyers of the SOEs which considered foreign investors, local
 
entrepreneurs, joint ventures, cooperatives, and producer associations.
 
Fourth, the relative ease with which a highly professional, technical
 
valuation of an enternrise's assets could be conducted. 
 Fifth,
 
alternative finapcing sources and mechanisms. Sixth, the neell to 
undertake privatization at ':oth the national and regiorzl level, ar.1 to
 
carry out actual projects in different DDCs. Finally, the potential
 
working capital and maragement assistance needed to operate the 
privatized enterprises profitably.
 

The methodology for the prefeasibility study included
 
interviews with GOB and DDC officials and with the directors of the
 
SOEs. 
 More than thirty on-site plant visits were made to different SOEs
 
by the Project design team. As a result of these visits, the design team 
collected information on twenty-three SOEs which were selected as gcod 
candidates for privatization in 1987-91 based on the above criteria and
 
on an examination of financial data and conversations with interested 
parties. Information on these twenty-three fins is presented in
 
Table I. . ditional inforrmation was obtained for the first t ,o companies 
listW in TabIe I, because it :.s felt t'at they culd . e i.teresting 
case studies. These two are FANVIPLAN (glass production) and the F~hrica 
de F6sforos (manufacture of matches), in Ia Paz.both located FANVIPLAU! 
is owned by CORDEPAZ while the Fabrica de F6sforos is avne] by the 
Ministry of Industrl, Commerce, and Tourism in partnership with local 
investors.
 

Several conclusions can be drawn from Table I. First, the 
five SOEs active in light manufacturing are all good candidates for 
iramediate sale to the private sector. These five (FA1NIPLAN, FLbrica e 
F6sforos, I".-TAL, FABOCE (cement), and Hilanderia Santa Cruz (yarn)) are 
excellent candidates because they are located] in three different DiCs; 
they could be easily evaluated technically; and there is already 
substantial interest in their orivatization cn the part of hot> Luers 



~~~~ -'CZcovr,
 

privatize, because several options exist for their divestiture,
 

............ tw..c.t~mn, joint
_o......z. s. out-ight pu~chase, 'e:.tures, and
 

,ebt/cuitv swaps.
 

ch,second croup cf five SOrs inl.7n, ve,:! : OI-iun .­

a'sof i,nei, divestiture. 3ur e-c r.r . 

-j7 DL-s ,'iCh are eager to trans--er them tc t"he Private sector. Thoze 

four are AIE .FOR animal fe), PEC (cheese), and .PI (ccrn caeafeed) in 

Santa Cruz, and ALTAC (animal feedi) in Tarila. he fift' is 1A -- the 
Nahtion.l Rice -- the OCr %culd likeQcr.n'a which to dismantle. LI! fib­

ofte-e SOEs woul., nrooablv be divestd] to oliticallv aceptable 

procucer asscciations. Ebwever, the re.ativey weaker financial zos iton 

o.L the p)rod.]ucers 1 l probably require leveraged buyi-outs t'haZn.,KDu rather 

direct purchases. 

7e five diaries -Plantas InClutr4iizafcras de Lecie 

PI.)-- are also candidates fo" transfer to the private agri.u'i.ess 

sector. U7owever, their sales -- even to cooperatives or producers 

assrociati--o-- wcul] a and protentiail ;'iffiouit rcs­'L cumpiex , 

Vanrli- degrees of interest on the of the C 4L'snart in 
selling the PIIS, ranging from hic.h in Santa Cruz to !,owin La Paz. 

** ;, ide ]iscrepancies in their cerceived value, ,a}ing 

agree.ient on a salns price verr "ifficult. 

** Lack of capital on the part of prci-ucer associatiorns. 

** Percepticn on the -tvrt of .nnn' that PILs are strate-jic 

.,ccec:.....a refcrms in cjoverrmcnt milk x..Lcies, run,..­

prices, imoorts, and ccntraband. 

f*.,h nee- for coth .orl:ing cait, an-d mar-igerent
 
ssistance -c an3 ti- transfer.
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A fourth group of SOEs consists of candidates for closure or 
liquidation. This group includes a bottling plant (FVC) aryd an e ible 
oils 	plant (FAC) both located in Tarija, the Ingenio Guabira sugar mill 
in Santa Cruz _, , and the Planta de Pollos B, a chick breeding
operation in Th4uuisaca. All of these SOEs are not economically viable 
for reascns of lack of raw materials, insufficient markets, high 
operating costs, and/or low prices for their products (See Annex G fur
 
discussion of these SOEs.). 
 In spite of their problems, the decision to
 
close or liquidate these plants will not be easy because of political
 
considerations. 
 Ingenio Guabira and FAC are expected to be :narticularly 
difficult, because Guabira is an important regional source of emplovprent, 
and FAC is considered by many people to be a development pole and hence 
is of strategic importance.
 

Finally, four strategic, economically important SOEs of the
 
central government have been identified as candidates for privatization

actions other thian divestiture. AASANIA, the National 
Airport Authority, 
is a logical candidate for contracting part of its services 'operation 
and maintenance of terminals, auxiliary airplane services, fueling) to 
private ccmpD-nies. NA r.nagernt has incicated an interest in 
ex_loring this possibility. Lloyd Aereo 3oliviano, which is a mixed 
enterprise with the GOB holding 99 percent of the slhares, might be a 
carylidate for increased private sector participation (51/49), 
particularly via debt/equity swaps. 1=uEL, the national 
telecommunications Company, might be another candidate for service 

4/ 	 Ingenio Eermejo in Tarija, by contrast, can probably continue to 
cperate profitably due to the quality of cane, a more efficient 
operating plant, and better market. 
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contracts. The current Director of fE= has expressed interest in 
exploring the possibility of MEL becoming a mixed enterprise with the 
majority in private hands. 
It should be noted, however, that ElTL 
currently contributes approximately t20 million annually to the national 
treasury and is encmnbered by very strong labor unions. EF"E, the
 
National Railroad Company, has been approached by private entrepreneurs
 
in Santa Cruz about the possibility of operating a railroad company on
 
the Santa Cruz to Corumba route, and paying a fee for use of the track.
 
All of these, and other privatization options will be investigated by
 
IMrRAC. 

A number of smaller SOEs owned by the DDCs might also be 
transferred to the private sector in the course of the INIRA Project. 
WAile these SOEs are not significant enough economically or sufficiently
 
complex to merit priority attention from INTRAC, it could plL'y a role in
 
assisting transfers. 
Tis list of SOEs would include: 

CMIPANY 
 LOTION PRODUCI'S 

1. Programa Agricola Oleagionosas Tarija vegetable oil 
y Maz Gran Ciaco (PALc..k) 

2. Criadero de Truchas Piusilla Cochabamba aquaculture 
3. Industrias .Agrcolas Tarija food crops 
4. Planta de Silos Sachojere Beni rice silos 
5. Laminadora de Coma, S.\. Seni rubber plant 
6. Planta Beneficiadora de Castafia Beni Brazil nuts 
7. Planta Prccesadora de Tarhui Cochabamba vegetable oil 
8. Planta de Te ­ hanare Cochabamba tea 
9. Planta de Te La Paz tea 

10. Planta Industrializadora die Aji Chuuisaca condiments 
1I. Planta Beneficiadora de Casta!a Pando Brazil nuts 
12. F~brica de Cerlmica Roja Oruro ceramics 
13. F6brica de Cercmica Roja Santa Cruz ceramics 
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14. Fibrica de Ceramica rIoja Camiri Santa Cruz ceramics 
15. Fbrica Nacional de Cemento (FANCESA) Chuquisaca cement 

16. Fibrica de Cemento Tarija cement
 
17. Taller Artesanal de Cerimica Chuquisaca ceramics 
18. F~brica de Objetos de Peltre Oruro pewter
 
19. Fibrica de Cadenas Oruro industrial/machinery
 

parts
 
20. Industrias de Papel (PITASA) Tarija paper
 

The Project Design Team also considered a number of other
 
industries which were not selected as 
being priority candidates for
 
privatization at this time. Brief mention should be made 
 of these 
industries, categorized by their area of economic activity. The first
 
category includes the mining, metallurgy, and hydrocarbon sectors. These 
were rejected as priority privatization candidates because they are too 
large, complex and politically charged to be suitable candidates. Second 
are the four state banks (Banco Agricola, Banco de la Vivienda, Banco del 
Estado, and Banco Minero). INTRAC will not become involved with these 
banks, because they are being dealt with by the Central Bank with the 
assistance of the World 2ank and USAID's Strengthening Financial M4arkets 
Project. Third, is the public utility and services sector. This sector 
was rejected as a priority privatization target because it is ccmmonly 
regarded as strategic and, hence, tould be politically difficult to work 
with. Fourth is the Militaiy SOE, COF.,DE2 (which oawns and operates a 
vehicle assembly plant, a shoe factory, etc.), which .as also rejected 
for political reasons. Fifth, arid last, are the thirteen state 
enterprises involved in livestock breeding and research. These are 
essentially agricultural extension and development services, and cannot 

be privatized at this time.
 



D. The SOE Transfer Process
 

1. The Process
 

Once ILTPAC, the CO0B, and the DC agree to initiate
 

privatization of a prticular SOE, Il]TRAC 
 will make the necessary
 
arrangements to assemble a team of calified technicians to develop 
 a
 

ansfer package" to carry out the divestiture or other appropriate
 
privatization option. The canposition of the 
 team will vary from SOE to 
SCE, but, in general, will consist of the following individuals (See 
Annex H for job descriptions): 

(a) The Regional IThTRAC Privatization Promotion Officer; 
(b) An Asset Valuation Team consisting of a MIarketing axpert, 

an Industry Specialist, and a Business Planner/Managemeft 

Specialist;
 

(b) An Investment Financing Expert; and 
(d) A La%,yer. 

The cost of the technical assistance to I27RAC will 1e x~rne 
by the Project. Firancial assistance for pivatiztion ":il be
 
to the provision of "- rking capital loans. 
 Such loans will e provi,+3 

at real market rates prevailing at the time of the transaction. Peflcu0s 
from such loans will he deposited. in a special account, tentatively 'un'r
 
the management of the FL-42C Secretariat ar] the accounting control of
 
the [Linistrv of Finance's Project Coordination and Ccnt,.ol Unit and use(d 
for similar purposes, if justified at the time the refl(oA is available. 
Oth:enise, such reflows will be used for mutually agceed development 
purposes, consistent with USAID's development stratecy in 5olivia. in 
special cases (mainly involving the transfer of SOEs to cooperatives,
 
producer associations or similar groups), the Project may providle
 
technical assistance as a grant to help the new owners to manage Or run a 
newly privatized enterprises. This will only be 'one if the cost of 
paying for this assistance might jeopar,-ize the fiancial f~asibility of 
-- no." "' i. -w-s- ..Ceoticnsc u avaluata' a :aze >auis.e *;n ',, caue 

http:Ccnt,.ol
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nart. 3 details the decisionmaking process which would be 

followed by ITrRAC, the COB, and the DDCs. I'qRAC ;ould be'2ost active 
in the area of divestiture and liquidation/closure, tut could also play 

a role in partial privatizations of strategic SOEs. 

2. T ce Valuation Issue 

Several factors will be taken into consideration to determine 
the real value of state-owned enterprises. Some state enterprises use
 

obsolete technmlogy and/or equipment and may never be fully competitive 

in a free market environment. Others are 1cated too far fro:i sources of 
supply and markets, and are, theretore, at a canpetitive disadvantage in
 

relation to similar producers in better locations. Still others may be
 
over-equipped or over-built and have production capacities vastly
 

exceeding market requirements. 

A basic assumtpticn in the valuation orocess is that the GOB 
ard DDCs will try to maximize the proceeds from the sale of their SCEs, 
for Loth economical and colitical reasons. Thell expect to recover, as a 

n.inmuLm, the full value of their revalued assets. Lyon when the-1i. O 

the DLCs realize that the assets of some SOE's are overvalued, it is 
*ifficult for them to mark down the price, because they are exposed to 
political pressures which nake it difficult to dispose of these publicly­
owned assets at substantially less than book value.
 

A second key issue is the social obligations owed to 

employees (severance pay arid indefnification for years )f service). 
.hese are definite liabilities ,hich affect the net worth of the COE. It 

is stcrra in &livia to liquiCdate, at the erployee's option, this 
obligation every five years. MNost emplarees opt for this "c-irc-ienic" or 
settlement. Upon settlement, erplyoyees are uoually furlcughed anu 

re-hirnd after two months. D-nplovees who have not cpted- for the 

Cuinauenic, however, Tz; accumiulate sizeable sums of -oney .ot t t-hem 
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since the obligations are computed on the basis of their latest salary.
 

The latter may be significantly high:er in an inflationary environment
 

(like Bolivia) than 
as their income in earlier ,,ears. Balance sheet
 

reserves may or may not reflect fully this obligation.
 

Zobrmally, upon the sale of a coupany in Bolivia, the seller 
dismisses all emploryees, discharging all social obligations, ar the new 
ovrner re-hires those employees he wishes to keep. In such cases, the 
price paid for the company is not affected by social liabilities. In 

privatizing -OEs. it may be politically more expedient to dismiss only 
excess or undesirable personnel when the SOE is sold and continue
 

employment for the majority of workers. In this case, the buyer %ould 
assume the social liabilities, the sum of which would have to be deducted 

from the sales price. 

a. Valuation Methodology 

Several pricing formulas have been proposed but the only 
one that is economically scund is one based on the "economic value" of 
the company. This value will be determined on the basis of a reasonable 

projection of anticipated earnings, basec: on the ccrmany's existing 
assets and expected production efficiencies achievable through 

appropriate management practices. 

The "economic value" would be equal to the Net Present
 

Value of the Future Cash Flow discounted at an appropriate rate over a 
given period of time. The discount rate and the length of the earnings 

stream should reflect the risks assumed by the investor in the present
 

economic environment of Bolivia. A discount rate of 20 percent of the
 

cash generated over a period of ten years could be appropriate
 

parameters, but this will be determined by the valuation team. The 
resulting figure will be adjusted by any liabilities, such as social 
obligations, that the buyer may assume. This then becomes a realistic 

sales price, subject to negotiation. 



A minimum sales price for a particular SOE may be set by 
the liquidation value of the asets if sold piece boY piece in a nublic 
auction. Sales below this level cculd be justifi.d_ onl:.' for reasons cf 
job preservation, if that were deemed advisable 'Cr political reasons. 

To the extent that a determination of the ecommic vallvo 
of SOEs would he based on their earnings potential, it w.ill be necessiu, 
to ascertain that Fotential. In this regard, the Project-financed
 
valuation team will play a critical role in the analysis, evaluation an(" 
recommendation of tailored action plans for each SOE to he privatized.
 

b. Scope of Work for Valuation Teams
 

Depending on the SOE, tentatively it is planned to 
provide a three-person team of experts to conduct the valuation. "Me 
team members should include an industr-v specialist, a mar..eting exoert, 
arx! a~n -conomic/mmanagem.nt an-lyst or business planner. To a.isure 
objnctivity, memrbers of the team should be nn-resident ,ol-6ign' aticris 
of recccnized orcfessional standing. Thc score of the valuationi u:ld 

-, .,, lne 

i ) TechmicalAinal-sis 

Te technical anmlysis ,ill answer the follcwing 
mestions: to what extent ices the technical prccess uset in the ')lant 
adequate ar, ccnietitive in the context of the 20iiviar. environ-ment; do 
prcduction efficiency,, product quality, and t.ork force c-2arbilitics meet 
acceotable levels; .hat short term improvements are needed to solve 
.;..ttinecK-, increase nrnuction efficiencies, ad re.uce costs; ,.4ht ;:r( 
the capital costs of such iimrovements; ',Ahat is the physical cor,-'it:-n c;Z 
the manufacturing equipment and rachiner,, i.e,. state of rep-oIr o­
maintenance, and are operating procedures or an operating .olan ade uate 
under existing cont tons. 

http:conomic/mmanagem.nt
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ii) Market Analysis
 

1the market analysis will determine if the product is
 

acceptable in domestic and export markets, the size of these markets and
 
the degree of market penetration achieved to date. The analysis will
 

identify the firm's competitors and their capabilities. It will assess 

the adequacy of the firm's distribution system, -andpricing structure, as
 

well as estimate the price elasticity of the products to be sold. The
 
analysis will also study the poss7ibilities for product diversification
 

and product line extensions within the capabilities of the concerne­
enterprise. Finally, the analysis must determine sales and manpower
 

requirements, and develop annual sales projections for three years. 

iii) Economic Analysis 

The ecornic analysis will include the following: 
production costs and administrative and selling expenses, cost reduction 
opportunities, a projected 3-year business plan with a balance sheet, 

profit and loss statement and cash flow projections, capital inivestment 
requirements to implement recnmended improvements, working capital 
requirements, and administrative and accounting manpower requirements. 

c. Pricing SOEs For Sale
 

Two SOEs involved in light manufacturing -- FANVIPLAN and 

F~brica de F6sforos -- were analyzed to illustrate the proposed 

methodology for valuing SOEs and establishing their selling price. This 
analysis is summarized in Part VI of this Paper (Technical Aalysis) and 
the ccmpl.ete case studies are included in Annex G. Three principal 

conclusions emerge from this analysis. First, the economic value of most 
SOEs will proibably fall considerably below the book value of the revalued 
assets. This could pose a political problem for the government. Second, 

the GOB or DEC can probably realize the highest sales price if it is 
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flexible in negotiating a financial package (e.g. debt/equity swap 
leveraged buy-out). Th-ird, private investors (domestic and foreign) are 
interested in purchasing SOEs, depending on the purchase price and other 
incentives which might be provided. 

3. Financing Mechanisms 

T ere are two types of financing mechanisms required for the 
successful inplementation of the INTRA Project: funding the acquisition 
of SOEs and funding working capital requirements. Each will be discussed 

in turn. 

a. Acquisitions
 

Flexibility and creativity will be necessary to finance 
the purchase of SOEs. 
This is the case because of weaknesses in the 
banking system, the lack of a functioning stock market, and the likely 
diversity of potential buyers. In spite of this, however, there seems to
 
be enough risk capital available in and outside Bolivia for the purchase
 
of SOEs targeted for near or medium term privatization using one or more
 
of the financing options discussed below. Wihat is needed is to find ways
 
of mobilizing such capital through creation of an appropriate environment
 
and adequate incentives. Thus, the 
 ITRA Project makes no provision for 
an AID-financed facility to assist potential buyers in acquiring SOEs but 
assumes that political stability and the present private sector climate 
of optimism will continue during the life of the project. 

Several alternative firancing mechanisms were evaluated in
 
the Bolivian political and economic environment. These include:
 

i) Straight Purchase 

Outright sales financed with the investor's own 
capital viould be the mst desirable divestiture. It is unlikely, 
however, that a 100 percent cash payment is a realistic expectation. The
 



Central Government or the Departmental Development Corporations, 
whichever may hold a particular SOE, may hlave to provide some credit to 
the buyer. The magnitude, term and interest rate teuld have to be 
negotiated between buyer and seller and would largely be a function of 
the final sales price agreed to by both parties. As mentioned 
previously, the largest negotiable dAm payment would be demanded by the 
seller. SCEs engaged in light industry are good candidates for straight 
purchase by private investors, domestic and foreign. 

ii) Debt/Equity Swaps
 

The debt/equity swap is one mechanism for easing the 
debt burden of Bolivia while simultaneously stimulating investment in 
productive sectors. Debt/equity swaps have been successfully implemented 
in other countries such as Chile, Mexico, Venezuela, and the 
Phillippines. However, the GOB has not yet promulgated rules approving 
and regulating this financial activity, although it has repeatedly 
expressed publicly its interest in exploring debt/equity swvaps as a 
privatization/divestiture option.
 

Arpproximately one quarter of Bolivia's USt3.G billicn
 
public sector foreign debt is owed to commercial banks. Currently, 
Bolivian debt is trading at approximately 15 - 20% of face value. If 
the GOB .,ere to exchange its equity in SOEs for its own external debt 
instruments, i.e., swap debt for equity, the Bolivian economy and foreign 
creditors could both be "better off." One expects that a GOB debt/equity 
swap initiative would bring back some of Bolivia's flight capital, and 
result in additional foreign investment in the SOEs. I.breover, it would 
enable the Government to divest some SOEs at higher selling prices than 

would other,-ise be achievable. 

7he debt/equity swap scheme may be particularly 
suitable for the transfer of SOEs such as FALNVIPLAIi, Hilanderia Santa 
Cruz, FABOCE, Llcyd Aereo Bolivim-o arn others. 
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iii) Leveraged Buy-outs 

Leveraged buy-outs would be appropriate for sales to 
producers' or users' associations. Examples are enterprises such as the 
PILs, ALBAPOR, PAM, Pur, etc. After negotiating a sufficiently large (20 
percent or more) initial down payment to assure the seriousness ard risk
 
exposure of the buyer, subsequent payments would be financed from
 
earnings generated by the enterprise. This financing mechanism provides 
incentives for the seller as well as the buyer to assure the financial
 
success of the company. The seller wishes to see the enterprise succeed
 
in order to get paid, while the buyer needs a successful business to be
 
able to pay off his debts. It also gives the seller a good reason for 
not inflating the sales price of his assets. 
Leveraged buy-outs with
 
interest-free or low-interest loans on the balance may allow the
 
Government to obtain a higher selling price for a SOE than its economic
 
value may justify. This may be of importance should political 
considerations prevent the Government from accepting sales at prices
 

below book value.
 

iv) Leases 

Leasing the physical assets of SOEs to producer's or
 
user's associations may be an alternative to leveraged buy-outs. 
This
 
approach to privatization would circumvent the need to finance a sale and 
the political problems that might arise from selling a state-owned asset
 
below its perceived worth. The GOB is currently negotiating the lease of
 
MIA's Silos to the C~mara Agrcpecuaria del Oriente (CAO) in Santa Cruz, 
with an option to purchase. 

Straight leases may have fees that are fixed and
 
represent a fair return on the value of the leased assets.
 
Alternatively, leases may be variable and related to the net profits of
 
the privatized SOE. In som cases leases bothare fixed and variable 
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over different periods of time. Leases are also an interesting 
privatization option for "strategic" SOEs which cannot be sold for 

political reasons.
 

Lease-purchase agreements, canmanding higher fees
 
which include depreciation of the assets, may be used to transfer the
 
leased prcperty to the lessee for a token fee upon expiration of a long
 
term lease. This privatization option is particularly useful in
 
effecting the transfer of a firm to a group of employees or a cooperative.
 

v) Employee Stock Option Plans 

Employee Stock Option Plans (ESOP) may not be 
practical in Bolivia because labor is generally unprepared to assume the 
responsibilities of ownership. Furthermore, should ccnpanies transferred 
through ESOPs fail, the Government would most likely be forced to take 
them over again. Nevertheless, employee participation through stock 
plans will be considered on a case-by-case basis. 

In sum, the most appropriate way of financing the 
"livestitureof a SOE will var, frcm case to case and ill deperd to a 
large extent on the potential buyer. Mile no single mechanism can ';e 
recommended, straight purchases might be most appropriate for relatively 
small enterprises in light industry, debt/equity swaps might be utilized 

in large manufacturing enterprises and strategic SOEs, and leverage 
buy-outs and leases might be most successful in the agribusiness SOEs 
which will be transferred to cooperatives and prclucer asscciations. One 
of the first priority tasks of the ILTRAC will be to establish sales and 
valuation procalures and alternative financing mechanisms for the SOEs.
 

In any event, the final selling price and method of 
payment will be determined through negotiations betw;een buyer and 
seller. Ceterminations of the value of assets, book value of equity, and
 
eccncmic value of the enterprise will all serve as ruidelines to reach a
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fair selling price during negotiations. The key to achieving the best
 
arrangement for both bu-yer axnd seller is to target each sale to the 
particular buyer who would most frombenefit the acquisition. 

b. Working Capital 

W(hile acquisitions should not be supported bZ an
 
AID-funded fin.ncing facility, the contrary is true with regard to
 

working capital for privatized SOEs. All SOEs, particularly those 
transferred from CBF to the Departmental Development Corporations, suffer 
from lack of working capital. In fact, most companies have such an 
acute liquidity problem that their continued operation is in jeopardy. 

Given the serious weaknesses of the banking system, 
commercial loans which would satisfy the working capital needs of 
privatized SOEs are practically unavailable. Commercial banks do not
 
grant loans geared to an enterprise's business cycle, have high
 
collateral requirements, and charge high interest rates and spceads. 
In 
addition, most loans are currently limited to 30 days, parallelinj the 
term of typical 4eposits. These revolving cred: t lines wit.out 
guaranteed loan rene.zl ,fo not provide a satisfactory, means of firincii.c 
working capital, Which should be provided for terms paralleling an 
enternrise's business cycle. Finally, as discussed in Section D belcw
 
and Part VI B (Credit Lines Analysis) of this Paper, existing A.I.D.
 
related credit lines are insufficient to meet the workirg capital 
requirements to assure the viability of privatized SCEs.
 

Makirg working capital loans available to the new cmne*-s 
of former SOEs would act as a strong incentive for privatization. An 
A.I.D.--funded credit line for ,orking capital loans would be ianaged -y 
the PL-460 xecutive Secretariat, which will also contribute local 
currency generated from PL-48O Programs and reflows from other COB/UmD 
projects. It is planned to leverage this credit line with matching funds 
from commercial baniys. b be mcst effective, these lans should !e in 
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Bolivian currency, with the exchange risk assumed by the GOB, tentatively
 

through the Executive Secretariat. Additionally, the working capital
 

loans would be for terms to coincide with the borrover's business cycle, 

and at adjustable rates of interest equal to the current commercial bank
 

rates. The GOB assumption of the exchange risk and the specificaticn of
 

credit regulations for these loans would assure that borrower's costs not
 

exceed ccmmercial rates. These w.ill be critical incentives for the
 

successful implementation of the privatization strategy.
 

The A.I.D. Project funds for working capital loans, which 

will be provided through the PL-480 Executive Secretariat, will be 
channelled to private investors through Bolivia's banking system (the 

ICIs). The ICI channel will serve a dual purpose: to increase the 

liquidity of the ICI system and to broaden ICIs' range of operation for 

productive activities, in complement to the objectives of the companion 

USAID-sponsored Strengthening of Financial Markets Project. Reflows from 
working capital loans will be deposited in a special account and used for 

similar purpocses. This scheme has v.crked very well with other projects 
an it is expected that it will also work for this Project. Its 
operation will be assessed during project implementation, and moified as 

necessaiY. 

c. Estimate of Funding Requirements
 

The limited data available for projecting future cash
 

flcws of SOEs makes it difficult to estimate the working capital required
 

for privatization of the targeted SOEs. To provide this estimate, the
 
workimg capital requirements of sixteen SOEs were calculated (wherever
 

possible) on the basis of the 1935 year-eni balance sheets -- the latest 
statements available. Th.e total cost of gcods sold], administration, 

selling expenses, and financial expenses (at an annual rate of 20%) was 
divided by the estimated invento.-; turnover for each individual 

enterprise. The resulting figure in Bolivian currency was then converted 
into U. G. dollars at the average parallel market exchange rate for C0C5 
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(to make calculations consistent with the 1985 financial statements of
 
the 16 SOEs). The results are shown in the follcwing table: 

MPALIES 

Near Term Privatization Candidates
 

Hilanderia Santa Cruz 


I10TAL 


FABOCE 


FANVIPLAN 

Fibrica de F6sforos 

ALBAPOR 


PAxI 

PEQ 


PEA 
Ar!-T\T 

MA 


TOITAL 

Medium Term Privatization Candidates 

PIL Cochabamba 


PIL La Paz 


PIL Santa auz 


PIL Sucre 


PIL Tarija 


TOTAL 


TOTAL 

EST I.*-l =D 

P.-OrTIl. G CAPITAL 

us 

2,987,318 

203,375
 

195,983
 

163,962 

118,816
 

1,500,000*
 

1,500,000*
 

85,000*
 

85,000
 

1,500,000 

241,732
 

8,581,186
 

499,436
 

327,222
 

394,295
 

43,468
 

41,572
 

1,305,993
 

9, 887.179 

* Source: Privatization Program of Public Enterprises of CORDECRUZ, by 

;. A. Jorgensen and R. ,larconi, ecember 22, 1?8G. 
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The total working capital funding requirements of
 
approximately UStl0, 000,000 does not include the needs of some of the
 
smaller SOEs, about which data could not be obtained but which in the
 

aggregate may require another USt2, 000,000 to t4,000,C00 for working 
capital. 
Also omitted from this estimate were come other enterprises
 

which, while not priority candidates, may eventually be privatized.

These include: AASANA, Lloyd Aereo Boliviano, , "TE and various 

others.
 

The working capital financing line should also provide
 

medium term loans for spare parts, machinery, equipment, or improvements 
to a firm's physical plant (when necessary). 'Normally, USAID financed 

working capital loans should not exceed one half of the privatized 
company's requirements. Approximately US$3,000,000 for this purpose
 

would bring the total funding for this line to US$I5,000,000 to
 
k17,000,000. This amount would not all be needed immediately and the 

Project is currently budgeting only tl2,037,000 for working capital loans
 
which will be extended to selected privatized SOEs thrcugh intermediate
 

Credit Institutions at real interest rates for a period of up to 2
 

year3. ?Zditional funds may be provided by the PL-480 Title III Program 
if tiev are needed. 

d. Sources of Financing
 

USAID/Bolivia reviewed the status of its ongoing project 
credit lines to determine the availability of funds to finance working 
capital loans under the INTRA Project. The status of each cf the credit 

lines is detailed in Table II in the Summary of Technical Analyses. 
Based on a thorough analysis, two A.I.D. projects - N'rket To~n Capital 

Fornation and Agricultural Producers Associations -- could provide at 
most t2.75 million in working capital credit. The actual amount 

available twould probably be substantially less, given existing and 
potential demands on these lines and project restrictions on their uses.
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Assuming a maximum of only $2million available from 
ongoing projects, this ;;culd leave a financing gap of approximately f1i 
million. USAID/Bolivia proposes a .orkingcapital ccwponent of $5.5 
million, to be matched by participating intermeliate credit institutions. 

0329L
 



VI. SUMLY PROaECT 1LYSES= 

Several technical analyses were carried out during intensive Project 

review. These included: (1)a preliminary cost/benefit analysis of the 

operations of selected SOEs; (2)an analysis of the status of
 

USAID/Bolivia's existing credit lines to determine the availability of
 

funds to finance the INTRA Project; (3)prefeasibility stulies of
 

selected agribusiness and light industry SOEs, including preparation of 
two illustrative case studies of valuation methods; and (4)an assessment
 

of the legal/institutional framework surrounding privatization/ 
divestiture. Tie most important conclusions of these studies are 

summarized below. 

A. Economic Analysis 

A canplete quantitative economic analysis, including a 

benefit/cost or IRR calculation, cannot be undertaken for this Project at 
this time, for three reasons: first, because reliable 1985 or lTC6 
financial data are not available for most of the state-<wned enterprises
 

slated to be privatized; second, most of these enterprises have only
 

recently .be=en transferrec:i to the DDCs by the CEF and final values have 
yet to be established; and third, in the case of some of the central 

government SOEs, the impact of privatization actions is difficult to
 

determine at this point.
 

USAID/Bolivia has been able to obtain financial data as of 19E5 

for 28 SOEs presently held by the DDCs, some of which are prime targets
 

for privatization, as expressed in the strategy section of this Paper. 

I-bwever, the economic impact of their privatization will only 'Le. 
determined when the feasibility studies are executed during the 
privatization process. In the case of most of the SOEs, it is impossible
 

to say without additional analysis whether they are potentially viable or 

should be liquidated. Only some very tentative and preliminary judgments
 

can be made on the basis of the d4ata currently available.
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F7urthermore, since 1985 all the debts of the former CBF
 
enterprises have 
been assured by the GOB, which considerably charges
 
their financial situation for 
the time being. Ntevertheless, the same 
problems and inefficiencies continue under DDC administration, and few of 
the enterprises can turn an operating profit. 
 tlew debts are being
 

incurred with the DDCs. 

Financial analyses carried out on a number of SOEs produced a
 
series of highly negative results, such as a l; sales to total assets 
ratio w1hich is an indication of low capacity utilization, and high
 
indexes of illiquidity expressed in negative working capital and high
 

financial costs.
 

Total losses of the 15 money losing firms for which there are
 
data amounted to Bsl3.1 trillion in 1985, equal to USt29.0 million at the
 
average official exchange rate prevailing in 1985, and USk18.3 million at
 
the average parallel market rate. Note that these data relate to only 15 
deficit firms. 
Since there are over 100 SOEs, it may be conservatively 
estimated that the combined deficits of all money-losing enterprises 
(exc!iling central government SOEs) is at least double that figure. An 
annual loss of Bs26 trillion would constitute 13.6% of the total iSC5
 
deficit (equal to Bs192.7 trillion) of the consolidated non-financial
 

public sector.
 

The avoidance of losses does not constitute the only potential 
benefit from the proposed Project. There are a number of SOEs that are
 
either breaking even or realizing a small surplus. Thus, for the sample 
of 28 firms for which we have data, 13 or 46% fall into this categor,. 
Mvny of Jhese firms h.ave the potential of becoming considerably more 
profitable if transferr&I to the private sector, though there is no Li-m 
basis for estimating the order of magnitude of the increased returns. 
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The positive macro-economic impact expected to result from the 

proposed Project can be summarized as follows: 

1. The elimination of losses can be expected to end or sharply 

reduce an important drain on the government's budget and/or on the the 

banhing system that is called upon to extend credit to the losing fims. 

The i=.zct will .e even more dramatic on the budgets of the DDCs. 

2. The Government will be able to obtain additional tax 

revenues from privatized firms earning higher profits through increased 
yields from the net worth tax (currently 2% annually) and the value added 

tax.
 

3. 'Me Government would derive sicnificant proceeds from the 

sale of assets to the private sector. The net worth of the 26 SOEs for 
which USAID has data amounts to about USt 68 million. The total for all
 

1C8 SCEs must be significantly larger, even after correction is made for 
te overva'Lation of t.e bcok value of fixed assets. he sales rcceeds 

can I-- utilized for high-priority investment projects that only the 

government couU_,, implement--e.g. improvement of the ra.d canc 

.u it:"com-,uncticn syst~ms. "':!-CO.3 '1._. ile ';f .issets toC : 

often recessitate ofrk-2cwn icalsector %.ul the of the - -te2-I histo

or hcok value of the fixed assets, as initial costs .:ere often 

substantially larger than couldt be justifier by technical and econoniic 

consiuerations, inclu-1ing the size of the -otential. marbet. 

-. transfer of from the ctate tc the p-'"ate c'-'ctorThe assets 

(com-inet with closure, when necessary;) is e-'e,-ed to ir-crcve to­

allccation of reSources within theccuntr7'. Ex>erience irn oth"r 

ccuntries suggests t.t flo-' c 2 ,y te vate sects 
ccmcetitive ccn'itions are 14hey to operate rore 2f'ici1-t> t"a­

state-c-uned enterprises, particularlv w,'hen the iatter are granteA a 

!:lQY~)]-,. Concerns ooerate] or. the orofit motive are li:ely' to av-. 

pa(c l-.ed! -payrolls, more effective utilization of tl',eir stiaff an( 



equipment, provide incentives to their labor force to enhance
 
productivity, ard avoid wasteful expenses. 
Bolivia is no exception: for
 

the sample of 28 firms for 4hich USAID has data, administrative costs
 
constitute as much as 22% of sales, while sales are only 16% of the net
 
value of fixed assets. Even more importantly, the state is often inCuced 
to provide monopoly conditions and other benefits to its enterprises,
 

thus removing the incentive for efficienc- that competition provides. 

5. Effect on employment: The net effect of the Project on
 

employment is likely to be positive because the 
transfer of a number of 
money losing, but potentially viable, firms to the private sector is 

likely to avoid their eventual closure, which in many cases, cannot be 
postponed indefinitely. Moreover, the enhanced profitability of marginal 
firms could lead to the gradual expansion of their work force. As is 
usual in these cases the initial restructuring of newly privatized SOLs 

will result in a temporary drop in employment. 

Cr'nce ti'e privatizat4on process of the zma2ler and rcegicnal 
SOEs gets under way, as indicated in the strategy statement, it is 
expected that the COB aill tackle privatization issues in the major 

cent al government man'iaged enterprises with much larger imrlct on the 
economy and a greater potential for obtaining more benefits from
 

privatization.
 

B. Technical/Financial Analysis 

1. Credit Analysis
 

The Project design team analyzed the status of A.I.D.'s 
cred-Iit lines to determine the availability of funds to firance scme of 
the activities of the INRIRA Project. 

Th-ere are certain ongoing A.I.D. projects that have credit
 
cCmponents which could be used, within limitations, to assist privatized 
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SOEs by providing medium term loans for working capital needs such as 
spare parts, machinery, equipment, improvement to a firm's physical plant 
(plant modernization) or purchases of raw materials. 

One such project is Market Towin Capital Formaticn. The
 
crelit available consists of tl4.5 million 
 from DA funds and t-.5 million 
from PL-480, Title III. However, t5.75 million of these funds have 
already been reserved for specific projects. The funds available for 
assisting privatized SOEs will be limited as the existing demand for
 
non-IN RA projects is extremely large. It is estimated that a minimum of 
approximately $1.5 million will be needed by each of the nine credit 
units (UCFs) - one in eacii deartment of the country. T!his wuld leave 

only an estimated tl.75 million which potentially could be tapped to 
finance limited privatization activities. Itwever, funding available
 
under the Market Town Project has been earmarked for secondary cities
 

which could pose a problem because most of the state enterprises are
 
locatei in the main cities of the country.
 

Under the Agricultural Producers' Associations Project, $5

"illion in crelit is available from PL-400, Title III Program. The
 

purpose of this CrE2it is to ' :ov services to mem-ers. ur..r :'.. 
some of this credit line could be used Ly asscciations that purchase, 
agro-in:ustries. Again funds are limited because these forfunds are 
associations in all nine deprtments of Bolivia. It is estimated that a 
maximum of only tl million could be available for privatization
 

activities.
 

The other credit lines listed in Table II will not be
 
available to finance Project activities because such lines have been
 
already earmarked for specific activities under each of the projects. 
Potentially, some of the local currency generations un er the PL-'30, 
Title III Program could be made available to supplement funding to be 
provi.-ied for th-.e ILI.PA Project. financial olan alreadyi includes 42.5 
million from the FZI 1-7 Title III Program and about .2 4i-'io" r 



ita.as o- r TABLE II
AO Ert-it is 

atDecember 31, lJi&
 

lUSt)
 

-------------------- For Lredii Eletents
 
A C 
 0 E F 1
H 

Pro'ect Nate Avail. for To be Life of Project
Total Amt. Total Pat. Amount Amount 
 Amount Amount Commitment Disbursed Start
and Number Obligated Earearled Obligated Earmarked 
 Committed Disbursed !IC-E) (E-FI 
 Date PACO Beneficiaries and Activities Financed
 
.....................................................................................................................................................................................
 

Agribusiness and
Artisanry, 511-0472 
 2,150,000 2,032,946 150,000 150,000 Funds not available for
150,000 0 0 150,000 14/78 1/9188 Larger private firms. 
INTRA Project


Used for agribusiness and artisanry.
 

Agribusiness and
 
krtisanry, 511-0472/T-060 6,200,000 6,007,580 6,000,000 6,000,00D 6,000,000 
 6,000,000 0 0 1/9178 
 1/9188 Funds not available for INIRA Project
 

Agribusiness and
 
Artisanry, 511-0472/1T-060A 3,000,000 2,777,357 3,000,000 
 2,777,357 915,183 140,392 
 Funds not available for INTRA Project
 

Departmental Dev.
 

Corporations,

51-0511/1-064 7,000,000 6,691,249 7,000,000 6,691,249 5,236,525 3,640,192 
1,763,475 1,596,333 9/20179 3131187 Small and medium 
agribusiness and artisanry enterprises throughout
 

Departienstal b 
 Used for working capital and investment.

Project terminated 9131187
 

Corporatioens,I

511-0511i-065 3,000,000 2,769,104 2,848,499 
2,693,378 2,693,378 1,356,125 155,121 
 1,337,253 9/20/7T 
3/31187 Funds not available for INJRA.
 

Project terminated 9/31/87
Chapare Regional Development,

511-0543/T-067 4,039,000 3,538,803 1,000,000 750,394 
 0 0 1,000,000 0 811/83 8/31/88 Stall, medium, and large agroindustries. Used for hog fattening,
 

fisheries, fruit processing, etc.
Chapare Regional Develpment, Some credit forproduction cost

substituting newcrops for coca. Funds not available for INTRA Pro
5il-05t3/1-007A 96l,000 0 600,00) 0 
 0 0 600,000 0 e/ll/E3 8131/88
 

Chapare Regional Development,
 
5lI-0543/1-iT67 5,000,000 0 3,658,000 
 0 0 0 3,658,000 0 e/11183 e/31168
 

Market onn CA/ital

Formation, 51l-0573/T-071 3,149,645 
 0 2,89,645 0 0 
 0 2,899,645 0 7/23/86 
 7/23191 Enterprises in secondary cities of Bolivia. 
 Used for agribusiness
 

Possibility of limited amounts for privatizations.
hiarket
Tomn Capital 
Formation, II-0573/T-071A 3,153,800 0 2,903,800 

Project purpose and focus on secondary cities limits availability0 0 0 2,903,800 0 7123/86 712319l
 

Industrial Transition 

Private sector investors, e.g., producer groups. To finance 
orki
511-0577 10,000,00L 0 5,300,000 0 0 0 
 0 0 1987 1990 in former state-owned enterprises.
 

Disaster SecOluerv.SI1-uSOl /F-egb
 

AIERuI 12.300,000 9,?30,298 3,570,000 2,500,000 2,500,000 1,035,201 
 1,070,000 1,414,795 10!12I83 
6130197 Small and medium agroindustries and their employees.
 

Some reflows available, as reflected in INTRA budget.
Disacttr Reccvery, 
511-6458lF- 9C 7,500,000 7,500,000 7,500,001J 7,500,000 7,500,000 7,500,000 
 0 I0i12183 6/30/87
 

Ditasler Recer,.
 
511ll-05S1i1-o7o 3,811,uO) 2,211,000 l,660,00 1,660,000 
 0 0 l.abOO0 0 10/12/63 6130187
 



TABLE II (cont.) 
Disaster Recovery, 

511-058111-07C-E 1,500,600 1,330,000 l0,.00 0 0 0 170,ON 0 10112/83 tI30)E7 

Ratable Mater and Einitation, 
511-0552W-Obe 2,000,C-0 350,000 2,000,000 350,000 233,656 233,499 0 0 9/n0123 913u,88 Public ana private in~tituttons benefitting cosmunities. Used for potable mater ann 

Emergency Agricultural
Credit, 511-C5il 2,424,828 2,424,828 2,424,828 2,424,828 2,400,000 1,950,000 24,9t7 450,000 9/30/66 

sanitation. 

Ii30!88 Stall farmers. Used for agricultural production. 

Small Enterprise Oevelopaent,
511-0596 10,000,000 0 7,800,000 0 0 0 0 0 1928 1993 hicro- and stall enterprises. Used for financing working capital and investments. 

LGCAL CUlRENCYt
 

PL480 Title I kefin~r:inq Lines:
 

Froductive Credit 

Seall and sed:u ftarters,
artisans, agribusinesses that benefit small farmers and
 

Trust Funds 4,000,000 4,000,000 4,000,000 3,77,00 
 0 23,000 small-scale businesses. Used for agricultural production, projects that provide eAploytest.
 
Credit forHousinc 


Low and nediutincome families. Used for consumer loans, bone improvement and expansicn,
and Fatily Related Needs 3,000,000 3,000,000 2,488,410 
 805,940 511,590 1,679,470 
 construction, and cosunity infrastructure , i.e., electricity.
 

Chapare Regional 

Small, medium, and large agroindustries. 
Used for hog fattening, wood manufacturing,
 

Developtent Activities 1,000,000 900,000 617,000 152,000 283,000 465,00 
 fisheries, fruit processing, etc. Some credit for production costs for farmers 
 -J
 
substituting new crops for coca.


Regional fiotating

Developient Funds 1,500,000 1,500,000 1,500,000 
 1,499,131 669 
 Stall and medium agribusiness and artisanry enterprises throughout Bolivia.
 

1480 Title 1ll,1?7E Fefinancing Lines: Used for working capital and investment.
 

Mheat Collection Centers 4,757,000 
 872,000 
 0 0 872,000 0 For Nheit Collection CLnters to nave funds available to pay farmers as 
they bring their ,eat.
 

Saill Farmer Creeit 17,000,000 
 17,000,000 13,969,000 11,700,060o 3,031,000 2,269,000 
 Small farmers. Used for agricultural prcduction, medium- and long-term small-farm investeEnt.
 

L420Title Ill,l9iERefinan~ing Lines:
 

Agroindustrial Credit
 

for Stall and Medium 
Ecterprises 4,500,000 4,500,000 260,000 0 4,240,000 260,0 3 
 Small and medium-sized agro-processing, agro-input manufacturing and artisanry enterprises.
 

Used for equipment, construction of physical facilities, operating costs, training, or
ra
 
materials. 
 The 1260,000 committed to date is for credit to mlcroenterprises through PRODEA
 
for working capital and expansion.


Small Farner Acricultural and 
Livestoct Froduction and 
flarketing Cred:. 7,506,000 1,500,00 2,000,000 1,9i,0, 5,500,C00 2,.00 Small and med:um-sized producers. 
Used for annual and perennial crops, tachin~ry, prodtcrive 

proaoctive fars infrastructure, saali producer livestock improvement, marketing, an, inventory 
needs.
National Wnsit 'rFdctiorl 2'2C*.0 7.00. 0 
 7 OOu 0 
 For Mheat Collection Centers tc have funds available to pay faraers as they bring their wneat.
 

Credit for Small nd 
;.ediui-Si:ed Erte,rises 2,500,001 2,500,0Oe 
 0 0 2,500,000 0 
 Eudoet ci INI A Froje:t inclvdes up to 12.5 million fro the
 

Fy 97 Title !ll Agreement.
ocal C.rr~c feurct Cn not have the stage of fundino "Earearked"
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reflows from the Agro-Industrial Reactivation Component of the Disaster 
Recover, Project. Other Project's financial requirements must ccme from 
private investors, the GOB, the DECs, and financial institutions, oth
 
Rclivian ,end foreign. The Project proviles crnLy limited resources for 
-.orlhing capital to compleient these other sources of financing. 

2. Case Stulies 

' o ccmpanies, FABRICA £MCIILAL DE EOSFOROS, S.A.[., and
 
FALMIPLIAT, have been selected 
as case studies to illustrate the prorose­
met1x:dology for evaluating SOEs and establishing fair selling prices. 
Detailed descriptions of these cases are included in Annex G. Various
 
"value" concepts were examined (revalued assets, book value, market 
value, economic value) to illustrate the need for a thorough feasibility 
study to determine fair market value. In the Bolivian context, the 
concept of economic value is recommended as the basis for sales 
negotiation. In preparing the illustrative case studies, several
 
tentative conclusions emerged: the need fcr three-person valuation teams 
to conduct the feasibility studies; the likelihodo of a substantial
 
iscrepanc , between the hook value and 
 the economic value of -:OEs; and 

the sOrious inter-st of private investcrs in :urchasing t:e XJEi, 
depending on price. 

FAD3RICA DE OS.-FOROS is a "mixel ccmpany" with participation of
 
the State through its Ministry of Industry, Commerce and Tourism,
 

combined with private capital. 
 It is the only producer of matches in 
Bolivia. The original share distribution, giving the State a 5. percent 
majority. was modified in l981 when the company, faced with complete 
illiquidity, received a cash contribution from the private shareholders 
which increase," their equity interest 52to percent. At that time, tle 
private shareholdefs also received an option to acquire the remaining 
goveriurent-cwnE-i shares. This option has not been exercised to Jate 
because of the lac%of a clearly defined legal mechanism for the transfer 
of shares arnl the iZLb4lit, of the parties to reach an agrcemnt on the 
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transfer price. The Government expectation is to recover its oriAinal
 

investment plus rnn-ccmpounded 8 percent annual interest for 23 years of
 

rparticipation in the company. The Government mentioned a price range of
 

UStE7,320 to 0724,200 for its remaining shareholdings. This compares to
 

an economic value determined by the proposed valuation methodolog-v cf 
US&0,94C and a liquidation value of the existing assets of US12 6,76 . 
Partial liquidaticn of the assets and relccation of the factor., to a less 
exnensve area closer to its sources of raw .raterial might allow the 
private shareholders to pay as much as the liquidation value for the
 
government shares, but this price would still be significantly below the 
Government's expectation. The valuation was based on arbitrary 

assumptions for purposes of illustrating the meti'x)Iclogy. 

FANVIPLAN is a company. whose entire capital was owned by the 
Government through the Bolivian Development Corporation (CBF) and
 
subsequently transferred by Supreme Decree 21060 to a Regional
 
Development Corporation. The only flat glass c.ipany in Bolivia,
 

FALVI.I,, as set up as a semi-autonomcts enterprise *•:ith its own 
management but without an independent l-gal perso:rnality. The equipment, 

unan obsolete manufacturing process, is mostly of Polish origin. It 
suloli. s about 70% of the cmesti: mzrkc- nee,,7me ccts of 
glass to Peru. The glass is of second and thir' rate quality. The oven 
has reached the end of its useful life anc must be rebuilt at an 
estimated cost of US13.2 million. The revalued net fixed assets leave a 
current book value of US$5,SM0,C34 which may possibly be written d(.own to
 
USt,4 million on the basis of a new appraisal. -he Central Government's 
absorption of all liabilities except employee benefits left the ccml>any 
with an equity of US$7,005,624. Th.e economic value of FALAVIPIA omp-uted 
in accordance with the proposed valuation prccess (.et present value cf 
10 years of projected cash flows discounted at 20%) is US$2,705,.1C0. A 
fair market value ,,=uld be about one Iialf of that amount since the new 
owner would have to invest anotber US$1. 2 million to rebuild the oven. 
His total investment of about US$2,550,000 would be recovered (pay-back 



pericd) over 4 1/2 years. he liquidation value of FAVIPLAli ,.qas 
estimatea at USJ1,035,OC0. Ps in the case of FABRICA £E i0&SFOROS, tI­

valuation .-as base on .... itraia.,-issuxrptions an,', thus, seres ;c7r 
...lJ.ustrative purposes only. inv's '-x?stPio, 

glass manufacturers w 3-ul use FAVIILP:a - loructin to
U. service t.,, 
C<Cuth &eruvia. i-nrIet. , 7Lt/equity sap '.0LuLJ hring the C-'"..t- ":.C 

for FAVIPU..M. 

C. Legal Analysis 

A review of the legal and institutional framxet.r: surrounuing 

privatizat ion/Kivest i ture was unrertaken. 'T.e principal conclusion i. 

this review is that, although the laws relating to valuation of assets 

arx: transfers of SOEs are conplex, the GOB has existing leal authority 
to: establish IPAC, cldrify valuation and sales procedures, and to 
carry out privatization activities, as evidenced ;- its efforts with 
several seEq plants, rice storage facilities, ard (rIEOL. 

The legal status of SOEs will n e to he_ addressedl by the Ttff-C 

an it 7"rri.s out the 0_3's_rivtization pla-., liscusso2- .-- . art V -f 

P:7,. r. I 1--S..I4-:3 

a'.,t.or ..... ,have the pc%,'er to transfer stat2 ascets an,. entcr,:riszc. 

7ccnd, /...uation procedures cCntained in ex-sting c-i.ln "-,tionar:. 
Limitcd in scooe, toc specific, and unsuitable to the ap,1 at.... of 

mce-.,-n. techniques. Third, sales are rc limitc.d to public auctions and 
faiI co conrsider alternative a.,avs to divest state assets in.soecific 

cases. Thus, it I. e nec_: .srrv for t. 7overnment to ta -e sten2s to 

clarify the ocal frame,,.orh fc: .ivation" s ' 

. .... :. n in.. ......- '.e7 1 s t , 1j 

is" eeci.:nr' ' the Constitution to a -orove t ans r f 
State enterrises, and, if necezsary, to enact t. aPrn.. te enzd:_in: 

.Legislation, such as ..;as dIone in the case of Fecree 23.C60 and in the 
recent tL-,sfers of som state enterpri.e . (e.e. SLCCTC, ui;. 

http:a'.,t.or


-76-

D. Social Analysis
 

h.eILTP Project will have a :ositive impact on the social
 
enviror.-ent. Trough the elimination of the fiscal losses 
cf the SOEs 
and from the proceeds gained by the sale of assets to the p)rivate sector, 
the COB and the DECs will be able to devote greater resources to health, 
etucat'on, ard infrastructure projects. Te sale of gOEs to orzx2ucer anM 
consumer groups will lead to increased incomes and to a broadening of the
 
cinership base of the country. The net employment effect of the Project 
is also likely to be positive, in terms of preserving jobs which i.culd
 

have been lost by the eventual closure of non-profitable SOEs and in
 

terms of the expansion of the work force as marginal firms en]-ance their 

profitability.
 

Since the Project deals with the privatization of existing state
 
enterprises, it is not possible to define precisely the role women will 
play in the transfer process and as Project beneficiaries. However, all 
SOEs employ women and it is expected that they will continue their 
employment after the privatizatioris take place. To the cxtent t:ev :ave 
some invcst-ent ca it.l to :artici7ate in actiticns, 1l
" -, -i, t 
from the Project, particularly from the technical assistance to be
 

provided tc assure the continue! successful operation of the privatized
 

enterprises.
 

E. Environmental Considerations
 

The Project design team determine that the Project will not have 
aun adverse effect on the environment because it only entails the trunsfer 
of state-enterprises to the priDate sector. The Project '-ill not change 
the basic nature of these enterprises. Therefore, a categorical 

exclusion hias been reccmmende.1 and approved based on the provisions of 
Section 262.2(C) of 22 CRPF part 21C on environmental procedures. (See 

Annex C). 

03!2L
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VII. (ST rTI,'MA.T A D FIN-CLTL PU..T 

A. Life-of-Project Cost Estimate 

1. AID Grant Contribution 

,A total of tlC.0 million will be provid]exd b A.I.D. as sho. 
in the Life of Project Cost Estimates and Financial Plan Chart, (i..le 
III). 

Th..ese funds are planne, to be allocated as folo:s: 

a. Industrial Transition Commission (INTRAC) 

2.I.D. grant funds totalling t995,00 will be provide-] 
to finance: i) salaries and other direct costs (t945,C00) for the IhTFA 
staff (i.e. 7 long-term positions for 3.75 years each at 13,CC0
 
(avq)/mo), an-d ii) other operating costs such: as office equipment and 
vehicles (to5, CCO). 

>. Technical Assistance to I n-C =ns'mn~
 

The technical assistance buC.et ccmocnent includes AID 
grant financing totalling t2,579,0C0 for a U.S. institutional contract 
(100 erson-rnnths, gms). The selected U.S. firm ;ill provide 45 .ms of 
a long-term 1Ldvico. assistance at an estimated ccst of t720,CCO 
(k!C,00O(avg)/Um x 45 pins), and 143 pIs (see input section for L a n 
of short-term consultants at an estimated cost of tG=CCCO (tl ,CC0 
(avg)/nm :- 143). 

c. Fina.-.cing M:echanisms 

A total of tE,4"E, CCC will be furnisheul to finance 
or1i ranita. for privatized ZCEs from AID grznt fund-,=s u.-J-er t"-A 

ccm~r-r't. 



x 

r3. Otl'e.": Costs
 

,UDgrant funds totalling t505, CO will he provide, to 
finance: a) one mic-course a..:one final evaluation ($6O, 0C0) and annual 
audits ($0,0CO), ry! b) an AID Project Coordinator for 4 pims (Jc,OCC/r, 

r, t/05,C0o).
 

e. Price/Ouantity Contingencies
 

A 4.25% AID grant contingency ($425,CCC) is providce foz
 
in the Project.
 

2. Host Countrs Cntribution
 

a. GOB Contribution
 

The ecuivalent of t7,ECO,COC in 2ofivian pesos from 
local currency will be provided uncder FY 106 ESF ($3CC,CCC), the 
Acro-Inwuvtri-l Reactivation Ccimcnent (AIgO) cf the Disaster Recover'., 
Project (t2.2 million), and FY C7/18, PL-4,0, Title III Proram (5.0 
million). The ESF furds will be used to finance: a) all I:7PAC supnOrt 
staff (i.e. 5 1/2 positions for 3.75 years each at t730(avg)/mo), and b)
 
a share of I RAC's coerating costs (i.e. rent at kl,5C0/mo % 45,
 
67,500; office furniture at t2,500/position x 12.5, 1,250; and office
 

supplies at t5,CCC/'yr x 4, t20,00C). The AIRC funds wi' be applied, tc
 
fund working capital for privatized SOEs ( 2,200,CC0). The P.-4CC, Title 
II.. 7rocram, fands vill fund: a) travel/perdiem for L'7WAC staff (7 
persons for :.75 vrs each at 350/mo, V.I!C,CCO), b7 bocal consultants 
(i.e. 70 person/months at t3,C0O/pm, t2!0,00), c) public relations 
campigns (450,CO), d) working capital ($I,2zl,CO0), e) indemnification 
payments approximately 1,35C employees lai2 off at ti ,tc le 52,
 
(t12,2OO,0C0), and f) contincencies ( 22V,CCC). 



b. 
LCcal and Foreign Private Sector Contributions
 

The private sector investment is based on the assumiption 
t',at the .oo: value of th'e assets of target SOEs is arproximate. t1.C
 
million. 11bwever, the economic 
 value of these assets is estim.ated It 
only 5C ,ilion. .. is is the price tiat investors icul.dL be willirg to 
consider in a sale transaction with the DDCs. Of th-e 150 million, it is 
estimated that the private sector would be able to mobilize $37.5 million 
or 75 percent of the required investment. Th.e balance of t12.5 million 
"sexpecte% to 'e raised from foreign investors. 

In addition to these investments, the Bolivian ICIs are 
expected to finance up to t2.5 million as part of a matching fu ring 
arrangement for working capital of privatized SOEs. 

Table III shows the LOP Cost estimate by source and by major 
funding categories. Table IV gives the projection of disbursements by 
pro-ject year and ty financirg source. 



2. Method of Imlementation and Financing (AID Funds) 

'ethod of Method of Approximate
Major Elements Implementation Financing -AZount 

I. INTRAC 
a. 	 INl'RAC Staff PSCs Direct Pay 225,CCO 

(1Eecutives)
b. 	 INTRAC Staff HC. PSCs Direct Pay 720,0CC 

(rest) 
c. 	 Other operating HCCs 1-C Rei mb 50,0CO 

costs 

II. 	 Technical Assistance Direct AID Institu- Direct Pay $2,579,000 
-ional Contract 

III. 	Working Capital Loan Refinancing HC Reimb $5,496,000 

IV. Other Costs
 
a. Audits/Eva. Direct AID Contracts Direct Pay 1
100,000
 
b. 	Project
 

Coordinator Direct PSC Direct Pay 405,0O0
 
Sub-Total $9,575,000
 

Contingencies 	 t 425,000
 
TOIAL $10,0C0,000
 



TALE III 

LIFE OF PROJECT SUMMARY COSI ESTIMATES AND FINANCIAL PLAN 

IFAJORFUNDING CATEtORIES 

----------------------- - ­ -----

A.Industrial Transition Commission (INTRAC) 
a) INTFAC Staff(7 positions for 4 yrs ea)
b)Support Staff(5 112 positions for 4 yrs ea) 
ClOther Operating Costs(i.e. rent, equipment, 

furniture, supplies and vehiclesl 

A I D 
FL 

----- -----

" 
--

50 

6 R A N T 
LIC 

945 Il) 

F IN A N C I N 6 S O U R C E S 
-­1----------------------- -----­

(INUSI 0001i 

6 0 0 PRIVATE SECIOR FOREIEN CAPITALtIl L/C F1 

------ ---------------------

I1O 121 

119 

T 0 
Fl 

0 

50 

T A L 
LtC 

---­

1,055 

119 

B.Techt,'alt'Asistance 

alLong Term Advisor (42 person months, pals)
b) Short TernConsultants (143 pas)(3) 
c Local Consultants (i.e.lauyers/accountants for 

a tctil of 70 pas) 

720 
1,159 

- 210 
-

-

120 
1,59 

0 

0 
0 

210 
I 

C. Financing Mechanisas 
-----------------------------AlWurking Capital 
b) Investeent Capital 
c) Indesnificaticn Payments 

D.Other Costs 

5,496 

" 

4,041 
-

2,500 

2,500 (4) 
371,500 

-
12,500 

0 
12,500 

0 

12,037 
37,500 
2,500 

a)Public Relations Caapaigns 
blAuditslevaluations(i) 
clAID Project Coordinator(U.S. PSC for 45 pas) 

E.Price/Ouantity Contingencies(6) 

T 0 T A L S: 

60 
405 

124 

3,218 
10,000 

40 
-

301 

6,7B2 

50 

289 

7,500 
::s::= :: 

40,000 

-

-
-

-

12,500 
=:::::::: = 

0 
60 

405 

124 

15,718 
: 

50 
40 
0 

590 

54,282 
70,000 ":s:s =: 

--------------------------------------­
11)Itincludes only salaries, benefits and other costs for the INTRAC staff. 
(2)Itfinances travel and per dies for the INTRAC staff.(3)This total includes 40 pas for valuation,20 pas for negotiation of saleslproaotion, 24 pas for anagement consulting20 p.s (orprivatization options for major SOEs, 15 pas for INTRAC star-up, and 24 pas for public relations.
MIIIC)financing for working capital.
(5)Too outside evaluations(3 experts for 3 *eeks ea) and 2 local audits.(6)A 41reserve to finance unforseen variations inprices/ quantities is included for the AID grant and 60 contributions. 
PDI:JV 



---------------------------

TABLE IV 

B. DISBURSEPENT SCHEDULE
 

PROJECTION OF ETFENDITURES BY PROJECT YEAR
 

(19US$ 000,S) 

FINtICINB SOURCESIMAJOR FUNDING CATE6ORIES 

1.AID6RANT 
......................................... 

A.1rdustrial Transition Commission (INTRAC) 

Y E A 1I Y E A R' 2 Y E A R 3 
FT LC F1 LC F1 LC 

...........-----------

Y E A R 4 
FX LC 

------------

T 0 1 AL 
F! LC 

a) IITRAC Staff 
0 Support Staff 

cl Other Operating Costs 

B.Technical Assistance 
-----------------------------------------­

a)Long Term Advisor 
b) Short Term Consultants 

cl Local Consultants 

C.Financing Hechanisms 

245 245 245 
- - -

50 - -

350 - 150 - 150 -
900 - 350 - 350 -

- - - - - -

210 
-

70 -
259 -

- -

0 945 
0 0 

50 0 

720 0 

1,859 0 
0 0 

a)Working Capital 
5| Investment Capital 

0i Indemnification Paysents 

D. Other Costs 

- 2,200 - 1,500 - 1,000 
- - - -
- - - - -

-

- 796 

-

-

0 5,496 

0 0 
0 0 

a0Public Relations Caapaigns 
b) Audits/evaluations 

cl AID Project Coordinator 

E.Prlce/L..fntity Contingencies 

-----------------------

TOTAL AID rOHIRIBUTION: 

11.HOST COUNTRY CONTRIBUTION 

- - - -

- - 30 20 - -

150 - tOo - 10 -
30 60 30 60 30 60 

------------ ----------- ------------------ --------- ------------

1,480 2,505 6&0 1,825 630 1,305 

30 20 

55 -

34 121 

448 1,147 

0 0 

60 40 

405 0 

124 301 

- --­

3,218 6,782 

10,000 
s== 

A.BOB 

a) INTRAC stafI 
U)Support stff 

c) Other Operating Costs 

di Local Consultants 

el Working capital 
fI Indemnification Payments 
91 Public Relations Campaigns 

SPriceleuantity Contingencies 
B.PRIVATE SECTOR AND FOREIEN CAPITAL 

---------------------------..--------------­

4) Wuring Capital 
b) Investment Capital 

- 25 - 25 - 25 
- - 50 - 50 
- 30 - 30 - 30 
- 50 - 50 - 50 

- 1,500 - 1000 - 1,000 
- I,00(, - 500 - 500 

- 20 - tO - to 
- 70 - 70 - 70 

- 1,000 - 500 - SO0 
5,000 15,000 2,50L 7,500 2,500 7,500 

- 35 
- 31 

- 29 

- 60 

- 541 

- 500 
- 10 
- 79 

- 500 

2,500 7,500 

0 110 
0 181 

0 119 
0 210 

0 4,041 

0 2,500 

0 50 

0 289 

0 2,500 

12,500 37,500 

TOTAL HOST COUNTRY CONTRIBUTION: 5,000 10,745 2,500 9,735 2,500 9,735 

-----------------------------------------------------------------------

2,500 9,225 12,500 47,500 

60,000 
------------------------------------------------z==
 

ERANO TOTALS: 6,480 21,250 3, 160 11,560 3,130 !t,040 2,549 10,432 15,718 54,282
 

70,00
 



VTII. rI2!a-rATICE PLAIT 

A. P,, cnjbi"1I'-".es 

USAI/Bolivia 

u.:TD'/o.:.via will contract a U.S. Project Coordinator fc: 
the LOP under a Personal Services Contract (PSC) arrangermnt usirnq grant 
funds. hlis PZC .ill work u-nder the direct supervision of a
 
UAID/IDolivia Dir c-t fira Project ".anager, ar:i dil . ovde
 

[?e;en U':AIE.'/! oJ. v L-i, IT_''AC, *t".o EC CF .an,- ""  
-ct 1,X7,31. . 

foreign investors which will participate in Project activities. In
atdition, the Project Coordinator will serve, on a daily basis, as 

liaison with INITPACs Oxecutive Director arnd other GOE/rivate sector 
organizations involved in privatization activities in "olivia. Coth the 
USAID Project Manager and the Project Coordinator will be assisted a
 
USAID Project Implementation This Committee
Committee. will periodlically 
review Pro-cect ntatus to icntify -cten~tial m-r~mentatinri anC/c:-ther 
protbems and cevelop aporcoriate scluticns as reculire!. 

T-.e USAID diirect hire Project .anager wil! h:ave ,oiroct 
surxervisor- rescrnibilitv and authority for 'both £--j-cJnc c-cir::tcr 


-c<±ncal Assistance team oerformance. VLco, the P.rojecti
 
t'e officialv. .esicnat.2ccunter ,art of the I:'P iC:ecutive Director 
ard other CCB/Private Sector representatives of the Prcc-t. 

.Tec-cnLcal Assistnce Team 

,,e tecnical issistance (TA) team, to be -rcvi2 throu'i..­
irect AID contract U.S. will -e a rescurce"ith institution, to i- 'C 

.in the areas of firzncic and.- transfer rr :-., ';aluati.n of assets, 
and overall implementation of te ,rivatizaticn oroe- . LE, t fLr :-, 

long-term advisor, a.l! other members o: the TA team ;ill sh-t-terms1r 

http:cnjbi"1I'-".es


(i.e. both local and international) experts to be provided on an
 
as-needed basis to assist in privatizing selected _OEs and to help
 

privatized SOEs during their initial stages of operation. The TA
 
contractor will have the responsibility for arn-anging all logistical
 
needs including its own office space, office furniture, office materials,
 

Icusing for the L? advisor, and sub-contracts with local and 
international short-term consultants. Job descriptions for the technical 
assistance teani are contained in Annex H. 

3. COB
 

The Project Agreement (ProAg) will be signed with the GOB
 

Ministry of Planning and Coordination (MPC). The MPC will name an 
authorized representative for the Project, with the concurrence of
 

USAID/Bolivia. This person will be the Executive Director of the 
IbTi{AC. As such, the I~1IRAC Director will be the link With the GOB on 
major privatization decisions. In addition, he will coordinate the
 
day-to-faay opcrations of the Project with UD,,'Ecli';> xcd the TA tea:n. 

4. DCCs 

hLe DMCs will be vital participants in the actual trarsfer 
process of SOEs to the private sector. They will participate in the 
selection of the SoEs, valuation of assets, selection of an appropriate 

privatization method, analysis of legal aspects and finalizing the 
details of each transfer.
 

3. Schleule of "alor Acticns 

Te Implementation Schedule . hich foll,.s in next page outlines 
events Curing the Life of the Project (4 yea:s). 
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IN)USTRIAL TRAtJSMflO PP 
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f22345 6.78 9101j 
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The Project's impl ernerntat ion P. envi s.... icns 
rea!.stm.nts in the proect desi ,n an( in the financi&i arnd 7A rescurce 
allccations, should tneze be necessary to attain the Project purpose. 
Thie pl!a n al!o lists ot]ier events which ,are essentVin fc- ,lar.nino initi.. 
impler."!-tntation activities ar-.ii-cbilizinc tec:nical issistance. Fevisior.s 
to this "ln -e!u!lased )n t3e results of the 11L' *CUUI:Su3 eV-.lIti)n 
scb.he(,ul&_. at the end of the secon2,] year of Project oeration, or earLier 
if deeed appropriate. 

C. Prccurerent Plan 

ITRAC, in concert with the technical assistance contractor,
 
will coordinate and carry out procurenient of the follcwing: 

-
 services of local hire support personnel (i.e.
 

secretaries/messengers, etc.); 

- office spac- ar-. equipment; ard 

- sho :t-trn cx-, . tant s ( l- ) . 

. F.:.r..ct r c r -.es Contract U ....C" . 
I- :PTRA Executive ersonnel will be hircd directly L-! USi D/ o1.ivia 

shortly after Project approval. 

All procurement will b- car i- ] cut on a'conpetitive L isi s 
fol!c',ing A.I.D. FAR regulatiCns and qualifi.:xI C(a) fi-i.rs will be 

con.ji,..er&L together 'ith'ualifieC fiz_ with exerience in carr,'incj out 
the platned project activities. The source/origin for these procurements 

will I;e the U.S. a.r.nioivia. 

ID.Evaluation an-I !eudits 

. aluaticns
 

7rojcwt evaluation. The fist evaluation wi.l assess 
rrcgres t.,trr]s
 



accomp iTh-ent of the overal! Prject pu-ose and suggest mif-ccurse 
refinments,as ncrszarv,. T c firnl e,,-aluation will mensurc' ther 
attirment of pur ose inCicatorc (::Ps) a-] other quantifiale oljectiw 
r!cramoeters. articularly, th-1e evaluation will assess the effetiveness 

of rile priwtization p,:ccess, Ehe attainment of tie scecific 
p-nivatization l&-is!izt- in art " of thio ?az, ant. Impact -of 
the project in rciucin the public sector deficit, in incr2asi.y.- private 
sector investment, ar on omplyrmnent. 

.. Aud it s 

The Project budget provides for one audit per every two 
years during the LOP. 

319L
 



IX. CO"DITICNS PRFD T IT COD'TES 

.. ,e Proiect Ac-ree;ent will re sig.ned with the inister of. P -r....ing 
ard will include the following conditions precedent and covenants: 

A. Cb~iticns Preceent to First Disbursement of Assista.nce
 

Prior to the first di.ursernnt of the %ssistz-nce or to the 
issuance by A.I.D. of documentation pursuant to which 3isursements wvill 
te ma3e, Bolivia will, exceot as A.I.D. may otherwise agree in writing, 
furnish to A.I.D., in form and-substance satisfactory to . 

1. an opinion of the Attorney General of Bolivia or other
 
counsel acceptable to A.I.D. that the Agree-ment has been duly authorized 
and/or ratified by, andY executed on b-ea-elf of, Bolivia and that it 
constitutes a valid and legally binding obligation of Zolivia in 
accordance with all of its terms;
 

2. a statement of the names of the persons holding or acting in 
th-e office of the -olivi,-Ln a-utorized rt ,rS-rtatv ecif in Section 

in such statement. 

2. -1written notification approving the AC withcreation of -­

the names of the Board of Directors. 

2. Convenants
 

ccnvenant ta%;e 
arpronriate Proect immlemrtation 

Eolivia o' to .,'hatever legal steps are 
. .urinc to effect the nrivati'zati;n- Xf 

s-lecte state-owned enter:.:-ises. 

0-121L
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.UNCLA ST'T 114 

AIDAC,
 

.S 

SJEC-T: BO0LI V I AINDUSTRIAL, TRA&NS I TIONWRJ 

ET S TATE 389806 

1. THE' SUBJCT :PID WAS 'REV'IEWED BIY''THE'-DAEC ON DECa1BE3E
TEPID 'WAS A1PPROVIXD986 H4, AN '1,kiO Y:

'C,,9EED,,41TH':.DESIN:~ OF' THE *PR'JCTPPE UJC'OTHE
W(22OWI NG GUIDAiNCEi.PPR.SB'~O Q~
 
?,MISIONPRIVtATIZATION STRATEGY., REXTEL- REQUE TED"~, 

IH. T HIS S.I0N, ISUB MITIP ATDp~VAT 1'ZAT10N -,STRATEG IES BY ,JUN. 30,,1986.~-:THSTTGYHSNT!ET BEEN! REC EDVED, 'FROM .BOI~A.THERE ORE 'THE71 ISS I'ON "SHOULD,:,ASSURE ,THAT~ H

PPLERL~T'S ORHTEMISSION's FRVTIZAT 1O'&.
ST R'AT EGY. ' FURTHEMRH .E, THE E S P E IFIC ~DETAlL S ,RE UE STEDINWPARAGRAPE 3. OF', THE ,,,REFTEL, MUS T' BE OGAA LED TO' P.PC k.AS'AP. _LS,WHIE4 CON4, URWITH:7THEM 'wIS S -PROPOSAI,~~TOLLIM IT PRQJ OT- ACTIVITIES TOOF, 

I 
*RBIATI,,ELY ' SMALL, -NON ,,TRkATEG.IoETPRSSI ~ 'P~~~Ay 

. 

S4.>w.:' 
-IRT'AN T A: fA~) cOOSURE ,'F 'UNECOOM6IC ENTERPRISES* sWL 'A S'-SlL QF,4 'RQfTBEFIR~MS EcO TLAS
 

O'~IO~Lf~ { TH MSSINBLEAL CONS'DERED AS AN:~
 

RS UE .ITS" POLICo-r DIlO'GUE WITH ,'THE GOB ON-TE " ~~ ~*DVSTITURB ,OF:,THEaLARE ,, TRTG C"'I DSRIS. 

. ROJECT .IMPLEMENT:ATION ' RANGEt4E TS'. HS ~COPE:,AND7~~4.1_,FUNCTIOtS 01'' INTRAO MUS T,BEMOE LARY ETIFIW I~NPART, CUA N.'P~P. TEE lTURE :1' ITS- REAiT.IONS 4W1ITH 
... 

' . 
7 

TE ])D C ST li CVLtALRY,:±$SP E~ai.FDED THE 'MEC HAN:ISMS* ltdtlH .WHICHlT:,," TCIIlTAT- OoIN 'T~AT ES H,:D'IVES TI TURE'* RQS MUST BE" ON A ', H' IW~ HEURENTt-,P OLITTCA.L -

S PO R ,AbELASWEZI' I T IN T~RES4 ThM TaE- BOIIAN--PRIVATE 'SE9!RI

IVEIURE I~ HD ONTEXT", 
 OFPRSTAj-TIV-LyE_ OF! THE"-P IvATVSEEA'NG EC k -A'S THE

ONFA -NTR'b,- UH6L D BE EWLUA.T4EDFURING INTE4S'IVE"D
7WVEW 

1 2 NC~j SS'FIED SATE 0118 4/0 

7 
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SUCH AS OVER,-CAPsCITY OR INAPPROPRIATE GOVERNMENTAL 
 Page 2
2OLICXES WHICH MY HAVE TO BE MODIFIED AS A PREREQUISITE
flIVESTITuRs. 
THE ASSESSMENT OF THE POTENTIAL

PROFITABILITY OF DIVESTED SOES MUST EXAMINE THE' INDUSTRY
IND THE FACTORS VEICH AFFECT ITS PERFORMANCE, NOT'JUST
"'VIE ENTERPRISE TO BE DIVESTED. 
FOR EXAMPLE2 TO ASSESS
"2HEPEASIBILIT; O
F 'DVESTXNC MYLK PROCESSING PLANTS, THE
<)EGRE OF OVER-301ACITT OF ALl COMPETING PLANTS A3
AS THE IMPACT OF LARGE IMPORTATIONS OF POWDERED MILK

WELL
 

'MUST BE CONSIDERED. 
 ALSO, THE NEED TO COORDINATE 'dTTH
;R KEANCE OF LOYYLCES OF RA' HAPERIALS, EG. MILK, *,UST
'% EXAMINED. 

'6. ALTERNATIVE MECHANISMS TO ACHIEVE PRIVATIZATION

"O3JECTIVpS. 
TW? PID DISCUSSES PRIVATIZATION IN TERMS OF
THES 2ALE OF ENTZERR-szs TOTEE 3OLIVIAN PRIVATE SECTOR
'INCLUDING PRODURS ASSOCIAT ONS 
AND EMPLOTEES GROUPS)
WHICH IS DESCRIBS£D AS 
QUOTE GENERALLY WEAK AND 
LACKING
STGNIFICANT ENTREPRENEURIAL SPIRIT AND EXPERIENCE
 
UNQUOTE. TEE LDENTIMCATION OF APPROPRIATE BUYERS IS
L.LKELY TO BE QUITE DIFFICULT, 
 GIVEN THESE PROBLEMS,
OTHER M-ECHANISMS T. ACEIEVE TLh SAME OBJECTIVES SHOULD
BE ANALYZED. 
THEJSE MIGHT INCLUDE CLOSIN$ ENTERPRISES;
LEASING OR E4TERING INTO MANAGEMENT CONTRACTS WITH FIRMS
*!:Ta SUBSTANTIAL 'EXPERIENCE XN OPERATING THE SAME TYPES
: ENTXRPRISES; SALE OF EITSRRISES TO -FOREIGN'INVESTORS
 
CtR 
TO JOINT VENTURES OF BOLIVIAN AND FOREIGN INVESTORS;
OR THE USE OF ALTERNATIVE BOY-OUT MECHANISMS SUCH AS
 
AUCTIONS.
 

7. 
PROJECT DESIG4 STRATEGY. 
 THE PID STATES THAT THE
ENTERPRISES TO BE DIVESTED WILL BE IDENTIFIED DURING THE
PROJECT'S INTENSIVE REVIEW. 
 HOWEVER, IT 
DOES NOT SEhM
DFSIRAULE TO MAZE DEFINITE JUDGEMENTS IN THIS REGARD
DURING PROJECT DESiGN. INDEED, THIS 'OULD SEEM TO BE A
PRIMARY FUNCTION OF 
INTRAC. RATEER, THE PP SHOULD
IDENTIFY TEE PROBABLE AREAS 
FOR DIVESTITURE IN ORDER TO
ASSESS TEE LINDS 
AND At:OUTS C? INPUTS (TECHNICAL

ASSISTANCE, CREDIT) THAT MAY BE REQUIRED.
 

8. PROJECT IMPLEMENTATION MONITORING. TEE CURRENT
COMPOSITION AND LEVEL OF MISSION STAFF IS 
NOT CONDUCIVE

'TO ADEQUATE MONITORING OF 
PROJECT IMPLEMENTATION. 
 THE
MISSION SHOULD ADDRESS TEE ISSUE OF STAFFING IN THE
FORTHCOMINg ACTION PLAN. 
 THIS 
ISSUE MOST BE RESOLVED

'BEFORE PROCEEDING WITE PROIECT IMPLEMENTATION.
 

9. 
 PROJECT APPROVAL AUTEORITY. 
 GIVEN FUNDAMENTAL
'QUESTIONS ABOUT TEE PROJECT STRUCTURE, 
THE POLITICAL

"SENSITIVITr OF PRIVATIZATION 
IN BOLIVIA, AND 
 THE RAPID

INCREASE IN ST PER IENCE WITH AND KNOWLEDGE ABOUT
PRIVATIZATION IN 
BT 

LAC, THE PP WILL BE REVIEW'ED IN AID/W. ARMACOST 
" 

41844 
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4. PROJECT STRUCTURE: 
 AN1XA
 

(A) THE NEED FOR AN INVESTMENT FINANCING FACILITY. THE Page
 
NEED FOR THIS FACILITY IS QUESTIONABLE o'IVEN

STAFFNG AND BUDSET CONSTRAINTS %HICE 'EXIST AS 

THE
 
WELL AS


TEE AVAILABILITY OF MULTIPLE CREDIT LINES FINANCED BY
 
A.I.D. AND OTHER DONORS WEICH NOW EXISI, WILL BE SOON
 
ESTABLISHED, E.G. IDB AGRO-INDUSTRIAL CREDIT, OR COULD
 
£E QUICKLY MOBILIZED, EG. THE PRE REVOLVING FUND.

c(1SSION SHOULD UNDERTAKE A CAREFUL ANALYSIS OF OTHER

TE
 

SOURCES OF FINANCING wHICH COULD BE MOBILIZED FOR
 
DIVESTITUEE DURING PROJECT DEVELOPMENT.
 

& CREDIT LINE SHOULD BE INCLUDED IN THIS PROJECT ONLY IF
 
IT CAN BE CLEARLY SHOWN TRAT THE DIVESTITURE PROCESS
 
WILL PROCEED SO EXPEDITIOUSLY THAT SUFFICIENT RESOURCES
 
CANNOT BE MOBILIZED FROM OTHER SOURCES. 
 (AN ALTERNATIVE
 
PROJECT DESIGN WHICH LIMITS 
A.I.D. FINANCING TO THE

COSTS OF INTRA.C, 
TECHNICAL ASSISTANCE AND FEASIBILITY
 
STUDIES WITH ANY FINANCING FACILITY POSTPONED TO A
 
SECOND PHASE SHOULD BE CONSIDERED.) IF A CREDIT LINE IS

INCLUDED IN THE PROJtCT 
IT WILL FINANCE ONLY WORKING
 
CAPITAL OR TEE PURCHASE OF V'k', EQUIPMENT/SPARE PATS.
 

"IT WILL NOT FINANCE TRANSFER CF ASSETS OR SEVERENCE
 
PAY.
 

(2) TECHNICAL ASSISTANCE REQUIRF1)NTS. THE PP SHOULD
 
CLEARLY DEFINE THE TYPES AND LEVELS OF TECHNICAL
 
ASSISTANCE REQUIRED IN THE PROJECT. 
 IT APPEARS THAT
 
THREE TYPES OF TECKNICAL ASSISTANCE WILL B.6 REQUIRED:
 
TECENICAL ASSISTANCE TO INTRAC TO EELP IT 
ESTABLISH
 
ITSELF AS AN OPERATIONAL ENTITY; TECHNICAL ASSISTANCE
 

RELATED TO DIVESTITURE, E4. F"ASIBILITY STUDIES OF

OPERATING DIVESTED ENTERPhISES AND IDENTIFICATION OF
 
SPECIFIC DIVESTMENT PROCEDU? ES; 
AND SHORT TERM TECHNICAL
 
ASSISTANC' TO PRIVATE SECTOR OWNERSHIP TO 
ASSIST WITH
 
START-UP AxTER DIVESTVENT. TRE PP SHOULD SET FORTH THE
 
SPECIFIC TECHNICAL ASSISTANCE REQUIREMENTS AND SHOULD
 
DEFINE HOW FAR i±E PROJECT WILL GO TO ASSIST BUYERS
AFTER DIVESTITURE. 
 TEE TECHNICAL ASSISTANCE
 
REQUIREMENTS IMPLIED BY DIVESTITURE TO PRODUCERS
 
ASSOCIATIONS OR EMPLOYEES C-ROUP WHICH MAY NOT HAVE
 
STRONG MANAGEMENT SKILLS ARE POTENTIALLY QUITE
 
SIGNIFICANT. TEE 
SHOULD BE MINIMIZED.
 

5. FEASIBILITY Op DIVESTITURE. TEE PID IMPLIES TEAT
 
MOST STATE OW!NED ENTERPRISES (SUES) ARE MONEY-LOSING
 
PROPOSITIONS BECAUSE u} ENTERPRISE LEVEL INE FFICIENCIES
 
TEAT ARE A CONSEQUENCE OF PUBLIC CWNERSHl?. OTHER
 
CAUSAL FACTCRS MAY ALSO CONTRIBUTE RED INK TO SOB
 
BALANCE SHEETS. TERSE MAY INCLUDE INDUSTRY-WIDE FACTORS
 
BT
 
41844_
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ANNEX B 

PROJECT DESIGN SUMMARY 	 Lifq of Projij
4a,-7E-1111 LOGICAL FRAMEWORK 	 (INSlRUCTION: THIS ISAN OPTIONAL From FY _ 8 7 F 1

FR. WHI, CAN BE USED AS AN AID Total U.S. Funding 1000 000INDUSTRIAL TRANSITION (511-0577) 	 TO ORGANIZING DATA FOR THE PAR DatePrepared:h 74 17 
REPORT. IT NEED NOT BE RETAINED -
OR SUBMITTED.) 

Project Title & Number: 

PAGE 1 
4ARRATIVE SUMMARY OB2ECTIVELY VERIFIABLE INDICATORS I MEANS OF VERIFICATION 	 IMPORTANT ASSUMPTIONS

Piogrom or Sector Goal: The "oader objective to Measures of Goal Achievement: Assumptions for achieving goal targets:
 
which Ibis project contributes:
 

i'o prcu -oteBolivia's economic Private sector invest- Analysis of GOB & Interna- Continued GOB cCnl itJitentrecover, and grox4th through nants in former SOEs will tional organizations' 	 to privatization.i-.)re rational allocation of have increased iy at 	 related statistics.resourc:,s. least $30 million. Political stability and private
Baseline infornation will be sector confidence. 

Reduction of the SOE established during project
contribution to the public itplementation based on 
sector deficit, specific privatization actions. 

This baseline information 
will be used to assess the 
project contribution towards 
the goal. 



ANNEX B 

PROJECT DESIGN SUMMARY 	 Life of Proi'ct 
..... It, 17-71) 	 From FY 1-5 7 .toFY 9 0LOGICAL FRAMEWORK 	 FY 19_90 

Total U.S.Funding $10,000,000 
Date Prepared- JrlI ih.14Project Tite & Number: INDUSTRIAL TRANSITION (511-0577) 

PAGE 2 
NARRATIVE SUMMWARY O3JECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS 

Project Purpose: Cond!!ions that will indicate purpose has been Assumptions for achieving purpose: 
achierved: End of project status. 

To increase the role of the Bolivian 1. Reduction of the SOE Impact evaluations. - the GOB will provide a consis­
private bector in the country's contribution to the tent auid continuing commit­
econmy, through its enhanced public sector oeficit. Baseline information will be ment to the privatization effort, 
participation and investment in developed as part of the as expressed through the 
prcxiuctwie industrial and service 2. Reduction in the average feasibility studies to be establishmej-t of INTRAC and the 
enterprises, operating costs of pri- carried for each SuE to be eriactmnyet of a Supreme Decree, if 

vatized SOEs. privatized. Benchmarks will deemed necessary, to carry out 
then be more precisely privatization 	initiatives.
 

3. 	 At least 10 SOEs privatized, defined and evaluated by the - 'TheGOB will continue its 
possibly Lp to 30. Project Assistance Completion existing free market-oriented 

Date. economic policies, as defined 
4. At least 5 additional privat- by the NEP. 

ization actions (manageinent - The private sector will be inter­
contracts, leases of SOEs, ested in, and willing to, invest & 
etc. ) implementcd in central take risks in divested enterprises. 
government enteiprises not - The privatizatico process will have 
subject to saie. strong public support to offset 

negative reactions by groups with 
5. 	 Private Sector investments in vestud interests. 

former SOEs will have - Sufficient financial resources fron 
increased by at least dmestic sources and from inter­
$30 million. 	 national donors/financial institu­

tions will oe available to 
facilitate the transfer of SOEs. 

- Qualified individuals with enough 
influence, prestige and support at 
the highest levels of the GOB will 
be available to form the INTRAC and 
implement thie privatizatico program. 



PNNIEX B 
PROJECT DESIGN SUMMARY Life of Project:

,,,rLOGICAL FRAMEWORK 	 From FY 1987 to FY -1990 

To;al U.S. Funding 10,000,000Project I itle & Number: T1DUSITAL 'TRANSITION (511-0577) Date Prepared ApriJ , , 198 7 
PAGE 3NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS
 

Outputs: Magnitude of Outputs: 
 Assumptions Ifoachieving outputs:I. 	 The INTRAC established. 1. One established. - Monthly, semi-annual and - Project is able to overcome
 
final project implementation effectively SOEs' problems which
2. 	 A GulB privatization action plan 2. One developed. reports. limit privatizations.


deveLoped.
 

3. 'h. ilegal -	 Mid-term evaluation. - Sufficient financial resojrcesframework for the 3. Clarified. from the local private andprivatization of SOEs will be - ex-post project public sectors and from
clarified and used as the evaluations, 	 international don-ors andbasis for privatizations. 

financial institutions will be
 

4. 	Privatization plans 4. At least 5 developed, available to facilitate the
transfer of SOEs. 

for 	1[2s. 

5. 	 Financing mechanisms for - Qualified individuals withthe 5. Established, enough influence, prestige andtrainsfer of SOBS established. support from the highest levels 

6. 	feasibility studies conducted. 6. At least 10 feasibility of the GOB will be available 
to form INTRAC and implement


studies for divestiture 
 the privatization program.

conducted.
 

7. 	Num r of investment 7. At least 10 developed.
pacfiages for SOEs to be 
privatized developed for
 
presentation to private
 
investors.
 

8. 	An investment promotion 8. Carried out.
 
campaign carried out. 

9. 	Nu iaxr of SOEs privatized. 9. At least 10 SOls privatized, 
possibility of up to 30. 

10. Other privatization actions, 10. At least five. 
imzwagement contracts, leases, 
and 	closures.
 



AN1EX B 

PROJECT DESIGN SUMMARY Life of Proef 7 , - M. I-I LOGICAL FRAMEWORK From FY - to FY
 
'U F, Total U.S. Funding $10,000,000
 

Project Title & Number: INDUSTRIAL TRANSITION (511-0577) 	 Date Prepared: 1pril A_ iqR7 

PAGE 4NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS
 
Inputs: Implementation Target (Type and Quantity) 
 Assumptions for providing inputs: 

A. Industrial Transition Comission (oo0) - USAID/Bolivia, TA contractor - Project whichi is to be increment-
AID GOB/ESF accounting and ally funded, receives OYB funds 
GHANP GOB financial records, as programuned.

A. (l) il'RaAC 
staff 945 110 
 - Annual audits. 	 - GOB/03F furs are provided to the 

(2) Support staff - 181 
 project in a timely way.
 
(3) Other ope.costs 50 119
 
Sub-total 995 410
 

B. 	Technical Assistance B. (1) 1 LTr Consultant 
for 42 imns. 720 ­

(2) ST Consultants 
(143 pins) 1,859 ­

(3) Local consultants
 
(lawyers,
 
accountants,
 
etc.) - 210
 

Sub-total 2,579 210
 

C. Financing Mechanisms 	 C. Fin. Mechan. 5,496 4,041
 
Indem. payments 2,500
 
Sub-total 5,496 6,541
 

D. 	Other Costs D. (1) Public Relatiorn
 
Campaign - 50
 

(2) Project Audits/
 
Evaluation 100 ­

(3) AID Project
 
Coordiniator 405 ­

(4) Inflation/
 
unanticipatt:d
 
costs 425 289
 

Sub-total 93-6 339
 

GIAII' 'IUI'AL 10,000 7,500
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AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON. D.C. 20523 

LAC/Df 

ENVIRONMENTAL THRESHOLD DECISION
 

Project Location Bolivia 

Project Title Industrial Transition 

Project Number 511-0577 

Funding : $10 million (G) 

Life of Project Four Years (FY'87-F.'91) 

LEE Prepared y 

Recommended Tnresnoid Decision 

: Angel M. Diaz 
LAC/DR 

Categorical Exclusion 

Bureau Thresnold Decision Concur witn Recoimwendation 

Comments 

Copy to 
 David A. Cohen, Director
 
USAID/La Paz
 

Copy to 
 Angel M. Diaz, LAC/DR
 

Copy to 
 Howard Clark, HEMS
 
USAID/Lima
 

Copy to IEE File
 

Marea E. Hatziolos
 
Deputy Environmental Officer
 
Bureau for Latin America
 

and the Caribbean
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ENVIRONMENTAL DETERMINATION
 

Project Location: Bolivia
 
Project Title: Industrial Transition Project
 
Project Number: 511-0577
 
Funding: .!0 million
 

Project Description: 
 The goal of the Project is to promote Bolivia's recovery
 
and sustained growth through more rational allocation of resources. The
 
Project purpose is to reduce the GOB's direct participation in productive 
industrial enterprises and simultaneously to increase private sector 
participation in such endeavors.
 

The Project will help establish an independent temporary commission which will 
develop and implement an action plan to privatize selected state-owned
 
enterprises (SOEs). Specifically, the Project will have three inter-related
 
components, as follows: (1) Establishment of an Industrial Transition
 
Commission (INTRAC) to coordinate all actions leading to the privatization of
 
SOEs; (2) An Investment Financing Facility which will develc6 and fund
 
financing schemes for the transfer of SOEs to the private sector; and (3)

Follow-up assistance to help selected privatized SOEs during their initial
 
stages of operations.
 

Statement of Categorical Exclusion: 
 It is the opinion of USAID/Bolivia that 
the ?oroject dces not requie an Initial Environmental -xamination, -e:aus-. 
activities are within the class of actions described in Section 2-6.2,
 
paragraph (c)(1)(i) and 216.2(c)(2)(i) of 22 CFR part 216 on "Categorical
 
Exclusions", which read ar follows:
 

"Section 216.2(C)(1) (i)"
 
"The action does not have an effect on 
the natural or physical
 
environment", and
 

"Section 216.2(C)(2)(i)"
 
"Education, technical assistance, or training programs except to the
 
extent such programs include activities directly affecting the
 
environment (such as construction of facilities, etc.)."
 

Concurrence of Mission Director
 

I have reviewed the above statement and concur in the determination that the
 
Industrial Transition Project does not 
require an Initial Environmental
 
Examination.
 

David A. /*en
 
Da~e:Mission Direc.zoi:
 

Date:,
 
241L
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Section 611 (E) Eetermination 

CERTIFIC-'IC.T PURPZI-D&TiT TO SECIN rI: (E) CF -'7, -FEIC ?SISTT!(-

ACT OF 1961, AS NAMOED 

I, George A. achtenheim, as Acting Mission Director of the Agency for
 
International Development Mission to Bolivia, baving taken into account, 

among other things, the maintenance and utilization of projects
 
previously financed by USAID/Bolivia, do hereby certify t-at in r./

judgement The Government of Bolivia and the implementing agency have the
 

financial capacity and htmnan resources capability to effectively utilize
 
arx* maintain the prcposed Industrial Transition (1U'-PA) Grant Project.
 

George A. chtenheim
 

Acting "is. n Director
 

USAID/'EOLIVIA
 

22-L 



A2i:X E 

INDUSTRIAL TRCSITICt. PrOJFXTEC 

(No.511-0577)
 

STAWC.TRY CTHE'CK.:"S 

I. PROJECT CFWCKLIST 

A. Ceneral Criteria for Prolect 

1. w 19C6 Continuing Pesolution,
 
.:ec. 524 FAA sec. 62hA; Sec.63.3(b).

(a) F-xscrioe hcw autl-nrization ar Co unittees notified 
appropriations committees of Senate using congressional
and Uouse have heen or will. > notification procedures.
roti..i.ed concerning the proj-t? 

FAA .6a),'). Prior to ol1i­
gation in excess of $!00,000, will
 
there be (a) engineering, financial
 
or other plans necessary to carry Yes.
 
out th'e assistance and (b) a reason­
ably firm estimate of the cost to 
the U.S. of the assistance?
 

3. FAA Sec. 611(a) (2). If further leg- Privatization of state
 
islative action is required within enterprises harve taken place.
recipient country, what is basis If deeme , necessary, a 
for reasonable expectations that Supreme Decree, which is
such action will be completed in believed can be ,xpedi­
tijve to permit orderly accomplish- tiously issued, will allow 
:ent of .u..f ti­

4. F.MA Sec. (7.(b); FY 1926 Cntinuinc 
Resolution, Sec. 5nj. If for water
 
or water-ro .Ltc.]]a] r',-iource con­
struction, has project met the
 
principles standars and proce. uires
 
establis-t pu-rsuant to the Resources
 
Planning -t (42 U.S.C. "-2, ?t.seg)?
 
(See AID Pandll,-mk 3 for new ouide lines.) 

5. FAAsec. 611 (e). I -oject is capital N/A
 
assistance 	(e.a. ccnstrnct4.nn), and
 
i'! U.7. assist-nce for it wi]l ced
 
'1i1: has -ission Director
millicn,

certif4rl and Regional Assistance N1­
ministrator taken into consideration
 
the country's capabili ty offectivelv
 
to maintain and utilize the projec?,,.
 

http:ccnstrnct4.nn
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6. 	 FAA Sec. 209. Is project susceptible Zb. Project is unique
 
to execution as of regiona. or
pnart 	 to Bolivian si ttiation. 
multilateral project? If so, W'ny is
 
project rot so executed? Information
 
and conclusion whether assistance will
 
encourage regional develcpment
 
prcrains.
 

7. FAA Sec. ,O(a). Information and con­
clt-sicns whether project will encour- The 
 project seeks to held the 
age efforts of the country to: fa) C<B transfer state 
increase the flc. o international enterprises to te pria
trafle; b) foster private initiative sfector and to promte rnrivat­
and competition; and (c) encourage invest*n.nt. 
,& 	 :. mnt ise of ccoper-tivs, 

.ary! credit unions, and, savings an loan
 
associations; (d) discourage monopolis­
tic practices; (e) improve technical
 
efficiencv of itryvtstry, agriculture
 
an( conerce; and (f) strergthen free
 
laixr unions.
 

P. 	 FAA Sec. E01(b). Information and con­
clusions on how project wil. encourage
U.S. private trade and investment Orie of the objectives of the 
acrod and encouiy-;ie priv,-te IJ.8;. Droject is to sti;tl].at­
partici.ation in foreign assistancp -nprivate investments.
 
prograins (includin ' of prival-e
i:8 

t:- ,2>,> r: .ls ancl t 2 e v ce f U .';
 
private enterprise).
 

?. 	 FAA '3e. 612(b). 152G(h); F: 1'o2 annro­
priation Art, Sec.507. Descril-o steps 
taken to assure tliqt, to tih, i'iaximum 
extent [x~sih1e, the cotintrv is contri- The COB wil provi-e counter­
~thting local currencies to meet the cost part contrihiit-,3ns in 1..-::a1

of 	ccntractt!al and other services, anr. currency, as ysihl.e,
Eorefcrn currencies Cowned '-v the IJ.... huring the t'ee-o-- t 
are utjU:,ed in lieu of ,ol.ar3. to attriri te projectDuryYse. T ,i: cor~: rvi:t ion 

'.:ill e 	 oLLasr.at t: 
LOP Cost. 

10.FAA 'ec.62lV). Does the I ... wn 
excess foreiqn curr-ercy of the country .
 
and, if so, what arrangeivnts have
 
heen ,tve for its release?
 

http:sti;tl].at
http:invest*n.nt
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l1.FAA Sec.6Ol(e). liill the project uti­
lize contitive selection procedures Yes.
 
for the awar-ding of contracts, except

.ire applicable procu renerit ru hs
 

a 1low otherwi se?
 

-1.2. 	 FY V2 ontinuing Pesol.uton, 522. 
I. aJsistance is for pt.ction 

San,, c."!mv' , tvfor expcrt, is,te b. Tt ' '-n? ih-v t'at 
ccmmo it, on1ike!',- to he in surplus the 7rojct result i:n 
world markets at the time the resulting icreasel cnrpetition to 
prcducti.v- capacity I-comes operative, U.S. pro'dhcers.
 
ard is such assistance likely to cause
 
substantial injury to U... prO]icers
 
ojf the .qme, si.ilar or ccmpetir(
 
cominlr ity?
 

13.FAA i]8P(c) and (1-). the 	 Yes. has beenDoes project It determinexl 
comply with the environmental proce- that the project wi1l not
-lures set forth in AID Pegulation 16? have adverse effects on 	 the 
roes the project or program take into 	 Theen rArornent. project
consideration the problem of the falls within the provisioi.s
destruction of tropical forests? of Section 216.2(l) (i)ail 

216. 2(C)(2)(i)
 

14.FAA 121 (d). If a Sahel project, has a
 
determination been themade that 'rnst
 
government has an a-wecgiate system for N/A

.ccuiulting for an-I controlling receipt
 
and expenditures of proj-ct funIs
 
(oi 'ars or locn. currer'c,, rene-it'
 
therefrom)?
 

15. 	 F? 19P.6 Continuinq Resolution 
Sec.533. Is disburseent of the 
assistance condIitior.e.! solely on 
the hasis or the policies of any 
multilateral institution? 

l6.ISDCA of 1985 Sec. 3i-n. FLor
 
development assist.irice projects,
 
how much of t-,e funds wi ll. Th :
 
availahle onl.v for activities
 
of economically' and rsccialP'
 
(14isadvantaged entenprises, 
 rone.
 
historically black colleges and
 
univepsities, ard private and
 



voluntary organizations which 
are controlled by individuals
 
who are black Americans, Hispanic
 
Americans, or Native Americans,
 
or who are economically or
 
socially disadvantaged (including
 
women) ? 

B. Funding Criteria for Project 

1. Development Assistance Project Criteria 

a. FAA Sec.102(b), 11, 113, 28l(a).
 
Extent to which activity will-(a)
effectively involve the poor in de-
velcnment, by extending access to 

economy at local level, increasing 
labor-intensive prcx~ucticn and the 
use of appropriate technology, 

spreading investment out from 
cities to small tcns and rural
 
areas, and insuring wide partici­
pation of the poor in the benefits 
of development on a sustained basis, 
using the appropriate U.S. institu-
tions; (b) help develop cooperati-
yes, especially by technical as-
sistance, to assist rural and urban 

poor to help themselves toward 
better life, and otherwise encourage 
de=ratic private and local govern-
men,:' .. lStitul.ions; (c) suprport 
the self-help efforts of developing 

countries; (d) promote the partici-
pation of women in the national 
economies of developing countries 
and the improvement of women's 

status; and (e)utilize and encourage 


regional cooperation Icy developing 
countries? 


b. FAA Sec.102, 103A, 1C4, 105, 1C6. 
Does the project fit the criteria 
for the type of funds (functional 
account) being used? 

Annex E 
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(a) Many project benefi­
ciaries will be members of
 
Producers' Associations who 
fall within i-olivia.'s 
lower income groups.
 

(b) Some of the state 
enterprises are expected to 
be transferred to coopera­
tives which will be 
strengthened through 
technical assistance.
 
(c) Bolivian self-belp 
efforts are significant. 
The A.I.D. assistance only 
c=,plemnts iccal *Efcrts 
and resources.
 
(d) '..'omen will Participate 

in the acquisition of state 
enterprises to the extent 
they will ie able to invest.
 
Also, they will benefit
 
as employees of privatized 
SOEs.
 
(e) N/A. 

Yes 



Anrex E 
Page 5 of 12
 

c. FAA Sec.107. Is emnrasis on use of NI/A.
 
appropriate technology (relatively
 
smaller, cost-saving, lalbr-using
technologies that are generally most
 
appropriate for the small. farns, small
 
-Usirie.ses, and small incomes of the

'tor)?nr):
 

,1.FAA Sec.l1N(-1). ';i]' t1rrii~rt Ths. ile COE anr nrivte 
-- 2r 


costs of tiLe program, oroject, or 

country provide at ,.t of t-e i rvestors will accoi:nt 

for over 10m of the life 
activity withl riispect to which the oE pcojctC ,mt. 
nssistance is to e furnish&. (or is 
the latter cost-sharing reauirement 
rein raiv'e,! for a "re1itivelv least 
developed" country)? 

e. FAA Sec.122(b). Does the activity
 
give reasonable promise of contri­
buting to the Oevelopment of econo- Yes.
 
mic resources, or to the increase
 
of productive capacities and self­
sustaining economic growth?
 

f. FAA Sec. 122(b). If the activity
 
attempts to increase the
 
institution9l capailities
 
of private organizations or
 
the government of the cotntry, 
or if it attempts to stimulate N/A. 
scient i ,i.(- '-i 1 :ic
 
research, has it been Iesianed
 
and will it -e monitore7! to
 
ensure that the ultimate
 
heneficiaries are the poor 
maajor ity? 

g. FA Sec.221(h). Descri:e extent to 
Whic-1 pr xjrarti recognizes the parti­
cular nef-Is, clesires, and capacities
 
of the peorle o' the country; i:tili­
zes uhe countryv's intellectua] re­
sources to encouraae institutional NI/A.
 
,v..lopiment, and sup ortz- ci.v; 1. 
 .u­
cation an! training in skills re­
rcuired for effective participation
 
in governnental. orccess3.; essential 
to sel f-aovernmer'it. 
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2. reveloprrent Assistance 
(Lopns Onlir) 

Project Criteria 

a. FA Sec.122 (b). Infomation and 
conclusions on car.-'city of the 
countr to repay the loan, at a 
rn.esorvible rate of i-terest. 

N/A 

b 'FASec- I ; T ;ssistance is 
for any prrxuctive entexnr~'s, 
which will compete with U.S. 
entrprises, is there an agreement 
by the recipient country to prevent 
export to the U.S. of more than 
20% of the enterprise-"irtnual 

proltction during the life of 
the loan: 

N/A 

3. Economic Support Fund Project Criteria 

a. FA Sec.531(a). "Will this 
assinttnce promote economic or 
political stability? To the 
extent possible, does it reflect 
the policy directions of FAA 
Section 1.02? 

N/A 

b. FA Sec. 531(c). WilI assistance 
unier this Chapter -. used for 
military, or paramilitaf.-, actLvi­
t ies ? 

N/A 

c. IS[X'A of 19A5 Sec. 207. Will 
ESF fun!.s Ie used to firntnce the 
corstruction of, or the operation 
or maintenance of, or the suppl'ing 
of fuel for, a nuclear faci.tty:? 
if so, has the President certifie_ 
that such country is a party to the 
Treaty on the 7:bn-Pro.i , .ration of 
Nuclear W'ieapons or: the Treaty for 
the Prohibition of Uclear ,eatx)r1s 
in Latin ,nierica (the "Treaty of 
T'atelclco"), cconerat- s fully 
With t. IAEA, and nurstes 
nonproliferat ion plicies 
consistent with tliose of the 

N/A 

Unitetd-Ltes? 
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d. FAA Sec.60e. If commodities ;=ire to 
.be grarited so that sale proceeds 
wil1l accrue to the recipient c:.x-,it 
•ave Special Accoiunt (counterpart) 
arrar-jewents been made 

,, 
N/A 
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II. Standard Item (Cj.ckist 

A. 	 Procurement 

] 	 FAA Sec. 602. Are there arrangements
 
to permit U.S. small husinesses to Ys.
 
partici[ate equitably in the
 
furnishing of commodities an:!
 
-.- rvices financed?
 

2. 	 FAA Sec. 6O4(a). Will all procure­
ment e from the U.S. except as other- Yes. U.S. and Eolivia 
wise determined by the President or 
under delegation from him? 

3. 	 FAA Sec. 604 (dt). If the cooperating 
countr_, 	 iscriminates aaa, rst arirne
 

.
insurance ccrnpanies authorized to Io
 
business in the U.S., will cacmodities Bolivia does not so
 
be insured in the United States ainst discriminate.
 
marine risl," aith such a company?
 

4. FAA Sec. 604 (e); ISDCA of t980 Sec.
 
705 (a). If offshore procurement of
 
agricultural commcxzity or product is to
 
be fimnced, is there a provision
 
against such procurement, when the -o- M/A.

mestic price of such caNimoditv is less
 
than parity? (Fxception where ccmmo-lity
 
financed could not reasonably .bepro­n,:r"-. i.- U.S.) 

5. 	 FA Sec. 604(g). Will constructicn or
 
enaineering s .rvices be procured from
 
firms of countries which receive
 
direct ecornomic assistance under the FAA
 
and which are otherw-ise eligible und~er Nb.
 
Cx]e 941, but which have attained a
 
co~mpetitive capability in international
 
markets in one of these areas? PtD these
 
countries rxrmit United States Iirms to
 
compete for ccnstruction or engineering
 
services Linarce fronm issistance programs
 
of 	these .riintries? 
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(. FAA Sec. 603. Is the shipping
 
excleRl from compliance with
 
recqiremnt in Section 901(b)
 
of the !erchant ' kirine Ict of
 
1936, as amended, that at least
 
50 percent oc thie gross torinxge of
 
cci -,ities (ccmutec separately
 
for (I.v bulk carriers, dry cargo "To.
 
liners, and tankers) "i rv-nced sha1.
 
be 	transported on privat,-ly owned 
U.S. flag commercial vessels to the
 
extent that such vessels are available
 
at fair ar reasonable rates.
 

7. 	 FAA Sec. 621. I tpchnical assistance 
is 	financed, will such assistance be
 

.ti:..r~i ,~ed b/ crivat, ntertprise ()n a Yes.
 
contract i>;sis to the fullest extent
 
practicable? If the facilities of
 
other Faleral Agencies will be
 
utiliz.1, are they particularly N/A
 
suitable, not c-o.netitive with 
private enterprise, and made
 
available without undue interfer­
ence with domestic programs?
 

R. 	 International Air Tr-o--riort. Fair 
Competitive Practices. Act. 1974. 
If air transportation nf pearsons or 
property is financed on grant hasis, Yes. 
w l.1 1. S. ,: ' ':r }Y '.s5(, i . l, 

et-ent such service is avaiiahlo? 

9. 	 IF L[?5 Continuing Resoluticni 
Sec.5'04. I" t-e U.S. C(oven-nent
 
is a c-rty to a cenrttract [or
 
procurement, does th-e contract
 
contain i provision authorizing
 
terminaton of such contract Yes.
 
for the convenience of the United
 
States?
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4. 	W;ill arrangements preciule of
fl..-vtncing?	 

use 

a. 	 FAA Sec. 104(f); :7 192t Cntinuirr< 
Resolution Sec.526: (1)7b nay
for performance of abortions ;-s C 
in!tlrl of farn3.ly, planning or to 
motivate or coerce persons to 
,,ic-tice ahortions; (2) to pay fnr 

iLnvounta, sterili7,r ion. as method 
of family 1la ning, or coerce or 
provide financia' incentive to any 

person to undergo sterilization;
(3) to ray for any biomedical 
research wnich relates, ,-io lein 
or in part, to methods or the 

~ ' ~-F j.i or 
involuntary sterilizations as a
 
means of family planning; (4) to 
lobhy for ahortion? 

b. FAA Sec.4AP8. To reimburse persons,
in the form of cash payments, whose 
illicit drug crops are eradicated? 

c. 
FAA Sec. 620(q). To campensate 
owners for expropriated national-

ized property? 

d. FAA Sec. 660. To provide training 
o: :-u.'::cr .' --'r:a.qcia_,arOV:n 
support for police, prisons, or 
otber lavi enforcement forces, 
except for narcotics programs? 

e. 	FPA Sec. 662. For CIA activities? 

TA. Sec. E36(i). For prcUses, 
sale, ±Qn,-term lease, e.xChange or 
guarant, of the sale of inotor ve-
hicles manufactured outsi'Ie .. 
unless a waiver is obtained­

7. 	 FY 6, Continuinc Reseo.ution, Sec.O3. 
To pay pensions, annuities, retire­
ment pay, or adjusted service corn-
pemsation for military personne].? 

Annex E 
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Yes.
 

Yes.
 

Yes. 

Yes. 

Yes.
 

Yes.
 

Yes.
 

http:farn3.ly
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h. FY 1O9,6 Continuinm Resolution, Sec.5g 
To y U.S. assessments, arrearages 
or du1es? 

Yes. 

1. 7( 1186 Continuing Re-so.tion, Sec. 
To carry out provisions of FAA Sec­
tion 209(d) (Tr.arnfer of FAA funrs 
to multilatera. organiz:tt ions for 

506 

Yes. 

j. :Y 19P(6 (ntinuing Resolution, Sef..510. 
To finance the expnrt of nuclear 
equipnent, fuel, or technology? Yes. 

k. FY LOP6 Continuinty Resolution, Se.c.51!. 
Facr tl a .. g t.-,- ef-frts 
of the goverrnxent of such coventry to 
reress the legitimate rights of the 

population of such country contrar ­

to the United States Declaration of 
Human Riahts?' 

1. FY 1986 Continuing Ptesol.ution, Sec. 
To I. used for Ix-blicity or propa­
ganda purposes within U.S. not 
autihorized by Congress? 

516. 

Yes. 

016L,
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Seflor
 
David A. Cohen
 
DIRECTOR USAID /BOLIVIA
 
Presente.-


Sefior Director: 

Como es de au conocimiento, el Supremo Goblerno dentro
 
su nueva po!ltica econ6mica considera cue es imprescindible acelerar
 
el proceso de transferencia de un ndmero de emDresas estatales al ­
sector orivado. El Drop6sito de dichas transferencias es el mejora­
miento de .auti1,zaci6n de los recursos de nuestra economia y ei mo
 

s recursos,... -connmicos ccno financiercsi:ar.z id- secz.-r
 
privado, para reactivar 1a economia del Dais.
 

Al tomar esta decisi6n, estamos conscientes de !a nece
 
sidad de crear los mecanismos necesarios para facilitar el proceso
 
de transferencia de ciertas empresas. Al resDecto, nos proponemos
 
crear una comisi6n mixta que se encargue de coordinar todas las ac ­
clones cue sean necesarias para log-rar nuestro objetivo de transferir
 
al sector Drivado todas acuellas emoresas que sean factibles de trans
 
ferencia. Deseamos que esta comisi6n sea lo mrs £gil posible, oara
 
lo cual consideramos que la misma debe tener !a mayor autonomla de ac
 
ci6n Dosible. Las politicas oara su Dian de acci6n estarin sujetas,
 
sin embargo, a las polfTicas generales que sergn establecidas por el
 
Ministerio a mi cargo.
 

For lo anteriormente exouesto, el Supremo Gobierno, me 
diante mi persona, solicita a usted considere la manera en que !a Ml­
si6n de USAID/BOLIVIA, a travgs de sus canales establecidcs, facilite 
un programa de coooeraci6n para cubrir parte de los gastos de la crea 
ci6n y funcionamiento de la comisi6n que eszara encargada, bajo las 
normas establecidas par mi Gobierno, de ejecutar nuestra politica de 
orivatizaca6n de emcresas esTa-tales. Asimisma nensamos cue sera ne ­
cesaT.io se incluya en el orcz-rama de cooeraci6n una :equena linea de 

\j 
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financiamiento que sirva como catalizador para !a promoci6n de la in­
versi6n privada en las empresas a transferirse. El Supremo Gobierno
 
considera que este tipo de proyecto deberi tener una duraci6n inicial
 
de cuatro afios, a partir de la firma del convenio. Una vez transcu ­
rrido este Deriodo y en base a una evaluaci-6n, se podr! determinar si
 
se conrthCia o no con el proyecto.
 

?ara este fin, e! Sucremo Gobierno soliciza una donaci6n 
de hasta US$ 10.000.000 en moneda extranjera, Drovista por USAID/BOLI-
VIA. El Gobierno de Bolivia aoortard por io menos el 25% del costo 
del nroyecto. 

Otro auorte de gran magnitud, por parte del Gobierno y
 
las CDD, serd el financiamiento mediante condiciones en los zerminos
 
de venza cue fac-ilr !a transferencia de cier.as emoresas ai se,:or
 
privado.
 

Finalmente, una vez tomada la decisi6n sobre !a transfe­
rencia de una determinada empresa o grupo de emoresas, e! Ministerio
 
a mi cargo se compromete a tomar las acciones necesarias para concre­
tar la transferencia definitiva al sector privado de dichas empresas.
 

Con este motivo, saludo a usted, muy at ntamen e. 

07,EZ 

*.))10DE P1ANEAMIjEqrQOE L7. 



Al.=.( G - 1 

PEA',;T IMUSTfRIALIZAEORAS CE LECIE (PIL.) 

la Paz Santa Cruz Tarija 

Cochabamba Fucre 

1. w:ecutive lurn, 

The Plantas Industrializadoras de Leche (PILs) are the only
domestic source of nasteurized milk products in 2oiivia (except for a 
small private concern] -rezclrtedly recently established in Tri'ja,d:).!-btever, th,.ere is a substantial oresence in t:c market cf milk r,-uct­
from neial--rirc, cc,.ntries, 
 bcth lerallv ' -nr ccntrahan'.. '17U
Coclabam ba plant was established in 10(0, firance by a ULICUi' grant. A
.Pa.: (ic. 72), . ......... ..... rij, a.n~ :A'Cre r-) v ­a n J u (:1'il r .

ecuipred, and personnel trained v t.e Canish Coverr.ett. 'e nlant
 
chronic shortage of raw mill: supply hais been alleviated th.rough

cooperation with the Frograr-a 'iincial de Alimentos Fomento Lechero 
prcgram, through the dcnaticn of pcy~ered mill: and other foC ca Mr:iiCs. 

.1e design capacities and average processing volumes of the plants 
are as follows: 

Installed Average Processing
 
Capac i ty Volume 

CO liters/day 000 liters/day 

Ccohab 1-rby 120 J1.3 

inta Cruz 120 3 27 
Sucre 2.E 21 
Tarija 40 .5 

70"7.L 343 17 2! 

-otential for s-i.nificnt, _rase" raw ni I suarl', is limitcl in 
oucre and Tari-a, and sCoehat in La Faz. The . ltirrcer rran.s 
St'pfpse,. _ op--ate at bre-k even or etter ,hil .ucre and a i_aa' 
"ncur.!,q deficits. Tue to relatioships •;ii the ni ot 
I7,-, -]3r(" ,jenraIly 'ublic the -)rivat'zation cf t:e PLn! ectem, 

'stem rie difficult nolio.' and cneraticnal issues.
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2. aackground 

Until 1.-0, fresh nasteurized milk was unavailable in Lolivia. Per
 
capita consumption of milk was estimated at 12 1/capita/year. In that
 
year, the fir'st oasteurization w.s '"::
milk .l.mntinnugurate& in ... +a 
-- fi.-rced by a LIC grant. Tng the condition - of t-e grant ws a 
clause stating that after twelve years, ainership of tlhe oplant shoulii *te 

t " , turredJ over to Mh Prc ... e sccciation cf-irs SccU:.a' 
remaine] t'u nation's only milk lant until 1.72. -T'7en, .1 t t.e a-:­

1T =ninhtr' -cl t cnjn. isi1 .as ­r nch ru~c
 
Ml T-.to, La Pa.:. Threce n-'!Iitic-na. plants ;r'etalLcC7,i­ -Santa Cruz, Sucre and Cca-aba.Coc.a~ama. 7-e- original Coch~arn plant was­
dismantle_d and mve( to Tarija. All five plants were criginaliy Wf.nei .% 
the CD 'Lut 4ere transferre.1 to their respective re-jional development 
corporation in 198r. 

Even though annual milk consuimption is currently in the 27-30 liters 
ryer capira rarge, milk trx.a,,ction ,-r, consL:mrt:ion - nt. stroncK, 
entr-enchet traitions in olivia, with the partial excenticn of the 
Aochabamba valley and the Zeni and Santa Cruz cattle grazing lowlands. 

Consequently, production of sufficient fresh milk to fee- these plants 
Ihas been a continuing problem, W4hich has ben aggravate(' by tgoverrment
controlled producer and retail sales prices. 

To promote the growth of milk proc-uction, the ;orld Food Program
(PMA) of the United Nations works very closely with the PILs in a project
whose field activities are financed by the sale by the PILS3 of P.-IA 
domted c3G'erei milk in several reconstructeu and ,'rocesseu forms. In 
spite of the PMA program, commn operational problems are noted in each 
of the PILS. Tnese are: 

-- Los. 1'' .Of c.-_.ac'tr ut'.ii:'nticn. 

-- eiatively lc ; levels of total milk qroducticn praliuced in each 
region is sold to the PILs. The remainder is used for direct on farm 
conversion to cheese, or is sold Iirectlv in non-casteurizedA from to 
consumers, cn a cost basis, often at prices :io:er than the retail 
oelling price of PIL -asteurizedl milk. 

-- .Cc'-rdercialization is obviously a nrohleu. 

"-L,.itiona._y, a oroblem peculiar to the Cucre, andarija, to 
certain ?.:tent, the :, az Pl ,s is t 'at of liMitD" iM): orcxcticn 

.octential in their resoective zones. PILs have not been .stablishe. i 
Oruro cr F"tcsi, as the hi.-" altitude of the regicn .--J-:cs 7. ," 
pure bred herds virtuallv i .- cssiolc. 
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Table I 

PLANTAS INDUSTRIALEZADORES DE LECHE (PlLE) 

Comparative Production Data 

La Pat Cochabamba Santa Cruz Sucre Tarija 

1.Year Production 1972 1960, 1978 1978 1978 1978 
Started 

2. lominal Design 55,000 120,000 120,000 8,000 40,000 
Capacity (1/day) 

3.Average Total 35,000 35-45,000 30-35,000 2,500 700-1,500 
Processing Volume 
(1/day) 

4.Average Fresh Milk 11,000 35-45,000 30-35,000 1,250 700-!,500 
Supply (1/day) 

5.Average Regional 60,000 80,000 80-100,000 2,000 4,000 
Total Nil Prod. 
(1/day) 

6.Average Volume 23,000 - 1,250 -

Powdered Milk 
Processed (i/day) 

7.Estimated Number 2,000 1,200 2,000 120 84 
of Producers 
Delivering to PIL 

8.Average Volume per 5.5 29-38 15-17.5 10 9 -17 
Producer 1(1/day) 

9.PMA Program 
Production Expansion 

Fair Good Good Very 
Limited 

Limited 

Potential 
10. Total Rmployees 123 143 92 19 2 

(Plant, Admin, PMA) 

11. Prod. Lines I Est. Vol. 
-Past. Milk (1/day) 
-Powdered Milk 
-Yogurt (1/day) 

16,000 
-

5,000 

20,000 
2,600 kg/d 

300 

22,000 
9,000 I/d 

900 

2,500 
-

500 

1,200 
1,000 kg/month 
50 

-Cheese 
-Ice Cream 
-Misc. (I/day) 

9,000 I/d 
None 
5,000 

1,000 I/d 
None 

2,500 

(?) 
200 I/d 
Butter 

200 i/d 
300 I/d 
Butter 

None 
None 

Butter 
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3. Description of Operations
 

2.1 7h',sical Plant and Production Characteristics 

F-ch of th-n PIL Clants is ecjuicne, aiLlirost ent .rzI/ ' Danish 
equipment. resign capacities vary considerably. A11 of 
the plants prcduce liquid pasteurized milk using either fresh oilk (Santa 
Cruz, Cochar-a) or a mixture of fresh an reconstituted 7cx,2ere- mi ,-: 
(Ea Paz, Sucre, Tarija). The Cac"anhaam , 3ata C-uz an Tar'ija plants 

-oactv , rcduce ill ne Cruz > 
con,... t cn in eva-.craticn lines i-tali2 -!utthf.a'e ne r 
nsied. J. plants prciluce yqurt, cheese, arid butter; and t.C Ccc ax'.i, 
Sucre and Sju-ta Cruz -lants prcduce ice crec-,. 

have, the to m',rer. anta pant ... 

wlith the excepticn of the Tarija plant, mnst of 'fnJose equipment is 
now twent,-seven ,,ears old., the aereral nhvsical condition of bth ol-I-nt 
and equipment is good to excellent. The Santa Cruz plant is in need ot 
scme IMLuttine, re;-,-irs off ,n s'ste"I's, anut~ arId. ccntrol 
np-rently Inas a serious boiler and cabling water hardness problem. 

Table I summarizes in comparative form the key production 
characteristic for the five plants. Several r-nints are worthiy of note. 

** The La Paz PIL is heavily deperdent on powdered milk to achieve 
its total processing volume, relying on PNA shipments to make up the 
difference between market demand and delivered raw milk supply. 

** In aggregate, the PILs receive less than half t-.e raw iL: 
produced in their respective regions. The reasons for this apparently 
are that large volumes of raw milh go directly into the production of 
non-pasteurized cheese, and that the PIL price to producers at 2sO.F5 --er 
litoer is oss -Ir availale t....r.c U.c: '-CoCc rl 3 

** Capacity utilization cf the PILs is only 34%. 

** Average liters per producer delivered daily to the PIL is low. 
This suggests that most PIL fresh milk is ohtained from srzll-scale 
prolucers. 'izis fact indicates the potential for hich collection costs, 
and suggests that most producers are lightly capitalized, Particular" in 
La Paz, Sucre, and T:ari 4 a. 
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3.2 'aretDezand
 

ore ~tuestions ,,ere rcaised than answered in the areas cf narket 
demand, raw material supply, and commercialization of PIL system 
production during the course of the field visits. 

By regulation the PILE pay producers BsO.55/l, and sell to
 
agents at sO.65/l. The at
agent sells to the public 2sC.70/1. 

itis n'as,! to urnd.erstand %,hyscme roducers T'c~lln!1 !4r-_ct-1: 
on cash hasis rather than to PIL fcr lower prices and deferr, :m,-ments.
On the other hand, it is difficult to unerstard why a mstlv ur'ar. 
clientele ,ruld a.,-nt to oay :iore :or a non-pastcurized! product, as is 
reportedly the case in Santa Cruz. There is a deciede( need for mcre
 
rwl xge vis-a-vis the profi es of PIL and non-PIL conseumrs.
 

There would also appear to be a reed for better consumer
 
,education, rubLic relations and advertising on t',-e -art crf'l!
 
management. The nanagers, having mo stly come from the prcduction side of 
public sector enterprise, as a group do not appear to have the proper
background to design or conduct aggressive and effective marketing 
programs. 

3.3 RawM.aterial Supply
 

Producer prices to PIL suppliers are now fixed at
 
BsO.55/liter. T7his is 
 reported to be a reason for the Iow percentage of 
total nroducticn to thie PIL plants in each reaicn. 
 It is difficult to
 
comment intalligently on problems in the area without having gcod

production cost data. 
It does seem apparent, however, that the
 
,overnment imposed prices and yield spread 
 take the initiative a av :rm 
tc PiL ' ,il l" tv to "Ss, cr croatc ,-  .... ' to
... ... 

suppliers.
 

The PMA Fcmerto Lechero Program and its regulations are ver/
much intertwined with PIL operations, another factor leading to excessive 
organizational rigidity in the arketing area. 

4. PLOrganization and_.M-nnaqement
 

The five PILs were origi.vally centralize- under the CZF. *ach is 
now the property of a different DDC, all .witha'ing pricrties
c.ncerning p ce of ;.rivatizaticn actions. CORFZ , a liaison 
organization for the PILs, is !ocated in La Paz, pr3sumaly tc lchbv for 
the PILs' i-terests. It is not clear low effective CDP\CLE is. 

Plant management ]has teen stable at La Paz, Ccchab'.-dTaz and ducre,
vile recent chianges have taken olace at Santa Cruz and -iantaTari-a. 
Cruz has rer-ortcdv ',iad in the ast more la:or difficulties th.an trie 
other plants.
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5. Firncial and 7conomic Analsis 

5 1 Firnncial 

Firnanci'l data for the PITs was generally not avail-l-.l at- t1e
 
time of the field visits. The followinc comments are basexd entirely on
 
interview responses with plant maragers, or the DCC.
 

Debt Structure
 

Th-e construction a.- subsequent installations in the PFIs have 
been financed b, Danish government supplied credit on ver/ soft ter.s. 
It was not clear if all of the Danish debt was aLsorbe_ by the central 
government at the time of transfer, since some plant managers referrcd to
 
outstanding obligations vis-a-vis Danish credit. CORDEC1,UZ stated that
 
an- lonn-term debts '<-nuld rot 1e factoral in to trarsferral rice
 
negotiations.
 

O teratina Results 

7he La Paz, Santa Cruz and Cochaba,-ba PILs statec that they are 
operating above the break even point, whereas Tarija an3 Sucre are 
deficit operations at the moment, being supported to some extent by their 
DDCs. The Tcarija plant is hopeful of gcining some ground through a plan 
to import powdered milk in bulk and repackage it for sale in the Tarija 
and Potosi markets. 

Asset Valuation 

PIL Santa Cruz is the only plant which has cxo.pleted a recent 
tecnical evaluation of fixed assets. 'The studyi, carriec- cut in IY3, 

2CIUdu a "alu.ation ofr" ' c 

Coch.aaj7ha estimated that its assets ooultd be valued at about 
tl0, 000,000 in a technical evaluation, a figure which would appear
reasonable based upon the Santa Cruz valuation. 

Based upon the above, the study teams veri cursor' valuat icn of 
the other PILs fixed assets would be: 

La Paz tG - 8,000,000 
Sucre t 750,000
 
Tarija 1,C00,000 

It is to be vnhasized that these last three are rough order of 

macnitude estimates. 

.2 Econcmic 

Evaluation of the economic impact cf the PILs must tak:e into 

(N
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account the integrate] nature of their operation, and the impact the PIA
Fornento Lechero program has had cn its beneficiaries. Nhile it is tn:e 
as alleged, that many producers do rot deliver to the PIL because of
their low prices and deferred payments, it is also true that most of the
smaller R*-A prcgram beneficiaries w.oulA have readily accessible mar'-et 
outlet were it not for the existence of the PILs.
 

The close lir- between the supply side developent .or: of the
P.* program, and successful PIL opxeration is a cor.plicating factor in 
rlivestiture alternatives for the PILs. 

6. Privatization Issues
 

6.1 Basic Issues
 

Given the oerception by many that domestic production of 
pasteurized milk is strategic to Bolivia, the intertwined nature of PIL
ar:c] P!A Foien-o [echero operations, the Dar-iozh firancial assistance, n, 
the fact that each PIL is essentially a regional monopoly, a number of
issues surrounding eventual privatization are raised. Wbne can be 
resolved without considerable further dialogue, study, and negotiation. 

oring these are: 

If the PILs are transferred to orivate individuals or corporate

entities, access to Danish credit lines and technical assistance, and the

relationship with the PRTA Fomento Lechero program would be immediately
terminated. If, however, a mixed enterprise or cooperative arrangement
were to be organized both %.ul1rerorted!v continue, particularly if 
producer groups were involved. 

-- Te essentially small size and weak capital base of the La Paz,
Sucre anc ?ari-ja -roducer assrx_:ciations '.oU d ar~rear to cnlI into rcrsticn
their financial and managerial capability to buy out and operate the 
regional PILs. The Cochabamba and Santa Cruz producer groups are
probably more caoable, but considerable intensive technical assistance in
dairy management and general business orientation .-ould be required. 

-- Government pricing policies, import restrictions on cairly
products, and control of contraband would be critical to Lhc success of 
PIL divestiture. 

•.2 Privatization Reccmmernations 

S* Conduct an industry-wide feasibility study of the 
possibility of ivesting the PILs. 

** Investigate t-e level of technical/maragerial assistance 
required by the PILs if transferred, particularly focussing on marlzeting
and commerciali zation. 

3CGL 
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ALIMENTOS BALANCEADOS PORTACHUELO (ALBAPOR)
 

Prefeasibility Analysis
 

1. Executive Summary:
 

ALBAPOR is a CORDECRUZ-owned 
animal feed mill located in
 
Portachuelo, 90 km. north of Santa Cruz. Its recent annual
 
production has averaged 15,000 
tons per year; 90% of sales value
 
is for chicken feed and 10% cattle and pork feed. Design

capacity is about 18,000 tons per year per one shift. Raw
 
material silo storage is 2,000 tons, 
 which poses somewhat of a
 
price and availability constraint on current operations.
 

ALBAPOR is the largest of seven chicken feed mills in Santa

Cruz, accounting for a 25-30% 
 market share of external sales.
 
Due to the vertically integrated nature of the privately owned

mills, ALBAPOR faces a deteriorating market situation unless it
 
can also integrate vertically with broiler and egg producers to
 
provide a captive market.
 

ALBAPOR appears to have a financially viable operating

position at 
 present, in a growing but highly competitive overall

market. A Portachuelo based producers 
group of 30-40 producers

is interested in buying ALBAPOR and is in 
 the process of also
 
establishing an incubation and broiler reproduction operation.

These elements would provide both ALBAPOR and the individual
 
producers with better market prospects. A recent valuation study

placed 
the plants fixed assets value at $1,100,000. The

interested producer group states that it can 
 raise $250,000

equity capital. Each investor would be limited to a maximum
 
participation of one of approximately forty to-be-issued shares
 
to avoid concentration of ownership. Several alternative buy-out

possibilities are being investigated.
 

ALBAPOR represents the best concrete test case of how INTRAC

might assist in privatization efforts. It is recommended that a
 
dialogue be opened with CORDECRUZ and ALBAPOR in order to
 
identify specific forms of 
 technical and financial assistance
 
which INTRAC could provide.
 

2. Background:
 

ALBAPOR is an animal feed mill production operation located
 
in Portachuelo, approximately 90 km. to the north of the city of
 
Santa Cruz. It began operations in December 1976. Initial
 
financing was 
provided by the Comite de Obras Publicas. The mill
 
is one of seven commercial scale feed
animal mill preparation

operations in the Santa Cruz 
 area, but the only one which is
 
owned by a public sector entity. CORDECRUZ owns 100% of its
 
stock. A broiler chicken producer group whose operations are
 
concentrated in the Portachuelo 
 area is actively seeking to
purchase the mill from CORDECRUZ, as one step in a plan to
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,
establish a vert ica l int egrated broiler rr dc-ion op- ',on :n 
the Portachuelo area. The principal market cuid be tr.:-an 
Santa Cru . 

Description of Ooerations:
 

:. 1 PhysicaL Plan and Product Lines 

l'
The .\L2APCR is ;rairi rI. _ .:; ..pilant ,a hi " a,.,. .,. 

p reparat 0, onera r.on : a n_ , ­

............. , c n . .a . 2 Vp "j.'.2.-:
 

I. Pri-cipaaL r n are n.ai. ,rodo Lines 
sai-.es; and cattle and oork. food prepa.,aioi f':', 
The plant has only 2,000 tors of rat: mazer ;i F. 7 
capacity in f our si-o , and wouid Iik e to ad a a i-i:.:na± 
ttW silos tC I,000 ..n ' nt.ve,-,, a: an est:mn::" 
,:apitaL cost of SiOO,0CO. 

.L3.POR currert- a.. a 2 "0 

c -.en feed .. ..S i.n tr. S... .... z . 
largest of -he seven commercial n-., ,. 
there. Fort -o Is sal-s aret:c, icaL.'e percent -.
PortachueLo broil.r rd.ucers, -.ith Uhe remaincier be i L 
in other areas o-2 San7.a Cru-z Department. .LBAPOF -a_. s a 
,etri orati-gI- m ar : si uation in i .s current rm 

m:~~~'s arar7-r e":- -. e ,: is .:. .7="" " s t,' Ii '. . 

.... .- n i' u.- i- r" a:.. . .. I ..s -. 7_1 ",'-L ". n r 

c;~'.a:: ,o g roW. ., . .,::s; .r.inr.n 

prodauc: ion. u :c,o. ....' - "* ... .. en .. ver ..._ i-. e .. : a :,:=i 
. .LI_ r+ .... p n-s" i.:.";cc,. 

p. ~ .,A.'s us .. I i: r a z L " a.- a-..iupi±" frrn .ko o an:h.- cf p .nee: ::a,:. . pnc-hi ,e.s, . a _ ­

- ,e t a -e" 
... . nag em e d "'c.. . , R an ,- .. 

;:stO'' .- nc.. "~. ,~. 70 _{", *\*--~ .5 i -- iZ:." - ' 
,l'. 0 : . . . .. , ... . . .. h,-. . .5t -. ..- . . .

2 p e r atio can:- re.- ,trein uU: -,'cn S:.ru: SEE rea-.r.a .Im:ei.:iver rt . 

s, r 7r'c u- 7 

' -­. ....c.. ...'.. -7 , , ." ..= " i .. % 2 +1-'2 
' - ' '' 

: . . -S" -- " " : 
+. ' :" 
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an intreasing probier. Total b'o0i er pi-oducti- n J -

Prtachueo.,, i e imated to be -75,000 per 
 :!.:o mn-h
 
cycle.
 

3.3 	 Raw Material Suply
 

ALBAPOR purchases its corn and So,'a direc-i.- t'r- nra 
zuzarea prod,,c r. Due to the t erX
 

S...c.t (2,OQ tons; 'elt.ie. tr.c",t: .......
n11,0CJ0 ....}. it :s-'Jofte, fo-oced to pucia~ :'.:; :::': no 
l=i.........'..... ]d o;"" -- i... .....<=.9 .......... .. 	 .or~~~n rea::~~ 

hc d. n, '2 7" 	M -- 7.. 

4.:) 	 PLant :.)ranizaTion and '!anagemen.: 

AL-APQR is 100,% owned~:..un-en: 	 bv CCRDECRUZ. The pIan: has
includng pi'oducjon, adm:itrt, 	 a
naag.....
 
e~~n : " acin'.ini Is a ,"e::
'A . ,, 

inainta-'ned in Santa C'I:uz. 

,. inancal and srceomicAssmen.t: 

tFinancia± 

Partial p-re iminar f;ancial r.cords for 13 :remade availabie. According to ,nese, .otal - ,- ' 't fo
 
tae year from all 
scures -s :34,63,000 a t .av 

-

.- '- I'.. -1 :] .'.: ' ..... < 'te t .-- Ie; ,"'" ... . c ­. " - ",c',i'?. s[ . "As-	 ,rn 

.. .
L33 R :ari . a L (" !. f.

., 	 , -=s:-r L,-,a 	 - er ;, -ad."jarz. n 

:uu paia 

.u , as a--e e'-on va 


i ':. 	:-::rI e tor 2% an :nteres -;,. ,- .:.. 
ab1 erar 

3. anr.,, r. i. '. ["e o ........
c i 	 ta, s tand:2--::; l-rgo a.. .., a . , rc-i, .L 1 n C 
i..,are ul' . t"ru ;-oo "ca-"-o. " 

'o 7-e- a frozen chicicen industry- tn ov . 
- t:) Pa a e o . fa- ....prerm - -r. ' 
L--:-. r'duc"
- "o wier on a fresh "oasis. an: :-u i..c.hfir e sir:e b .7 	 1 ..... . 

.
: o:r e ,gs LLa Paz, as ner rdurt ion .:- ­

>h ='-, L-a:"g e tm '- p-''". ::: .. .::s-. of ,.- -lv 

'-, m. i Lia :-'-ta Cr-u.: i,: m-. .l. ..v . ,o.... oma 	 e- nru.... rh,. inn re:eaer-eical (r 
... ... 	 r. :
.......... 
 ttC a 	- ,-n = 



-- 

PAge,,4 

larger pDr ce r s (2u1 uend to s s en ti ' coinpe ti t i n
fce man." izmob. Tr u.o bsnS i~ r~dcr 

'U0 O ae-r.its it would l t > h puo, ic,jriip;- if 
A'LB~P)via e riva ization'i~ -'an e~so 

L 

tmpe
it"ve, procucer ow eua ofprf~n ~ cut ~m 

lgenera,, 
Oc2 P r tachueLo amed ;i e r pl, aduc e r~s h . a~b 

n~s tbY purchas-e Xwn1 

pia nnin~ -h~uren mnager~v is nrp~~ f~~uz r 

0 , 
alitlnmte to CORDECRZ on~4~a~r

~~av-vi Labi-6) ~T .~r ou p accoun~ts~for 2' 0O-o~o 01 
TD 

j- ny 
e,%;saes -of- L~~~~,~. 

nranr '~~~1ai no- IDurc1ascv-

T 11ti -ALBAPOR ceea maae (Iicatede vt c 
-,------sh1. -I11 ;a of 1 t'ho - r n os 

-~'~ ' ~- ro'i6ucers, cap 1.ta for p.iub~r -,p'c-as sesia 
Inorder -. o a,.-oidA6=c.rtrz-:o-Cnerh ip,C, r th in L-he b44$2-"~_e ~~#r roeu e-r; g r -oTD, T

edh 5-:&ind~Ivida- p~roducer Tiou.ld h'ia e 
c Ca rn. F_ o n t y -C7: Ci ot ,j-~J 7 : u; s. -e 

FKK~ ,-D-D C3 e-~ ~ 

A.~~~id Lr 2APR8y- 4 ~~~~~~~~~~ea. p~mn~ ZC.. h4-> 
.o.,am on cp1a-ircnsu:taI o - 7 

m- a.). or'~± i : 20 O D- UZ 20%A B'P R aracdj. A_--!P R'- 4 

p L p7 PQR 
, .t"',4P I -' - a :D L: u~ 14 p a , b 0l 

LG o-'aspF-ar4 tc .,rep r4 en n,& -l -pep-z~c ..­

f 

p4~ r .. I I, 

'D at 1- L4> a a c ic 
-

4 ~ 4 >p 4 4- -~p. 

7 



ANNEX G - 2 

Page 5 

6.4 Er-.-i von.n.ntal 

As is characteristic of feed mi.lis, AL2.\".R i a
du.stv operation. Environmental regulations for U.SAID's 
part i."ipaIlon in a project of this nature should be rc,.-iat -' 
to See if any amei0r.ation requirement exists. 
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6.2 Specific Privatization Recommendations
 

ALBAT represents a case, along with ALBAPOR, wherie a 
buy-out might be a "doable" proposition under the right 
circumstances. It, too, should be included as a test case 
for earl% provision of INTRAC technical and perhaps 
financial assistance. It is, therefore, recommended thaz a 
dialogue be established Tith CODET..R, ALBAT, and pozentlal 
bui-ers to identify the specific nee_ in ass istance T:hi:h 
the pr-uec- cculd pro vide tc fac I j.azc a ranz . 
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EVALUATION OF SOEs.FOR PURPOSE OF
 

DETERMINING A JUSTIFIABLE SALES PRICE
 
FABRICA DE FOSFOROS and FAVIPLA-N
 

To illustrate the proposed methodology for evaluating SOEs
 
for the purpose of determining justifiable selling prices, two
 
companies -- Fabrica de Fosforos and FANVIPLAN -- were selected
 
as case studies. They are not actual evaluations since the
 
assumptions made to arrive at the selling prices were arbitrarily
 
chosen, and are not necessarily based on facts. In an actual
 
evaluation, such facts would have to be determined through a
 
detailed feasibility study, which was not within the scope of
 
this consulting assignment. Thus, the two cases serve
 
illustrative purposes only.
 

Case I -- Fabrica de Fosforos -- refers to a 'mixed company'
 
with participation of state and private capital. State-owned
 

shares are owned directly by the Central Government represented
 
by the Ministry of Industry, Commerce and Tourism. Case 2--

FANVIPLAN -- examines a company whose entire capital was owned by
 
the government through the Bolivian Development Corporation (CBF)
 
and subsequently transferred to a Regional Development
 

Corporation (RDC) by Supreme Court Decree No. 21060.
 

Case i: FIABRICA NACIONAL DE FOSFOROS, S.A.M.
 
.... ..... . .. -------­.._L..........- - --........ N ....F E ..... 


Background
 

The Fabrica Nacional de Fosforos or National Match Company
 
was established as a Sociedad Anonima Mixta (S.A.M1.) or mixed
 
company in 1954 with a capital of $500,000 distributed among the
 
State, 51% ($255,000) and private shareholders, 49. ($245,000)
 

The share distribution was subsequently modified as shown
 

below:
 

No. of
 

s r. ..e s ... . ...... .. ...
ehos.. .s ...
....................................... ..I.......... 


State 8,280 54.00 16,983,013 828,089
 
Israel Sanderey 4,662 30.40 9,510,141 466,388
 
Rodolfo Matta 1,414 9.22 2,884,327 141,389
 
Banco Central 561 3.66 1,144,971 56,126
 
Imprex Incobil 104 0.68 212,727 10,428
 
Jose Gamarra Z. 34 0.22 68,833 3,379
 
Bearer .....279 1 .82.8 S5195 .9......,357........... 27,1 .Q
Bearer ............. ..... ­..........
.......... 


15,334 100.00 31,373,369 1,533,709
 

Banco Central's ownershio off 3 . b represents, in effect, 
also government capital. The Central Bank receivea tnese shares 
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as collateral from another bank which went bankrupt. However,
 
title to the shares is not clear since they were never legally
 
transferred to the Central Bank. As o+ this moment, the shares 
in question are still considered part of the private sector 
package. 

As a result of total illiquidity experienced in 1981, the
 
private shareholders entered into an agreement with the
 
Government approved by CONEPLAN (the Government's Economic and
 
Planning Council) in its meeting No. 37, on 11/20/81, which
 
resulted in the private shareholders making a capital
 
contribution of BS3,348,72! ($167,436) and taking over management
 
of the company. In addition, the Government granted an option to
 
the private shareholders to acquire the remaining state-owned
 
shares within six months subject to the completion of a financial
 
evaluation of the Companys equity by an independent consulting
 
firm. Such evaluation was to serve as a basis or :ie Direcoion 
General de Bienes del Estado to establish a fair price for the
 
shares. The option was granted on June 17, 1982.
 

The capital increase, entirely subscribed by Mr. Sanderey,
 
resulted in the following share distribution:
 

Revaluation of
 
Shareholders..... Caiatt . 9 ........ Z .......... .....
.............._.............. .....Fie ssetst ............. . . .............
Total% .
 

.......................................
.... ...
. . 
17,492,128 1b4,549,264 182,041,392 48.34


Private 18,443 _............,................... 19.4,5S6,739., 5...............5 ..
v.a.t.e......,...176 37316 .....51.66...........
. 7 6. 

35,741,551 340,856,580 37b,598,131 100.00
 

The acquisition of the optioned shares, repeatedly demanced
 
by the private shareholders, has not been completed to date in
 
spite of compliance by the private shareholders with all the
 
conditions stipulated in the option agreement. In the meantime,
 
private shareholders had to contribute additional cash to support
 
continuous operating losses. The additional contributions
 
totalling 8s266,767,550 ($138,581, at the average 1986 exchange
 
rate) will increase private ownership to 71.7% if and when
 
capitalized.
 

There are apparently two reasons for the delay in completing
 
the transfer of optioned shares. One is the legal mechanism ana
 
the other is an agreement on price. With regard to the legal
 
problem, the company was properly incorporatea as a Sociedad
 
Anonima Mixta in accordance with Article 424 of the law of
 
Sociedades de Economia Mixta.
 

As such, it is subject to the regulations of the commercial
 
law. Thus, the transfer of state-owned snares should be able to
 
be accomplished simply throuah a Supreme Decree issued by the
 
President ot the Nation. A crar t Of a Supreme becree has 
ceen
 
prepared and was apparently submitted to tne Ministry of
 
Industry, Commerce and Tourism. Officials of 
 this Ministry,
 

,2g
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however, argue that in accordance with the Constitution of
 
Bolivia, government-owned property can be transferred to private

ownership only through an act of Congress. This conflict of
 
opinion has not been resolved to date.
 

With regard to selling price, the Government is awaiting a
 
new revaluation of assets as of 12/31/86 before deciding an
 
asking price and commencing serious negotiations. In the
 
meanwhile, the Ministry of Industry, Commerce and Tourism has
 
established as the minimum price for the state-owned shares the
 
original value of its investment in U.S. dollars plus non­
compounded interest at an annual rate of 8% for 23 years:
 

U.S. dollars....
 

Original Investment 255,000
 

Non-compounded interest
 
at 8% annually, for 23 years 469..20
 

Minimum Sales Price 724,200
 

On the other hand, the option agreement indicates the value
 
of the 8,280 state-owned shares to be the equivalent of
 
US$679,320.
 

The Fabrica Nacional de Fosforos initiated production in 
December 1958, four years after its formation. The best years 
occurred between 1965 and 1974. Production has decreased 
steadily since 1971 and profits turned into steady losses as may 
be observed from the following figures. 

Production Profits.or..lo.es.....
..............
 
.. ....
Year.... (M.llion.. . ... .. Boxes). . . ..... ~.... & OOgR I......£ (S00$ Q 9 R .. 

1971 60.6 387.7 32.3
 
1972 53.6 38.7 3.2
 
1973 51.0 450.3 22.1
 
1974 53.2 336.1 16.5
 
1975 52.4 (483.5) 23.7)
 
1976 59.4 4.9 0.2
 
1977 58.1 692.1 33.9
 
1978 48.4 (640.1) (31.4)

1979 44.4 (8,682.8) (354.3)
 
1980 28.3 (14,320.2) (584.3)
 
1981 29.4 (7,538.3) (307.6)
 
1982 40.1 (14,912.0) (76.1)
 
1983 57.1 (61,762.3) (123.5)
 
1984 23.4 (176,770.3) (20.6)
 
1985 27.9 (323,120.1) (177.5)
 
186* 6.5 (179,207.0) (248.9)
 

(Estimated)
 

http:Profits.or..lo.es
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There were three basic reasons for the poor performance of the
 
company:
 

1. 	 Loss of market to illegal imports, first from Peru and later
 
from Brazil. Upon its formation, the company was granted
 
exclusivity by the Government for an initial period of ten
 
years. This exclusivity was renewed twice for 10-year
 
periods, expiring in June 1989. The company interprets the
 
exclusivity to mean both exclusive manufacturing and selling
 
rights in the territory of Bolivia. The exclusivity was
 
revoked in August 1985 by Supreme Decree No. 21060. The
 
revocation was of little significance since the Government
 
had never enforced the exclusivity by failing to make any
 
attempt to stop illegal imports. The smuggled matches
 
readily captured the Bolivian market because of better
 
quality and lower prices. To defend itself against this
 
unfair compet:tion, Fabrica Nacional de Fosforos registered
 
the Brazilian brand in Bolivia in their own name and has
 
started to use recently an identical copy of the Brazilian
 
label on their own match boxes.
 

2. 	 Poor quality was due to lack of appropriate wood (poplar)
 
for matchsticks in Bolivia and poor appearance of the
 
package. The-problem of appropriate wood has been partially
 
solved by using certain varieties of naturally grown trees
 
in virgin forests of Chapare, State of Cochabamba. Since
 
various types of trees are used, there is no uniformity of
 
raw material and costs are high due to the difficulty of
 
getting trees out of the natural forest and the long haul to
 
La Paz. The company has some forestation projects on the
 
way which may solve the problem eventually.
 

3. 	 High manufacturing costs are partly due to the high cost of
 
wood and partly to inefficient operation. The latter is 
caused by poorly maintained equipment in need of a thorough 
overhaul and by inadequate factory and production 
management. 

Valuati.n Conc..es....... . c... 

The price per share is most equitably determined through
 
actual transactions in a stock market or, in the absence of a
 
stock market, through free negotiations between seller and buyer.
 
To determine an offering price that could serve as a basis for
 
negotiations, one must determine the fair market value of the
 
company and then divide this value by the number of outstanding
 
shares.
 

There are various "value" concepts which may be defined as
 
follows:
 

http:Conc..es
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Revalued assets
 

The updated values assigned to tangible assets through
 
the process of "technical revaluation" as prescribed by
 
Bolivian law. The technical revaluation may consist of an
 
appraisal by experts, a computation based on or-Iginal value
 
adjusted by deflation factors to reflect monetary inflation,
 
or a value derived from replacement cost depreciated for the
 
years in use at the customary rate of depreciation.
 

Book value
 

The value shown in the financial statements, preferably
 
audited statements, of a business. Book values may or may
 
not reflect revalued assets, depending on whether or not the
 
"technical revaluation" has been completed prior to the date
 
of the financial statement.
 

M..r v e............
 

The price that a prudent businessman would pay for an
 
asset acquired through public auction or negotiated in an
 
arms-length transaction.
 

Economic value
 

The reasonable price that may serve as basis for
 
negotiating the sale of an enterprise which has been
 
determined from the discounted cash flow that a company is
 
capable of producing with its existing asset base.
 

Determination of the fair market value requires in most
 
cases a complete feasibility study to be able to project future
 
earning's streams achievable with existing assets. To illustrate
 
the valuation concepts, certain assumptions have to be made
 
without the benefit of a proper feasibility study. Thus, the
 
figures presented herein should not be regarded as anything but
 
illustrative.
 

The assumptions are that by imitating the Brazilian label on
 
their match boxes, improving quality and lowering production
 
costs, the company will be able to regain a large share of the
 
Bolivian market. Thus, it is assumed that sales of 48 million
 
units will be reached wJithin two years, and 72 million units
 
within four years. The latter volume would require adding a
 
second shift. It is further assumed that match boxes are sold
 
for US$10.00 per thousand, and that net profits are 9.5 of sales
 
at the 48 million volume level and 12% at the 72 million level.
 
Other assumptions are that there will be no new capital expenses
 
(investments) and that depreciation is insignificant ($249 in
 
1985) since most of the fixed assets are almost 30 years old.
 
Thus, bottom line (net) profits are equal to cash flow.
 

http:US$10.00
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On the basis of the above assumptions, the cash flows
 
projected for the next ten years and their Net Present Value
 
(NPV) discounted at 20% are shown in the following table. The
 
20% discount rate was chosen because this is the current rate of
 
interest paid on bank deposits. NPV is a financial concept and
 
means that a dollar received in the future is worth less than a
 
dollar received today because today's dollar can be invested and
 
earn at least the current interest paid on bank deposits. Thus,
 
NPV is the present value of each dollar at the end of the year
 
indicated on the table below discounted at the cost of capital.
 

Cash Flow 20% Discount Factor NPV 

Yea.r (QYrL. Disount~ Table) Us 

1 22,800 0.83 18,924
 
2 45,600 0.69 31,464
 
3 45,600 0.58 26,448
 
4 86,400 0.48 41,472
 
5 86,400 0.40 34,560
 
6 86,400 0.34 29,376
 
7 86,400 0.28 24,192
 
8 86,400 0.23 19,872
 
9 86,400 0.19 16,416
 

10 86,400 0.16 13.,824
 

Total 256,548
 

The sum of the net present value of all cash flows over the
 
ten-year period is US$256,548. This means that if the investor
 
were to deposit US$256,548 in a bank at 20% compounded interest,
 
he would earn over a ten-year period an amount equal to the sum
 
of all the cash flows compounded at 20% or US$1,589,000. The
 
compounded computations are illustrated on the following two
 
tables:
 

Compoudn Ca Flw nvested at 20% Interest
Se. q .... ........ . . s...d.. .%.2Q. e. .... s.. ..­.~i..9 _q [.A ..... .... 

Next Year's
 
Year Investment Interest Cash Flow Investment
 

(a) + (b) + C) - (d) 

I - - 22,800 22,800
 
2 22,800 4,560 45,600 72,960
 
3 72,960 14,592 45,600 133,152
 
4 133,152 26,630 86,400 246,182
 
5 €6,182 49,236 86,400 381,818
 
6 381,818 76,363 86,400 544,581
 
7 544,581 108,916 86,400 739,897
 
8 739,897 147,979 86,400 974,276
 
9 974,276 194 ,855 b 400 ,252,25
 

10 1,252,253 250,506 86,400 1,589,159
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ompun. .US$2 .Invested at 2.0% I......ter-e.st,
 

Next Year's

Ye.r Investment Interest Investment 

(a) + (b) (c)
 

1 256,548 51,309 307,857
 
2 307,857 61,571 369,428
 
3 369,428 73,886 443,314
 
4 443,314 88,663 531,977
 
5 531,977 106,395 638,372
 
6 638,372 127,674 766,046
 
7 766,046 153,209 919,255
 
8 919,255 183,851 1,103,106
 
9 1,103,106 220,621 1,323,727
 

10 1,323,727 264,745 1,588,472
 

Based on these considerations, an investor would have to be
 
able to buy the company that produces the above indicated cash
 
flows for an amount less than US$256,548 to compensate for the
 
risk he assumes in operating the company and to give him an
 
incentive to assume such risk.
 

In view of the above consideration, a fair offering price to
 
start negotiations between seller and buyer, would lie somewhere
 
between 0.660 ($170,000) and 0.75% ($192,000) of the net present
 
value of cash flows produced over a 10-year period. This is what
 
may be called the "economic value" of the enterprise. This value
 
divided by the number of outstanding shares would be the offering
 
price per share. It would allow an investor to recover his
 
investment in little less than four years. This is considered
 
the maximum reasonable pay-back period for prudent investments
 
under the present social, political and economic environment of
 
Bolivia.
 

Having established the economic value of the enterprise, it
 
must be compared to its liquidation value. Assuming that the
 
revalued worth of fixed assets as of 12/31/86 is an acceptable
 
figure, the liquidation value may be computed as follows:
 

http:ter-e.st
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Balance Sheet 	 Recovery

.2Z_ ...................... .........._. ....
_..(9!!Z.. ...... ..............
.........
1/16 (Es ) ?1Bs 	 US$
 

Cash Items 3,466 100 3,466 1,733
 
Inventory 15,030 100 15,030 7,515
 
Goods in Process 17 0 0 0
 
Investments 58,208 80 46,566 23,283
 
Land 970,000 80 776,000 388,000
 
Buildings 1,357,497 80 1,085,998 542,999
 
Equipment 457,116 50 228,558 114,279
 

Total Assets 2,861,334 2,155,618 1,077,809
 
Less
 
Liabilities 482,362- 100 482,632 241,181
 

Liquidation
 
Value 1,673,256 e36,628
 

Bs266,767 is the cash contribution made by private
 
shareholders and is shown on the tentative unaudited
 
12/31/86 balance sheet as a liability to Agencia
 
Distribuidora. This amount was deducted from total
 
liabilities under the.assumption that it will be capitalized
 
and corresponding new shares will be issued.
 

It will be noted that the liquidation value of US$836,628 is
 
considerably higher than the economic value previously
 
calculated. 

'Valuation figures determined so fartwo 
far eat-

apparent
tw1pp rn 

conclusions: 

1. 	 The Government can recover a larger amount of its
 
investment by closing the company ana selling its
 
assets (i.e., liquidation) than it may achieve through
 
the sale of its share holdings.
 

2. 	 Even upon liquidation, the Government would not be able
 
to recover the amount stipulated in either the stock
 
option agreement or the proposed Supreme Decree as can
 
be observed from the following summary:
 

Total Price of 8,280 

State-owned Shares 

. .. ...............- .... 

Stock Option Agreement 679,320
 
Proposed Supreme Decree 724,200
 
Economic Value (180,000 x 28.3%)* 50,940
 
Liquidation Value (856,628 x 28..3% 236, 766
 

28.3% State ownership assumes that all of private
 
shareholders cash contributions have been capitalized.
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Further analysis, however, indicates 
 still another

possibility. The capital base of 
the company may be reduced by

relocating the 
factory to a less expensive location closer to the
 
source of raw material in the Chapare forest 
area and selling the

La Paz facility. The sale of the La Paz property would generate

about US$931,000 which could be applied paying
to off all

liabilities (US$241,000), building a small 
new light construction
 
plant and improving the manufacturing equipment (US$290,000), and
leaving a cash balance of US$400,000. A private investor could
 
use 
this cash balance plus another US$436,000 of his own funds to
acquire the company at 
 its liquidation value. The improved

production efficiency in a modernized plant and the reduced cost

of raw material may 
generate sufficient profit improvements to

raise the economic value of the company to current
its

liquidation value. 
 A complete feasibility study should consider
 
this possibility. Jobs lost in the La Paz area 
 would be
 
counterbalanced by new jobs created at the 
relocated facility.
 

There is one more consideration to be investigated during 
a
thorough feasibility study and that is the distribution system.

It seems that there may exist some 
kind of exclusive distribution
 
arrangement with 
an agent related to one of the private

shareholders. A note to 
that effect in 
the 1985 audited statement

indicates that the auditors 
were unable to determine the legal

status of the "Agencia Distribuidora" nor 
the contractual basis

for the company's substantial liabilities to 
 this agency. The
 
company's profitability could be seriously distorted unless an
arms-length deal exists between the company and its distributor.
 

As can be 
seen from the above analysis, valuation of a
company's shares, in the absence of stock market 
transactions, is
 
a complicated process which requires 
 thorough analysis by a
 
professional management team.
 

Case 2: FABRICA NACIONAL DE YIDRIO PLANO__FANVIPLAN"
 

Bac rou nd:
 

FANVIPLAN is 
the only flat glass factory in Bolivia. It was

designed by an East German consulting company GOPA in 1971. The

projected capacity of 9,6000 
 metric tones per year was to cover
 
the entire needs of the Bolivian market plus enough exports to
generate sufficient hard currency for the importation of soda
 
ash.
 

The Corporacion Boliviana de 
 Fomento (CBF), a development
 
agency of the GOB, was authorized by Supreme Decree 11002 
of July
2-/, 1973 
to contract for a turn-key installation of the plant.

The public bid was won 
by a Polish firm POLIMEX CEKOP and start
 
up was schedules for December 1977. Design changes during

construction and late receipt of from
funds the Central ank and
 
National Treasury delayed actual start up until July 1981. The
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design changes involving conversion from fuel oil to liquified
 
gas and back to fuel oil increased costs by more than US$650,000.
 

CeF set up FANVIPLAN as a semi-autonomous enterprise with

its own management but without an 
independent legal personality.

It operated the company until March 
31, 1986 when FANVIPLAN was
 
transferred by Supreme Decree 21060 to 
CORDEPAZ, the Regional

Development Corporation 
 of La Paz. At present, FANVIPLAN
 
continues operating as a 100% 
 regional government-owned

enterprise (CORDEPAZ) without legal personality.
 

The equipment is mostly of Polish 
origin, except for the

combustion system 
 (Stordy of Holland and Laidlaw Drew of 
the UK)

and refractory 
material (Motim of Hungary). Some of the
 
equipment was reported to be overhauled used machinery. 
 The
 
process uses the "Fourcault" system developed 
 in 1915 which has
 
been obsoleted by the "Pittsburgh" (1940) and the "Float" (1960)

systems. Nevertheless, the simplicity of 
the process and its low
 
investment cost was 
felt to be adequate for the Bolivian market
 
requirements.
 

The nominal production capacity of 
the plant is 6,700 metric
 
tons/year or 1,340,000 square 
meters RAS of flat glass. The
 
single oven with two outlets holds 350 tons of glass and has a
 
melting capacity of 30 tons/day. It produces flat glass from 2
 
to 8 mm thick and up to 1.80 meter wide. 
 Some glass is converted
 
manually into 
 opaque glass (sand blasting) and mirrors.
 
Employment includes 140 labor and 20 administration.
 

Glass produced by FANVIPLAN is wavy and considered of second

and third quality. Nevertheless, the plant supplies about 70-
 of
 
the domestic market and also exports 
 to Peru. The waviness is

reportedly cause( oy certain spare parts made in Bolivia wnioh 
should be replaced when the oven is cooled down for replacement

of the refractory material. This major 
 overhaul will be
 
necessary within the next 
12 months, at a cost of approximately

US$1.2 million and estimated minimum down-time of three months.
 

The plant's present output of approximately 40,000 square

meters per month is 42% of its 
 effective capacity of :?5,000
 
square meters per month. The production cost at this rate is
 
US$2.35/sq. mt. (excluding depreciation). The cost wculd
 
decrease to US$1.50/sq. mt at a production 
 level of 70,000

sq.mt/month and to US$1.35/sq. 
mt at a production level of
 
95,0000 sq mt/month.
 

The above 
 figures suggest that FANVIPLAN's strategy of

eventually improving the quality of 
its glass (when oven is shut
 
down to be rebuilt) in order to increase both domestic and export

sales is appropriate. 
 For 1 87, the company projects sales of
 
411,500 sq. mt. domestically and 
123,800 sq. mt for export. The

domestic sales prices is US$2.80 per sq. 
mt. and the export price
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is US$2.25/sq. mt. 
 The resulting sales volumes are US$1,152,000
 
and US$278,500, respectively, for a total projected income of
 
US$1,430,500. For comparison purposes, the price of imported
 
glass from Brazil is US$4.00 per square meter in Santa Cruz.
 

Production and sales since the plant's start up in July 1981
 
until June 1986 are summarized below:
 

Year 1981 1982 1983 1984 1985 1986
 

Production
 
(sq. ats) 361,321 1,109,158 707,548 736,113 903,047 223,318
 

Sales
 
(sq. its)
 

Domestic 
 - 636,866 607,245 457,781 418,624 164,610
 
Export 181.959 67,082 25,603 26,324 41,518
 

-818,825
Total 674,327 483,384 444,948 206,128
 

It is interesting to note that best production (nearly 100%
 
of effective capacity) was achieved during the first full year of
 
operation after start-up. 
 Sales have steadily decreased from the
 
800,000 square meters annual level 
to about 400,000 square meter
 
annually. This may partly be due 
to a lack of technical skills
 
in the plant resulting in poor production and poor quality which
 
in turn may have affected sales. 
Most likely, however, decreased
 
sales are the reason for reduced production. High production and
 
low sales in 1985 were probably caused by a, unusual economic
 
environment experienced during that year.
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Valuation Concept
 

The closing balance sheet as of March 31, 1986 when
 
FANVIPLAN was transferred from CSF ownersnip to CORDEPAZ is
 
summarized below:
 

TABLE 
FANVIPLAN BALANCE HET 

(as of 3/31/86) 

ASSETS Bs US$ LIABILITIES 	 Bs US$
 

Cash & Receivables 95,653 48,735 : Current Liabilities 10,645,394 ,113, 52
 
Inventories 1,515,980 772,395 : L. T. Debt 49,311 25,124
 
Prepaid Expenses 1,541,479 785,387 Various Liabilities 5,528 2,817
 

------------ :: 	 194,66;
Empicyee Benef:ts 91"4
 
Current Assets 3,153,112 1,606,517 ::
 
Other Investments 3,154 1,607 Total Liabilities !0,894,302 5,550,977
 
Fixed Assets (net
 
of depreciation) 11,573,421 5,896,684 EQUITY
 

Total Assets 14,729,687 7,504,808 :: 	Capital 106 

Revaluations 4,368,533 2,225,777
 
Less Accum. Losses (533,854) (272,000)
 

Shareholders Enu!tt 3,834,785 1,95Z.231
 

Total Equity L;!,iitiEs 14.,72 b87 7,504,E08
 

According to Supreme Decree 21060 which authorized the
 
transfer, the Central Government was to absorb all liabilities
 
except for employee benefits (severance and indemnization for
 
years of service). Accordingly, the opening balance sheet of
 
FANVIPLAN under CORDEPAZ ownership should look as follows:
 

ASSETS 	 US$ LIABILITIES US$
 

Current Assets 1,606,517 Employee Benefits 99,184
 
Less Obsolete Inventory' (400,000) Shareholders Equity 7,005,624
 

1,206,517
 
Other Investments 1,607
 
Next Fired Assets 5,896,684
 

Total Assets 	 7,104,808 Total Equity i Libaility 7,104,808
 

According to FANVIPLAN's present General Manager, Mr. Oonzalo Urquidi, a large part of the
 
inventory isnot saleable and should be written off.
 

54 
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Inasmuch as 
 the GOB has absorbed almost all liabilities, the
 
shareholders equity has increased to 
a little over seven million
 
U. S. dollars.
 

CORDEPAZ has indicated that it would be willing to sell the
 
company to private investors for the value of its assets. These
 
may be further written down to 
US$4 million, according to Mr.
 
Urquidi, supposedly on the basis of a new appraisal. Thus, it is
 
assumed that CORDEPAZ would sell 
the company for a price somewhere
 
between US$4,000 and US$7,000,000.
 

The fair market value should be determined, however, on the
 
basis of future earnings streams achievable with a rebuilt oven,

improved quality and increased sales. To illustrate the
 
determination of 
the economic value, certain assumptions have been
 
made which must be 
 verified by means of a thorough feasibility

study. In the absence of such a study, the following calculations
 
serve to illustrate the valuation concept 
 only and should not be
 
regarded as valid figures.
 

The assumptions were:
 

1. 	 The cost of rebuilding the oven and other improvements will
 
be around US$1,200,000.
 

2. 	 The total cost of glass per 
 square meter, excluding

depreciation, will be US$2.35 at the 
 40,000 sq. mt monthly

production level, US$1.50 at the 70,000 
 square meters level,
 
US$1.35 at the 95,0000 square meters level.
 

3. 	 Export will absorbed 20% of the production and domestic sales
 

80%.
 

4. 	 The average sales price will be US$2.70 per square meter.
 

5. 	 Since depreciation is excluded from above costs, the
 
difference tween sales price and cost represent cash flow.
 

6. 	 Projected sales and cash flow over a 
10-year period will be
 
as shown below:
 

. . ...... 
 ....................
. ..................
..... ........ ..........
Year Sales (Sq..Mrt) 	 Cash Fl ow ...
(US$)
 

1 480,000 168,000
 
2 840,000 1,008,000
 
3 840,000 1,008,000
 
4 1,140,000 1,539,000
 
5 1,140,000 1,539,000
 
6 840,000 1,008,000
 
7 1,140.000 1,539,000
 
S 1, 14 0 
 ,339 , 1000 
9 1,140,000 1,539,000 
10 1,140,000 1,539,000 
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The total net cash flow must take into consideration the
 
initial outlay of US$1,200,000 for a plant overhaul plus another
 
overhaul after five years. The net cash flows projected over a
 
10-year period and their corresponding Net Present Value (NPV)
 
discounted at 20% are determined as shown in the following table.
 
See Case No. 1 to understand the financial concept involved in the
 
NPV approach to evaluating the company.
 
Year Cash Flow Discount Factor NPV
 

(US$) (20-) (US$)
 

0 -1,200,000 -1,200,000
 
1 168,000 0.83 139,440
 
2 1,008,000 0.69 695,520
 
3 1,008,000 0.58 584,640
 
4 1,539,000 0.48 738,720
 
5 1,539,000 0.40 615,600
 
6 -192,000- -192.000
 
7 1,539,000 0.28 430,920
 
8 1,539,000 0.23 353,970
 
9 1,539,000 0.19 292,410
 

10 1,539,000 0.16 2462_0.
 

2,705,460
 

The negative cash flow results from the reconstruction of the
 
oven (which must be rebuilt every 5 years) costing
 
US$1,200,000 less the income from production which has been
 
reduced to 840,000 sq. mt. due to the down time during
 
overhaul
 

Applying the same reasoning outlined in Case No. i, a fair
 
offering price from which negotiations between seller and buyer
 
may start may be somewhere around 50% (US$I,350,000) of the net
 
present value of all cash flows produced over a 10-year period.
 
At that price, it would take over 4-1/2 years for an investor to
 
recover his investment of US$2,550,000 (US$1,350,000 for the
 
company, plus US$1,200,000 for the overhaul).
 

As may be seen, the economic value of FANVIPLAN is
 
considerably lower than the US $4 to $7 million CORDEPAZ expects
 
to receive upon selling the company. The liquidation value is
 
estimated to be even lower, about US$1,035,000. This figure s
 
based on 80% of the current net book value of land, buildings,
 
furniture, tools and vehicles plus 100% of cash, receivables, and
 
investments. The manufacturing equipment, consisting primarily of
 
a glass oven, has no liquidation value.
 

Inasmuch as the most likely buyer for FANVIPLAN would be one
 
.-f the neiahboring ro'inrr, cl, manu(Dac L'rer , the :ap between 
trie economic value of this en terp rIse and C0R,:/ s expe,:cte 
sales price may be bridged through a debt/equity swap. Under this 
scheme, the investor would buy, at a deep discount, the external I 
bonds of Bolivia held by foreign banks. The GOB would then 
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exchange these bonds at its nominal value for equity of the SOE to
 
be acquired by the investor. Since the bonds were purchased at a
 
deep discount, the investor can afford to pay the full price

demanded by CORDEPAZ and still end up with an economically viable
 
investment.
 

Informal conversations between FANVIPLAN and 
a Peruvian glass

manufacturer indicated some 
interest in a participation by the
 
latter. The benefit of 
a sale to another glass manufacturer would
 
be, of course, that the buyer would contribute technology as well
 
as a private sector approach to management. The scheme envisioned
 
by FANVIPLAN would be to raise fresh capital 
 for rebuilding the
 
oven through the sale of a new issue of preferred shares. Such
 
shares would have a guaranteed dividend payable in cash out of the
 
company's earnings or in stock currently owned by CORDEPAZ. 
 This
 
scheme is a modiied version of a leveraged buy-out and is wortn
 
studying further.
 

Here again, it is necessary to point out the need for a
 
thorough feasibility study by a professional management team to
 
develop a strategic plan and a business plan from which the
 
economic value of FANVIPLAN can be determined more exactly.
 



Projctana~r -Job Description 

The project manager will 
 be a long-term consultant to the
 
INTRAC with reporting responsibilities to USAID/Bolivia. His/her

main duties and responsibilities include the following:
 

To provide policy, financial, and technical advice on
 
privatization activities to the Director 
of INTRAC.
 
He/she will assist in: 
 the development of a
 
comprehensive privatization strategy for the GOB; the
 
formulation of privatization action plans for the DDCs
 
and the strategic SOEs; the review of valuation and
 
sales procedures, and the monitorir.c 
and reporting of
 
the results of privatization.
 

To coordinate the provision of short-term consultants
 
on key aspects of privatization (legal, financial,
 
valuation of assets, sales negotiations, public
 
education). He/She will work closely with the Deputy

Director of the 
INTRAC in supervising and coordinating
 
the technical assistance required to initiate
 
privatization activities.
 

To assist in the development of management an(

operating procedures for the INTRAC, including
 
recommendations on data management, 
 staff
 
responsibilities, and reporting requirements. 
He/She

will aid in the initial preparation of operating
 
procedure manuals, and periodically review them to
 
assure consistency with actual operating practices.
 

To serve as 
USATD/BolivIa. 

liaison 
He/She 

between the 
IlI serve 

INTRAC 
s the 

and 
rair 

communications channel between the INTRAC and 
USAID/8olivia, and provide quarterly progress reports 
to the latter regarding the acti.ities of the INTRAC
 

The project manager should be a senior professional with
 
private sector management experience, an advanced degree in
 
business or finance, 
 fluency in Spanish, and excellent
 
interpersonal skills. He/She 
must have a working knowledge of
 
financial markets and mechanisms, valuation procedures, and
 
public administration in Latin America. He/The must also have
 
practical experience with privatization,/divestiture activities in
 
Latin America, including the capacity to develop strategies and
 
action plans and supervise their implementation. Finally, he/she

should be familiar with the operations and procedures of USAID
 
and other international donors.
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Public Affairs Specialist
 

A senior public affairs/relations professional will be required on a 

short-term consulting basis for up to t-enty-four months. His/her main 

responsibility will be to assist the INI=-C in designing and implementing 

a public education/couunications program to develop public understanding 

and support for INTPAC's activities and for privatization generally. 

le/she will also assist in the establishment and training of personnel of 

the IYTMAC's public education office. 

The public affairs specialist should Nave a Bachelor's Degree, a
 

strong professional background in public relations/public affairs, and
 

fluency in Spanish. E.e/she should possess a good working knowledge of 

various forms of communication/public education, including print, radio, 

television, and seminars. Previous experience in directing public 

relations/public education campaigns in Latin America would be useful. 

313L
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Investment/Finance Specialists
 

Several senior investment/fin ance specialists are required to assist 
the L.TRAC in brokering the sale of state-own.ed enterprises. Their main 
responsibilities will include: preparing a sales prospectus on the SOE; 
locating potential buyers, analyzing and selecting an appropriate 
financing mechanism for the acquisition; and negotiating the sale between 
the buyer and the GOB or DDC. 

The investment/firance specialists should have previous high level 
investment/finance/banking experience. Gcod negotiating skills and 
familiarity with the business climate in Latin America-would be 
reauired. Previous financial and/or industry (agribusiness, light 
manufacturing) in Latin America would. be an asset. 

313L
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Valuation Experts 

Three-person teams of experts will be reqluired -- in most cases -­

to value the assets of SOEs and establish a fair selling price. The 

proposed members of the team anrl their responsibilities are: 

Industry Specialists - Evaluation of the technical process of the 

plant, quality of production, and 

suitability of the work force. 

Identification of production bottlenecks,
 

including operating procedures. Assessment
 

of the conition of manufacturing equipment 

and machinery. 

Marketing Specialists- Evaluation of market potential (domestic and 

foreign), market size, and market 

penetration. Assessment of competitors 

product and market penetration. Analysis of 

companies distribution system, sales 

promotion efforts, and pricing policies. 

consideration of product diversification
 

possibilities.
 

Economic/Financial
 

Analysts -. Analysis of production costs, administrative
 

and overhead costs, and potential for 

savings. Preparation of cash flcaq
 

projections. Assessment of working and 

investment capital needs.
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Te valuation experts sh-ould be non-resident nationals of recognizeCN 

professional staning. Advanced professional degrees in marketing, 

accounting, finance, and business administration, and/or substantial 

industry experience (especially in agribusiness and light industry) are 

required. Fluency in Spanish is required, and familiarity with Latin 

American business operations is desirable. 

313L
 


