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ACRONYMS

Planta de Alimentos Balanceados de Portachuelo (Portachuelo .

Feed Mill}.

Planta de Alimentos Balanceados de Tarija (Feed {1ilk
Chicken Producers Association).

Mricultural Producers Association.

Corvoracion Boliviana de Fomento (BRolivian Develonment
Corporation)

Ccoperativa Boliviana de Cemento (Cement Plant).

Corroracién Fegional de Desarrollo de Tarija (Regional
Development Corporation of Tarija).

Corperacién de las Fuerzas Armadas para el Lesarrollc
Nacional (Armed Forces Development Corporation).

Corporacién Minera Boliviana (Bolivian Mining Corroration).

Corporacién Regional de Desarrollo del RBeni (Regional
Development Corporation of Beni).

Corporacién Regional de Desarrollo de Janta Cruz (Regional
Development Corporation of Santa Cruz).

Cepartmental LCeveloprent Corvoration (Corporacién
Departamental de Cesarrollo).

Empresa Nacional del Arroz (lational Rice Commany).

Impresa Nacional de Fundiciones (Maticnal Smelting
Enterprise. )

Empresa MNacional e Electricidad (Mational Flectricity
Mterprise).

gmpresa Macicnal de Ferrccarriles {liational Railway
Company) .

Empresa Nacional de Telecomunicaciones (Yational
Teleccrmunications Corpany).

End of Project Status.

Econcmic Support fund.
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FAEQOCT - TFlbrica Coliviana de Cerdmica (Ceramic Plant).
FAC - Fabrica de Aceites {Edible 0Oil Plant).
FANCESA - Fibrica de Cementc S.A. (Cement Plant).

FRVIPLAN -~ Fabrica de Vidric Plano (Glass Factory).

=C - TFAbrica de fvases de Vidrio (Slass Centainers Plant).
GDP - Cross Comestic Products.

&CB - GCovernment of Bolivia.

171 - Intermediate Credit Institution.

Ice - Interamerican Cevelcpment Bank

1EE - Initial Environmental Examination.

IESC - Internaticnal Executive Service Corps.

IFC - International Finance Corporation.

INMETAL - Industrias MetiAlicas (Metals Plant).

INTRAC - Industrial Transiticn Cormission.

I°C - Indefinite Cuantity Contract.

IRR - Intermal Late of Return.

LAR - ILlowvd Néreo Poliviano (Bolivian Mational Airline).

MACA - Ministerio de Asuntcs Campesinos y Agropecuarios (b.inistry
of Peasant Affairs and Agriculture).

MTCT - lMarket Tcwn Capital Formation.

NEP ~ Yew Econcmic Program.

t1scC - Polivian ational Securities Commission.

PR - Planta de Alimentos de Maiz (Ccrn Feed 11il11).

PAOM - Programa Aariccla de Oleaginosas v ialz del Gran Chaco

(Edikle Oil Program).

PEQ - Planta Elaboradora de Cueso (Checse Plant).
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Proiect Identification Document.

Planta Industrializadora de Leche (llational Milk Company).
Industrias del Papel (Paper Plant).

Public Law 4€0.

Privatizaticn Promoticn Officers.

Securities and Exchange Commision.

State-Owned Enterprise.

Technical Assistance.

United States Agency for Internaticnal Develcrment..

Yacimientos Petrolifercs Fiscales Bolivianos (Bolivian
Petroleum Company).



_

PROJECT AUTHORIZATION

Mame of Country: Bolivia
Mame of Project: Industrial Transition (INTRA)
Number of Project: 511-0577

1. Pursuant to Gection 1CC of tlie Foreign Assistance Act cf 1961, as
amended, I hereby authorize the Industrial Transition Project for
Lolivia, involving planned obligations of rot to exceed Ten Million
United States Dollars (US$10,000,000) 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./OYE allotment
process, to help in financing foreign exchange and local currency costs
for the Project. The planned life of project is four years fram the

date of initial obligation.

2. The Project Agreement(s), which may e negctiated and executed hy
the officer to whom such authority is delegated in accordance with A.I.D.
raqulaticns and Delegaticns of Authority, shall be subject to the

£21)cuing assential terms and cowveorants and ralcr conditicns, tocatinr

with such other terms and conditions as A.I.D. may deem appropriate.

a. Source and Origin of Coxids and Services (Grant)

Commedlities financed by A.I.D. under the Grant shall have their
source and origin in Bolivia or the United States, except as A.I.U. mav
otherwise agree in writing. Ixcept for ocean shipping, the suppliers of
commadities or services shall have Golivia or the United States as their
piace of rationality, except as A.I.C. may othervise agree in writirg.

Ccean shipping financed by A.I.D. under the Crant shall, except as A.I.D.



ray otherwise agree in writing, be fimnced only on flag vessels of tia

United States.

b}

t. Conditions Frecedert to Tirst Distursement of Assistance

Prior to the first disbursement of the Assistarce or tc the
issuance oy A.I.D. cf decumentation pursuant to which (disbursement will
e male, Dolivia will, except as A.I.D. may otherwise agree in writirng,

furnish to A.I.D., in form and substance satisfactory to A.I.D.:

(1) an opinion of the Attorney General of Dolivia or otker
ccunsel acceptable tc A.I.D. that this Agreement has heen duly authorized
and/or ratified by, and executed on behalf of, Bolivia and that 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 oilice of the Eolivian authorized representative specified in
Section €.2 of the Agreement, and a specimen signature of each person

specifiad in such statement.

(iii) a written rotificaticn approvirg the creation of I.7TRAC

with the names cf the Board of Directors.

c. Coverants
Polivia will coverant to take whatever lagal steps are
appropriate during Project implementaticn to effect the privatization of

selacted state-cimad entermricses.
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A. Zaclaround

WIRA) Project Identificaticn Document

s

The Industrial Tansition (I
was revievead! v the DAEC and apprcved for final design in Cecember 10906,
The DRIC recuesta’ that the PP: 1) sex Forth the Miceion's srivatization
strategv, 2) descrile the sccpe and functicns of the Incustrial
Transition Commission (IMNVRAC), 3) arelyze the prokable sources of
finpancing which could te mobilized for divestitures, 4) consider the
different privatization cptions (ratier tran ide entifying specific
enterprises to be divested), ancd 5) identify prokable areas for
divestiture in order to assess tre kinds and amounts of inputs {such as

technical assistance and credit) that may be required.

he Project Paper reflscts these DAEC recuests. In the case of
specilic privatizaticon actions, the design tean was able tc o Levord tive
CREC suggestion of identifyirng cnly protbahle areas for divesti-ure.
Caseld or visits to the various Departmental Develcrment Corporations
(DCCs) and stave—cimed enterprises (SOLs), it tas cossidle s i antify
certain state entersprises uhich are priority privat!zation canliGates and

can Ze aexpectel to be ready for privatizaticn shertlrr aftor Project

A
i
.

implementaticn legins. A ting of these enternrises is included in

Tl PR ¢ . RPN~ W B | TN
dali2 L oand on nage <0 cf his Paser.
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"The Project is 2 key camporent of USAID/Colivia's private sector strateys

as it has evelved Jurinc tue last twe vears, narticiilarly in the oo bour
J <
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e T Tl T Lo mon e e -z v 0 vem b e mecar rpqsmye \ i o~
DR ITOC MIoIIIice criorntation oo toa carocoztis covernment of

-

Presidant Victor Paz ILetenssore. The strateqgy seels ke irco2ase tha toie

of the private sector in adkiressing the key constraints to EBclivia's
econenic feveleprant, wnich inclule:  state certrol of “ha ccorcon,
inefficient financial mavkebs, low lzvels of invostnonts, and stad

exports. It takes advantage of the existing clicy "windcw of

cppertunity” te increase further the CC3's cornmitiert to market

mechanisms to set prices and wage levels arnd to allccate resources.

Tr2 Projoct strntegy lc ko sunpert ke CGO3 efforts in

privatizaticn (as innitially descrite! ir its Uew Zecnonic Precrar of

- Lov e PR .
TR . s
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valuaticn of acsets, cales regotiations, ~ublic relaticns, and craiit

limancing for werliing capital needs of vrivatized erternrises. & meior

-

ouput cf this anssistance is eupected to ke its catalytic rele in

T m

attracting srivate investment. In carrving out the Frodject, USAID will

mairtain a relatively low nrofile, in recognition of the nclitical

’

gensitivity and natiomalistic emction surrountira privatizaticn/

o i

divestiture decisions.
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C. The Proiect

Privatization of SCEs is a high COB pricrity and a Loy

"“T - 4 ~-1 5 M M - = Vg e Ry o Meadnthdn S -
UZrZD/Nolivia policy cujective. As a Key olement of USAID's assistanc
sregram an srivabto sector strateo, the I it Jravcition Tosdeck

will oontriiute to the attainment of tie of USAID/Melivia's Hregran

objectives: (1) economic stahilization and recovery, and (2) maintenance

and strenctrening cf Yemccratic coverrrent. Tha Project will furtiher

FRTR N

PR

- . PR £ M B N p R R R -~ ok
thege chicctives iy facriitating successiul implamentaticn ci Lhe

econcmic recovery prcgram and by assisting the private sector to play a

{n

larger, wore effective role in the country's orcry. The Project i
0

fully consistent witli AID's privatization pclicy (State 1898C&), vhiei:

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

of the role of guvernments in nroiuctive ent Drices.
Chrrcen’ of Bhe Profect iz omoosrorcse Delivin's ococoooio

)
p

recovery arl sustained grecwth through rore rational allccation of
resources. The Projuct puridese is to increase the rolsz of tre Celivian

private sector in the countiy's eccromy tnrough its enhiancexd

.

participation and investment in productive industrial and service

enterprises
Yo attain the puroese, the Predect will: {17 Lelp establish a
temporaiyy Ccnmissicn which witl develep and imglerent an action olar. to

privatize SOLs, (2) ascist in the actual orivatizaticn of selocted
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entorprises currently owned by Bolivia's Departrental Develozment
Corporations (DDCs) as a pilot effort which would subsequently bLe

replicated on a larger scale, (3) assure that privatized GCEs are

£89

provided with sufficient technical aszsistance ard start up capital to

-y o L R R P B P A - - * 4y - gom [ -
epsure S vialhiliee of leir cre, and () nromcte Yhe uce of

\' ]

ctrer nrivatization opticrns, such as contracting for the raragement ol

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

-

The Project will have three compenents:

1. Estaklishment of an Industrial Transition Commissicn

(INTPAC). The INTRAC will consist of a mixed Commission of high level
orivate and public sectcr representatives who will work under the volicy
cuidance of the tinister of Plarnirg. Ini%ially, tha main task gf the
Cormission will be to develop a taasible privatization strategy and a
LYot et B4

- ~k —. . ;
SOLTTTo tatlion. L ok S0y CULL . 2a0 T2l DL T Liolie

)JJ

will " to daevelon, ccoriirate and car:syv cut all actions lealing to the

transier of {OEs to the private sector. INTRAC will also support the
initiation of cther privatization cotions for strutzsgic state enternrises

or for enternrices not suitable for immediate divestiture or closure.

2. Drivaticaticn Actiors, unvler wihicrk divestitures and other

nrivatizaticn opticns will e carriel cut and technical assistance

vrovi fed to Lelp celected privatised 30Ic during their inikial stages of
operaticn. The technical assistance will vary [rum enternrise tc



enterprise, tut it is anticimated that privatized enternrizes vill peerd
assistance in the areas of production methods, management, marketing, and

methads of firancing operations. The purncse cf thiz comperent will o

. - -

to ascure the cperaticral viability-and survival cf the privatized ZO&s

3 . - Ty rmiyamneny e b H U
N a CTr etitive frao-maclint DNViIIorIent

¥

3. Dlevelopment of Financing iMechanisms to facilitate the

v

trarsfer of SOFs to the private sector. This correnent entails she
preparaticn of alternative financing saciiages, Lased cn feasibility
studies and understandirgs with DDCs and related GOB entities, for the
transfer of SOEs to the private sector. A.I.D. funding for thw f£inancirg
packages will be mirimel and limited to selected partial Linancing,
through Bolivia's private tanking system, cf worzing capital requirements

cf privatized E0Fs. A crime purpese of this limited fimancire wcouls

,-,
m

-

tO serve as a catalyst to attract additicnal investments frem the Drivate
Secter and the banting community ard teo facilithse Sie 1iI0iouls

transiticn neriol of nrivaticed SOTs.

D. Froject furndirg

A.I.D. Life-of-Froject {IOP) funding of $10 millicn in grant

funds is nroncsed to firance Froject activities during a four-vear

— - Y

pveriacd.,  The AJILD. ceneoritution constitutes cnly 143 percent oI the LOP

cest, which is estimated at 370 million, including the »lanned COG

-

contribution of $7.5 millicn in local currercy, 437.5 millicn in

4 M ol 3 I3
< . ~ - (I ) Z.. gt T -
avestrent cach ol Ivan Vil iy

- -
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The A.I.D. contribution is broken dovm as follows:

Category ($cco)
Industrial Transition Cormission $ oo
Technical Assistance $ 2,572
Working Capital for privatized SOEs $ 5,496
Other Costs $ 505
Contingencies $ 425

Total $10,0C0

E. Project Amoroval Factors

The project design team which prepared the Project Paper has
concluded that the Project has a sound financial, econcmic, technical and
sccial basis, and that Bollivia ~ill establisi an Industrial Transiticn
Cenmission to irplement it effectivelv. Alsc, it has Jetermired that the
croject @ill rot ltave an adverse effect on the enviicnuent, and,

3 - . 1 a s T N - B T 1y s
OO TI00 0 SRCUNEIOY AS LG I20QCUINGr s Sl D ToV .

ERS

~

previsions of Cecticn 2€Z.2{C) cf 22 CF part Z1¢ on

F. Prciject Cesign Teanm

1. The USAID/Deolivia Project Cesign Team was ccmposed of:

Angel i Dilaz USAIL,/Phed
Jaime Vizcaveo Uenin/rral
“lark Jeel USAID/TCo!
T.Cavid Johrnston UsSaID/PrD
Mahlcn Carash Sr.ID,/PRC

La
Treste Carcia USAID/PRD
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CEAID/Solivia offic

-~

USEID/Bolivia contracted the services of the International

and Technelogy Institute (ISTI) to assist in carzving out the

=

Project fnalyses. The ISTI team of Consultants was compesed ci:

3.

Pckert Zond Chief of Party

Isnzel Benavidag Privatizaticon Flanning ZJdvizor
william M. Cerenson Leqal Advisor

Donald Rhatiagan Agroindustrial Specialist
Gastdn rohn Ascet Valuation Adviscr

The Covernment of Bolivia counterparts were:

Gerardo Tejerina Villarroel Consultant to the Ministry of
Planning
Lic. Anikal Aguilar Legal Counsel and Acting
+ Subsecretary, Ministry of

Planning.

The Frcject Paper was reviewed v the follewinc
3 Y

ficilals:
David A. Cohen Mission Director
George A. Wachtenheim Ceputy ission Cirector
Jorert J. Asselin, Jr. Chi=f, PD&I
Steven G. Liapis Chiel, Contrzcller
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II. PROJECT BACKGRCUND ArD PATICHNALE

A. FEconomic CBackground

Following a long period of military rule and eccncmic
deterioration, in 1982 a democratically elected government headed iw
President Fernan Siles Suazo, was permitted to take oifice. However,
President Siles was unable to rule the country effectively. His attempts
at economic reform were characterized by political expediency, acceding
to the demands of special interests and key political grcups,

particularly the lakor unions.

Luring 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 eccnomic problems were
aggravated by GOB attempts to control vrices and interest rates, and to
peg the official exchange rate at an increasingly overvalued level. As a
result, the annual inflation rate increased from 3C percent in 1281 to

~An [ - N [=d Ay ~r~ L I S S R Ny g e 1 -~
<2, 230 percent in 12€35, while CCP drepped oy 17 sercent Juring the zame

period.

A major cause of the economic chaos under the Siles
administration was the rapid growth of the operating deficits of the
state—cwned enterprises (SOEs). In addition to the financial drain of
ECEs con the national treasury, the turden of harmenizing economic
policies and managing the resources of the state enterprises overtaxed
the limited capacities of the public sector, resulting in a significant

loss of efficiency to the eccremy as a whole.

Ev late 1924, President Siles' inability tc deal with the
raticn's difficulties and his faltering popular suppcrt led to the

dissolution of his ruling ccalition. To resolve the crisis, presidential



nrlecticons were he2ld in July 1985, a year earlier than schedulad. These
naticnal elections provided the country with its first critical
gpportunity to continue the demccratization process tequn in 12482, Victor

Ptaz [stenssoro was elected Fresident and tock cffice on August €, 1905,

The Paz Estenssoro government moved cuickly to stabilize the
sconomy, relying on market forces to allocate resources, set prices,
astablish wage levels, and {ix the value of the exchange rate. ‘ithin a
menth of taking office, the new government tad promulgated comprehensive
ecoromic reform measures designed to control inflation, raticralize
government spending, improve the governmment's revenue base, reactivate
productive activities and reorient the economy along free entermrise

lines.

The main measures of the MNew Economic Program (NEP), ctherwise
¥nown as Supreme Decree 21060, were the unification of the excharge rate,
elimination of interest rate ceilings, reroval of most restrictions cn
imports and exports, tax and tariff reforms, a wage frecze for public
emplayees, liberalization of labor laws, reduction in credit exgansion to
voth public arnd private sectors, and elimination cf all price controls,
excert Lor stote martietol acols wnl services, (2.g., mobtrolmgr sreducke,
electricity, the prices of which were increased in an attempt to
elinmirate the substantial operating Jdeficits of ©OEs). toreover, the
government signed an IIF Standby agreement specifving explicit targets
for money supply, reducing the fiscal Jeficit, and increasing

international reserves.

e results of these nclicies have teen impressive. The rate cf
incraase in the consumer price index was raduced from 22,7%€ percent to
accut £C percent between January 19085 ardd Cecemter 1080 and is now
averaging 24 percent on an annualized basis. As a proportion of GDP,
the budget deficit of the consolidated public secter declined from 2C

17

cercernt in 1984 to 12 percent in 1905 and 3.C percent in 1286. “he

annual rate of expansion of rank credit to the public sector Jeclined

"
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Svom 17,000 percent in LT0Z to CC nercent in 107, wibkh a soavis sandd
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reduction in the rate of credlit expansion to the nrivate sectocr. As 2
sult, the rate of increase in the money supplv (M1) declined from over

%,0CC percent in 1925 to cnly 25 zercent in 1206,

The IIF team that visited Bclivia freom August ko Zeptemier 1
fecund the GCE in full comoliarnce with all the June 30, 1906 targets in
its Stanc-By rgreement, except for the reduction of arvears tc nrivate

suppliers, which vas remelied bty mid-July 1966,

Thus, a vear anc a half after assuming pewer, tie Faz Covernment
has made suhstantial progress towards economic stabilization.
Siagnificant progress has also been made tcward restoring private sector
confidence in the government and its econcmic policies. FHeowever, full
economic reactivaticn has not yet occurred and the ownership and
managerment of the SOEs remains a difficult political and economic

problem.

Tre WEP provided the policy framework for a major step to

ratiocnalize the operation of state enterprises in crder to improve =reir

ranagement and elimirate their contributicn to the {iscal <eficit. The
two najer vclicy decisicns on IC0s irclwled (o) oo Jegentraliscosion o)

COMIROL {the State lining Corporaticn) and YPFB (the State Petroloun
Company) into regioral entermrises; and {t) the dissolution cof the
Bolivian Development Corpcraticn (CBF), which took place in ilazch 187,
followirg the transfer of its companies to the Departmental Develcpment
Corperations (CCCs). The GOB's initiatives regarding recrganization of
COMIEQL ard YPFE ard the dissoluticn of CCF represent tio axtrerelv
important COB policy lecisions. The first of these is the Jecisicn o

reduce the role cf the state in nroductive activities. The seccnd is the
Jdacision te use Jdecentralization as a means o e

H
-

ncreasing the nanagament

efficiency of SCEs.

4
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Tow that initial eccrnomic stabilization has been achieved, the
main task confronting the GOB is to reactivate the economy, which had a
negative GDP grcwth rate of 2.9 percent in real terms in 1996¢. To arrest
this decline, the GOB is currently implementing a series of activitics
designed to reactivate the econcmy and reinfcrce the NEP. Thesc
activities are establishing the essential tasis for a market-tased
eccrcmic recovery program in which a vigorcus private sectcr role in
productive activities is an essential ingredient. The GOR's gcal is to
achieve a 2.5 percent yearly growth rate over the next three vears. The
plan calls for US$1,177 million in public investment spending during the
pericd 19@7-1989, a 10 percent increase in public salaries in 1987, lawer
domestic interest rates, an increase in concessional resource flows ani

an increase in private 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 thrcughout the countrv.
The state (ktoth the central government ard the Departmental Development
Corporaticrns) cwns enterprises in virtually cvery sector of the 2ccremy,
incluling agribusiness (dairy processing plants, sugar mills, feed
plants, food processing), light industry (cement, bottling, matches,
glass, ceramics, bricks) mining, hydrocarbons, transportation, zanking,

public utilities and services (hotels, airlines, gas stations, etc.).

These enterprises employ over 5C,000 pecple ard represent 13.3
percent of total puklic employment. In 1986, the cperaticns of all SCFs
accounted for 6C percent of the total public sector budget deficit of
$314.4 million. This statistic beccmes even rore significant when cre

realizes that YPFB (the State Petroleum Company) is highly profitahle and
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. \ . . 1 :
is the single mest important contriktutcr to GOB revenues.—/ Brciles

being a drain on the GOB budget, the SCEs tend to discourage private

sector iavestment in the industrial sectors in which they cre involved

and thus sericusly impede the private sector-based reccverv thre GCE is

9]
0
[19)
0
a
<
Y

seeking. icreover, the goods ard services provided iy the zutli

are tvpically of high cost and of »oor qualitv.

Tire GOI classifies ECEs as strategic ard non-strategic.
Strategic SOEs ave those which are perceived to he vital to the nation's
national security and/or economic development; in general, a great deal
of nationalism and political sensitivity surround strategic ZCEs. The
principal such enterprises are COMIBOL (Bolivian Mining Company), INAF
(National Smelting Enterprise), YPFB (the State Petroleum Company), ENFE
(National Railroad Enterprise), ENDE (Mational Electricity Enterprise),

ENTEL (National Telecammunications), and LAB (the Mational Airline).

Non-strategic enterprises are concentrated primarily in the
agrikusiness anc light manufacturing sectors, most of whiclh had Leen part
of the CBF and were transferred to the Departmental Develcpment

.

"
. - ~ N . -
Corgcrations (Dqu).—/ olnce most of these enterprises oreduce

/ . . .
by, In 1886, for instance, YPFB's ccntributicn to government revenues
vas $427.5 million, or atout 62.2% cf the total revenue ($617.3

aillion).

2/ ©TDCs are Jecentralized public instituticnz charged with the task of
lesigning and implementing development activities in each gecgraghic
department of the country. There is keen interest on tie pait of
the DDCs to transfer recently acquired state enterprises to the

private sector.
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P

cperatina deficits, the DDCe are using resources, which could he usze:
for regicml infrastructure development projects, to cover these

1

celficits. ‘tany of these ren-strategic S0FEs are ncerly minaged since
thelr primary goals are not productivity, efficiency, amd srolit, Lut
amplevment.  Generally, the managers cf these S0Ls have
incentives to reduce costs sirce the COC has coveral cheir coerating

- f'n-‘e-r. gl D R R I Y AUy N S m Y Y Y beS tambe oy 3 yme e ke ey Aty
Lell1lits. LC2LD 2RIGERNC? 180 LECCLYZGCS Drivace invesuicnts o oo

areas In vhich theoy are inwvolved since investors are not inclinel to
comnete with state entermrises which have a continual scurce of central

government transfers.

A common trait of most cf these entermrices is that they are
over—ergineered and cver-built, compared with realistic demand. In many
cases, SOFs were undertaken without adequate feasibility studies.
Information on scurces of supply, raw materials, transportation, or
existirg markets was often not taken into account when new SOEs were
teing planned. As a result, most SOEs are currently operating at far
volow (lzse than € percent) their estatlished producticn capaci Y.
Othter plants (such as the ceramic plant in Cochabarta) cannct comrete in
cquality ard price ith impertel guals, because thev wero Luilt slih

~'. T s T, .
ToLocsty acnzinrent,

Come COEs were established in competition with exiztive srivate
entervrises. Typical examples of these ICEs are the tricl. and ¢eese
factoriec ir almost every department. Since Z0Ls were not recuired to

mire a prelit for even te cover cosis), they had an unfair acdvantage ovor

| a g g - R R Yy o9 = <= 1 - .
finiiar private ocnterrices, and troir odisteonce stifla? mrivaka

rt
.
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C. The Status of Privatization Efforts to [ate

The new COB has already demonstrated its political commitment to
privatization, but to date it has been unable to develop a coherent and
feasible plan to carry out this commitment. The main reascns for this

are lack of rescurces and technical capability.

Yiith the dissolution of the CBF, the GOZ announced its intenticn
to reduce the number of SOEs. While this was clearly a laudahle
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 preccess by
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 glans to transfer SCEs to *he private sector.

The CCC in Santa Cruz {CQORCECRUZ) is the mest advanced in its
privatization eZforts. A major negotiation is urderwav tc laase BT's
rice silos to the Camara Agropecuaria del Oriente (CAO), a praducers
associaticn. Feasibility studies are being completed and valuations are
in process for three of CORDECRUZ' SOEs which could te sold to producer
groups. These are the cheese plant (PEQ), corn feed mill (PAM), and the
Portachuelo feed mill (ALEAPOR). Once studies are completed and legal
authorization is cbtained, the sales can proceed. CORDERENT is
negotiating the sale of its rubber and cashews processing plants.
QODETAR has also passed a resolution proposing the sale of ALPAT, its

feed mill, to the Pocultry Prcducers Asscciation.

Unfortunately, most CDCs have very limited kncwledge of

privatization techniques, especially in the areas of valuation of assets
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and sales negotiations. The possibility exists that irexpert
privatization efforts by the DDCs might result in: an illegal sale, a
sale at an unfair price due to poor technical valuaticn of assets, a sale
to a politically unacceptable buyer, or a Lusiness failure by the newly
privatized enterprise due to poor management or inadequate capital. Any
of these developments could set back the ODCs', and ultimately the GOB'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 $160,000 per plant.
Originally, the production and processing of seeds was under the camplste
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 contrcl of
production. The seed plants were initially administered by mixed (50
percent public, ZO0 percent private) enterprises, and in 198¢, the plants

were ccompletely privaticed.

Another significant GOB effort towards privatization and
increased efficiency of state enterprises was the decentralization of the
State Mining Ccmpany, (COMIBOL), a campany which the GOB classifies as
strategic. In the prccess, the GOB has closed a mumber of inefficient
mines, laid-off nearly 15,CCO employees and has established a precedent
for additional privatization actions of several of its mines. The
decentralization of politically sensitive COMIROL has been a successful
test of the Covernment's resolve to reduce its role in prcaductive

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 most important scurce of
employment and national income. Currently, private entities ccntribute
an estimated 75 to 80 percent of the country's Gross Mational Praiuct of

$2.7 billion and employ approximately 78 percent of the laror force.

The Bolivian private sector is dcminated by family-owned
enterprises which control many of the larger firms and have interlocking
interests in banking, commercial, mining, industrial, ard agricultural
concerns. The rest of the private sector ccnsists of a multitude of
independent small businessmen engaged in farming, animal huskandry,

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
ard ability to realize its potential. Protably the most detrimental
factors have Leen political instability and erratic government policies,
which, ccupled with the public sector's heavy invclvement in kev
rreductive enterprises, have inhihited the greuth cf private secter
enterprises and led to a heavy private sector dependerce on the COB for
subsidies and protecticn. This situation is changing as a result of the
Paz Estenssoro Covernment's emphasis on market forces to promote
Bolivia's econcmic recovery and growth, but it will take some time for
the private sector to adapt to this new situation. Currently, the
private sector is sericusly affected tv the recession resulting from the
COB's attempts tc control inflation. For econcmic reactivation to take
Place, the private sectcr needs access to credit for working capital at
rational interest rates, real incentives for investment (not
protecticnism), a general restoration of confirdience in the econcmy and
its continued stability, and a reaffirmation of puklic trust in the
private sector to further the development/growth objectives of the

cauntry.
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neofvecess of the LNFRA Project will deperd! on 2 contiruirg strone

COE commitment tc privatizaticr, tle timing of Prodect ipplonentation and
the availability of the necessarv human, technical and financial
Aascurces. Civen [olivia's historv of statism and the oo’iticsl

vitizs of a lavge rirrter of Zoliviars ccroovni nooRe esionniliees

[N

sensit
ci nuilic versus nrivate en:e:prisas, t will alsc reauire a well 2 ough+

out onblic education cammaigr to h

D

r the nublic understand and aceert

the Froject. The time is ncw

'd

iticus tec carry out wrivatization
Activities in Bolivia tecause the CC3: %as heen successful in
stabilizing the ecoromy, has rolatively brecad nublic and congressional
support, and is at the middle of its term and can foccus scmewhat more on
project develcorent rather than colitical matters. tcwever, for the
gevernment to maintain its mementum, it is important that ecorcomic
reactivation tegin scon. The INTRA Project could play a kev sunrcrtive
role to economic recovery hy stimulating private productive investment

ard reducing the fiscal Jeficit of the state.

The Project will address four interrelated mrovlems wiich limit the

X . R . . - . P
R T L & [0 SMR PR T N L R L o o e PRT N, ey Sovogw V- CRRY ] T e
STNACLET ST UULS Lo ban mrivoss acchor, SO20C TTCLLSHE ary us IntlonTe

The C03's current overall eccromic policy, which relies on

tive fcundation fcor “re orivatizaticn of «h

-

maciet forces, is a ros

FCLs, but the GCR's specific orivatization cbjectives and the strateo: to

achieve them are unclear. Qurrantly, therc is rc explicit GOL nlan to
rivatirze Z0Cs, altheugh Gusreme Cecroe 21040 srovidos a very rzeneril

-y oy N [ T S, 3 e PR N N - ! . [ PR RN eI B I U
frapesord for vrivatisaticn vitn 1ts veference o Yle TOSSLLT Lt L.

™

orring ko cocaeratives the ZOEs hell bv the TOCs.  Also Lackling ave
2 o]
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n
=

the specific precelures for vrivatization actions, which wonld inciude

considerations such as valuation of 30Fs o e privatized, transfer
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and firancing mechanisms. Morever, the GOB has nct yet issued
industry-specific policy measures to help ensure that there are no

impediiments to the success of the divestiture process.

B. Political
Statism is a deeply entrenched philoscphy which has been created

Uy years of state intervention in productive activities. The NEP is
attempting to change this orientation, but it is a slow process. The
COB's decentralization effort is not a privatization strategy (onlv a
first step), nor has it been presented to the public as such in part due
to sensitivities regarding the sale of the "national patrimonv" 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
tne 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 prcklems asscciated with the dissclution
of CCMIBOL. The labor movement is still strong, and, although currently
less influentizl with the CCB, oth labor and management of the SCEs can

. - . - P . . .
- AN N A b b 1y s - - - - - .
T8 2pected te resisht the leoss o privilages that nrivatiration weul!!

bring.

In gereral, the sheer size of the SOE problem, the pctential 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 frcm making an explicit, forceful public

ccmmitment to privatization.

The puklic in general coes rot aprear to gerceive the need for a
major privatization effort. The public is largerly unaware of the
problems of the SCEs, including the drain on the state's resources, and
consequently of the reasons for a GOB privatization strateqgy. Cnce the

nublic is petter able to understand the venefits of this Project, it is
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impertant that they feeol it is being implemented fairly. Given th
public's current lack of understanding regarding the enefits of
nrivatization, it can be ammected that thers will e resistance from

~

fgroups and inkliviluals with a vested interest in continued state

-,
r

creration of ICZ

RGN

C. Stmctural

The Bolivian private sector today is characterizad woa large
nunker of teak, small, disadvantaged firms ard a small number of wealthw
groups which control virtually all of Bolivia's larger entervrises. The
corcentration of wealth in a few large groups noses a sericus prcklem in
that it way be difficult to find suitable buyers for the larger SCEs.
This problem will ke much less sericus for the smaller agroindustrial
industria® SOEs. Efforts to identify potential buyers for the smaller
S0fs will include not only investors,'tut also emplcvees anxd producer
groups. Transfer of SOEs to emplovees or producer groups may: require
that tie Project assist once with working capital and tle provisicon of
technical assistance tc run the SOEs. This would ze dore as a follcw-on

stivity to the actual transfer of ownership.

Currertly, kcth the central government and the CDCs are noorly
prepared to implement a concentrated privatizaticn effort. Covernment
offices Jo nct have the quality of technical personnel neeced for this
tvpe of politically sensitive task, ror dc they lave the adminiscrative
flexibility recuired to implement it. A small highly competent cffice of

1. ;

( T
m
T
]
{

qualified persornel rust be croated tc carry cut

£fice will vork urder the nolicy quidarce of senior GC3 cfficials to

privatizations.
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D. Financial

hs discussed helow, there is insufficient capital and a lack of
capital markets to finance the sale of SCEs. Durirg the Silas
Administration, the private sector was hadly damaged, koth
psvchologically and financially. The kanking system was also critically
affected and now faces sericus difficultiss. Since credit frcm the
financial sector will continue to he tight in tie short to medium term,
financing for working capital and technical assistance for the

privatization effort will bte required from external scurces.

1. The Banking 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 SCEs.

Fourteen private Dolivian banks, asscciated with maior
nrivate secter sconcmic groups, emerged in the 10608 and 1%70s. Thess
vanks, together with five branches or affiliates of foreign anks, four
"special function" private sector credit institutions, and four public
sector finmancial institutions, in addition tc the Bolivian Central RBank,
make up the Bolivian financial system. There is alsc a savings and loan

system with 13 memter associations.

In the early 1°2CCs, hyperinflation sharply reduced eccrnomic
activity and the Je—dollarization of dollar denominated deposits arnxl
loans sericusly affected the viability of Bolivia's firancial
institutions. The system contracted as depositors and banks shiftoad
resources into real assets and/or dcllars. Ceposits shirank from $725
million in December 1961 to $68 million in June 1985, Ccmmercial bank

lcans fell from 3452 million in 1981 to $165 millicn in December 1S8S.

Altiough firarcial institutions survived, shov Lecame inelficiant ond

4

unprefitable, and encountered a sericus L'cu1d1tj problem. Tue foreign



rarks closad their brarches in Bolivia, while others have scaled Jdeovm

their operations

Sare recovery nhas ween accrued in 1926, Lut the conditicn of
the financial system is still precaricus. oot banks are
urdercapitalized, their dJeposit base is fragile and many oF their laans
arl gther assets are werkthless, Varicus hanks are repcricd to no

capitalizing interest to avold wricing off tad loans. e antiro 3o

[v9]

is in need of a thorouch overhaul. Measures to help the ranking svstem

ars being 2eveloped oy the COB, with primarv assistance from USAID, the

Interamerican Develcrrent Bank (ID2), and the Vorld Eanl:.

2. Capital Markets

There is no functioning stock market in Dolivia at vresent.
In 1978, members of the Eclivian Confederation of Private Businessmen
agreed to subscrite to publicly offered shares. A vear later, the
Bolivian laticnal Cecurities Commission (13C) was created Ly the
Gevernment with functions similar to tlose of the U. S. Securities and

fxcharge Commission. Although the Bolsa Boliviana :le Valores was

orranizad in 100C, the Sovarnment as vet bo autlorize iboso Lenyin
orerations. A molest over-the-ccunter market, which had Jevelopad fcv

the securities of a very limited number of ranks and industrial

corporations, was almost totally destroved iy hvrmerinflation.

esantly, there is renewed nrivate sector interest in
livian steck marlet. The NSC may Zegin to functicn oz a

413

L

legal entity in LO£7 ard a capital marltet may eventual oem g

Unfortunately, this isc not likelv to cccur in time tc serve as a source

Py

E=

ci capital to finarce the privatization of COFs. Also, local currency

I

r
refimancing facilities are either inadeguate or not availarcle for
firancing the types of activities envisiones under tiwe Project.
Therefore, there is a need for outside financing of divestitures an!

other vrivatirzation orticns.

214L



A. USAID/Rolivia's Private Sectcr Strategv

Eur;ng tie Presidency of Ferndn Siles Ivazo, the Twostile

Ui
Ur_i
o]
X
[1]]

e usrorts efforts thrcugh the Cantral Bank and
Intermediate Credit Institutions (ICIs). USAID resources during tnis
pericd were used to improve the functioning of the rediscount credit
lires in the Central Banrk, and to develcp the basis for excanded supncrt
and the provision of agricultural an? agroindustrial crelits to the

orivate sector.

LCuring the last twentv-one menths, USAID/Rolivia has broacened
its private sector activities to include other projects (lanagement
Training Institute, Handicraft Export Development, Private Agricultural
Organizations, #farket Town Capital Formation, etc.) which provide
assistance to Bolivia more directly tiwrcugn the private sector. USAEID's
orivate sector strategy during this perial has teen to support the COR's
eccronic stabilization and recovery programs and to increase furtler the
CCR's commitment to macket mechanisis for gesting suic2 and woaga Lavil:s

and for allocating resources.

In February 1907, USRID evaluated its nrivate secter activities
and formulated a revised private sector strategy tc adiress the ley
conctraints to Delivia's eccncmicydevelopment: state control of tiwe
ecerncry’, structurally weal and irnefficient firancial zaclets, investment

promoticn, small business develcrment, and exvort diversification. 25 a

recult, two projects -- Etrengthening Firancial larkete and Industrial
Trapsitizn —- have heen leveliped to aliress tre £ilst tuo 2rorlans

mentioned atove, and projects in the other three aresas are exnected :tc ha
cdegigned and irplemental in FY 19G€ and 7Y 1S6S. (Ia February 10F7, the

Hission contracted ISTI to carry out an extensive private secto

assessrent. This

(4]

Sty is now available through 1aC/TS).
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B. USAID/Bolivia's Privatization Project Strategy

The essence of UCAID/LColivia's privatization strateqy is to
support the GOD in its efforts to carry cut its free enterprise
rolicies. This will be Jone nrimarily by assisting the CCE in develsoirg

a feasible action plan for implementing a privatization strateqy which

._.
&

will address the four pronlems Jiscussed in Part ITI of this Larqer.
plan will be one which can e implemented in the context of Bolivia's
sccial and political anvironment. The heart of this plan is the
development of a molel or models of a privatization process and
actual transfer of several state enterprises tc the private sectcr. TThis
model(s) will ke used for replication of privatization actions throughout
Bolivia. This privatization apprcach, if successful, will lead to
increased participation by the Bclivian private sector in the cauntry's
economy and a correspending reduction in the role of the state in th

country's prcductive enterprises.

ihile strongly supporting the CCR nrivatiraticn efferts, USAIR

will maintain a low prefile, in reccanition of the political sensitivit:

o

T 1 ~ [ OP [P R ~—e
anl naticrnalisik o ~CTOLmLLLNG Tl _'/1\_...4-{'.-’3".,’\ LACSETLINIR

Ixisting resources within the lission's project nortfolic -- inclucin
the larket Tovm Capital Formation Project, FL 4€C, and ECF funls —— will
e used, vhbere apprcoriate, to suprort the IWIR: Proiect. Moreover, tra
thrust of the INTRA Project -- particularly its fccus on the agribusiness
sector, the provisicn cf werhing capital, and the attempt at azolicy

referm -- will cemplament USAID/Dolivia -mpiasis cn strengthenirg the

rcie of the private cector in the econcmy.

asmisting the COT in Jdosiagning and implarenting a

= -

vrivatization/divestiture program will not te 2as1ly accomplisted. hile
thx CGCB is carmitted to such a ccurse, and isclated srivatization

&

activities are alr 2ady cccurring, the oustacles o success are

o
o)

lomidanie.  Is ewnlaired atove, a mumher of innortant ceonstraints to
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executicn of a privatizaticn/divesture strategy exist, including: public
perception that most SOEs are "strategic," the absence of clearly-defined
legal mechanisms for the valuation and sale cf SOEs, exaggerated
expectations on the part of the COB and the DCCs on the returns to be
gained vy the sale of SCEs, a damestic private sector lackirg in
entreoreneurial spirit and camacity, seriocus weaknesses in the Dolivian
financial system, a strong labor union movement, and *he narrow time
frame for effective government action in this area. 'The INTRA Prcject is
designed to begin immediately to divest SOEs in the agribusinress and
light industry sectors, mostly at the DDC level, while simultanecusly
supporting orivatization 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
premotion 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 econcmic reactivaticn and

centinued support for demccracy.

2. To support the creaticn of an Industrial Transition
Commiszion (INTRAC) to design and implement a GOB privatization pregram,
to coordinate and provide technical assistance to the privatization
activities of the DDCs, and to foster a public cpinion climate favoraktle
to free enterprise.

2. 7o begin the divestiture process (both transfers and
clesures/liquidations) with important, tut non-strategic, SOFs to
demenstrate the kenefits and feasibility of privatization, including

increased efficiency, lower costs, and the "demccratization of capital."”
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4. To sumport privatizmaticn initiatives among the strategic

-
-

SOEs.

The Project will provide: (1) assistance tc the ILTTAC,
ircludirg sugport for technical consulting services, in the areas of
mamacenent, valuation of assets, salas neqotiations, legal asvects of
transiers, anc¢ nublic relaticns; (2) cralit fimancire fcr vorking capital
reeds of privatized enterdrises; and (
consultirg services for newly nrivatized enterprises uhich need
financial, crganizaticnal, or marketing =sxpertise to succeed. 1Mo
provision is made for fimancing investments oy nrivate investors in
orivatized SOCs. Twenty-three state enterprises lave heen selecte? as
potential priority privatization/closure candidates. These twenty-three
may ce divided as follcws: 5 enterprises involved in light industry, 2
SOEs in the agribusiness sector, 4 state enterprises which shculd e
closed/liquidated, and 4 strategic SOEs susceptible to privatization
acticns other than divestiture. The total estimated value of the fixed
assets CL those enterprises to be Jlvestel/licuilatel exceads $iC0
nillion (See Takle I page 48),.

ITEMC s moin geal is ko ocarv out privatizations,
Jdivestitures ardd tc provide assistance to assure the survival of
privatized firms. It will exist only for as long as it is needcd tc
achieve privatication cbjectives. The actual life cf the IIFRAC will
depend cn tow long it takes to achieve romentum. Its nerformance ard

future need will Ze evaluated after four vears.

The ProZect will have beth macro and micrc econcmic erefits of

e
importance to Colivia's population. The main Lenefits incluce:
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-— The COB deficit will be reduced hw remeoving the SOEs from
government control and responsibility. A direct effect of the Project
will te a reduction in the number of people working for the government
and increased efficiency in the coperation of the transferred SCEs. This
will reduce the financial drain of SOEs on the public tudget, wiiile also
increasing revenue collections from the private sector. The reduction in
the number of pecple employed 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 workers seek employment in other areas of the

private sector.

~— Sirca the Project will promote the use of free enterprise
mecharisms, 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 pcpulation.

-~ Since the privatized SOEs will be operating under the same
cenditicns as cther private enterprises (e.g., they will no loncer te
suksilized), it is expectcod that Zelivian entergrizes will occre moco

)
ccmpetitive, both in the damestic and the internaticral markets.

—-— There will be an increase in the amcunt of private sector
investments in former SOEs, which will stimulate ecoromic growth. The
private sector contributicn to GDP will increase and, as such, will

contribute to the reactivaticn cof the econcry.

— To the extent that certain agro-industries are sold to
producer groups, as planned by scme of the DDCs (such as CORDECRUZ),
there will be a democratization of ownership in the private sector,

thereoy reducing the traditional ccrcentration of wealth.



-- The petential for ecoromic growth cauzerd oy divestitures
will attract foreign capital investments (ideally in the form of joint

ventures with Rolivian investors) and, with it, the transfer of

cechnclegy.

3
&3}

-—- The Jdemorstration effect from the successful transfoers

1\@ 3 Hr'v'\-:li ey

- e

nullic entervrizes is ewrectad to promcka a chance in t
- &

statist orientation, therehy increasirg cenfidenco/trust in the srivate

D. Relationship to USAID/Bolivia Frogram Obiectives and Otrer
Projects

USAID/Bolivia's development program is focused on three
objectives: (1) private sector led economic stabilization and growth, (2)
sustaining anc strergthening democratic government, and (3) narcotics
control. This Project will support the attairment of the first two of
these cijectives. It will facilitate attaliment of the cccromic recovery
and growth targets of the GCB's NEP, reduce thre contributicn of
inefiiciant SOFEs to the fiscal deficit, and assict the nrivate cecter to
e more afficiont,

"he proposed Project is fully consistent with A.I.D.'s
privatization policy statement (State 129806) which directs 2. T.D.
llissions to assist with the divestiture of SOEs ard help reduce the

state's rcle in praductive enterprises.

“he USAID/Pelivia project cortfolic is heavily private cocter

oriented. Almost all projectes involve private sector partici

T
b
-~ £ < - B V- 3 e ~ b s
~eme of the 2xuisting prolects and vregrams in which &he private secter is
)

most heavily involved are: the tlarket Town Capital Formeticn (. 7CF)

-

Froject, the Agricultural Producers Assccoiations (APR) Project, the
PL-42C Program, the Mrikusiness and rrtisann Project, tihe ‘anagement

Training TProject, the 7gro-Industrial Seactivaticn (emncront of the



=28~

Cisaster Recovery Project, the Handicraft Export Develcpment Prcject, the
Chapare Project, the Emergency Agricultural Credit Project, and the

Self-Financing !lealth Care Project.

UZAID/Bolivia sossesses the experience in dealing with the
private sector necessarv to undertake tnis Project. Now that the GOB lus
made its political commitment to privatizaticn clear, GSAID 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
ccmplementary to, and will expand, private sector activities which ara
being carried out uynder the terminating Departmental Development
Corporations and the new MICF Projects to promote private sector
investment thrcughout the country. It will also caomplement work
currently being carried out under the Private Agricultural Producers
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
directed at strerghtening the private sector and promcting eccnomic
recovery. The propcsed Project provides assistance to facilitate the COB
privatizaticn and econcmic reactivation process which will ccmplement the
IF stabilization program and related other dornor prcgrams, such as the
World Bank's new Finarcial Sector Loan and the Interamerican Develcpment
Bank's new Agricultural Credit Loan which are designed to strengthen
financial sectcr institutions and increase the flow of credit to the

private sector as a means of increasing the pace of econcmic recovery.

0315L



V. PROJECT DECCRIPTION

A, Geal and Purrocse

The gcal of the Project is to promote Solivia's economic
recovery arx! 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 country's economy through its enhanced
participation and investment in productive industrial and selected

service enterprises.

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

1. Reduction of the SOE contribution to thie public sector
deficit. Baselire information will e developed as part of the
feasibility stwlies to te cacried cut for each SCE to ke orivatized,

N Ve - = -~ - o . 1 » S 3 s S ey e —~
Fenclmarks will then te defined and evaluated oy the Prosect Assiscance

Cocmpleticn Cate.

2. Reduction in the average cperating costs of privatized
SOEs. Benchmarls for this EOP will be established as part of the
feasibility study of each fimms to ke privatized.

3. At least 1C 3CEs privatized, arnd perhape as many as 20.

4. At least 5 additicnal privatizaticn actions (maragement

contracts, leases of SCEs, clcsures, etc.) implemented in central
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government enterprises not subkiject te sale.

5. Irncreased private sector investments in former SOEs will

total at least $3C millicn.
Attaining these EOPS assumes that:

1. The COB will provide a consistent and continuing commitment
to the privatization effort, as expressed through the establishment of
INTRAC 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 NEP.

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

4. The privatirzation process will have sufficient and strong
sublic support to cffset negative reactions ry aroups withy westad

interests.

5. Sufficient financial resources from domestic sources and
rom international donors/financial instituticns will te available to

facilitate the transfer of SOEs.

£. CQualified individuals with erough influence, prestige and
support at the highest levels of the GOB will te available tc form the

INTRAC and implement the privatizaticn prcgram.



B. OCutruts and Inputs

L. Outnuts

To attain the Project purpcse, the following outouts will he

achieved:
a. The INTRAC established.
b. A GOB privatization action plan develcped.

c. The legal framework for the privatization of SCEs will

be clarified and used as the basis for privatizations.
G. At least 5 privatization plans developed for DICs.

€. Finmancing mechanisms for the transfer of SOEs

established.
E. At least 10 'divestiture feasibility studies conducted.

G. At least 10 investment packages for SCEs to be .

privatized developed for presentation to private investors.
h. An Investment promotion campaign carried cut.
i. At least 10 SCEs privatized.

j. At least 5 additional privatization actions undertaken

in the form of management ccntracts, leases, and closures.
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2. Inputs

Q. ALLD.
It is plarned to provide $10 million in A.I.D. qrant
3/ L. . . \ . =
funds —/ during the LOP to firmance: a) the oreration of the INTRAC, b)
foreign and local technical assistance (detaiied job Jdescripticns for the

technical assistance team are provided in Anrex i), c) a suznlamentary
capital needs of
s

credit fund for selected firancing of initial worlkin
divested SO0Es, and d) other costs (e.a. vromotion costs,
audits/valuations of SOEs, surveys/feasibility studies, an® an A.I.D.
project ccordiratcr). A treakdown of the A.I.D. inputs is srovided in

Table III.
b. CCB

The GOB will contrihute at least $7.%5 milkicn to tle
Project. If available, local currency generated uncer Econcmic Luprort
Fund (ESF) arrangements will be used to finance a share of INTRAC's
cgerating costs, local T.A., publicity campaicns, and woilier
infeanilicazisrs. Mlsc, CCh-cwnad lozal currencies gernorateor urcer She
PL-4CC Title III Prcgram will complement lcan firmancing to ex-SOCs for
new investments and working capital (see Section VII fcr a discussion of

tentative fimancing arrangerents).

AL §

3/ Alate TY 1°7¢ Igercy decisicn, which eonsidered Colivia's extremely

icw level of develcpment and nmer capita inccme (urder $4C0 in 19977,

-

approved future USG assistance tc Bolivia on a grant hasis.
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C. Project Ccmmonents

‘The Project will have three compenents: 1) the Establishment of
~

an Industrial Transiticn Commission, 2) Privatization Actlons, and 2) the

Davelopment of Financing ilechanisns.

1. CTstablisiment oI the Industrial Transiticn Comiissicn

(ILTREC)

Given the absence of an existing body within the CCB to
implement a privatization program, and the vressing need to nrevide
ccherence tc the privatization activities of the DDCs and the GCZ, a righ
level ccmmission (INTRAC) will he established at the outset of the
Project. INTRAC will have a toard of directors or advisory beard
composed of key ministers and private sector leaders, ard a small staff
headed by an Executive Director. INTPAC's structure will he acticn-
oriented and flexible, emphasizing speed, efficiency, and the ability to
gain access to varicus sources of internal and external technical

assistance and finmancial rescurces.

2 il be zart of the odministoative stroccuzo
of the COB, its operational staff will rnot include qovernment empluveas.
LITRAC'S staff will consist of highly qualifiad individuals with private
sector experience. The funding for staff salaries will -e previded from
Project resources. The use of Project funds will allow the INTRAC to pay
salaries at levels higher than Bolivian government standards, permitcing

it to function professiomally and obiectively.

INTRAC 1s expected to operate for fcur years, after which
its performance and the future need for its services will he evaluated; a
decisicn will then e made on whether to continue its activities using

nen-project funds.
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Tec:nical assistance in tre following areas will be required

to establish INTRAC:

-~ Preparation of definitive structure and operating
vrocedures and manuals.

~-— Recruitment and training of staff.

-— Cesign of information gathering systems and the building
cf a data base cn 3CEs.

-- Design and evaluation of hasic legislation.

-- Design of initial strategy and action programs.

- Preparaticn of a public educaticn strategy/cammaicn, as

discussed unxler Section 1.D. helow.

a. Scope and Munciions of INTRAC

INTRAC'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 ard
for negotiating sales, and as a clearing hcuse for recommendations on
final privatization actions. “he issuance of legal decrees ard fhe Sinal
decision to divest a state-cimed enterprise will remain the
responsibility of either the COB and/cr DDCs. IMIRAC will alsc talie the
lead in creating a climate of public opinion conducive to, and suppcrtive

of, privatization.
tore specifically, INTRAC's main functions will ' » to:

1) PDevelcp and implerment a comcrehensive CCR
orivatizaticn program in coordinaticn with the CDCs.

2) Provide policy and legal recommerxiations on
privatizations, as needed by the GOB.

Z) Vork with the DDCs to target $OEs for privatizaticn,

prezare detailed privatization plans for each 3CL, and recommend
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privatization strategies and sales prccedures for specific SCEs.

4) Carry out basic industry studies and valuations of
S0Es in conjunction with the GOB and DICs.

5) Develop financing mechanisms to facilitate the
transfer of SOFEs.

6) Design and implement marketing and promotion plans
for the privatization of specific ZCEs, including premaration cf the
prospectus, identificaticn of buyers, etc.

7) Assist the QOB and DICs on specific sales
negotiations.

€) Plan and implement public information campaigns to
create a constituency supportive of privatizaticn.

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 SCOEs.

b. Institutional framework of INTRAC

INTRAC will operate under the policy guidance of the

‘A. -
518 are

dinistry of Plannirg, as indicated in Chart I. 7The reasons fcr t

ktecause the !linistry of Planning has:

1) The leadership in GCB economic policy formulation.
2) 2n in-house technical capacitv that can ke used to
support INTRAC.

3) A direct functional relationship with the DLCs.

INTRAC will have direct working relationships with the
CDCs and Ministries of the Central gcovernment. The Executive Director of
the INTRAC will establish liaison directly with influential orivate
sector leaders, and the staff will have contact with producer

associations, cooperatives, and potential individual investors.
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CHART I

INTRAC
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A USAID Project rarager, assisted by a PSC Project

monitor, will have general responsibility for managing the Project.

c. Compositicn of INTRAC

INTRAC's structure should he simple, efficient, and
adapted to the organizational structure of the SOEs, the GOG, and the
CCCs.

1) Board of Directors or Advisory Ecard

A board comprised of seven permanent members iS
planned. The permanent members of the Board will be the Executive
Director of INTRAC, 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
rapresentatives will be the President of the Confederation of Bolivian
Private Entrepreneurs, and two representatives from regioral private
sector organizations, including the Chamber of Industries. In addition
Lo the seven perranent members, tiwe Bcard will irclude Lo TCC
representatives who will serve for cne year and then be replaced bv
Lepresentatives from other CDCs. 1Initially, it is proposed that the LCC
representatives be from the Departments of Santa Cruz and Tarija, given
the large number of SOEs operating there and the interest of these DCCs
in divesting them. Bcard decisions would be taken on the hasis of a

majority vote.

2) Operatiomal Structure

INTRAC will be organized tc cperate at both the
rational and regicnal levels, taking into account the Project's focus on
the state entermrises of the DDCs. The Executive Director and Deputy

Directcr will be resmonsible for the overall management of INTPAC,
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liaZiscn with government miristries, and ccordinaticn of technical
assistance for valuation and sales activities. In addition to the
xecutive Director and Deputy Director, the INTRAC will have four
privatization promotion officers who will work at the central government
level and alsoc directly with the DDCs to ccordinate privatizaticn

initiatives.

‘‘he altemmative of orcanizing INTRAC on sectoral
lires 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 cazacity at the DDC level
will e important to the success of the Projact. It will b the
responsibility of INTRAC's Deputy Director to coordinate technical
assistance to similar enterprises (e.q. feed mills, PILs) located in

different regions, to avoid overlap.
INTRAC will also have a public relations specialist,
an administrative assistant, a part-time legal advisor, three

Secretaries, and two messergers.

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 ke retained cn a part-time basis.

i) Executive Director

Tre Executive Director will be respcnsible for
the overall management of INTRAC as well as for cesign, cocrdination and
implementation of the privatization strategy and acticn plans. It is
recommended that the person selected for this position should come from
the private sector, preferably with formal training and experience in

management ard fimance. In ad?ition, this person must he highly
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raspected by the GOB, the DICs, politicians, and the private sector. It
must be committed to the idea of privatization, able o explain and
defend the program, and te capakle of understanding and dealing
effectively with high-level government and private sector leaders and

international donors.

ii} Deputy Director

The Deputy Directcr will ke resronsible for
day~to—day operating aspects of INTRAC, supervising and ccorcinating the
activities of the Privatization Promotion Officers, and exterral
consultants, ard controllirg the execution of all privatization
activities. This person should have a gocd administrative background,
with formal training in business 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) Cocrdinators or Brivatizavion Premotion Officers
(PPOs)

The PICs will e the Jivect liaiscrn betuseon
INTRAC, the DDCs and other SCEs. They will te responsible for develcping
Privatization policies and activities with the CDCs and central
government enterprises, assisting them in targeting enterprises for
divestiture, organizing and supervising the technical assistance teams
and, in general, assistirg and overseeing all privatizacicn actions

within their assigned areas.

These individuals should have specialized
cegrees in Lusiness, finance or engineering, and 5 to € vears experience
in respcnsible positions in private business or tanking. They must he
committed to, ard have a clear understanding of, privatization and the
main issues surrounding it. They should aleo have interpersonal skills

necessary to deal effectivaly with officials in the DCCs an? central
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goverrment. A training program will ke organized te better ecuip thoce

persons to carry out their assigned respornsikilities.

Initially, there will be four ccordinatcrs or DPPOs.

Their assignments will Le as follows:

o. 1 RBeni, Pando, La Paz, and Crurc DICs.
do. 2 Potosi, Cluguisaca and Tarija DICs.
No. 3 Cochabamba and Santa Cruz DICs.

No. 4 All Centrzl Government held SCEs.

Each of the akove six professicnals will be required
to sign a binding legal contract which prohibits them from working for
any divestel 30E for at least two years following their completion of
employment with INTRAC.

The establishment of INTTRAC is the keystone of the
entire effort. Tor this reason, initial Project efforts will fucus un
establishing INTRAC and making it operational in order to take advantage
of the present atmosphere for privatization. The GOB is in a unicque
positicn at tiis tize to gererate the necessary pclitical susror:. T
government is strong and has goal support in Congress; President Paz
Estenssoro has firmly established credentials as an effective leader; and
the initial successes of the WEP have given the government high

credibility.

Chart 2 presents a diagram of the steps required oy
ItTRAC, the GCB, and the DCCs in the privatizaticn proccess. It is
envisicned thrat most of INTPAC's time and resources :aculd 2e devoted to
actual ilvestitures, with a secondary emphasis on liguidaticns/closures

arnd other privatization actions aimed at the strategic COEs.
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CHART 2

PRIVATIZATICON FLOW CHART
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4. Putlic Osinlon Programs

v vital INTRAC activity which vyill receive srecial
enphasis at the cutset of Project irplementation is the mcbilizacion of

public surport for privatization. Privatization is essentially a

mnlitical crocess, cone wnich will nrckably generats crnresiticn from
entrenchad interest grcoups which zencfit from state contrcl of the

economy (i.e., labor unicns, privileged lureaucrats, contractors, etc. ;.
Design cf£ a puklic education program, which is sensitive to difficult
oolitical issues for the government (e.q., prices, emplovrent,
naticralism) and which axplains clearlv to the mublic and kev grouns the
bterefits of privatizaticn, will ke essential to the success of INTRAC and

the privatization strategy.

INTPAC's Director of Public Relations, assisted bv a
senior external specialist in public affairs and media contacts (i
print, radio and television) will develop a strategic plan to elicit
Qublic support for wrivatizaticn. A Key ficst step will e an assessnent
of the existing political envircrment, ircluding a curvey of rublic
cpinion on the reszective images of the government, the orivate sector,

-

~b . - : “em - [ vyl - T, PO T
state—clo! onterslliscs, burecucrats, ard lal oo LDN3. LN GakLTion,

nfcrmation will e sought cn public attitudes tcward statism vercsus
private enterprise to identify potential scurces cf support/coposition tc
=]

nrivatization arnd to provide an informaticn base frem whick to address

critical issues.

Follcwirg the initial survey and Jata ccllaction effcrt,

a vublic =ducaticn campaign will e develcped fur tarcet auliences. This

/ -~ 3
\e.u., general puclic cpinicn,

= = -

I..J

campaign will proceet at various lave
21ite cplnicn, lev cpposition groups, ey support grouns) and wWill use an
array of communicaticns mexlia (televisicn, radic, seminarc, pamphlats,
pross releases;. The nessage delivered will have to te clear ard

straightiorward. It should point out tlie tenefits to te derived from
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privatization, the costs to the public of continuing tc supnort
inefficient SOEs with their. privileged bureaucrats ard employees, and the
advantages to scciety at large of broadening the owrership Lase of

productive assets and "democratizing" capital.

2. Privatization Acticns

a. The Target SOEs

The focus of the INTRA Project will be on SOEs enqaged
in productive activities in the agribusiness arg ligkt industrv sectors,
and on supporting privatization initiatives for selected strategic SOEs
of the central government. This strategic thrust of INTRAC is consistent
with GOB strategy and existing political realities, takes advantage of
ongoing divestiture activities at the DDC level; recognizes tre need for
INTRAC to achieve early successes to pave the way for future
privatization efforts, and, over time, removes the state fram Jirect
participaticn in agroiriustry -- the productive sector most important to
the ccuntry's future economic development.

‘The envircnment for privatizaticn in Bolivia mandates Tapild
implementation of the INTRA Project. As previously aralyzed, the major
reasons for the strategic focus on SOEs involved in agribusiness and

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

** A long established statist mentality on the sart of the

general public, created by many 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 perceived important to mational security and econcmic
development (mining, ccmmunications, transportation, services) iut also
to any state enterprise a governmental official does rot want tc Jdivest

for political or ecenomic reascns.



** The ccmplexity, large financing requivements, and
prolonged legal and valuation precesses that would Lo inwlved in

divesting the large 30Es of the central government.

> The linited melitical smace available o President Par

acdministration given trat electicns will cccur in 19€¢.

Thus, the cption of focussing privatization efforts on a few
large S0Es was considered but redected on political ard ecoromic
grounds. foreover, it wams folt that an attempt v USAID or ans cther
intermtional crganization to assist in the divestiture ol the large,
strategic SOFs would jecpardize more feasible srivatization efforts at

toth the ELC and certral gevernment level.

It is extremely important that INTPAC be established soon
{by July 1987) ard that it te able to demonstrate to the murlic in its
first year of operation a track reccrd of successful. vrivatizaticns.
Zuccess st e defined not onlv in terms of the sale/clcsure of ZCLCs,
cut also ov securing relatively nen-contrcversial terms and conditions
fe.y., valuation of assets), succcssful managerent of the grivacize.
entities, and gecgraphic diversity of privatizel enterprises. !ocrecver,
IITTFAC shculd carry cut an array of privatization actions, involving
creative firancing and sales mechanisms. IITAAC neals to achieve
cuickly the reputation as a Kev rescurce assisting the central and
ragioral goverrments in carvyirg cut privatizaticn effcrts in the public

interest.

Ueveral selecticn criteria have teen usel to chocse specific
wricrity privatization caniilates rom amese Jolivia's 107 ICEs over the
next tvo years. Tirst, tlo ecoromic inmortarnce of tie enterorise, both

in tems of the value of its fixed asgete and its oxisting or cotantial

drain cn covernment resources. Seccn, the lavel of GO or COLC interest

s - e v t.. D ST 2 eyt [ Pt e g Vi e d e 4 e ped e
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actions. Third, the availability of interested and politica Ly
acceptable buyers of the SOEs which considered foreign investors, local
entrepreneurs, joint ventures, cocperatives, and producer asscciations.
Fourth, the relative ease with which a highly professicnal, technical
valuation of an enterprise's assets could be conducted. Fifth,
altermative finarcing sources and mechanisms. Sixth, the need to
uncertake privatization at ioth the naticnal and regioral level, ard to
carry cut 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 gecd
candidates for privatization in 1987-91 based on the above criteria and
on an examinacion of financial data and conversations with interested
parties. Information on these twenty-three fims is presented in
Table I. Additional information was obtained for the first two campanias
listed in Table I, because it was felt that they wculd make interesting
case studies. These two are FANVIPLA (glass productinn) and the Fibrica
de Fosforos (manufacture of matches), both located in La Paz. FANVIPLAN

is owned by CORDEPAZ while the Fabrica de Fésforos is owned by the

Ministry of Industry, Commerce, and Tourism in vartnership with lccal

investors.

Several conclusions can be drawn frem Table I. First, the
five SOEs active in light marufacturing are all goed candidates for

irmediate sale to the private sector. These five (FALVVIPLAN, Fabrica e

Fésforos, INMETAL, FAROCE (cement), and Hilancderia Santa Cruz (yarn)) are

excellent candidates because they are loccated in three different LCECs;
they cculd te zasily evaluated technically; and there is already

substantial interest in their privatization cn the gart of heth Luvers
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ara sellars. lorocver, they chould Ueo relatively lises eorplicatal to
privatize, hecauce several options exist for threir divestiture,
lrzludings Zorsign investuwent, cutright puschase, joint ventures, and

debt/ecuity swaps.

Tha second ¢roup oI five £0T5 involve!d in acrinusiness are
aleo good canlidates for inmmediate clivestiture. Four of Shesc are cwee’
vy SDCs uhich are eager to transier them te the private sector. 4hase
four are NPAPOR (animal feoed), PEQ (cheese), and DA (corn meal feel) in
Santa Cruz, and ALPAT {(animal feal) in Taridja. The fifth is DA -- tle
Matiomnl Rice Company -- which the GOB would like to Aismantle. 7211 fius
of these S0Fs would probably be divested to politicallv ac ceptakle
proiucer asscciaticns. However, the relatively weaker fimancial sosition
cf the nroducers would prohably require leveraged huy-outs rather than

dlrect rurchases.

The five diaries -—-Plantas Industrializadcras Jde Leche

{PILs)-- are also caniidates for transfer to thne private agrisusiness
e

gactor. lPowever, their sales --even to cooperatives or nroaucers

by

asscciaticns~- viculd be a complex and potentially difficuls DICCeSE (G

.
v - . A e
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rren Soioon VINS, . Jmong Loo Loroe JLDZiovit losuss aces
** Varying degroes of interest on the nart of tre COls in
gelling the PILS, ranging frem high in Santa Cruz o low in La Paz.

*¥* lide liscrepancics in treir rerceived value, makin

agrecnent on a zalas price vervy difficult.

**  lack of capital on the part of producer associations.
**  Percepticn on the part of many that PIIs are stratecic
COCs.
¥* lecessary referms in government milk xelicies, rezarding

rrices, imports, and contraband,

** Ligh need for toth vorkirg capital and mamgerment
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A fourth group of SOEs consists of candidates for closure or
liquidation. This group includes a bottling plant (FVC) and an edible
oils plant (FAC) both lccated in Tarija, the Ingenio Guabira sugar mill
in Banta Cruz 3/, and the Planta de Pollos BB, a chick breeding
operation in Chuquisaca. All of these SOEs are not econcmically viaple
for reascns of lack of raw materials, insufficient markets, high
operating costs, and/or low prices for their praducts (See dnnex G for
discussion of these 50Es.). In spite of their problems, the decision to
close or liquidate these plants will not be easy tecause of political
considerations. Ingenio Guabira and FAC are expected to be particularlyv
difficult, tecause Guabira is an important regional source of emplovment,
and FAC is considered oy many people to be a cevelopment 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 than divestiture. AASANA, the National Alrport Authority,
is a logical candidate for contracting part of its services (cperation
and maintenance of terminals, auxiliary airplane services, fueling) to
private companies. ANSANA management has inzicated an interest in
exploring this possibility. Lloyd Aereo Boliviano, which is a aixed
enterprise with the GOB holding 99 percent of the shares, might ke a
candidate for increased private sector participaticn (51/4¢),
particularly via debt/equity swaps. [EZTEL, the national

teleccmmunications Company, might hbe ancther candidate for service

4/  Ingenio Eermejo in Tarija, Ly contrast, can prokably continue to
cperate profitably due to the quality of cane, a more efficient

Operating olant, and better market.
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contracts. The current Director of ENTEL has expressed interest in
exploring the possibility of ENTEL becoming a mixed enterprise with the
It should be noted, hcwever, that ENTEL
currently contributes approximately $20 millicn annually to the national
ENFE, the
Mational Railroad Company, has been approached by private entrepreneurs

majority in private hands.

treasury and is encumbered by very strong labor unicns.

in Santa Cruz about the possibility of operating a railrcad 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 ke investigated by
INTRAC.

A number of smaller SOEs owned by the DDCs might also be
transferred to the private sector in the course of the INTRA Project.
While these SOEs are not significant encugh economically or sufficiently
complex to merit priority attention from INTRAC, it could play a role in

assisting transfers. This list of SOEs would include:

PANY TOCATION PROPUCTS
1. Programa Agricola Oleagiocnosas Tarija vegetable oil
v Malz CGran Chaco (PACH)

2. Criadero de Truchas Piusilla Cochabamba aquaculture
3. Industrias Agricolas Tarija food crops

4. Planta de Silos Sachojere Beni rice silos

5. Laminadora de Coma, SAM Beni rubber plant
6. Planta Beneficiadora de Castafia Beni Brazil nuts
7. Planta Prccesadora de Tarhui Cochatamba vegetahle oil
8. Planta de Té - Chapare Cochabamba tea

9. Planta de Té La Paz tea
10. Planta Industrializadora de Aji Chuguisaca corndiments
11. Planta Beneficiadora de Castafa Pando Brazil nuts
12. Fabrica de Cerdmica Roja QOruro ceramics
13. Fabrica de Cerdmica Roja Santa Cruz ceramics
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14. Fabrica de Cerimica Roja Camiri Santa Cruz ceranmics

15. Fabrica Nacional de Cemento (FANCESA) Chuquisaca cement

16. Fabrica de Cemento Tarija cement

17. Taller Artesanal de Ceramica Chuquisaca ceramics

18. Fabrica 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 rumber of other
industries which were not selected as being priority candidates for
Privatization at this time. Brief mention should be mace 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 Ly the Central Bank with the
assistance of the World Bank and USAID's Strengthening Financial Markets
Prcject. Third, is the public utility and services sector. This sector
was rejected as a priority privatizaticn target because it is ccmmonly
regarded as strategic and, hence, would be politically Jifficult to vork
with. Fourth is the Military SOE, COFADEMA (which cwms and cperates a
vehicle assembly plant, a shoe factory, etc.), which was also rejecteu
for political reasons. Fifth, and last, are the thirteen state
enterprises involved in livestock breeding and research. These are
essentially agricultural extension and develcpment services, and cannot

Ye privatized at this time.
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D. The SOE Transfer Process

1. The Prccess

Once INTRAC, the GOB, and the DDC agree to initiate
privatization of a particular SOE, INTRAC will make the necessary
arrangements to assemble a team of qualified technicians “o develcn a
"transfer package" to carry out the divestiture or other agarcpriate
privatization option. The ccmposition of the team will vary frcom SOE to
SCE, but, in general, will consist of the following individuals (See

Annex H for job descriptions):

(a) The Regicnal INTRAC Privatization Fromotion Officer;

(b) An Asset Valuation Team consisting of a Marketing Expert,
an Industry Specialist, and a Business Planner/Management
Specialist;

(b) An Investment Financing Expert; and

‘d) A Lawyer.

The cost of the technical assistance tc INTRAC will ‘e horne

Ly the Project. Firancial assistance for privatization will be lialted
to the provision cf working capital loans. Such loans will ke nrovided
at real market rates prevailing at the time cf the transaction. TLeflcus
from such loans will he deposited in a special acccunt, tentatively under
the management of the FL-48C Secretariat and the accaunting control of
the iinistry of Finance's Project Coordination and Centrol Unit and used
fer similar purposes, if justified at the time the reflow is available.
Otherwise, such reflcws will be used for mutually agreed :levelopment
purroses, consistent with USAID's development strategy in Bolivia. 1In
srecial cases (mainly involving the transfer of ZOEs to ccoperatives,
sroducer asscciations or similar grcups), the Prcject may orovide
technical assistance as a grant to nelp the new owners to manage Or run a
newly privatized enterprises. This will only be dene if the cost of
maying for this assistance might secoardize the financial fzasikbility of

the new fimn, These excepticns Jill be evaluatal -n & case LY ocase Lazis.
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Chart. 3 details the decisionmaking process which would be
followed by INTRAC, the COB, and the DDCs. INTRAC wculd e most active
in the areas of divestiture and liquidation/closure, tut could also play

a role in partial privatizations of strategic SOEs.

2. The Valuation Issue

Several factcrs will be taken into consideration to determine
the real value of state-owned enterprises. Scme state enterprises use
ocsolete technology and/or equipment and may never be fully ccmpetitive
in a free market environment. Others are lccated tco far fram scurces of
supply and markets, and are, therefcre, at a campetitive disadvantage in
relaticn to similar producers in better locations. Still others may be
over-equipped or over-puilt and have production capacities vastly

exceeding market requirements.

A hasic assumpticn in the valuation nrocess is that the GOB
and DDCs will try to maximize the proceeds from the sale of their 3CEs,
for both eccrnomical and political reasons. Thev axpect to recover, as a
rinimum, the full value of their revalued assets. Dven wien “he COB and

t is

fode

the DLCs realize that the assets cf some SOE's are overvalued,
difficult Zcr them to mark dcwn the price, because they are expose: to
political pressures which make it difficult to dispose of thiese puclicly-

ownea assets at substantially less than bock value.

A second key issue is the sccial cobligations cwed to
emoloyees (severance pay and indemnification for vears of service).
These arc definite liahilities which affect the net worth cf the SOE. It

is customary in Bolivia to liquidate, at the erployee's cpticn, this

G

Lligation avery five years. PMost emplovees opt for this “cuincuenin" cr
1

(4]

ettlement. Upon settlement, employees arce usually furlcuched and
re-hirad after two months. Drnployees whe have oot cpted for the

cuinquenic, hWowever, mav accumulate sizeaile sums of money chwexl ke then
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since the obligations are computed on the tasis of their latest salarv.
The latter may be significantly highar in an inflationary environment
(like Bolivia) than was their income in earlier vears. Balance sheet

Teserves may or may not reflect fully this obligation.

vormally, upon the sale of a cumpany in Bolivia, the seller
dismisses all employees, discharging all social cbligaticns, and the new
owner re-hires thcse emplcyees he wishes to keep. In such cases, the
price paid for the campany is not affected by social liabilities. 1In
privatizing SOEs, 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. 1In this case, the buyer would
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 sound is one based on the "economic value" of
the company. This value will be determined on the basis of a reascrable
projection of anticipated earnings, based on the ccmpany's existing
assets and expected production efficiencies achievable thrcugh

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 pericd of time. The discount rate and the length of the earnings
stream should reflect the risks assumed by the investor in the present
2coromic environment of Bolivia. A discocunt rate of 20 percent of the
cash generated over a pericd of ten years cculd ke apprcpriate
parameters, tut this will be determined by the valuatiocn team. The
resulting figure will e adjusted bv any liabilities, such as social
obligations, that the buyer may assume. This then becomes a realistic

sales price, subject to negotiaticn.



A minimum sales price for a particular SOE may e set oy
the liquidation value of the ausets if sold piece oy piece in a nuklic
auction. Sales belcw this level could ke justifiad only for reasons of

jok preservation, if that were deemed advisatle for political reasors.

To the extent that a determination of the economic valta
of UCEs would te tased on their earnings rotential, it will e necessaly
to ascertain that potential. In this regard, the Project-financed
valuation team will play a critical role in the analysis, evaluation and

recommendation of tailored action plans for each SOL to bhe privatized.

b. Scope cf Work for Valuation Teams

Depending on the SOE, tentatively it is planned tc
provide a three-person team of experts to conduct the valuation. The
team members should include an industry specialist, a marketing exoert,
and an economic/management aralyst cr rtusiness planner. 7o assurc
objectivity, members of the team should ke rcn-resident foreign raticnals
of reccgnized prefessional standing. The sccpe of the valuation saculd

ircliila:

i) Technical Analvsis

The technical amlysis will ansuer the follcwing
questions: tc what extent Jces the techrical Drcc2ss usi in the »lant iy
adequate and competitive in the centext of tie Solivian anvircarent; <o
nroduction efficiency, product quality, and work force carabllities nest
acceptable levels; what shert term improvements are neaded ko solve
ottlenecks, increase prodiuction efficiencies, and recuce ceshsy what are
the capital custs of such improvements; what is the ohysical conlition of
the manufacturing cquipment and rmachinery, i.e,. state of repair o
raintenance, and are operating procedures or an cperating »lan adeguate

under existing corxiitions.
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ii) Market Analysis

The market analysis will determine if the prcduct 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. I: will assess
the adequacy of the fimm's distributicn system, and pricing structure, as
well as estimate the price elasticity of the praducts to be sold. The
analysis will also study the possibilities for product diversification
and product line extensions within the capabilities of the concerne.
anterprise. Finally, the analysis must determine sales and manpower

requirements, and develop annual sales projections for three years.

1ii) Economic Analysis

The economic analysis will include the following:
production costs and administrative and selling expenses, cost reduction
opportunities, a projected J-year business plan with a balance sheet,
profit and loss statement and cash flow projections, capital investment
Taquirements to implement reccmmendeC improvements, working capital

requirerents, and administrative and accounting manpower requirements.

c. Pricing SOEs For Sale

Two SOEs involved in light manufacturirg -- FANVIPLAM and
Fabrica de Fosforos -- 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 Analysis) arxl
the ccmplate case studies are included in Annex C. Three principal
conclusicons emerge from this anmalysis. First, the ecoromic value cf mcst
S0Es will procably fall censiderably below the ook value of the revalued
assets. This could pcse a political problem for the government. Seconc,

the QOB or DIC can prcbably realize the highest sales price if it is
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flexible in negotiating a fimancial package (e.g. debt/equity swap
leveraged buy-out). Third, private investors (damestic and foreign) are
interested in purchasing SOIs, depending on the purchase price and other
incentives which might be provided.

3. Financing Mechanisms

There are two types of financing mechanisms required for the
successful implementation 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. 1In spite of this, however, there seems to
Pe emough risk capital available in and ocutside Bolivia for the purchase
of S0Es targeted for near or medium term privatization using one or more
of the financing options discussed below. What is needed is to find ways
cf mebilizing such capital through creation of an apprcpriate environment
and adequate incentives. Thus, the INTRA Project makes no provision for
an AlID-financed facility to assist potential buyers in acquiring SCEs iut
assumes that political stability and the present private sector climate

of optimism will ccntinue during the life of the project.

Several alternative financing mechanisms were evaluated in

the Bolivian political and economic environment. These include:

i) Straight Purchase

Outright sales financed with the investor's cwn
capital would be the most desirable divestiture. It is unlikely,

tcwever, that a 100 percent cash payment is a realistic expectation. The
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Central Government or the Departmental Development Corporations,
whichever may hold a particular SOE, may have to provide scme credit to
the buyer. The magnitude, term and interest rate would have to te
negotiated between buyer and seller and would largely be a function of
the final sales price agreed to by both parties. As mentioned
previcusly, the largest negotiable dewn payment would be demanded by the
seller. SCEs engaged in light industry are good candidates for straight

purchase rivate investors, dcmestic and foreign.
gn

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. TCebt/equity swaps have been successfully implemented
in other ccuntries 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 swaps as a

privatization/divestiture cption.

approximately cne quarter of Delivia's US$3.6 billicn
public sector foreign dekt is owed to commercial banks. Currently,
Bolivian debt is trading at approximately 15 - 20% of face value. If
the GOB were to exchange its equity in SOEs for its own external dekt
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. !Moreover, it would
enable the Government to divest same SOEs at higher sellirng prices than

would otherwise ke achievable.

The debt/equity swap scheme may e particularly
suitable for the transfer of SOEs such as FANVIPLANl, Hilanderia Santa
Cruz, FABCCE, Llovd Aereo Boliviano and others.
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iii) Leveraged Buy-outs

Leveraged buy-outs would be appropriate for sales to
producers' or users' asscciations.  Examples are enterprises such as the
PILs, ALBAPOR, PAM, PEQ, etc. After negotiating a sufficiently large (20
percent or more) initial down payment to assure the sericusness and risk
exposure of the buyer, subsequent payments vwould e financed from
earnings generated by the enterprise. This fimancing 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
consideraticns prevent the Government £rcm accepting sales at prices
below book value.

iv) Leases

Leasing the physical assets of SOEs to producer's or
user's associations may ke an alternative to leveraged buy-cuts. 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
telow its perceived worth. The GOB is currently negotiating the lease of
ENA's Silos to the Cimara 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.
Altermatively, leases may be variable and related to the net profits of

the privatized SOE. In scme cases leases are toth fixed and variacle
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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, ccmmanding higher fees
which include depreciation of the assets, may be used to transfer the
leased property 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 ccmpanies 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-ky-case hasis.

In sum, the most appropriate way of financing the
ivestiture of a SOF will vars frem case to case and will deperd tc a
large extent on the potential buyer. While no single mechanism can se
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 SOFs, ard leverage
buy-outs and leases might e most successful in the agribusiness ZOEs
which will be transferred to cocperatives and praducer asscciations. One
of the first priority tasks of the INTRAC will be to establish sales ard

valuation procadures and alterrative firancing mechanisms for the SOEs.

In any event, the firal selling price and methcd of
payment will te determined through negotiations ketween buyer and
gseller. [Ceterminations of the value of assets, book value of equity, and

eccnenic value of the enterprise wili all serve as quidelines to reach a
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fair selling price during negotiations. The key to achieving the best
arrangement for both buyer and seller is to target each sale to the

particular buyer who would most btenefit frem the acquisition.

b. Working Capital

While acquisitions should not be supported oy an
AlD-funded financing 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 campanies 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 speeads.  In
addition, most loans are currently limited to 30 days, varalleling the
term of typical deposits. These revolving cred:t lines without
suaranteed loan reneval do not provide a satisfactory means of firanciig
working capital, which should be provided for terms maralleling an
enterprise's business cycle. Finally, as discussed in Section D below
and Part VI B (Credit Lines Analysis) of this Paper, existing A.I.D.
related credit lines are insufficient to meet the working capital

requirements tc assure the viability of privatized SCEs.

Makirg working capital loans availakle to tle new cimers
of former SCEs would act as a strorg incentive for privatization. an
Aa.I.0.-funded cralit line for working capital loans wiould te managed oy
the PL-480 Executive Secretariat, which will also contrikute local
currency generated from PL-480 Prcgrams and reflows from cther COB/USAIR
projects. It is planred to leverage this credit line with matching funds

from commercial banks. ~b te most affective, these loans should te 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 vorrower's husiness cycle,
and at adjustable rates of interest equal to the current commercial kank
rates. The GC3 assumption of the exchange risk and the specificaticn of
credit regulaticns for these loans would assure that borrower's ccsts not
exceed ccrmercial rates. These will be critical incentives for tre

successful implementaticn of the privatizaticn strategy.

The A.I.D. Project funds for werkirg capital loans, which
will be provided through the PL-480 Executive Secretariat, will ke
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 cf 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 purposes. This scheme has worked very well with other preoiects
ani it is expected that it will also work for this Project. Its
operation will be assessed during project implementation, and modified as

L4
necessary.

/
-

c. Estimate of Funding Requirements

The limited data available for projecting future cash
flows of SOEs makes it difficult to estimate the working capital reguired
for privatization of the targeted SCEs. To provide this estimate, the
Wworking capital requirements of sixteen SOEs were calculated (wherever
oossible) on the basis of the 1935 year—end talance sheets —- the latest
statements available. The total cost of gcods sold, administration,
selling expenses, and financial expenses (at an annual rate of 20%) was
divided oy the estimated inventory turnover for each individual
enterprise. The resulting figure in Bolivian currency was then cciverted

into U. 5. dollars at tre average parallel market exchange rate for 1°8
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(to make calculations consistent with the 1985 financial statements of
the 16 SOEs). The results are shown in the following table:

ESTIMATED
QOLPANTIES WORKING CAPITAL
uss$
lear Term Privatization Candidates
Hilanderia Santa Crug 2,987,218
INMETAL 203,375
FABOCE 195,983
FANVIPLAN 163,962
Fabrica de Fbsforos 118,816
ALBAPOR 1,500, COO*
PAM 1,500, COO*
PEQ 85, 000*
PEA 85,000
ALDAT 1,50¢,0C0
B : 241,732
TOTAL €,581,186

Medium Term Privatization Candidates

PIL Cochahbamba 492,436
PIL La Paz 327,222
PIL Santa Cruz 394,295
PIL Sucre 43,4568
PIL Tarija . 41,572

TOTAL 1,305,293

TOTAL ©,E87.17°

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

“W. A. Jorgensen and R. Marconi, December 22, 1°9€6.
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The total working capital funding requirements of
approximately US$10,000,000 does not include the needs of some of the
smaller SOEs, about which data coculd not be obtainred hut which in the
aggregate may require another Us$2,000,0C0 to $4,000,C00 for working
capital. Also omitted from this estimate were come other enterprises
which, while not priority candidates, may eventually be privatized.
These include: AARSANA, Lloyd Aereo Boliviano, ENTEL, ®FC and various

cthers.

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). wormally, 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$15, 000,000 to
$17,000,000. This amount would not all be needed immediately and the
Project is currently budgeting only $12,037,000 for working capital loans
which will ke extended to selected privatirzed SOEs througt. Intermediate
Credit Institutions at real interest rates for a period of up to 2
Years. Additional funds may be provided by the PL-480 Title III Program

1£ they are nceded.

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 — ltarket Town Capital
Formation and Agricultural Producers Associations -- could provide at
most $2.75 million in working capital credit. The actual amount
available would 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 $2 million available from
ongoing projects, this wculd leave a financing gap of approximately $11
million. USAID/Bolivia proposes a workirng capital ccmponent of $5.5

million, to be matched by participating intermediate credit institutions.



Vi. SUMMARY PRQJECT ANALYSES

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
furds to firance the INTRA Project; (3) prefeasibility studies of
selected agribusiness and light industry 5OEs, including preparaticn of
two illustrative case studies of valuation methods; and (4) an assessment
of the legal/institutional framework surrcunding privatization/
divestiture. The most important conclusions of these studies are

summarized below.

A. Ecoromic Analvsis

A camplete quantitative econcmic 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 19€6
firancial data are not available for most of the state-owned enterprises
slated to be privatized; seccnd, most of these enterprises have only
recently been transferred to the DDCs by tre CEF ard firnal values have
yvet to be sstablished; 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 finmancial data as of 1965
for 28 SOEs presently held by the DDCs, some of which are prime targets
for privatization, as expressed in the strategy section of this Pager.
Fowever, the economic impact of their privatization will only e
determined when the feasibility studies are executed during the
orivatization process. In the case cf most of the SOLs, it is impcssikle
to say without additional anmalysis whether they are pctentially viakle or
should be liquidated. Only scme very tentative and preliminary judgments

can te made on the basis of the data currently available.
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furthermore, since 1985 all the debts of the former CBF
enterpriszes have been assured by the GOB, which considerably changes
their financial situaticn for the time being. Nevertheless, the same
problems and inefficiencies continue under DDC administration, and few of
the enterprises can turn an cperating profit. tiew debts are teirg

incurred with the DLCs.

Financial analyses carried out on a number of SOEs produced a
series of highly negative results, such as a low sales to total assets
ratio which is an indication of low capacity utilization, and nigh
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.l trillion in 1985, equal to US$22.0 millicn at the .
average official exchange rate prevailing in 1985, and US$18.3 million at
the uverage parallel market rate. MNote that these data relate to only 15
deficit firms. Since there are over 100 SOEs, it may oe conservatively
estimated that the combined deficits of all money-losing enterprises
(excluding central government SCLEs) is at least Jcuble that figure. n
anncal loss of Bs26 trillion would constitute 13.6% of the total 16€5
deficit (equal to Bsl92.7 trillion) of the consolidated non-financial
public sector.

The avoidance of losses dces not ccnstitute the only potential
benefit from the proposed Project. There are a number of SOFs that are
either breaking even or realizing a small surplus. Thus, for the sample
cf 28 firms for which we have data, 13 or 463 fall into this categorv.
dany of Lhese firms have the potential of beccming considerably more
profitanle if transferred to the private sector, chough there is no fimm

tasis for estimating the order of magnitude of the increased returns.
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The nositive macro-ecconomic impact exvected to result freom the

proposed Project can be summarized as follows:

1. The eliminaticn of losses can bte expected to end or sharply
reduce an important drain on the government's budcget and/or on the the
tanking system that is called upon to extend credit to the losing fiims.

The impact will e even more dramatic on the budgets of the DLCs.

2. The Government will he able to obtain additional tax
revenues from privatized firms earning higher prefits through increased
vields from the net worth tax (currently 2% annually) and the value added
tax.

3. The Government would derive significant procceeds from the
sale of assets to the private sector. The net worth of the 28 SOEs for
which USAID has data amounts to about US$ 68 million. The total for all
1C8 SCEs must be significantly larger, even after correction is made for
the overvaluation of the teok value of fixed ascets. Tlie sales proceels
can be utilized for high-priority investment projects that only the
government ccould implement--e.g. imprcvement cf the road and

cormunicaticon systoms.  The cuccassiul sale of aszets o th srivake
scctor would often necescitate the mark-dcoun cf the inflatel historical
or l'cok value of the fixed assets, as initial costs were cften
supstantially larger than cculd! ne justifiad 'y technical and ecoremic

censiderations, including the size cof the rotential marlet.

4. The transfer of assets from the ctate Lo “he orivate zecter

(combined with closure, uwhen necessarv) iz expected to inpreove the

alleccation of rescurces within the ccuntrv. [knerience in cther

S i3 .. . —— T n c.ye
cocuntries suggests that fime coorated v the orivate secte

cempetitive corditicns are lilely te operate more 2fficiently tha:
state—cuned enterprises, particularly vhen the latter are cranted a

T

iv

e

roropoly.  Concerns operatel con the zrofik me are likelv to avcii

Dacied payrolls, maiwe more effective utilizaticn of thelr staffs and
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equipment, provide incentives to their labor force to enhance
productivity, amnd avoid wasteful expenses. Bolivia is no exception: for
the sample of 28 firms for which USAID has data, administrative costs
constitute as much as 22% of sales, while sales are only 16% of the net
value of fixed assets. Lven more importantly, the state is often irduced
to proviile menopoly cenditions and other benefits to its enterprises,

thus removing the incentive for efficiency 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 e
postponed indefinitely. Moreover, the enhanced profitability of marginal
firms could lead to the gradual expansion of their work force. Aas is
usual in these cases the initial restructuring of newly privatized SOEs

will result in a temporary drop in employment.

Crce the privatization process cf the smaller and regismal
SOEs gets urdler way, as indicated in the strategy statement, it is
expected that the GOB will tackle privatization issues in tre masor
central government managed enterprizes with much larger impgact cn the
eccnomy anc a greater potential for cbtaining more benefits from

privatization.

B. Technical/Financial Analysis

l. Credit Analysis

“he Project design team analyzed the status of A.I.D.'s
credit lines to determine the availability of funds to firance scme of

the activities of the INTRA Project.

There are certain ongoirg A.I.D. projects that have credit

ccmpenents which cculd be used, within limitaticns, 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 pliant

{plant mcdernization) or purchases of raw materials.

Ore such project is tlarket Town Capital Formaticn. The
credit available consists of $14.5 miilion from DA funds and $6.5 millicn
from PL~48C, Title III. Eowever, 35.75 millicn of these funds lave
alreacdy been reserved for specific projects. The Sunds availatle for
assisting privatized SOEs will be limited as the existing demand for
non-INTRA 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 eacnh department of the ccuntry. This would leave
only an estimated $1.75 million which potentially could e tapped to
fimance limited privatization activities. FHowever, 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

located in the main cities of the ccuntry.

Under the Agricultural Producers' Assocciations Project, $5
million in crelit is availakle frcm PL-420, Title III Program. The
surpese of this crelit is to improve services to merbers. Urder 107722
some cf this credit line cculd e used by asscciations that purchase
agro-industries. Again funds are limited because these funds are for
associations in all nine departments of Bolivia. It is estimated that a
maximum of only $1 million could e available for privatization

activities.

“he other credit lines listed in Table II will not be
available to fimance Prcject activities because such lines have been
already sarmmarked for specific activities under each of tlhe grojects.
Potentially, some of the lccal currency generations urcder the PL-4G0,
Title III Program cculd be made available to supplerent funding to te
provided for the INTPA Prcject. The fimancial plan alreadv includes $2.5

millicn from the FY 1087 Title III Program and akbcut $2.2 mil

TS~ L
~3:CNn LIom
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Froject Naze
and Hueber

fgribusiness 2nd
Articanry, 511-0472 2,150,000
fgribusiness and
frtisanry, S11-0472/T-040 4,200,000
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frtisanry, SI1-0472/T-0824 3,000,000
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Corporations,

S11-0511/1-084 7,000,000
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S11-0511/1-045 3,000,000

Chipare fegiona! Develapaent,
SH1-0543/1-087 4,039,000
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S11-0343/T-0274 961,000

Chapare Regional Developsent,
SH-0543/T-0478 §,000,000

Rarket Torn Capital
Forsation, 511-0573/T-071 3,149,845

; Barket Town Capital

Forestica, 511-0573/1-0714 3,153,600

Industrial Trencition

S11-0577 10,000,000
Drcacter Recovery.

S11-0381/5-£9%

(A15U) 12,300,009
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S11-0581/71-070 . 3,871,080
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2,032,948
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150,000 150,000 150,000 0 0 150,000 174778
6,000,000 5,000,000 ,000,000 &,000,000 0 0 1/9/78

3,090,000 2,777,351 915,183 140,392

7,000,000 6,891,249 5,236,525 3,840,192 1,763,475 1,596,333 9/20/79
2,848,499 2,493,378 2,863,378 1,356,125 155,121 1,337,253 9/20/7%
1,000,000 750,394 0 0 1,000,000 0 8/11/83
400, 090 0 0 0 500,000 0 B/11/53
3,458,000 0 0 0 3,458,000 0 8/11/83
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5,360,000 0 0 0 o o 1567
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7,500,000 7,500,060 7,506,000 7,590,600 o 0 10712783
1,650,000 1,640,000 a D 1,520,000 0 10/12/83

TABLE IX

_Life of Project_

Funds not available for INTRA Project
179188 Larger private firas. Used for agribusiness and artisanry,

1/9/88 Funds not available for INIRA Froject

Funds not availadle for INTAM Project

3131187 Seall ané sedius agritusiness and artisanry enterprises throughout
Used for working capital and investeent.
rroject terainated 9/31/87

3/31/87 Funds not available far INTRA.
Froject terainated 9/31/87

B/31/88 Seall, sediua, and large agroindustries. Used for hog fattening,
tisheriec, fruit processing, etc. Soae credit for production cost
substituting new crops for coca. Funds not available for INTRA Pro

B/31/88

8/31/68

1123191 Enterprises in secondary cities of Bolivia. Used for agribusiness
Possibility of lisited asounts for privatizations.
Froject purpose and facus on secondary cities linits availability
1123191

Frivate sector investors, e.q., producer groups. To finance morki
1993 in foreer state-cwned enterprises.

6/30/87 faall and mediue agroindustries and their esplayees.
Sose retlows available, as reflected in INIRA budget.

t/30/87

£/30/87

~TL-
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TABLE II (cont.)

Used for potable water ana
sanitation.

Used for agricultural production.

1993 Nicro- and seall enterprises. Used dor financing working capital and investaents.

Seall an¢ sed:ue farsers, artisass, agribusinesses thal benefit ssall faraers and
saall-scale businesses. Used for acricultural production, projects that provide eaploveent.

Low and sedius incose fasilies. Used for consuser loans, hoae iaproveeent and expansicn,
construction, and cosaunity infrastructure , i.e., electricily.

Ssall, sedius, ind large agroindustries. Used for hog fattening, wood sanufacturing,
fisheries, fruit processing, etc. Sose credit for production costs for farsers
substituting nex crops for coca.

Seall and aedius agribusiness and artisanry enterprises throughout Bolivia.
Used for working capital and investeent.

For Bhezt Collection Cunters to nave funds available to pay farsers as they bring their wheat,

Saall faraers. Used for agricultural preduction, sediua- and long-ters ssall-fare invecteent.

Saall and sediun-sized agro-processing, agro-input aanufacturing and artisanry enterprices.
Usec for equipeenl, construction of physical facilities, operating costs, training, or raw
saterials. The 1240,000 coesitted to date is for credit to sicroenterprises through PRODER
for worling capital and expansion.

Seall ang sed:ve-sized producers. Uced for annval and perennial crope, eachinery, productive

proouctive fars infrastructure, caall producer livestock ispravesent, sarteting, and tnventory
needs.

Far Wheat Collection Cenlers tc have funds avzilable to pay farsers as they bring thesr wheat,

&

budget ci INTZA Frojezt includes up to $2.5 arllion froe the
FY 87 Title Yl Agreesent.
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reflows from the Agro-Industrial Reactivation Component of the Disastor
Recovery Project. Other Project's financial requirements must come frem
private investors, the COB, the DICs, and financial instituticns, roth
Bclivian and foreign. The Project provides cnly limited rescurces for

vorling capital to complement these cther sources of fimancing.

2. Case Studies

WO ccmpanies, FABRICA MNACIGHAL DE FOSFOROS, S.A.M., and
FANVIPLA!N, have been selected as case studies to illustrate th preposes]
methodology for evaluating SJEs and establishing fair selling orices.
Detailed descriptions of these cases are included in Annex G. Various
"value" concepts were examined (revalued assets, book value, market
value, econcmic value) to illustrate the need for a th rough feasitility
study to determine fair market value. In the Bolivian context., the
concept of economic value is recommended as the kasis for sales
neqgotiation. In preparing the illustrative case studies, several
tentative conclusicns emerged: the need for three-perscn valuaticn toams
to conduct the feasibility studies; the likelilwod of a supstantial
discrepancy between the book value and the ecenomic value of Z0Cz; and
the soricus interest of

private investcrs in rurchasing the JODs,

depending on price.

FADRICA DE FOSFOROS is a "mixed company" with participatizn of
the State through its Ministry of Industry, Ccmmerce and Tourism,
combined with private capital. It is thre cnly producer of matches in
Bolivia. The original share distribution, Jiving the State a 5. percent
majority was modified in 1981 wnen the company, faced with complate
illiquidity, received a cash contribution frem the private sharcholders
which increased their equity interest to 52 cercent. At that time, the
private shareivlders also received an option to accuire the remaining
government—cwned shares. This option has not been exercised to Jate
because of the lack of a clearly Jdefined legal mechanism for the transfer

of shares and the imability of the parties to rsach an agrcement cn Lihe
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transfer price. The Government expectation is to recover its oviginal
investment plus non-ccmpounded 8 percent annual interest for 23 years of
marticipation in the company. The Government mentioned a price range of
US£€n7,320 to $724,200 for its remaining shareholdings. This ccmpares &
an eccnomic value determined by the proposed valuztion methedelocy cf

Ue$c0,94C and a liquidation value of the existing assets of USE23G, 766.

[

Partial liquidaticn of the assets and relccation of the factorv to a less
expensive area closer to its sources of raw material might allcw the
private shareholders to pay as much as the liquidaticn 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 metiodclogy.

FANVIPLAN is a company whose entire capital was owned by the
Covernment through the Bolivian Development Corporation (CBF) and
subsequently transferred by Supreme Decree 21060 to a Regional
Development Corporation. The only flat glass oampany in Bolivia,
FAMVIPLAN was set up as a semi-autonomcus enterpricze with its cun
management but without an independent legal perscnalitv. The ecuipment,
using an obsolete manufacturirg process, is rostly of Pslish orizin., It
supolias atcut 707 of the demestit market necls and QHTCTES come O Lhs
glass tc Peru. The glass is of second and third rate cuali Y. ‘The cven
has reached the end of its useful life and must e retuilt at an
estimatecd cost of US$l.2 nillicn. The revalued net fixed assets leave a
current hook value of US$5,8S€,(84 which may possibly be written Jdown to
Us$4 million cn the tasis of a new appraisal. The Central Covernment's
acsorption of all liabilities except employee tenefits left tle company’
with an equity of US$7,005,€2:. The economic value of FALVIPLAL computed
in accordance with the proposed valuation process (Net present value of
1C years of projected cash fiows discounted at 20%) is US$2,705,<¢0. A
fair market value would be about one half of that amount since the new
cwner would have to iavest anctber US$l.2 million to rekbuild the cven.

His total investment of akout US}2,550,0C0 would e reccvererd (pay-rack
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vetricd) over & 1/2 vears. The liquidation value of FANVIPLAL was

estimated at US$1,035,0C0. &As in the case of FABRICE FOLFOROS, tle

vaitation was tased on arbitrary assurptions and, thus, secwes for

illustrative purpcses only. The mest likely investors would e Porivian

Glass manufacturers whe could use FANVIPLMN I praiucticn o service “he

-

South Feruvian rarket. o Zebt/equity suap vould hring tre highest price

for FACWVIPLAY.

C. Legal Analysis

A review of the legal and institutioral framewori: surroundaing
rivatization/divestiture was undertaken. 'The principal conclusion i
this review is that, althoush the laws relating to valuation of assets
arci transfers of SOEs are complex, the GOB has existing legal autherity
tec: establish INTRAC, cldrify valuation and sales prccedures, and to
carry out privatization activities, as evidenced v its efforts with

several seql plants, rice storage facilities, ard QOMIEOL.

The legal status cf SOEs will need to be addressed ov the IMIRAC

: . . .
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a5 1t ~arries cub tre Cl3's privatizaticon plan, discussel under DPart U s
this Panere Florh, 6 is unclonr arscizaly i eounvmiants

autroritieos have the pover to transfer stats assets and entersrizoc.
Second, valuation procadures contained in existing iogislation ars

iimited in scepe, toe specific, and unsuitabla to “he apelicaticn of
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modern techniques.  Third, sales are now limited to oupl

fail co ccrnsider altermative ways to Jivest state assets in specific

e

cas52s.  Thus, it o1l te nec2ssnry £or the government to take stans ko

clarify the lecal IZrapevork for orivatization/d vestiture.

Trevailing cpinion in the Zclivian legal coorunits g 2habk e
Preclrient is onpeowered inv the Constituticn to anoreve tne transcor oI
ctatb ontarnriso ~r i1 mpenoc jard e lals t“(: eyt yEE ars ) 3 v
state en Prises, and, LI pecessary, Lo enact the arprenriate erahling

1%

racent transfers of scme state enterprises f(e.g. COLOCH, LR,
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D. Social Amalysis

The IITRA Froject will have a positive impact on the social
environment. Thrcugh the elimination of the fiscal lcsses cf the SCEs
and from the proceeds gained oty the sale of assets to the private sector,
the ZOB and the DDCs will te able to devote greater resources to health,
education, and infrastructure projects. The sale of ICEs o rreducer and
consumer groups will lead to increased incomes and to a brcadening of the
cvnership base of the country. The net employment effect of the Proiect
is also likely to be positive, in terms of preserving jobs which weuld
nave been lost by the eventual closure of non-profitable SOEs and in
terms of the expansion of the work force as marginal firms enhance 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 Proiect terneficiariss. Feowever, all
SCEs emplcy woren and it is expected that they will continue their
enployment after the privatizations take place. Tc the extent they have
scre investrent capital to zarticipate in acquisiticons, Shov will Leneilt
frem the Preject, particularly frecm the technical assistance to be
provided tc assure the continued successful cperation cof the privatized

enterprises.

T. Environmental Considerations

The Project design team determine that the Project will rot have
an adverse effect on the envircnment tecause it only entails the transfer
cf state-enterprises to the private sectcr. The Project will rot change
the basic rature of these enterprises. Therefore, a categcrical
exclusicn has been reccmmende! and approved nased con the provisicns of
Section 262.2(C) cf 22 CRF part 21€ on environmental prccedures. (3ee
Annex T).

c31eL



VII. COST ESTIMATE AMD FIITANCIAL JLAM

n

A. Life-of-Proiect Cost Estimate

1. AID Crant Contrirtuticon

A total of $1C.0 million will ke provided 77 A.I.D. as shown

in the Life of Project Cost Estimates and Financial Plan Chart, (Takla
I1I;.

Thece furds are planned to be allocated as follows:

a. Industrial Transition Commissicn (INTRAC)

".I.D. grant funds totallirg $995,0C0 will ke provided
to fimance: i) salaries and other direct costs ($945,000) for the INTRA
staff (i.e. 7 long-term positions for 3.75 vears each at $3,CC0

{avg)/mc), and ii) cther operating costs such as office cquiprent and
vehicles ($50,CC0).

»

N, Technical fssistance to INTPAC and $OCs

L S

"The technical assistance budget compenent includes AID

grant financing totalling $2,579,000 for a U.S. institutional contract

1CC person-ronths, pms). The selectad U.S. fim will nrovide 45 mms o

(3]

a leng-temm udvicory assistance at an estimated cest of $720,000
(51¢,00C(avg)/pm % 45 pms), and 143 pms (see input section for iLreaidcwn)
of short-term consultants at an estimated cost of £1,857,0C0 ($13,C00

(avg),/rm z 143),

c. Fiparcing lechanisms

A tctal of $5,47¢,00C will pe furnished to Firance
working capital for privatized ZOEs from AID grant funds under thi

b
cemmenane.,



A, Othler Costs

AID grant funds totalling $505,CC0 will he provided to
finance: a) one mid-course and cne final evaluation (360, 0C0) andd annual
audits {$40,CC0}, and L) an AID Project Coordimator fcr 45 pme (5, 0CC/mo
x 4%, $405,C00).

e. Price/Cuantity Contingencies

o]

».

2 4.25% AID grant contingency ($425,0CC) is provided for

in the Project.

2. FHost Country Contrikution

a. GOB Contribution

The equivalent of $7,5C0,C0C in Zolivian nesos from
local currency will ‘e provided under FY 86 ESF ($3CC,CCC), the
Maro-Incdustrial Reactivation Compenont (AIRC) of the Nizaster Fecovear:r
Project ($2.2 million), and FY 87/R@, PL-430C, Title III Program (45.0
million). The ESF funds will be used to fimance: a) all ITTRAC support
staff (i.e. 5 1/2 positions for 3.75 years each at £730(avg)/mo), and b)
2 share of INTRAC's cperating costs (i.e. rent at $1,5C0/mo x 45,
$67,500; office furniture at $2,500/position x 12.5, $21,280; ard office
supplies at $5,C0C/yr x 4, $20,00C). The AIRC funds will o applied to
fund working capital for privatized SOEs (42,200,000}, The PT-4£0, Title

-

Il Program funds will fund: a) travel/perdiem for INTRAC staff (7

perscns for 2.75 yrs e2ach at 350/mo, $110,000), R} local consultants
(i.e. 7C person/months at $3,000/pm, $210,000), c) puklic relations

campaigns (£50,CC0), @) working capital ($1,9241,C00), e} indemnification
payments approximately 1,35C employees tc 'e lai:l cff at $1,052,

(42,500,0C0), and £) contirgencies (§26¢,n00).



©. Leocal and Foreign Private Sector Contritutions

The private sector investment is based orn the assurticon
trat the bock value of the assets of targek S0Es is approxircately $100
million. However, the economic value of these assets is estimated at
only $3C millicn. This is the price tiat investors tould be “1lling to
consider ir a sale transaction with the DDCs. Of the £50 million, it is
estimated that the private sector would te able to mobilize £37.5 million
or 7% percent of the required investment. “The halance of $12.5 million
is excected to te raised from foreign investors.

In addition to these investments, the Bolivian ICIs are
a2xpected to finmance up to $2.5 million as gart of a matchirg funding

arrargement ol working capital of privatized SOLs.

Table III shows the IOP Cost estimate by source and by maior
funding categories. Table IV gives the projection of disbursements by

project year and ky finmarncirg source.
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2. Method of Implementation and Financing (AID Funds)

Method of Method of Approximate
Major Elements Implementation Financing Amount

IINTRAC

a. INTRAC Staff FSCs Direct Pav b 225,CCC
(Executives)

b. INTRAC Staff HC. PSCs Direct Pay ¢ 720,CC0
(rest)

c. Other operating HCCs fiC Reimb $ s59,cc0
ccsts

Technical Assistance Direct AID Institu- Direct Pay  $2,579,000
tional Contract
liorking Capital Loan Refinancing HC Reimb $5, 496,000
Cther Costs
a. Mdits/Eva. . Direct AID Contracts Direct Pay $ 100,000
b. Project
Coordinator Direct PSC Direct Pay § 405,CC0

Sub-Total $9,575,C0C

Contingencies $ 425,CC0
TOTAL $10,CC0, CO0
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LIFE OF PROJECT SUNMARY £OST ESTINATES AND £INANCIAL PLAN

F1NHANLI NG SO0 UR

CES

1

(IN US§ 000°5)

A LD ERANT 6 08 PRIVATE SECTOR FOREIEN CAPITAL
MAJOR FUNDING CATEGORIES Fr Lc e L/c 3¢
A.Industrial Transition Coasission (INTRAC)
a) INTRAC Staff(7 pasitions for 4 yrs ea) - S (1) 110 {2) - -
b} Support Staff(S 1/2 positions for 4 yrs ea) - - 181 - -
¢) Other Operating Costs{i.e. rent, equipaent, S0 - 119 - -
furniture, supplies and vehicles)
B.Techuical Acsgstance
a) Long Tera Advisor (42 person manths, pas) ' 120 - - - -
b) Shart Tera Consultants (143 pas) (3} 1,85% - - - -
O Local Censultants li.e.lawyers/accountants for - - 210 - -
3 total of 70 pes)
L. Financing Mechanises
al Working Capital - 3,4% 4,041 2,500 (&) -
b) lavesteent Capital - - - 37,560 12,300
¢} Indesnificaticn Paysents - - 2,500 - -
D. Other Costs
4) Public Relations Caspaigns - - 30 - -
b) Audite/evaluations(5) &0 40 - - -
¢} AID Project Coordinator (U.S. PSE for 45 pas) 403 - - - -
E. Price/Duantity Contingencies(sl 124 3ot 289 - -
T DT AL S 3,218 £,182 1,500 40,000 12,500
S=rIx===x2 lo'ooo sssT=zz== :::3:2.321 S=TIzssc=Rss=zssz=3xac IZIITTSS2zs===s

(U} 1t includes only salaries, benefits and other costs for the INTRAC staff.

(2) 1t iinances travel and per diem for the INTRAC staff.

{3} This total includes 40 pes for valuation,20 pas for negotiation of sales/prosotion, 24 pac for aianagesent consulting

20 pas for privatization options for aajor SOEs, 15 pas for INTRAC star-up, and 24 pas for public relaticas.

14 1L financing for working capital.

(5} Tmo outside evaluations(3 experts for 3 .eeks ea) and 2 local audits.

{) A 41 reserve to finance unforseen variations in prices/ quantities is included for the AlD grant and GOB contributions,
POLI:JV

1 0 T At
FX L

0 1,055

[} 181

50 iy

120 0

1,659 0

0 210

0 12,037

12,500 37,500

0 2,560

0 S0

80 40

405 0

124 S90

15,18 54,282

Ezzzazzzx ]0‘000 Eszxz3sss

ITSZ==E=S

_‘[8_



. FINRNCING SOURCES/MAJOR FUNDING CATEGORIES

#.Industrial Transition Coseission (INIRAC)

2)
th
cl

L. ATD GRANT

IHTRAC Staff

Support Staf¢

Other Dperating Costs
B.Technical Assistance

Leag Tera Advisor
Short Tera Consultaots
tecal Consultants
€. Financing Mechanises

Working Capital

Investrent Capital

Indeanification Paysents
D. Other Costs

} Fublic Relatione Cagpaigns

Audits/evaluations
AlD Project Coordinator

. Friceluuantity Contingencies

T0TAL AID COHTRIBUTION:

11. HOST COUNTRY CONTREBUTION

A. 60B

2}
3]
c)
d}
el
fl
gl
h)

e}
1]

INTEAC staff

Support statf

Other Operating Costs

Local Consultants

Worting capital
Indesnification Payaents
Public Relations Campaigns
Price/Quantity Contingencies

B. PRIVATE SECTOR AND FOREIEN CAPITAL

Wcrking Capital
Investaent Capital

TOTAL HBST COUNTRY CONIRIBUTION:

GEAND T01ALS:

TRELE IV

8. FISBURSEMENT SCHEDULE

FROJECTION OF EXFENDITURES BY PROJECT YEAR

(1K US§ 000°S)

YEAR | YEAR' 2 YEA R 3 YEAR 4 T 01 a t
£ L FI L Fi T Fr Lc FI L

- 245 - A5 - us - 20 0 WS

- - - - - - - - 0 0

50 - - - - - - - 50 - 0

350 - 5o - 150 - 70 - 220 0

300 - 350 - 350 - 759 - 1,859 0

- - - - - - - - 0 0

- 2,200 - 1,500 - 1,000 - M 0 5,49

- - - - - - - - 0 0

- - - E - - - - 0 0

- - - - - - - - 0 0

- - 30 20 - - 10 20 50 1

150 - 100 - 100 - 5 - 105 0

30 50 3 £0 30 80 oo 124 301

1,480 2,505 80 1,825 830 1,365 us 1,147 3,218 6,782

: 10,000

TEITI=2S=

- 25 - 25 - 25 - 35 0 110

- 3 - 50 - 50 - 3 o 181

- 30 - 30 - 30 - 29 0 1e

- 50 - 50 - 50 - £0 o 20

- 1,50 - 1,000 - 1,000 - s 0 4,084

- 1,000 - 500 - s00 - 500 0 2,500

- 20 - 10 - ) - 10 0 S0

- 70 - 70 - 70 - 79 0 289

- 1,000 - 500 - 500 - 500 0 2,50

5,000 15,000 2,500 7,500 2,500 7,560 2,500 7,500 12,560 37,500

5,600 18,745 2,500 9,735 2,500 9,235 2,500 9,255 12,500 47,500

60,000

8,480 21,250 3,166 11,580 3,130 t1,080 15,718 54,282

S2CSZsCETTsTTEssXEZTszIETIsI==z=s=s SERI=sIETIsIS=RsssT=rszzzoz=:z "—"“‘-"'::::::::::::::::::::::2::l:::::::::::::::::‘:::::

70,600

-7 R~
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1. USAID/Bolivia

USATD/Bolivia will contract a U.S. Project Ccordiratcr fcro
the LOP under a Personal Zervices Contract (ESC) arrangement using grant
funds. This PSC will work under the direct sugervision of a
USAID/Zolivia Direct l'ire Projec YManager, ard will provida a link
vetween UZAID/Lolivia, TUTRAC, "the CLCs and the orivate secter locnl and
foreign investors which will participate in Prcject activities. In
additicn, the Project Coordinator will serve, cn a daily rasis, as
liaison with INTRAC's fxecutive Director and. other GOE/private sector
organizations involved in privatizaticn activities in Zolivia. Doth the
USRID Project Manager and the Project Coordinator will e assisted L2
USAID Project Implementation Cormittee. This Committee will rericlically
reviaw Project status to identifv octential impiemertaticn and/cr othnr
2velop anprepriate scluticns as zecuiraed.

‘The USAID direct hire Project lanager will have ~irocr
surervisory respensibility and autreority for Loth Froject Coovlirater and
Tachnical Assistance team performance. Also, thre Prcject Marager will ‘e
the officially designatad ccunterart of the LTRAC Evecutive Directo:
ard other GOB/Private Sector renresentatives of the Preject.

2. Technical Assistance Tean

The technical assistarce (TA) tean, tc te srewildel through a

direct AID contract with a U.S. institution, will be a rescurce to IITRAC
in the areas of firancing and transfer procedures, valuaticn of assets,
ard overall implementation of the vrivatization urececs. fxcent for the

long~term adviscr, all cther members of the T team will "o short—tern


http:cnjbi"1I'-".es

(i.e. both local and international) experts to be provided on an
as-needed basis to assist in privatizing selected SOEs and to help
privatized SCEs during their initial stages of operation. The TA
contractor will have the responsibility for arvanging all logistical
needs including its cwn office space, office furniture, office materials,
weusing for the LT advisor, and sub—contracts with local and
international short-term consultants. Job descriptions for the tecinical

assistance tean are contained in Anriex H.

3. OB

The Project Agreement (ProAg) will be signed with tihe GOB
Ministry of Planning and Coordination (4PC). 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
INTRAC. As such, the INTRAC Director will be the link with the GCB on
major privatization decisions. In addition, he will coordinate the

lay~-to-day operations of the Project with USAID/Cclivia =nd the TA tean.

4, LICs

The DDCs will bhe vital participants in the actual transfer
process of SOEs to the private sector. Theyv will participate in the
selection of the SCLs, valuation of assets, selactizn of an apprepriate
privatizaticn method, aralysis of legal aspectc and finalizirg the
details of each transfer.

£ore

2. OSchedule of lajor Actions

The Implementation Schedule which follows in next

events during the Life of the Project (4 veacss!.



INCUSTRIAL TRANSITION PP

IMPLEMENTATION SCHEDULE

YEAR 1

YEAR 2 YFRR 3 "YEAR 4
Lten ACTIONS RESPONSIBLE MONTHS . | MONTIHS . 1 MONTHS MONTHS
No. INSTTTUTIONS 12 3456 7891011112345 ¢ 783910111312 54 56 789101112123 45 6.78 910111
= Sign Project Appmval LSATD/Director :
) — Sign Project Agreement - USATD/MEC be

= _PIO/T for Project Coordinator approved &

Positiqn 2dvertised

- Eroject Coordinator selected and on-

USATD/Prolect Com

= Form TNTRAC Baard of Directors

ISATR/GOR

= lssue Snpreme Decree -
- PI0/T for INTRAC Exec.& Deputy DIirectors SAID/Proi, Mar./ |-
approved & posjtions advertised simulta. . - MeC
= TNTRAC Fxecntives Selected and an=hnard =
- Recryit rest of INTRAC profess.g support LUSATD/TTRAC
Staff (HOrCs) F‘xpmﬂ-iqu‘
- PTIO/T tor TA RFP approved SAID/Proi. Mar.
—__ |- TARFP_issued ROOAImA -
___p_TA RFP advertised ~ROO/dma —
[ TXcontractor_Selection made [ USATD/INIRAC -
K rA contract negotiated and_siqned YR - 3
F TX contractor wobilized Proj.Coor . /Contrack —

_sirateqgies

A_experts

L T'repare detailed Sob description & = Deputy et

_operating manu Director/TA

_brepare Data Base/Tnfo, Svstems on SOEs - TA experts

L 1v-cion Sales and Valuation procediures TA experts o

1 DIafe & issue legal donuments on sales & Lawyers/GOR :
~valnation

-Yrepare privatization procedures & financ.]] TA experts 4 :
Slowanmals N
f-Lavelop privatization g implementation INIRAC Exo,Directo -

INTRAC Ex¢.Directo

Axvelop priority Tis€ oF privatization

candidates

5 ‘ - =

-G8~



IMPLEMENTATION SCHEDULE Page 2

TNDUSTRIAL TRANSITION PP -

YEAR 1 YEAR 2 YEAR 3° ‘YEAR 4

Tteu ACTIONS RESPONSIBLE MONTHS . MOUITHS ] MQUINS TONTHS
Wo. - - INSTITUTIONS 12 3456 789101111234 56 78910112 123456789101112[123 45 6.78 9101112
- besign Public Education Campaiqn INTRAC Exe. Directof : -

— L TA ts
= Initiate & execute public eduycatiop | 'M%E%R.Officer

oAlgn

p
“_{= Sarxy_out privatizarion plans for each || GOR/INTpEry |-
L DO(’s
5

arget SOEs _
1d-ourse Project Evaluation | Contractor AUSAID/ ‘ [

—— 1. INTRAC/DDCS ' 3
- Pinal Project Evaluation ContractorAISATN/

__|="project Audits  Cantractor AUSAID7 ul =1 I
- ) RAC/NCS :

'
|
nTu'
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The Project's implementation nlan envisicns neriolic
readiustrments in the project desion and in tke firmancial and TA rescurce
allccations, should thece be necessary to attain the Prcject surposa.
The plan also lists otler events which are essential for wlarning ipitia
implementation activities ard ncbilizing teciinical assistance. Revisions
to this nlan weuld Le tased on the results of the wil course evaluation

scheduled at the end of the second vear of Project creraticn, or earliar

1L deermed appropriate.

C. Prccurerent Plan

INTRAC, in concert with the technical assistance contractoer,

will ccordinate ard carry out procurement cf the folloving:

i.e.

=~

~- services of lccal hire support perscnnel
secretaries/messengers, otc.);

- office spacs arl equipment; and

[

- chocrt-torm consultants (locall,

. - s ’ g
Tha Frodnch Parsenn’ fervices Contract (U.T2.PCCY Ceoudipaktor and

D

IiITTRAC Txecutive serconnel will te hired directly bv USAIC/Dolivia

shwortly after Project approval.

-
LY

-J

11 procurement will re carrial out on a cempetitive Lasis

1

Zollewirg A.I.D. FAR regulaticns ard qualified £(a) fimas wiil

,.a

considered together with qualified firns with exveriencs in carrving out

! oty

the planned project activities. The gource/origin for these procurements

will be the U.S. and Dolivia.

s -

D. Dvaluaticn and 2uiits

[N

1. Twaluaticns

Trhozviluation Dlan i-malindag onn icecouvoo . ene Sinal

~~e

nroject evaluation. The first evaluation will aszess croaress boearis



accomplizhrment of the overall Project purrose and suggest mid-ccurse
refinenonts,as nnceszary., The firal evaluation will measure “he
attainmert of purmose indicators (ICPs) and cther quantifialle ciiective
carameters.  Particularly, the evaluation will assess the effcctiverass
of the privatiration prccess, the attainrent of the speciflic

P PR < o -, < 3 4y - - A i Yam e .~ - RS - :
privatizatieon targees listed in Zart V of this faper, and che immact of

sactor investment, and on emploviment.

2. Audits

“re Project hudget provides for one auéit per every two
vears during the LOP.

319L
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K. CQOUDITICMS PRECCLLLT 22D QOVINZATIS

The Projsct Agrecment will e signed with the Minister of Plzoning

and will include the following conditions precedent and covenants:

n

A. Conditicns Pracelent to First Cisbursement of Aszistarce

Prior to the first disiursement of “he Assistance or ¢ “he
igsuance by A.I.D. of decumentaticn pursuant to which disbursements will

te made, Bolivia will, except as A.I.D. may otherwise agree in writing,

furnish to A.I.D., in form and sutstance satisfactory to A.I.0.:

1. an opinion of the Attorrney General of Bolivia or otlher
counsel acceptable to A.I.D. that the Agreement has teen duly authcriz
and/or ratified by, amd executed on hehalf of, Bolivia and that it
censtitutes a valié and legally binding obligation of Dolivia in
accordance with all of its terms;

2. a statement of the names of the persons wolaing or actirg in

the cifice of the Bolivian authorized veopresentative scecified in Dection
- -
.7 of thae Jgreement, and a snecimen sigrature oF cach corson ooneeliisd

in such statement.

3. a2 written notification approvirg the creaticn of TITFAC with

the names of the Fcar¢ of Directors.
2. Convenants
Eolivia will ccnvemant to take whatever lagal steps are

appropriate Jduring Project implemertation to effect the privatizaticn of

selectel state-owned enterm-ices.






UNCLAS “SECTION.:g2:OF. @2 STATE 011844

SUCE AS OVEE-CAPACITY OR INAPPROPRIATE GGVERNMENTAL
POLICIES WEICH MY BAVE TC BR MODIFIED -AS- A° PREREQUISITE
) :RIVESTITYRE, THE ASSESSMENT OF THE POTENTIAL . -
PROFITARILITY OF DIVESTED SOES MUST EXAMINE THE INDUSTRY
AND THE FACTORS WEICH AFFECT ITS PERFOEMANCE, NOT JUST
“4HE ENTERPBISE TO BE DIVESTED. YFOR FXAMPLE, 70 ASGESS
“THE FEASIBILITY OF DITESTING MILK PROCESSING PLANTS, THE
"OEGRZE OF OVER--Z.PACITY OF ALY COMPETING PLANTS 45 WELL
"85S THE IMPACT OF LARGE IMPORTATIONS OF POYDERED MILK
"MOST EE CONSIDERED. ALSO, THE NEED TO COORDINATE 4iTH
IR ENHANCE OF COURCES OF RAW ViAT’ERIALS, BG. MILK, “UST
"35 EXAMINED, :
"6. ALTERNATIVE MECEANISMS T0 ACHIEVE "PRIVATIZATION
"O3JECTIVES, THR PID DISCUSSES PRIVATIZATION IN TERMS OF
"THE SALE OF ENTIRPRISES TG TSR BOLIVIAN PRIVATE SECTOR
"INCLUDING PRODUCIES ASSOCIATYONS AND EMPLOYEES GROUPS)
'WEICH IS DESCRIRED £S QUOTE GENERALLY VEAX AND LACKING
STGNIFICANT EINTREPRENEURIAT SPIRIT AND EXPERIENCE
'UNQUOTE. TEE IDENTIFICATION OF APPROPRIATE BUYERS IS
LIKELT TO BE QUITE UIFFISULT. GIVEN 9HEESE PROBLEMNS,
CTEER HECHANISMS T2 ACEIZTE TLE SAME OEJECTIVES SEOQULD
BE ANALYZED. THESE MIGHT INCLUDE CLOSING ENTERPRISES;
LEASING CR ENTERING INTO MANELGEMENT CONTRACTS WITH FIRMS
% TH SUBSTANTIAL EXPERIENCE iN OFERATING THE SAME TYPES
LT ENTNRPRISES; 32LR OF ENTZREPRISES TO- FOREIGN INVESTORS
"GR TO JOINT VENTURES OF BOLIVIAN AND FOREIGN INVESTORS;
Ok TEX USE OF ALYTZRNATIVE BOY-0QUT MECHANISMS SUCEH AS
AGCTICNS.

7. PROJECT DEZSIGN S5TRATEGTI. TEE PID STATES TEAT THE
ENTERPRISES TO BE DIVESTED WILL BE IDENTIFIED DURING TEE
"PEOJECT’S INTENSIVE REVIEW. HOWEVER, IT DOES NOT SE®M
"DESIRAEFLE 0 MALE DEFINITE JUDGEMENTS IN THIS REGARD
DURING PROJECT DESIGHN. INDEED, TEIS YOULD SEEM TO BE &
PRIMARY FUNCTION OF INTRAC. RATEER, THE PP SEOQULD
IDENTIFY TEE PROBLELZ AREAS FOR PIVESTITURE IN ORDER TO
ESSESS TEE XIKDS AND ANOUNTS OF ISPUTS (TECENICAL
ASSISTANCE, CREDIT) THAT MAY BE REQUIRED,

8. PROJECT IMPLEMEINTATION MONITORING. TEE CURRENT
COMPOSITIOK AND LEVEL OF MISSION STAFF IS NOT CONDUCIVE
"TO ADEQUATE MONITORING OF PROJECT IMPLEMENTATION. THE
MISSION SHOULD ADDKESS {EE ISSUE OF STAFFING IN THE
‘FORTHECOMING ACTION PLAN., THIS ISSUE MUST BE RESOLYVED
"BEFTORE PROCEEDING WITH PROJZCYT IMPLEMENTATION.

9. PROJEZCT APPROVAL AUTEORITY. GIVEN FONDAMENTAL
"QUESTIONS AEOUT TEZ PROJECT STRUCTURE, TEE POLITICAL
"SENSITIVITY OF PRIVATIZATION IN BOLIVIA, AND THE RAPID
"INCREASE IN EXPERIENCE WITE AND KNOWLEDGE ABOUT

ANNEX A
Page 2

"PRIVATIZATION IN LAC, TBE PP WILL BE REVIEWED IN AID/VW. ARMACOST

RT
#1644
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,1/2 UNCLASSIFIED STATE ©11844/%
4. PROJECT STRUCTOKRE:

(1) TBE NEED FOR AN INVESTMENT FINANCING FACILITY. TEHE
NEED FOR TEIS FACILITY IS LUESTIONABLE SIVEN TSE
STAFFING AND BUDSET CONSTRAINTS wHICE EXIST AS WELL &S
TPE AVAILAEILITY OF MULTIPLE CREDIT LINES FINENCED BY
A.I.D. AND CTE&ZR DCNCKS WEICH NOW EXIST, WILL RE SOON
ESTAELISEED, E.G. ILE AGRO-INDUSTRIAL CREDIT, OR COULD
EE QUICKLY MOBILIZED, £G. THE PRE KEVOLVING FOUND. TER
(1TSSION SEOULD GNDERTAKE A CAREFUL ANALYSIS OF OTEER
SOURCES OF FINANCING wEICR COULD BE MORILIZED FOR
DIVESTITUKE DUKING PROJECT DEVELOPMENT.

A CREDIT LINE SHCOLD EE INCLUDED IN TEIS PROJECT ONLY IF
IT CAN BE CLZARLY SEOWN THAT THL DITXSTITGRE PROCESS
WILL PROCEEL SO EXPEGITIOUSLY THAT SUFFICIENT RESOURCES
CANNOT BE MOELLIZED FROM OTHER SOURCES. (AN ALTERMNATIVE
PROJECT DESIGMN WHICE LIMITS A.I.D. FINANCING TO THZ
COSTS OF INTRAC, TECENICAL ASSISTANCE AND FEASIRILITY
STUDIBS WITH ANY FINAHCING FACILITY POSTPONED TC A&
SECOND PEASY SHOULD BE CONSIDERED.) IF A CREDIT LINE IS
"INCLUDED IN TEE FROJECT IT #ILL FINANCE ONLY WORKING
CAPITAL OR TEE PURCEASZ CFf MEw EQUIPMENT/SPARE PARTS.
"IT WILL NOT FINANCE TRANSEFER CF ASSETS OR SEVERENCE
"PAY,

(B) TECENICAL ASSISTAMCE REIJUIREMENTS. TEE PP SEOQULTD
CLEAELY DEFINE IEE TYPES AND LEVELS OF TECENICAL
ASSISTANCE REQUIRED IN THE PROJECT. IT APPEARS TEAT
TEREE TYPES OF TECENICAL ASSISTANCE WILL B2 REQUIRED:
TECENICAL ASSISTANCE TC INTRAC TO EELP IT ESTABLISE
ITSELF AS AN OPERATIONAL ENTITY; TECHNICAL ASSISTANCE

RELATED 10 DIVESTITUGRE, EG. FSASIBILITY STUDIES OF
OPERATING LIVESTED ENTERPRISES AND IDENTIFICATION OF
SPECIFIC DIVESTMENT PROCEDUNES; ANL SEORT TERM TECENICAL
ASSISTANCE TO PRIVATE SZCTOX OWNERSEIP TO ASSIST WITE
START-UP £FTZR DIVESTMENT. TBS PP SEOULD SET FORTE TEE
SPECIFIC TECENICAL ASSISTANCE REQUIREMENTS ANL SEOULD
DEFINE HOW FEE 1EY PROJECT wILL GC TO ASSIST BUYERS
AFTER DIVESTITURE. TEE TECENICAL ASSISTANCE
REQUIREMENTS IMPLIEL BY DIVESTITURE TC PRODUCERS
ASSOCIATIONS OB EMPLOTEES GROUP WEICE MAY NOT FAVE
STRONG MANAGEMENT SEILLS A4RF POTENTIALLY QUITE
SIGNIFICANT. TEXSE SECULD FE MINIMIZED.

S. FEASIBILITY OF DIVESTITURZ. TEET PID IMPLIES TEAT
FOST STATE OWNED ENTEKPRISES (SOUES) ARE MONEY-LOSING
PROFOSITIONS BECAUSE OF INTERPRISE LEVEL INZFFICIENCIES
'TEAT ARR A CONSEQUENCE OF PUELIC CwNERSEIP. OTEER
"CAUSAL FACTCRS MAY ALSO CCNTRIBUYE RED INK TO SOE
BALENCE SHEETS. YEESE MLY INCLUDE INDUSTRY-WIDE FACTORS
BT

#1844
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PROJECT DESIGN SUMMARY

LOGICAL FRAMEWORK

INDUSTRIAL TRANSITION (511-0577)

Project Title & Number:

(INSTRUCTION: THIS IS AN OPTIONAL From FY
FORM WHICH CAN BE USED AS AN AID

ANNEX B

Lifg of Pxoiei§87 o FY 1990

TO ORGANIZING DATA FOR THE PAR E°'°' u.S. Funding_‘Lf_—'ngj—lo 000,900
A N ',
REPORT. )T NEED NOT BE RETAINED ate Prepared fooil g,

OR SUDMITTED.)

HARRATIVE SUMMARY

OB ECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

PAGE 1
IMPORTANT ASSUMPTICNS

Piogram ar Sector Goal: The broader objective to

which this project contributes:

o pronsste Bolivia's econoinic
recoverv and growth through
wore cational allocation of
resources.,

Mecasures of Goal Achievement:

- DPrivate sector invest-
nents in former SOEs will
have increased by at
least $30 million.

Reduction of the SOE
contribution to the public
sector deficit.

Analysis of GOB & Interna-
tional organizaticns'
related statistics.

Baseline information will be
established during project
implementatian based on
specific privatization actions.
This baseline information

will be used to assess the
project contribution towards
the goal.

Assumptions for achieving goal torgers:

Continued GCS ccnmitinent
to privatization.

Political stability and private
sector coanfidence.
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PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

INDUSTRIAL TRANSITION (511-0577)

Project Title & Humber:

ANNEX B

Life of Projecs;

From FY i§%7 toFY__1390
Total U.S. Funding _ 910,000,000
Date Prepored: A1l &, 1987

PAGE 2

NARRATIVE SUMMARY

O3JECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Purpose:

To increase the role of the Bolivian
private sector in the country's
economy through its enhanced
participation and investment in
product ive industrial and service
enterprises.

W

Cond:tions that will indicate purpose has been

achieved: End of project status.

1.

Reducticn of the SOE
contribution to the
public sector deficit.

Reducticn in the average
operating costs of pri-
vatized SOEs.

At least 10 SCEs privatizad,
possibly up te 30.

At least 5 additional privat-
ization actions (management
contracts, leases of SOEs,
etc.) implemented in central
government enteiprises not
subject to saie.

Private Sector investments in
former SOEs will have
increased by at least

$30 million.

Impact evaluations.

Baseline information will be
developed as part of the
feasibility studies to be
carried for each SOE to be
privatized. Benchmarks will
then be more precisely
defined and evaluated by the
Project Assistance Completion
Date.

As sumptions for achieving purpose:

the GOB will provide a consis-

tent and continuing commit-

ment to the privatization effort,
as expressed through the
establishment of INTRAC and the
enactment of a Supreme Decree, if
deemed necessary, to carry out
privatization initiatives.

1he GOB will continue its

existing free market-oriented
economic policies, as defined

by the NEP.

The private sector will be inter-
ested 1n, and willing to, invest &
take risks in divested enterprises.
The privatization process will have
strong public suppart to offset
negative reiactions by groups with
vested interests.

Sufficient financial resources fran
donestic sources and froin inter-
national donors/iinancial institu-
tions will e 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
inplement the privatization program.
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Project Title & Number:

INDUSTRIAL TRANSITION

PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

(511-0577)

Life of Project:
From FY __31987 16 FY

1990

Toial U.S. Funding

$10,000,000

Date Prepared: APLil, 6, 1997

PAGE 3

HARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Outputs:

1.

2.

3.

A,

9.

10.

The INTRAC established.

A GOUB privatization action plan
developed.

The legal framework for the
privatization of SOEs will be
clarified and used as the
basis for privatizations.

Privatization plans
for LICs.

Financing mechanisms for the
transfer of SOEs established.

feasibility studies conducted.

Numiver of investment
pactuges for SOEs to be
privatized developed for
presentation to private
investors.

hAn investment promotion
campaign carried out.

Muitcr of SOEs privatized.
Othar privatization actions,

manggement contracts, leases,
ardd closures.

Magnitude of Outputs:

1.

2.

3.

10.

Cne established.

ne cdeveloped.

Clarified.

At least 5 deveiloped.

Established.

At least 10 feasibility
studies for divestiture
conducted.

At least 10 developed.

Carried out.

At least 10 SOFs privatized,
possibility of up to 30.

At least five.

- Monthly, semi-annual and
final project implementaticn
reports.

- Mid-term evaluation.

~ ex—post project
evaluations.

Assumptions for achieving outputs:
- Project is able to overcome

effectively SOEs' problems which

limit privatizations.

Sufficient financial rescarces
from the local private and
public sectors and fram
international donors and
financial institutions will be
available to facilitate the
transfer of SOEs.

Qualified individuals with
enough influence, prestige and
support frowm the highest levels
of the GOB will be available
to form INTRAC and implement
the privatization program.
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Froject Tirlo & Number:

PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

(511-0577)

ANNEX B

Life of Projegy:
From FY 7 to FY, 1990

Total U.3. Funding $10,000,000
Date Prepored: Aanril [, 1987

PAGE 4

HARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Inputs:

A. Industrial Transition Commission

B. Technical Assistance

C. Financing Mechanisms

D. Other Costs

implementation Target (Type and Quantity)

A.

B.

($000)
AlD
GRANT' GOB
(1) INTRAC T
staff 945 110
(2) Support stafr - isl
(3) Other cpe.costs 59 119
Sub-total 995 410
(1) 1 LT Consultant
for 42 pms. 720 -
(2) ST Consultants
(143 pis) 1,859 -
(3) Local consultants
(lawyers,
accountants,
etc.) - 210
Sub~-total 2,579 210
Fin. Mechan. 5,496 4,041
Indem. payments 2,500
Sub-total 5,456 6,541
(1) Public Relations
Campaign - 50
(2) Project Audits/
Evaluation 100 -
(3) AID Project
Coordinator 405 -
(4) Inflation/
unanticipated
costs 425 289
Sub-total 930 339
GRANT' TOTI'AL 10,000 7,500

~ USAID/Bolivia, TA contractor
GOB/ESF accounting and
tinancial records.

- Annual audits.

Assumptions for providing inputs:

- Project which is to be increment-
ally funded, receives OYB funds
as programmed.

~ GOB/ESF funds are provided to the
project in a timely way.



ANNEX C

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

ENVIRONMENTAL

Project Location

Project Title

Project Number

Funding
Life of Project
IEE Prepared by

Recommended 'Chresnold Decision

Bureau Tnreshold Decision

Comments

Copy to

Copy to

Copy to

Copy to

LAC/D¥

THRESHOLD DECISION

Bolivia

Industrial Transition
511-0577

$10 million (G)

Four Years (FY'37-FY'9l)

Angel M. Diaz
LAC/DR

Categorical Exclusion

Concur witn Recommendacion

David A. Conen, Director
USAID/LA Paz

Angel 4. Diaz, LAC/DR

doward Clark, REMS
USAID/Lima

IEE File

;3614& £ W Date g*///gﬁ

Marea E. Hatziolos

Deputy Environmental Officer

Bureau for Latin America
and tne Caribbean

o\



ANNEX C

ENVIRONMENTAL DETERMINATION

Project Location: Bolivia ]
Project Title: Industrial Transition Project
Project Number: 511-0577 )
Punding: ' -$10 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
§0Es; (2) An Investment Financing Facility which will develcd and fund
financing schemes for the transfer of SOEs to the private sector; and (3
Follow-up assistance to help selected privatized SOZs during their initial
stages of operations.

Statement of Categorical Exclusion: It is the opinion of USAID/Bolivia tha>
the project deces not raguire an Ini=ial Environnencal IZxanmination, tazsau :
activities are within the class of actions described 1a Section 2.5.2,
paragrapn (c)(l)(i) and 216.2(c)(2)¢i) of 22 CFR part 216 on "Categorical
gxclusions", which read as follows:

n

2

"Section 215.2(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. fen
Mission Direccor

Date:: /C/Z«%/Q?é

241L
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Section 611 (F) Cetermination

CERTIFICATICY PURCUANT TO SECTICY 1l (E) CF TIT FOFFIG! ASSISTRIICT

ACT OF 19Gl, AS ANENDLED

I, George A. '/achtenheim, as Acting Mission Director of the Agencv for
Internaticnal Development Mission to Belivia, having taken into account,
among other things, the maintenance and utilization of projects
previously financed by USAID/Polivia, do hereby certify that ir ry
judgement The Covernment of Bolivia and the implementing agency have the
financial capacity and human resources capability to effectively utilize

ard! maintain the preoposed Irdustrial Transition (INTRA) Crant Project.

Ly

George A. Vhchtenhein
q

Acting !dssion Director

USAID/COLIVIA

/4 7/007

DATE:

a0

et L,

A
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INDUSTRIAL TRANSITION PROTECT

(Ko.511-0577)

STATUTORY CHECKILTSNS

PROJECT CHECKLIST

Ceneral Criteria for Predect

1. FY 1966 Continuing Pesoluticn,
Sec. 524 FAA Sec. 624A; Sec.hS52(bh).
(a) Pescribe how autiorization and Comnittees notified
appropriations committees of Senate using congressional
and House have been or will e notification procedures.
rotified conceming the proiect?

FAL Sec.®/11Aa) (). Prior to onli-

gation in excess of $100,000, wil!
there be (a) engineering, financial
or other plans necessary to carry
oub the assistance and (b) a reason-
ably firm estimate of the cost to
the U.S. of the assistance?

3. FAA Sec. 6ll(a) (2). If further leg- Privatization of state
islative action is required within enterprises have taken place.
raecipient country, what is hasis If deeme? necessary, a
for reasonable expectations that Supreme Decree, which is
such action will be completed in believed can be expali-
time to permit orderly accomplish- tiously issued, will allow
2ent of purnese cf the Aassintance? rrojact Lmplerentatioe,

4. FRA Sec. Fl1(h); FY 1986 Continuino N/A
Pesolution, Sec. 501. 1If for water
or vater-ralatex! jand resource con-
strniction, has project met the
orinciples standarls and procaures
2stahlish=? pursuant to the Resources
Planning At (42 1U.S.C. 10R2, ot,seq)?

{52e AID Parcrook 2 for new quidelipes.)

S. FAA Sec. 611le). If nroject is capital M/A
assistance {e.q. censtrnuction), and
2'1 U.S. assistance for it will axceed

$1 millicn, has Mission Director
certifie! ani Regional Assistarce Ad-
ministrator taken into consideration
the country's capability effectively
to maintain ard utilirze the project?


http:ccnstrnct4.nn

10.FAA Sec.617(a),

6. FAA Sec. 209. Is project susceptible

to execution as part of regionmal or
multilateral project? If so, why is
project not sc executed? Information
and conclusion whether assistance will
encourage regional develcpment
programns.

7. FAA Sec. F0l(a). Infcrmaticn and con-

clusicns vhether oroject will encour-
age efforts of the country to: fa)
ircrease the flow of internatioral
trade; (1) foster private initiative
and competition; and (c) encourage
Jevalorment and use of cooperntives,
Aanci credit unions, and savings and loan
associations; (d) discourage menopolis-
tic practices; (e) improve technical
efficiency of irvlustry, agriculture
and commerce; and (f) strengtren free
lahor unions.

8. FAA Sec. FO1l(b). Information and con-

clusions on how project will encourage
U.S. private trade an! investmant
abread and encourage orivate 1.0,
participation in foreign assistance
programs (including use of private
Erada cheinnels and KM services of (0.5,
private enterprise).

. FAA Gen. Al2(k). 42C(h); Y 1992 ADDro-—

priation Act, Sec.S507. Descriye steps
taken to assure that, ko thw maxinum
extent possilhle, the camtry is contri-
mting lecal currencies to meet the cost
of contractieal and other services, and
foreicn currencies cvmed w the 11.5.

are utitized in lieu of (dollars.

Dces the 1.5, cwn
excess formign currancv of the country
and, if so, what arrangements have
reen made for its release?

fnnex E
Page 2 of 12

Ho. Project is unique
to Bolivian situation.

The project seeks to help the
CCE transfer state
enterprises tu tle private
sactor and to promote nrivate
investient.

One of the objectives of th=2
Project is to stimulate
cirivate investments.

The GOB will! provide counter-
part contritutions in leal
currency, as possibla,
Auring the lifz-of-vrofect,
to attain the oroject
purpose,  This contriiution
will ke at 5% of the
LCP Cost.

YA
SRS

Yo.
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Annex I
Page 3 of 12

11.FAA Sec.f0l(=). Will the project uti-
lize competitive seloection procedures Yes.
for the awarding of contracts, except
Where applicable procurement riules
allow otherwise?

12.FY 1985 Tontinuing Resolution, Sea.522.
I assistance is for tle proiuction

ol any como ity for expors, 15 khe Yo, Tk s tnlikelvy that
cemrodity 1ivelv to ke in surplus on the Projact result in
world markets at the time the resulting icrease! competition to
praductive capacity hecomes cperative, .8, prolicers.

ard is such assistance likely to cause
substantial injury to 11.S. prolucers
of the same, similar or competing

commoxlity?

13.FAA 118(c) and (d). Does the proiect Yes. It has been Jdetermined
comply witihh the environmental proce- that the project will roct
dures set forth in AID Regulation 16? have adverse effects on the
Does the project or program take into environment. Tre project
consideration the problem of the falls within the provisions
Jdestruction of tropical forests? of Section 21€¢.2(1)(i)and

216.2(C)(2)(i).

14.FAA 121 (d). If a Sahel project, has a
determination heen made that the hnst
government has an adequate system for N/A
accounting for and controlling receipt
and expenditures of project funds
(o1 ars er local currancy gereritxl
therefrom)?

15. FY 1986 Continuing Resolution
Sec.533. Is distursement of the
ascistance conditioral solely on to.
the basis of the policies of any
multilateral institution?

LE.ISDCA of 1985 Sec. 210, For
developrent assistance projects,
how much of the funds will bhe
availaWle only for activities
of ecorcnically anl scciallv
disadvantaged entermnrises, tone.
historically black colleges and
universities, and private ard



vcluntary organizations which

are controlled by individuals

who are black Americans, Hispanic
Americans, or Native Americans,
cr who are ecorcmically or
socially disadvantaged (including
women) ?

B. Fundirg Criteria for Project

1. Development Assistance Project Criteria

a. FAA Sec.102(b), 11, 113, 281(a).
Extent to which activity will (a)
effectively involve the pcor in de-
velcrment, by extending access to
economy at local level, increasing
labor-intensive praluction and the
use of appropriate technology,
spreading investment out from
cities to small towns and rural
areas, and insuring wide partici-
pation of the poor in the benefits
of development on a sustained hbasis,
using the appropriate U.S. institu-
tions; (b) help develop cooperati-
ves, especially by technical as-
sistance, to assist rural and urban
poor to help themselves toward
better life, and otherwise enccurage
democratic private and local govern-
mental instituticns; (c) suprnort
the self-help efforts of developing
cauntries; (d) promote the partici-
pation of women in the national
economies of developing countries
and the improvement of wcmen's
status; and (e) utilize and encourage

regional cooperaticn iy developing
cauntries?

b. FAA Sec.103, 103a, 1C4, 105, 1C6.
Does the project £it the criteria
for the tvpe cf funds (functional
acocount) teing used?

Annex E
Page 4 of 12

(a) Many project venefi-
ciaries will he members of
Producers' Associations wiho
fall within kelivia's

lower income grougs.

(b) s5ome of the state
enterprises are expected to
be transferred to coopera-
tives which will ke -
strengthened through
technical assistance.

(c) Bolivian self-help
efforts are significant.
The A.I.D. assistance cnly
cemplerments lccal offcrhs
and resources.

(d) viomen will participate
in the acgquisition cf state
enterprises to the extent
they will e able to invest.
Also, they will benefit

as employees of privatized
SOEs.

(e) N/A.

’A
)
Ui

7



C.

2

D

0

FAA Sec.107. 1s emphasis on use of
appropriate technolegy (relativelv
smaller, cost-saving, labor-using
technologies that are generally most

appropriate for the small farms, small

businesses, and small incomes of the
ooor)?

FAA Sec.11f(a). Wil! M2 rocipient
country provide at lnast 253 of the
costs of tha program, nroject, or
activity with respect to which the
assistance is to he furnishe? {or is
the latter cost-sharing requirement
reing waived for a "relativelv least
developed" countrv)?

FAA Sec.122(b). Does the activity

give reasonable promise of contri-
buting to the development of econo-
mic resources, or to the increase
of productive capacities and self-
sustaining econcmic growth?

FAA Sec. 128(b). If the activity
attempts to increase the
institutional capabilities

of private organizations or
the government of the country,
or if it attempts to stimulate
scienti®ic an’ todvinlogical
research, has it been designed
and will it e wonitora? to
ensure that the ultimate
teneficiaries are the poor
waiority?

FAA Sec.?f1(bh). Descril:e extent to
whichi program recognizes the parti-
cular neels, desires, and capacities
of the pecwle of the countrv; utili-
Z2S Lhe country's intellectual re-
sources to encourage institutional
levelopment, and supports civil olu-
cation anl training in skills re-
cuired for effective participation
in governmental nrccesses essential
to selfi-government.

Anrex E
Page 5 of 12

t/A.

Yes. The CCR and orivate
invastors will acoomnt
for over 0% of the life
ol project cost.

Yes.

EJ/A.

M/A.



3.

Nevelopment Assistance Project Criteria

(Loans Onlv)

.

FAA Sec.122 (h). Information and
conclusions on capacity of the
couritrv to repay the loan, at a
reasonable rate of intasrest.

FAR Sec.h2N(3}, T€ assistance is
for any profuctive entaerprise
which will ccmpete with U.S.
enterprises, is there an agreenant
by the recipient country to prevent
export to the .5, of more than

20% of the enterprise's annual
proluction during the life of

the lcan?

Economic Support Fund Prodject Criteria

A.

FAM Sec.531(a). Will this
assistance prorote =economic or
mlitical stability? To the
extent possible, does ic reflect
the policy directions of FAA
Section 102?

FAA Sec.%3l(c). Will assistance

unxler this Chapter be used for
military, or paramilitar; activi-

ries?

ISDCA of 1985 Sec. 207. Will

ESF funis he used to finance the
construction of, or the operation
or maintenance cf, or the supplying
of fuel for, a nuclear facilitv?

If so, has the President certified
that such country is a party to the
Treaty on the Men-Prnliferation of
Nuclear Veapons or the Treatv for
tha Prohitition of tuclear Vearons
in Latin Pmerica (the "Treatv of
Tlatelolco"), ccoperatsas fully

with thz IAEA, and pursies
ronproliferation velicies
consistent with those of the

United Skates?

Annex E
Page & of

t/A

N/A

)

e



Anpey I

Page 7 of 12

d. FANA Sec.60C. If commodities are to
he grantad so that sale proceeds
will accrue to the recipient cuauntry,
have Special Account (counterpart)

N/A
arrangements been made
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I1I. Starndard Item hecklist

A.

Procurement

FAA Sec. 602. Are there arrangements

to permit U.S. small businesses to Yes,
participate equitably in the

furnmishing of commadities ant

services fimanced?

FAA Sec. K0dla). Will all procure-

ment he from the U.S. except as other- Yes. U.S. and Bolivia
wise determined by the President or

under delegation from him?

FAA Sec. 604 (). If the cooperating

country ciscrininates against marine

insurance companies authorized to 1o

husiness in the U.S., will cammodities Bolivia does not so
De insured in the United States against  discriminate.
marine rislk with such a company?

FAA Sec. 604 (e); ISDCA of L9E0 Sec.

705 (a). If offshore procurement of
agricultural commxlity or product is to

be financed, is there a provision

against such procurement, when the do- M/A.
mestic vrice of such commodity is less

than parity? (Fxception where ccmmodity
fimanced could not reasonably be pro-

oure? in U.S))

FAA Sec. 6C4(g). Will constructicn or
ergineering services be procuret from
firms of countries which receive

direct ecoronic assistance under the FAA
and which are otherwise eligible under ro.
Code 941, nut which have attained a
competitive capability in international
markets in cne of these areas? M these
countries permit United States firms to
compete for constriction or engineering
services finarced from assistance programs
of these znintries?




Annex. E
Page 9 of

FAA Sec. G03. Is the shipning
excludext from compliance with
requirement in Section 201(Db)

of the llerchant iarine Act of

1926, as amended, that at least

50 percent of the gross tonnage of
ccrmodities {computed separately

for dry Lulk carriers, dry cargo Mo.
lirers, and tankers) financed shall

be trarsnortedi on privately ovwned

11.5. flag commercial vessels to the
extent that such vessels arz available
at fair and reasomable rates.

FAA Sec. 62). If technical assistance

is financed, will such assistance be
nrnished v private enterprise on a Ves.
contract bhasis to the fullest extent
practicable? If the facilities of

other Faleral Agencies will be

utilizel, are they particularly N/A
suitable, not competitive with

private enterprise, and made

available without undue interfer-

ence with domestic programs?

Intermational Air Trarsrort. Fair

Competitive Practices. Act. 1974.

1f Aailr transporta%ion of persons or

property is financed on grant ‘wsis, Yeos,
WILL LS. crriors e used ko kb

Labt

axtant such service is available?

Y L9896 Contimiing Resolution

Sec.bNd. I the U.8. Covernment

is a party to a contract for

procurament, does the contract

contain a orovision auttorizing

termination of such contract Yes.
for the convenience of the United

States?

‘—‘
o
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4. Will arramgements preclule use of
financing?

=

FAL Sec. 104(f); ©Y 1SAF Continuinc
Resolution Sec.f26: (1) To nay

for performance of alortions zs a

mathad of family plamming or to

motivate or coerce persons to

oractice abortions: (2) to pay for
inwluntary sterilization as method

of family nlanning, or coerce or

provide financia' incentive to any Yes.
person to undergo sterilization;

(3) to pay for any biomedical

research which relates, in vhole

or in part, to methods or the

varicrmance of aloriions or

involuntary sterilizations as a

means of family plamning; (4) to

lobhy for abortion?

FAA Sec.4P8. To reimburse persons,
in the form of cash payments, whose Yes.
illicit drug crops are eradicated?

FAA Sec. 620(g). To campensate
owners for expropriated national- Yes,
ized propertyv?

FAA Sec. 6€0. To provide training

or 2ivice or nrovide :n Iirancial

supnort for molice, prisons, or Yes.
other law enforcement forces,

except for narcotics programs?

FPA Sec. 662. For CIA activities? Yes.

TAA Sec. €2G(1). For purclases,

sale, iunu-term lease, exchange or
guaranty of the sale of motor ve- Yes.
hicles manufactured cutsi‘le I1.S.,

unless a waiver is obtained?

FY 1906 Contiruing Resolution, Sec.903.

To pav pensions, annuities, retire-

ment pay, or adjusted service com- Yas.
pensation for militarv personnel?



http:farn3.ly

0115L

h.

FY 1986 Continuing Resolution, Sec.505
To may U.5. assessments, arrearages
or duaes?

Y 1786 Contiruing Resnlutinn, Sec. 506

To carry out provisions of FAA Sec-
ticn 209(d) {Transfer of FAA fundds
to multilateral organizations for
len?ing?

FY 1986 (ontinuing Resolution, Sec.510.

To finance the exoort of nuclear
equipment, fuel, or technology?

FY L9896 Continuirng Resolution, Sec.51l.

For the muwpose of aiding the efforts
of the goverrment of such comtry to
repress the legitimate rights of the
population of such country contrarv
to tie United States Declaration of
Human Rights?

FY 1986 Continuing Resnlution, Sec. 516.

To be used for nublicity or propa-
ganda purposes within U.S. not
authorized by Congress?

Annex E
Page 12 of 12

Yes,

Yes.

Yes.

Yes.

Yes,
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La Paz,3 - ABR. 1987

Sefior

David A. Cohen

DIRECTOR USAID /BOLIVIA
Presente.-

Sefior Director:

Como es de 3u conocimiento, el Supremo Gobierno dentro
su nueva politica econdmica considera que es imprescindible acelerar
el proceso de transferencia de un ndmero de empresas estatales al -
sector privado. El propdsito de dichas transferencias es el mejora-
miento de 12 utilizacidn de los recursos de nuestra economia y el mo
7ilizar los recursos, —anto acondmicos ccmo financiercs sl sector
privado, para reactivar la economia del pais.

Al tomar esta decisidn, estamos conscientes de la nece
sidad de crear los mecanismos necesarios para facilitar el proceso
de transferencia de ciertas empresas. Al respecto, ncs proponemos
crear una comisidn mixta que se encargue de coordinar todas las ac -
ciones que sean necesarias para lograr nuestro objetivo de transferir
al sector privado todas aquellas empresas que sean factibles de trans
ferencia. Deseamos que esta comisidn sea lo mds dgil posible, para
lo cual consideramos que la misma debe tener la mayor autonomia de ac
cidn posible. Las politicas para su plan de accidn estardn sujetas,
sin embargo, a las politicas generales que serdn establecidas por el
Ministerio a mi carge.

Por lo anteriormente expuesto, el Supremo Gobierno, me
diante mi persona, solicita a usted considere la manera en que la Mi-
sidén de USAID/BOLIVIA, a través de sus canales establecidcs, facilite
un programa de cooperacidn para cubrir parte de los gastos de la crea
cidn y funcionamiento de la comisidn que estard encargada, bajo las
normas establecidas por mi Gobierno, de ejecutar nuestra politica de
crivatizacidn de empresas estatalas. Asimismo rensamos que seri ne -
cesario se inacluya en el prcgrama de cooperacidn una pequeida linea de

v
v \\
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financiamiento que sirva como catalizador para la promocidn de la in-
versidn privada en las empresas a transferirse. EL Supremo Gobierno

considera que este tipo de proyecto deberd tener una duracidén inicial
de cuatro afios, a partir de la firma del convenio. Una vez transcu -
rrido aste periodo y en base a una evaluacidn, se podrd determinasr si
se continfa o no con el proyecto.

Para este fin, 21 Surremo Gobierno solicita unz denacidn
de hastz USE 10.000.000 en moneda axtranjera, prcvista por USAID/EOLI-
VIA. El Gobierno de Bolivia aportari por lo menos el 25% del costo

del rroyecto.

ODtro aporte de gran magnitud, por parte del Gobierno ¥
las CDD, seri el financiamiento mediante condiciones en los términos
de venta gue facilitari la transferencia de ciertas 2mprasas a2l secIor

privado.

Finalmente, una vez temada la decisién sobre la transfe-~
rencia de una determinada empresa o grupo de empresas, el 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 motivol saludo a usted, muy atentamente.

5ot ,u MHEz g
| 2% n"w
AINBHRQ DE mm IENTO ¥ LGOKDWAL
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PLALTTAS INDUSTRIALIZADORES CE LECIE (PILs)

La Paz Santa Cruz

1. eocutive Jurmnry

The Plantas Industrializadcoras e Leche (PILs) are the onliy
domestic source of pasteurized milk praducts in 2olivia (excent for a
small private corcern rescrtaily recently established in Trinidad).
Powever, there is a substantial presence in “le marlet of mill nroducts
trom neighhering countries, beth lecally imported and contraband., Tin
Cochabamba plant was established in 19 €O firanced by a UWICER grant. La

Paz (1€72), Zanta Crum, Tarilda, and Dvcre (a1l LEVEY, vere Iinanced,
ecuicped, and perscnnel trained Lty the Danish Coverrment. The plantc'

chrenic shortage of raw milk: supply has heen alleviated through
cocperaticn with the Frograma undial de Alimentos Fomento Lechero
pregram, through the deration of oovdered milk and other food, commeditics

The design capacities and average processing volumes of the plant

are as -ol;ows.
Ccchakamion

ra Par

Santa Cruz
Jvere

Tariza

~CTAL

Cotential
Sucre ard

.ncurrl.q e
Fi'ry, and

Tarii
supnoselly operate at bhreak even or better wnila |
-“lﬂtionships
1 nuklic acteen, !
molicy and creraticnal issues

eficits.
Jgerorally iz
svstem raises ﬂlificult

Installed
Caracity
CCO liters/cay

120

i

somaurat in

Tue to

increased

Average Processing
Volume B
CCO liters/day

. fin
45 38
ol of -~ 4
e bl
oy asd
2.5 21
1.5 Z
117 24
raw o1l supply is limited in
ia Faz. Thre "IGP larger planks
Cucre and Tarida ave
with the Danish Covernnent and
the orivatization cf the TIL

n (

-~

¢
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2. uackgrcund

Until 1¢70, fresh masteurized milk was unavailakle in Bolivia. Per
capita consumption of milk was estimated at 12 1l/capita/year. In that
vear, the first milk pasteurization plant was iraugurated in Zochalamba
-- fimarced by a NICEF grant. Mmong the condéitions of the grant tas a
clause statirg that after twelve years, cwnership ¢I the plant slould te
turred cver toc the Milk Prciucers Asceciation of (cchahamba, g
rerained the nation's only milk elant until 1972, Then, wit!s e 2it of
Carish cratit and tochnical assistance, anctber nlant tas inavcuratad in
1 2lto, La Paz. Three additicral plants were estanlished in 1070, in
Santa Cruz, Sucrs ard Cochakanba. The original \ochasamha vlant was
Cismantled and moved to Tarija. M1l five plants were criginally cuned v
the CBF, Lut were transferrel to their respective regicnal Zevelopment

(el

corporation in 104,

Even though annual milk ccnsumption is currently in the 27-30 liters
per capita rarge, nill production apd consumprion are rcr strongly
entrenched traditions in Bolivia, with the partial excenticn of the
Cochabamba valley ard the Beni and Santa Cruz cattle grazing lowlands.
Consequently, production of sufficient fresh milk to feed these plants
has been a continuing proklem, which has heen aggravated Ly government
controiled onroducer and retail sales prices.

To promote the growth of milk praduction, the World Focd Program
(PrA) of the United Nations works very closeiy with the PILs in a nroject
whose field activities are financed by the sale ty the PILS of PMA
Jonated powdered mils in several reconstructed and processed forms. In
spite of the PMA program, common operational protblems are rcted in each
cf the PILC. These are:

- wov Lave! of casacit utilizotion.

--  Relatively lcvi levels of tctal mil
egion is so0ld to the PILs. The remainder is used
conversion to cheese, or is sold directly in ron-za
censurers, on a cost basis, often at prices higher
sellirg »rice of PIL pasteurized milk.

cn praliuced in each
d*reﬂt on rarm
eurized frecm to

-- Commercialization is chvicusly a problen.

A B r to tie lucre, Tarija, and to
tihe La Paz mes is that of limited mill araducticn
i

¥ rescective zones.  PILs have not been wostablished in
[ 28
(]

itionally, a orchlem peculi:
certain entent 5

“1
[
-
-
il

1
octential in the
Oruro cor fetesi, as the high altitede of the regicn malies survival of
pure vred herds virtuallv imccssinle.



|, Year Production
Jtarted

. Hominal Design
Capacity (1/day)

3. Average Total
Processing Yolume
(1/day)

{, Average Presh Milk
Supply (1/day)

3, Average Regional
Total Nil Prod.
(1/dey)

6. Average Volume
Powderad Milk
Processed (1/day)

1, Bstimated Nuaber
of Producars
Delivering to PIL

§. Average Volume per
Producer 1(1/day)

§, PHA Prograa
Production Rxpansion
Potential

10. Total Baployees
{Plant, Admin, PMA)

1. Prod. Lines & Bst, Vol.
-Past. Hilk (1/day)
-Powdered ¥ilk
~Yogurt (1/day)

-Cheese
-Ice Creaa
-Hisc, (l/day)

Table |

PLANTAS TNDUSTRIALIZADORRS DB LBCER (PILs)

Comparative Production Data

La Par Cochabanba Janta Crug Sucre
1972 1960, 1978 1978 1978
55,000 120,000 120,000 8,000
35,000 35-45,000 30-15,000 2,500
11,000 35-45,000 30-35,000 1,250
60,000 8¢, 000 80-100,000 2,000
23,000 - - 1,250

2,000 1,200 2,000 120
5.5 29-38 15-17.5 10
Pair Good Good Very
Limited
123 143 92 19
16,000 20,000 22,000 2,500
- 2,600 kg/d $,000 i/d -
5,000 300 900 500
§,000 1/4 1,000 1/4 (7} 200 1/d
None None 200 1/d 300 1/d
5,000 2,500 Butter Butter

ANNEX G - 1

Tarija
1978
0,000

100-1,500

100-1,500

£,000

84

§ -1

Liaited

1,200
1,000 kg/aonth
50
None
None
Butter



ANNEX G - 1

-l

2. Description of Cperations

3.1 Phsical Plant and Production Characteristics

fach of the PIL plants is equipred alrost entirzly with
equipment. Design capacities vary considerablvy. All cof
he olants produce liquid vasteurized milk using either fresh milk (Santa
Cocharamta) or a mixture of fresh and reccrstituted nowdlerad mill
, Sucre, Tarija). The Ccchabamba, fanta Cruz and Tarija plants
ave _Fe cazacity to oroduce ~ovrlered mill.  The Carta Cruz ~lant g

saticn in evaporaticn lires install=sd zut thev mave never teon

used. oll plants proluce vogurt, cheese, and hbutter; and the Cochatamia,
Sucre ard Santa Cruz plants prcduce ice crean.

-+

Uith the excepticr of the Tarija plant, most of whnoce equipment is
now twenty-geven vears old, the gereral nhysical conditicon of teth plant
and equipment is good to excelient. The Santa Cruz plant is in need of
scme routire repaivs of instrumentatior and centvel SwEtens, and
apparertly hos a sericus boiler ard cabling water harnlness problern.

Table 1 summarizes in camparative form the key producticn
characteristic for the five plants. Several roints are wertilyy of ncte.

**  The La Paz PIL is heavily deperdent on powdered milk tc achieve
its total processing volume, relying on PMA shipments to make up the
difference hetween market demand and delivered raw milk supply.

** In aggrecate, the PILs roceive less than half the raw mili
produced in their resbective regions. The reasons for this apparentlv
re that large volumes of raw millz go directlv into the praducticn of
non-pasteurized cheese, and that the PIL price tc producers at 2s0.52 per
liter is less than available throuch lirect salas Lo corsuners.

**  Capacity utilization cf the PILs is only 34%.

**  Average liters per producer delivered daily to the PIL is lcw.
This suggests that most PIL fresh milk is ohtaine? from small-scale
pralucers. This fact indicates the potential Zor hich collection costs,
and suggosts that most praducers are lightly capitalized, particularly in
Ia Faz, Sucre, ard Tariia.
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3.2 Market Doman?d

rore questions were raised than answered in the areas cf rarke
demand, raw material supply, and con*mercialization of PIL system
oroduction during the course of the fi=ld visits.

requlation the PILs pay producers Bs0.55/1, and sell to
eq
agents at DSO.G.. 1. The agent sells to the puklic at 2sC.70/1.

It iz =asvy to urderstard vhy scre nroducers vould gell livechlrs
on cach tkasis rather than tc PIL for lower prices and deferred marTents.
On the other tarnd, it is 2ifrficult to understard why a rmostly urtan
Cclientele weuld want to cav more for a non-pasteuvrized preduct, as is
reportedly the case in Santa Cruz. There is a decided need for mere
xnowledge vis-a-vis the profiles of PIL and non-PIL consumers.

There would also appear to be a rneed for better consumer
aducation, public relations ard advertising con tie gart of DIL
managerment. The managers, having mostly come from the production side of
public sector entprprlse, as a group do not appear to have the proper
cackground to design or conduct aggressive and effective marreting
programs.

3.2 Raw daterial Sunmply

Procucer prices to PIL suppliers are now fixed at
Bs0.55/liter. This is reported tc be a reason for the low percentage of
total production to the PIL plants in each regicn. It is «difficult to
comment intzlligently on prohlems in the ar=a without having gooi
production cost data. It does seem agparent, hu/.'evez, that the
government imposed prices and vield spread take the initiative away Ifrcm
Fw Pils! ;
supcliers.

—

. . : i -3 R U
£0 uce sene cronfivo .'T‘.C‘.‘...C':,\T.g' N noer kg oontton ere

The PMA Fomerto Lecherc Program and its reg egulations are very
much intertwined with PIL operations, arother factor leadi g to excessive
organizational rigidity in the & rketing areca.

4, PTL Crganization and Management

The five PILs were oricinally centralired under the CSF. [Lach is

now the property of a Jifferenc LCC, all with var’irg pricrities
cncerming the pace of privatizaticn actions. COORCELE, a liaizon
organization for the PILs, is lccated in La Paz, presumanrly te lohbby for
the PILs' interests. It is rot clear tew effective CORROLL is.

Plart management las teen stable at La Paz, Cochabamia hrd Suere,
while recent changes have taken olace at Santa Cruz and Taris ja. Zanta
Cruz has reportedly had in the gast more lalor (Hifficulties than the
other plants.
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5. Financial and fconomic fnalysis

5.1 Firpancial
Firancial data for the PITs was generally not available at tre
tire of the fiald visits. The follcwing comments are based entirely on
interview respcnses with plant mamagers, or the DLC.

ekt Structure

The ccnstruction and subsecuent installaticns in the PILs have
been financed by Danish government supplied cradit on verv csoft terms.
It was mot clear if all of the Danish dett was aksorbed by the central
government at the time of transfer, since csome plant managers referred to
outstanding otligaticns vis-a-vis Danish credit. CORDLCIUZ stated that
ary lona-term Jdekrts would rot me factored in to transferral orice

negotiations.

Crerating Results

The La Paz, ta Cruz and Cochakamba PILs stated that they are
cperating abtove the break even point, whereas Tarija and Sucre are
deficit operatiocns at the moment, teing suoported to scme extent by their
DDCs. The Terija plant is hopeful of gcining some ground through a plan
to import powdered milk in bulk ard repackage it for sale in the Tarija
and Pctosi markets.

Asset Valuation

FIL Santa Cruz is the only plant which has carpleted a recent
technical evaluaticn of fized assets. The study, carried cut in LCCG,
nrxiveed a valuation =f 50,000, 00C.

Cochabarba estimated that its assets would be valued at akout
$10,C00,000 in a technical evaluation, a figura which would appear
reasonable based upon the Santa Cruz valuaticn.

Based upon the above, the study teams very cursocy valuaticn of
the other PILs fixed assets would be:

La Paz $6 - 8,000, C0O0
Sucre $ 7~o 00C
Tariia $1, coo, 6o

N

~e emmhasizad that these last three are rough order o

h

It is to
Qs

nagnitude estimates

thn

.2 Eccremic

Evaluaticn of the eccromic impact cf the PILs must tare into

(BN
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acccunt the integrated nature of their operation, and the impact the PHA
Fomento Lechero program has had cn its beneficiaries. While it is true
as alleged, that many producers do rot deliver to the PIL pecause of
their low prices and deferred payments, it is also true that most of the
smalier PtA prcgram teneficiaries would have readily accessihle market
cutlet were it not fcr the existence of the PILs.

“re clese lirk ketween the supply side develcoment work of the
PMA program, and successful PIL operation is a complicating factor in
divestiture altematives fcr the PIls.

G. Privatization Issues

6.1 Basic Issues

Given the perceotion by manv that domestic production cf
pasteurized milk is strategic to Bollv1a, the 1ntertw1ned nature of PIL
arsl PUA Femento Lechero operations, tre Danish firancial sistance, and
the fact that each PIL is egsentlally a regional moropoly, a number of
issues surrounding eventual privatization are raised. tilone can be
resolved without considerable further dialcgue, study, ard negotiation.
Among these are:

-- If the PILs are transferred to orivate individuals or corperate
entities, access to Danish credit lines and technical assistance, and the
relationship with the PtA Fomento Lechero program would be immediately
terminated. If, however, a mixed enterprise or cooperative arrangement
were to te organized both would reportedly continue, particularly if
vroducer grcups were involved.

-~ The essentially small size and weak capital base of the La Paz,

fucra and Tariia nroducer associaticns would appear to <all intc cuestion
their financial and maragerial cacabllltv to ouy out anc ocorate the
reglonal PILs. The Cochabamka and Santa Cruz producer grougs ara

probakly more camakle, but consicderarble intensive technical assistance in
dairy management and general business orientation would Le reguired.

—— Covernment pricing policies, imuort restrictions on oalry
praducts, and contxcl of contraband weould te critical to iLie su uccess of
PIL divestiture.

5.2 Privatization Reccmmendations

**  Conduct an industry-wide feasibility study of the
possibility of livesting the PILs.

*¥*  Investigate the lavel of tecwnlcal/nanagerﬁal assistance
required by the PILs if transferred, particularly fccussing on marketing
and commercialization.

3C6L
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ALIMENTOS BALANCEADOS PORTACHUELO (ALBAPOR)

Prefeasibility Analysis

1, Executive Summary:

ALBAPOR 1is 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
diaiogue 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 animal feed 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 1is actively seeking to
purchase the mill from CORDECRUZ, as one step in a plan to
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6.2 Specific Privatization Recommendations

ALBAT represents a case, along with ALBAPOR, where s

buy-out might be a "doable" proposition under the righz
circumstances. It, too, should be included as a test cases
for early provision of INTRAC technical and perhags
financial assistance. It is, ther=fore, recemmended that a
dialogue be =stablished with CODETAR, ALBAT, and pcrential
puyers to identify the specific needs in assistancs which
the project cculd provide te facilitate & wransition.
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EVALUATION OF GCEs FOR PURPOSE QF

FABRICA DE FOSFORQS and FANVIPLAN

To illustrate the proposed methodology for evaluating S0Es
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 <cince 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

1llustrative purposes only.

Case | -- Fabrica de Fosfcros —-- 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 1: FABRICA NACIONAL DE FOSFOROS, S.A.M

Background:

The Fabrica Nacional de Fosforoz or National Match Company
was established as a Sociedad MAnonima Mixta (8.A.M.) or mixed
company i1n 1954 with a capital of $500,000 distributed among the
State, 51% ($255,000) and private shareholders, 493 ($245,000)

The share distribution was subsequently modified as shown

below:
Shareholders B .88 Luuss L
State 8,280 54.00 16,983,013 828,089
Israel Sanderey 4,662 30.40 3,510,141 46¢, 388
Rodolfo Matta 1,414 .22 2,884,327 141,389
Banco Central 561 3.66 1,144,971 56,12¢
Imprex Incobil 104 0.68 212,727 10,428
Jose Gamarra Z. 34 0.22 68,833 3,379
Bearer 279 ol.82 549,357, ....27,910
15,334 100.00 31,373,369 1,533,709
Bancc Central’'s cocwnershio of IJ.66% represents, 1n effecet,
also government capital. The Central Bank receilvead these shares
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as collateral from another bank which went bankrupt. However,
title to the shares 1s not clear since they were never legally
transferred to the Central Bank. As of this moment, the shares

in question are still considered part of the private sector
package.

As a result of total illiquidity experienced in 198!, the
private <shareholders entered into an agreement wlth the
Government approved by CONEPLAN (the Government’s Economic and
Planning Council) in 1its meeting No. 37, on 11/20/81, which

resulted 1N 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 sSix months subject to the completion of a financial
evaluation of the Company’s equlty by an independent consulting

firm. Juch evaluation was to serve as a basis for the Direccion
General de Bilenes del Estado tc establish a failr price for the
shares. The option was granted on June 17, 1982.

The capital increase, entirely subscribed by Mr. Sanderey,
resulted 1n the following share distribution:

. Revaluation of
Shareholders Capital Filxed Assets Total %

o ABS) . e ABS)_
17,492,128 164,549,264 182,041,392 43.34
Private 18,249,423 176,307,316 194,556,739  51.66
35,741,551 340,856,580 376,598,131 100.00
The acquisition of the optioned shares, repeatedly demanaed

by the private shareholders, has not been completed to date 1n
spite of compliance by the private shareholders with all the
conditions stipulated 1in the option agreement. In the meantime,
private shareholders had to contribute additional cash to support
continuous operating losses. The additional contributions
totalling Bs266,767,550 ($138,581, at the average 1986 exchange
rate) will 1ncrease private ownership to 71.7% if and when
capitalized.

There are apparently two reasons for the delay 1n completing
the transfer of optioned shares. One 1s the legal mechanism anag
the other 1s an agreement on price. With regard to the legal
problem, the company was properly 1ncorporatea as a Sociedad
Anonima Mixta 1n accordance wlith Article 424 of the law cf
Socledades de Economia Mixta.

As such, it 1s subject to the regqulations of the commercial
law. Thus, the transfer of state-owned shares should be able to
be accomplished <simely throuah a Supreme Decree 13sued by the
President o7t the MNation. A crart of a Supreme Decr=ze has been
rrepared and was apparently submitted to tne Ministry of
Industry, Commerce and Tourism. Officials of this Ministry,
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however, argue that 1n accordance with the Constitution of
Bolivia, government-owned property can be transferred to private
ownership only through an act of Congress. This conflict of

oplnion has not been resolved to date.

With regard to selling price, the Government is awaiting a
new revaluation of assets as of 2/31/86 tefore deciding an
asking price and commencing serious negotiations. In the
meanwhile, the Ministry of Industry, Commerce and Tourism hac
established as the minimum price for the state-owned sharecs the
original wvalue of 1its investment in U.S. dollars plus ncn-
compounded 1nterest at an annual rate of 8% for 23 years:

U.S..dellars

Original Investment 255,000
Non-compounded 1nterest

at 8% annually, for 23 years 469,200
Minimum Sales Price 724,200

On the other hand, the option agreement indicates the value
of the 8,28C state-owned shares to be the equivalent of
US$679, 320.

The Fabrica Nacional de Fosforos 1nitiated 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 1nto steady losses as may
be observed trom the following figures.

Production e Profits or (losses)
Year (Mxllion Boxes) (Bs000) L(US$000)
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 3.
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 37.1 (61,762.3) (123.5)
1984 23.4 (176,770.3) (20.6)
1985 27.9 (323,120.1) (177.5)
1986 * 5.5 (479,207.0) (248.9)

* (Estimated)
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There were three basic reasons for the poor performance of the
company:

1. Loss of market to 1llegal imports, first from Peru and later
from Brazil. Upon 1its formation, the company was granted
exclusivity by the Government for an 1nitial period of ten
vears. This exclusivity was renewed twice for l10-vear
periods, expiring in June 1989. The company 1nterprets the
exclusivity to mean both exclusive marnufacturing and selling
rights in the territory of B8olivia. The exclusivity was
revoked 1n 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 1llegal imports. The smuggled matches
readily captured the Bolivian market because of better
guality and lower prices. To defend 1itself against this
unfair competition, Fabrica Naclional de Fosforos regicstered
the Brazilian brand 1in Bolivia in theilr 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 1n B8olivia and poor appearance of the
package. The problem of approrriate 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 1s 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 =sventually.

High manufacturing costs are partly due to the high cost of

(%]

wood and partly to i1nefficient operation. The latter 1s
caused by poorly maintained equipment 1n need of a thorough
overhaul and by l1nadequate factory and production
management.

Valuation Concepts

The price per share 1s 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:

\b7
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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 original value
adjusted by deflation factors to reflect monetary inflaticn,
or a value derived from replacement cost depreciated for the
years in use at the customary rate of depreciation.

Book value

The value shown 1n 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.

Market wvalue

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
rnegotiating 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 wvaluation concepts, certain assumptions have to be made
without the ©penefit of a proper feasibility study. Thus, the

figures presented herein should not be regarded as anything but
i1llustrative.

The assumptions are that by imitating the Brazil.an label on
their match boxes, 1mproving quality and lowering production
costs, the company will be able to regain a large share of the
Bolivian market. Thus, 1t 1s assumed that sales of 48 million
unlts will be reached within two vyears, and 72 million units
within four vears. The latter volume would require adding a
second shift. It is further assumed that match boxes are sold
for U5$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 1is insignificant (3249 in
1985) since most of the fixed asczets are almost 30 vears old.
Thus, pbottom line (nNet) profits are egual Lo cash flow.

A
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above assumptions, the cash flows
projected for the next ten vyears and their Net Present Value
(NPV) discounted at 20% are shown in the following table. The
20% discount rate was chosen because this 1s the current rate of
interest paid on bank deposits. NPV is a financial concept and
means that a dollar received 1n the future 1is worth less than a
dollar received today because today’s dollar can be invested and
earn at least the current interest paid on bank depcosits. Thus,
NPV is the present wvalue of each dollar at the end of the year
indicated on the table below discounted at the cozt of capital.

On the basis of the

Cash Flow 20% Discount Factor NPV

Year . (Uss) . (From Discount Table) LUss) .
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
& 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 1is US$%256,548. This means that 1f the investor
were to decosit US$256,548 1in 2 bank at  20% compounded interect,

he would earn over a ten-year period an amount equal to the sum
of all the cash flows compounded at 20% or USS%1l,589,000. The
compounded computations are 1llustrated on the following two
tables:
Compounding Cash Flows Invested at 20% Interest
Next Year’s
Year Investment Interest Cash Flow Investment
(a) + (b) + (c) = (d)

1 - - 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

5 116,182 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

9 974,276 194,858 36,400 1,252,255

10 1,252,253 250,506 8&,400 1,589,159



ANNEX G - 4
Page 7

Compounding US%256,548 Invested at 20% Interest

Next Year’'s

Year Investment Interest Investment
(a) + () = (c)
1 256,548 51,309 307,857
2 307,857 61,571 369,428
3 369,428 73,886 443,314
3 443,314 88,663 531,977
5 531,977 106,395 638,372
& 638,372 127,674 766,046
7 766,046 153,209 919,255
8 919,258 183,851 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 buver, would lie somewhere
between C.&66% ($170,000) and 0.75% ($122,0CC) of the nat present
value of cash flows produced over a l10-year period. This 1s 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. Tt would allow an i1nvestor to recover his
investment in little less than four vyears. This 1s considered
the maximum reasonable pay-back period for prudent investments
under the present social, poclitical and economic environment of
Bolivia.

Having established the economic value of the enterprise, 1t
must be compared to 1ts 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:

\

4
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Balance Sheet Recovery
12/31/86 (Bs) % Bs Uss

cash Items 3,466 100 3,466 1,733
Inventory 15,030 1G0O 15,0320 7,515
Goods 1n Process 17 O O o)
Investments 58,208 80 456,566 23,283
Land 970,000 80 776,000 388,000
Buildings 1,357,497 g0 1,08¢g,998 542 ,99%
Equipment 457,116 S0 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 EZ&,628
* Bs266,767 is the cash contribution made by praivate

shareholders and 1s shown on the tentative unaudited

12/31/86 balance sheet as a liability to Agencia

Distribuildora. 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 1s
considerably higher than the economic value previously
calculated.

(w3

vYaluation figures detarmined so far lead ol two apparent

conclusions:
1. The Government can recover a larger amount of 1ts
investment by c¢losing the company ana selling its
assets (i1.e., liquidation) than i1t may achieve through

the sale of its share holdings.

2. Even upon liqulidation, the Government would not be able
to recover the amount stipulated in ei1ther 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

e . USB)
Stock Option Agreement 679,320
Proposed Supreme Decree 724,200
Economic Value (180,000 x 28.3%)* 50,240
Ligulidation value (836,628 x 28.3%)* 136,766
28.3% State ownership assumes that ali of praivate
shareholders cash contributions have been capitalized. /q\
7/

\
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Further analysis, however, i1ndicates still another
possibility. The capital base of the company may be reduced by
relocating the factory to a less expensive location closer to the
gource of raw material in the Chapare forest area and selling the
La Paz facility. The =ale of the La Paz property would generate
about US$931,000 which could be applied to paying 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 1ts 1liquidation wvalue. The improved
production efficiency in a modernized plant and the reduced cost
of raw material may generate sufficient pProfit i1mprovements to

raise the economic value of the company to its current
liquidation wvalue. A complete feasibility study should consicer
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
lndicates 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 existz tetween -he company and 1ts distributor.

As can be seen from the above analysis, valuation of
company’s shares, in the absence of stock market transactions, i
a complicated process which requires thorough analysis by
professional management team.

o w

Case 2: FABRICA NACIONAL DE VIDRIQ PLANO "FANVIPLAN"

Background:

FANVIPLAN 1s the only flat glass factory in B8olivia. It was
designea by an East German consulting company GOPA 1n 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 csufficient hard currency for the importation of <coda
ash.

The Corporacion Boliviana de Fomento (CBF), a development
agency of the GOB, was authorized by Supreme Decree 11002 of July
27, 1973 to contract for a turn—-kKey installation of the plant.
The public bid was won by a Polish firm POLIMEX CEKQOP and start

up was schedules for December 1977. De=sign changes during
construction and late receipt of funds from the Central! 2ank and
National Treasury delayed actual start up until July 1981. The
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desigin changes 1involving conversion from fuel oil to liquified
gas and back to fuel oil increased costs by more than US$650, C00.

CBF set up FANVIPLAN as a semi-autonomous enterprise with
1ts 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
Pevelopment Corporation of La Paz. At present, FANVIPLAN
continues operating as a 100% regiornal government-owned
enterprise (CORDEPAZ) without legal percsonality.

The equipment 13 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" (1240) and the "Float" (1960}

systems. Nevertheless, the simplicity of the process and its low
investment cost was felt to be adequate Tor the Bolivian markert
requirements.

The nominal production capacity of the plant 1s 6,700 metric
tons/year or 1,340,000 gquare 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 1nto opaque glass (sand blasting) and mirrors.
Employment includes 140 labor and 20 administration.

Glass produced by FANVIPLAN 1s wavy and considered of second
and third quality. Nevertheless, the plant supplies about 70% of
the domestic market and also exports to Peru. The wavinesz 1s
reportedly caused oy cartain  spare pParts made 1n Bolivia winich
should be replaced when the oven 15 cooled down for rerplacement
of the refractory material. This major overhaul will be
necessary wlthin the next 12 months, at a cost of approximately
US$L1.2 million and estimated minimum down-time of three months.

The plant’'s present output of approximately 40,000 square
meters per month 1z 42% of 1tz erffective capacity of 95,000

square meters per month. The production cost at thic rate 1s
US$2.35/sgq. mt. (excluding depreciaticn). The cost wculd
decrease to US3!l.50/sq. mt at a production level of 70,000
sgq.mt/month and to USE1.35/=q. mt at a production level of

95,0000 sgq mt/month.

The above figures suggest that FANVIPLAN'’s stratesgy of
eventually improving the quality of 1ts g9lass (when oven 1s shut
down to be rebuilt) in order to i1ncrease both domestic and export
cales 1s appropriate. For 1 87, the company projects sales of
411,500 sq. mt. domestically and 123,800 =g. mt for export. The
domestic sales prices is US32.80 per sgq. mt. and the export price
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1s US3$2.25/sq. mt. The resulting sales volumes are Uss$l,152,000
and U5$278,500, respectively, for a total projected income of
US$1,430,500. For comparison purposes, the price of lmported
glass from Brazil is US$4.00 per square meter in Santa Cruz.

Preduction and sales cince the plant’s start up 1n July 1981
until June 1986 are summarized below:

fear 1981 1982 1983 1984 1985

1386
6 mos (6 mosg)
Production
(sq. ats) 361,321 1,109,158 707,548 736,113 903,047 223,318
Jales

{sq. ats)

Donestic - 636,866 607,245 457,780 418,624 164,610
Brport - 181,959 67,082 25,603 26,324 41,518

Total - 818,825 674,327 483,384 444,948 206,128

It 1s 1nteresting 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
1N turn may have atfected sales. Most likely, however, decreacsed
sales are the reason for reduced production. High production and
low sales 1n 1985 were probably caused by & unusual economic
environment experienced during that vyear.
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Valuation Concepts

The closing balance <csheet as of March 31, 1986 when
FANVIPLAN was transferred from CBF ownersnip to CORDEPAZ 1s
summarized below:

TABLE
FANVIPLAN DALANCE cueeT
{as of 3/31/86}

ASSETS Bs uss 0 LIABILITIES tg s

Cash % Receivaitles 95,653 48,735 1: Current Liabilitiec (0,545,394 5,423,552

Inventories 1,312,989 712,39% HH L. T. Debt _ 49,111 25,124

Prepaid Expenses 1,541,479 785,387 Yarious Liabilities 3,32 2,817

----------------------- i Eapiavee Eened:ic 194,847 9¢, 124

Current Accets 3, e300 1,806,517 e eeemececcce mecccceoeeeo

Other Invectaents 3,154 1,607 ' Total Liabilities 10,894,702 3,530,977

Fized fAccets fnet 0

of depreciation) 11,573,420 5,894,484 ¢ ERUITY

Total Ascats 14,729,687 7,504,808 ::  Capital 106 34

' 11 Revaluaticns 4,748,333 25,1

tt Less Accus. Losces (833,854) (272,000
i Sharehelders Equity 3,834,785 1,982,831
:: Total Equity % Liamilities 14,729,887 7,504,808

According to Supreme Decree 21060 which authorizea the
transfer, the Central Government was to absorb all liabillities
except for employee benefits (severance and indemnization for
vyears of service). Accordingly, the opening balance <=sheet of
FANVIPLAN under CORDEPAZ ownership should look as follows:

ASSETS Us$ LIABILITIRS IS$

Current Assets 1,606,517 Baployee Benefits 99,184

Less Obsolete Inventory! {100,000) Shareholders Bquity 7,005,624
1,206,517

Other [nvegtaents 1,607

¥ext Fixed Assets 5,896,684

Total Asgets 1,104,808 Total Bquity & Libaility 1,104,808

¥ According to FANVIPLAN's present General Manager, Mr. Gonzalo Urquidi, a large part of the
inventory is not saleable and should be written off.

NN
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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. $. dollars.

CORDEPAZ has 1indicated that it would be willing to sell the

company to private investors for the value of its assetes. These
may be further written down to US$4 million, according to Mr.
Urquidi, supposedly on the basis of a new appraical. Thus, it 1s

assumed that CORDEPAZ would sell the company for a price scmewhere
between US3$4,000 and US$7,000,000.

The fair market value should be determined, however, on the
basis of Tuture earnings streams acnievable with a rebuilt oven,
improved quality and increasad sales. To 1llustrate 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 1llustrate 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 sg. mt monthly
production level, US$1.50 at the 70,000 square meters level,
U5%1.35 at the 95,0000 square meters level.

Export will absorbed 20% of the production and domestic sales

[y

80%.
4. The average sales price will be US$2.70 per square meter.
S. Since depreciation 1s excluded from above costs, the

difference tween sales price and cost represent cash flow.

6. Projected sales and cash flow over a l0O-year period will be
as shown below:

vear Sales (8g..Mts) Cash Flow (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
S 1,140,000 1,539,000
& 840,000 1,008,000
7 1,140,000 1,539.000
8 1,140,000 1,539,000
9 1,140,000 1,539,000

10 1,140,000 1,539,000

W
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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 vears. The net cash flows projected over a
10~year period and their corresponding Net Present Vvalue (NPV)
discounted at 20% are determined as shown in the followlng table.
See Case No. 1 to understand the financial concept inveolved in the
NPV approach to evaluating the company.

Year Cash Flow Piscount Factor NPY
(USS) (20%) (USS$)

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 1,533,000 0.48 738,720
) 1,539,000 0.40 615,600
é -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 0.16 246,240
2,705,460

x The negative cash flow results from the reconstruction of the

oven (which must be rebuilt every S vyears) costing

U3%1,200,000 less the income from production which has been
reduced to 840,000 sqg. mt. due Lo the down time during
overhaul

Applyling the <csame reasoning outlined in Case No. 1!, a fair
offering price from which negotiations between <seller and buyer
may start may be somewhere around 50% (US3!,350,000) of the net
present value of all cash flows produced over a lO-year period.
At that price, it would take over 4-1/2 years for an investor to
recover his 1nvestment of US$%2,559,000 (US$1,350,000 for the
company, plus US%1,200,000 for the overhaul).

AsS  may be seen, the economic wvalue of FANVIPLAN 1S
consideraply lower than the WS 354 to $7 million CORDERAZ expects
to receive wupon selling the company. The liguidation value 1s
estimated to be even lower, about US3!,035,000. This figure i<
based on 80% of the current net book wvalue of land, buildings,
furnituire, tools and vehicles plus l00% of cash, receilivables, and
investments. The manufacturing equipment, consicsting primarily of

a glass oven, has no ligquidation value.

Inasmuch as the most likely buyer for FANVIPLAN would be one
~f the nei1ghboring countrv’'s alass manufacturer=. the zap tetween
the =2ccocncmic value or thiz enterprize and CORDEPAZ 5 expacted
zales price may be bridged through a debt/equity swap. under this
scheme, the investor would buy, at a deep discount, the external
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 1nvestor can afford to pay the full price
demanded by CORDEPAZ and still end up with an economically viable
investment.

Informal conversations between FANVIPLAN anrnd a Peruvian Jlass
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 cagital for rebulilding the
oven through the sale of a new issue of preferred shares. Such
shares would have a guaranteed dividend pavable in cash out of the
company’s earnings or 1n stock currently owned by CORDEPAZ. This
scheme 1s a mod:itied version of a leveraged buy-out and 1is wortn
studying further.

Here again, 1t 1s 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.
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Project Manager - Job Description

The project manager will be a 1long-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 1in: the development of a

comprehensive privatization strategy for the GOB; the
formulation of privatizaticn action plans for the DDCs
and the strategic 5S0Es; the review of wvaluation and
sales procedures, and the monitoring 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
educaticn). He/3She will work closely with the Deputy
Director of the INTRAC 1n supervising and coordinating
the technical ssistance required to inltiate
privatization activities.

* To assist 1in the development of management and
operating procedures for the INTRAC, including
recommendations on data management, staff
responsibilities, and reporting requirements. He/She
will aid in the 1initial preparation of operating
procedure manuals, and periiodically revi=w  them to
assure consistency with actual operating practices.

- To serve as liaison pbetween the INTRAC and
USAID/Bolivia. He/She will seitveE as the main
communications channel betwaen the INTRAC and
USAID/Bolivia, and provide quarterly progress reports

to the latter regarding the activities of the INTRAC

The project manager should be a senior professional wilth
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
firancial markets and mechanisms, wvaluation procedures, and
public administration in Latin America. He/She must also hawve
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 twenty-four months. His/her main
respensibility will be to assist the INTRAC in designing and implementing
a public education/communications program to develop public understanding
and support for INTRAC's activities and for privatization generally.
Be/she will also assist in the establishment and training of personnel of

the INTRAC's public education office.

The public affairs specialist should have a Bachelor's Degree, a
strong professional background in public relations/public affairs, and
fluency in Spanish. Fe/she should possess a good working knowledge of
varicus 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.
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Investment /Finance Specialists

Several senior investment/firance specialists are required to assist
the L.TRAC in brokering the sale of state-owned enterprises. Their main
responsibilities will include: preparing a sales prospectus on the SOE;
locating potential buvers, analyzing and selecting an appropriate
financing mechanism for the acquisition; and negotiating the sale between
the buyer and the GOB or DIC.

The investment/firance specialists should have previous high level
investment/finance/banking experience. Gecod negotiating skills and
familiarity with the business climate in Latin America would be
required. Previous financial and/or industry (agribusiness, light

manufacturirg) in ILatin America would be an asset.

3131,
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Valuation Experts
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Three-person teams of experts will be recquired -- in most cases --

to value the assets of SOEs and establish a fair selling price. The

proprosed members of the team and their responsitilities are:

Industry Specialists -

Marketing Specialists-~

Economic/Financial

Analxsts -

Evaluation of the technical process of the
plant, quality of production, and
suitability of the work force.
Identification of production bottlenecks,
including cperating procedures. Assessment
of the condition of manufacturing equipment

ard machinery.

Evaluation of market potential (domestic and
foreign), market size, and market
penetration. Assessment of competitors
product and market penetration. Analysis of
companies distrikbution system, sales
promction effcrts, and pricing pelicies.
consideration of product diversification

possibilities.

Analysis of production costs, administrative
and overhead costs, and potential for
savings. Preparation of cash flow
projecticns. Assessrent of workiig and

investrent capital needs.
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The valuation experts should ke non-resicdent naticnals of recognized
professional standing. Advanced professional degrees in marketing,
acocounting, finance, and husiness 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 desirakle.

313L



