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ACTION MEMORANDUM FOR THE ACTING MISSION DIRECTOR

FROM Tlmo{ vy ‘Bo RSS Project Coordinator

SUBJECT Authorization of Amendment to the Mozambique Component
of the Regional Rail Systems Support Project, 6S0-
0247 56

Problem

You are requested to approve a Project Paper amendment to the
Mozambique Component of the Regional Rail Systems Support Project
(690-0247 56) to ~dd $25,000,000 and extend .he PACD to December
31, 1996, and to amend the Project Authoriza i1on to include these
changes An in tial obligation of $15,000,00 1s planned for FY
1992

Background

The goal of the Regional Rail Systems Support Project 1s to
surport the development of a stronger economic foundation for
growth i1n southern Africa The purpose of the Mozambique
component 1s to strengthen and expand the capacity and
operational efficiency of Mozambique Railways (CFM) The project
was authorized, at $34,500,000 (Mozambique Component), on August
16, 1988 This authorization was 1increased by an additional
$21,000,000 on June 30, 1990

The project as presently structured attempts to overcome three
major constraints to the CFM's profitability and efficiency The
first of these, a shortage of tractive power, 1s presently the
subject of a program to improve maintenance by 1ncreasing CFM's
capacity to perform routine maintenance and by developing a
system for the contracting out of major repairs to locomotive
components The second, the absence of a sound financial system,
is being addressed through technical assistance and
computerization The third, the structural inefficiencies of
CFM, was 1ntroduced as a project concern by the 1990 project
paper amendment, which provided for a grant to the IBRD to
examine with CFM i1ts fundamental management problems and develop
a strategy to overcome them The 1991 initial evaluation of the
project focused on this thi.d problem as well, and found that
CFM, as presently organized, 1s fundamentally uanmanageable At
the same time, traffic levels on CFM(S) fell during the project,
from a high of three million net tons 1in 1989, to two million in
1990 and to 1 4 million in 1991 This decline, contrary to all
prior projections, and coupled with the possibility of major new
investment i1n Republic of South Africa (RSA) ports, raised the
1ssue of whether CFM can survive as a major regional transporter

The straiking deterioration in CFM's performance, the failure of
locomotive availability to respond guickly to an infusion of
spares and technical assistance, and the threat of new RSA
investment, led USAID to consult with other donors on a joint
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approach to the overall problems facing CFM As a result of
these consultations, the U § Ambas-sador and the Chiefs of
Mission of the other major donor countries met jointly with the
Minister of Transport, and individually with other senior
government officials, i1n October and November, 1991 At these
meetings, the donors put forward their view that investments 1in
the CFM(S) infrastructure were a waste under the present
circumstances, and that continued donor support would be
dependent on the GRM's willingness to accept radical
restructuring, which would result in a lead role for the private
sector in the operations of the port and railroad At the time,
the government refused to entertain the sate of right of way .r
major infrastructure, but agreed 1in princi;le to the long-term
leasing of the infrastr.cturz to capable private sector
companies

In November 1991, the IBRD assumed the lead in developing a
restructuring program for CFM(S), and since then has prepared the
Maputo Corridor Revitalization Program This program, which
_should be signed in November, will first assess the market for
CFM's services and value 1ts assets Based on this potential,
and with a view to maximizing Mozambigue's return on CFM's
assets, the program will then examine how three different
institutional forms, differing in their degrees of private sector
participation and operational control, might quickly exploit the
market The government, 1n consultation with the other donors,
will then choose one of the three forms, which will be packaged
for sale/lease/consideration by potential private operators

The present project amendment 1s USAID's contribution to the
process of restructuring CFM It reduces the size of CFM's
workforce and sheds unneeded assets in order to make efficiency
improvements requlred to make CFM a potentially profitable
company of interest to private investors

Summary Project Descraiption

This amendment contributes to the original project purpose It
w1ll, 1n collaboration with other donors, prepare CFM for the
comprehensive institutional reform necessa-y to achieve
profitability and to provide efficient transport services

Financial Summary

The LOP cost to A I D of the RRSS project over an eight and a
half year period (FY 1988 - FY 1997) 1s $38,932,000, and, of the
Mozambique Component, $80,500,000 over the same period This PP
amendment provides for $25,000,000 to be added in FY 1992 and FY
1994 to the $55,500,000 obligated in F¥s 1988 through 1991 The
host country contribution will continue at approximately the same
annual level envisaged in the original PP through the new PACD
This amendment adds item ¢ 1in the table below, as well as small

additional amounts to 1tems d and e
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Project Costs

($000)
a Locomotaives $32,000
b Financial & Stores $12,280
c Labor & Assets Redeployment 22,262
d Project Management 3,436
e Support to Senior Management 2,740
f Operational Improvements 1,510
g Commodities rot incladed above 365
h hudit and evaluation 665
SUBTQOTAL $75,258
Contingency & Inflation $5,242
GRAND TOTAL $80,500
Discussion

The AID/W Project Committee reviewed the proposed amendment on
March 24, 1992, and raised the following i1ssues 1n the summary
cable (92 State 104102)

1 "The most serious concern expressed at the review was the
feasibility of A I D 's planned prugram 1f, under any
circumstances, the World Bank's program does not proceed as
currently envisaged For example, 1f the redundancy component
depends on the proposed commercial leasing arrangement being
implemented, will there be assurances that CFM(S) can be brought
to a level that commercial operators will be interested [sic], or
are there commercial firms that are likely to be interested”
Alternatively, would the redundancy component be appropriate on
i1ts own, even 1f the leasing proposal never came to

fruition® Is the Mission convinced of the Government's
commitment to the program?® What assurances, 1f any, should

A I D require that World Bank project will proceed prior to
obligating funds for the proposed amendment?"

USAID 1s confident that the wWorld Bank's Program will proceed
more or less as currently envisaged, at least to the point where
the Government is called upon to select one of the three
institutional "options" reviewed by the investment firm hired
under the program At that time, USAID and other donors will
advise the Government on what ortions are acceptable, 1 e , might
lead to continued donor assistance to CFM, and what options are
not If, as appears unlikely at this stage, the Government's
selection 1s unacceptable to the donors, then the severance
portion of the project will be terminated, and USAID will



iV

probably also terminate any remaining ongoing activities with
CFM(S)

There 1s also a small possibility that the World Bank program
wi1ill fail for reasons beyond the control of CFM In that case,
USAID and other donors will review the circumstances and
determine how to proceed Some of the funds now reserved for use
for severance could in this event be redirected to support a
program leading to eventual private management of significant
portions of CFM Such a change in the project would require
consultation with AID/W and the full support of the Government

The question remeins open whether CFM can ever be brought to a
level at which commercial operators will take an interest The
main 1initial task of the IBRD's program '"investment advisory
firm" 1s to determine whether CFM 1s commercially viable At
this stage, 1t 1s virtually certain ttat the port can be run for
a profit, and probably even support considerable new capital
investment on a commercial basis The rail line now loses money,
and, according to the amendment's economic analysis, would have
to be run at very considerably higher, though not impossible,
levels of efficiency to break even It 1s USAID's ocpinion,
shared by the other donors and CFM, to be confirmed or denied by
extensive study over the next year, that when the contribution of
the rail to port profits 1s taken into account, and assuming
modest i1increases in traffic, the rail is potentially profitable

In early September 1982, USAID, the ODA, CIDA, and CCCE
representatives met with senior officials of the Ministry of
Transport and explained that all new projects for CFM, including
this one, depend on the successful implementation of the Bank's
project At this meeting the group of donors was assured that
the GRM 1intends to proceed with the Maputo Revitalization
Program, and that any delays are entirely the fault of the IBRD
USAID 1s, by virtue of the conditions precedent to disbursement
against this new obligation, protected from further investment in
CFM should 1t prove to be commercially untenable These
conditions precedent require that the Government come to an
agreement with the Bank and that CFM select an organizational
option acceptable to USAID

2 "Given Mission acknowled.ement that security considerations
have 1mpeded achievement of project objectives thus far, the PC
recommended that the Mission clarify in the amendment how
security consideration could affect implementation of the
actaivity Specifically, are the security concerns such that they
could be addressed by private sector management of the rail line
or are they due to the political situation and l-kely to
preclude effective and efficient management of the rail line by
either a public or private sector entity? Committee members
speculated that a private management company might be more 1l._kely
to take a more proactive role re [sic] specific actions to secure

AN
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the line, and FHA/FFP pointed out that there were some practical
management problems on the line that a private company would
quickly address to reduce losses If analysis determines that
security problems are largely a reflection of the ongoing cavil
strife and uncertain political situation, then A I D should seek
a judgement from State that the prognosis for an amelioration of
the political situation i1s positive "

First, many and perhaps all of the security problems on the line
are controllable The reason CFM has lcst i1ts approximately
400,000 annual tons of suga. 1s chat los¢ses to petty theft were
out of control A private company re¢sponsiple for its own
security would qui.xly reduce the le.el or pilferage

Second, only the Ressano Garcia line continues to suffer from
severe disruption because of politically motivated destructive
attacks, and all such attacks occur 1n a ten-kilometer section of
the line near the RSA border These attacks could be prevented
or at least repulsed by a fairly small paramilitary security
force, and a private company would either provide such protection
or temporarily suspend operations until the situation improves

Third, a peace accord between the Government and RENAMO 1s
scheduled to be signed on October lst, 1992 While this accord
may not take effect immediately, and while 1t might not be the
last required, 1t appears likely that the political situation
w1ll be a great deal more stable 1in two years, when the private
company might take over, than 1t 1s now

3 "Given the proposed development of Richards Bay and that
Swazi Rail has tentatively agreed to a ten-year commi ment vith
the Swazi Sugar Board, 1s CFM(S) likely to be economi ,
irrespective of who manages 1t”? It was pointed out that CFM(S)
has an asset base that would make 1t productive and there 1is
sufficient capacity to make 1t feasible Given that South
African ports may be overloaded with increased demands due to the
serious drought situation, CFM(S) could become more important,
especially 1f pilferage were reduced, and the Swazis and others
might prefer using C M(S) 1f the risks were diminished Questions
were raised as to whether others, aside from South Africa, had
expressed i1interest i1n taking over CFM(S)

"In preparing project documentation, Mission 1s requested to
assume competition from Richards Bay and use freight projections
beyond the current emergency situation (1 e , assume 'normal’
demand growth for freight haulage) i1n 1ts economic analysais It
must 1nclude a discussion of freight pric.ng i1ssues, particularly
those ra-sed by private sector management of a 'natural’

monopoly Government oversight mechanisms and financial
arrangements between the operator and CFM(S) should be included
in the discussion It must also lay out how 1t sees this

LQ
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activity proceeding 1f others, aside from South Africa, are not
willing to become the lessor "

The PP economic and financial analysis demonstrates that the
project 1s sound, 1 e , that the savings to the railroad exceed
the costs of the severance, and that modest i1ncreases in traffic
are sufficient to justify the project from an economic
standpoint

CFM(S) has not yet been relegated permanently to the status of a
secondary transport corridor First, investrent in Richards Bay
has not ye occurred and probably will not occur i1f shippers are
hopeful that Maputc's performance will i1aprove Secona. the
Swazi ten-year agreement 1is not a binding prohibition on the use
of Maputo The return of Swazl sugar 1s expected 1n the next few
months and 1f pilferage can be controlled, 1t will all return and
stay.

The remsining issues are to be addressed under the IBRD's $7 1
million Maputo Corridor Revitalization Program, and cannc' be
properly resolved without an effort that goes well beyond chis
project amendment Past economic analyses for this and other
projects have concluded that CFM(S) 1s potentially economically
and financially sound, but the level of analysis has been shallow
and the assumptions regarding traffic increases too optimistic
USAID could not, given the time and funding constraints, perform
properly the analysis requested by AID/W for this project
amendment, which 1s not 1in 1itself a privatization of CFM, nor
could we justify performing such an analysis when the IBRD 1is
planning the same analysis 1in a few months time USAID has
therefore left the determination of CFM's .ommercial viability
and attractiveness to private 1investors to the Maputo Corridor
Revitalization Project No significant disbursements will take
place under this ame:dment until the Bank program finds that CFM
can make a profit

4 "The PC recommended that the Mission weigh possible
termination of locomot:i es contract [sic] 1n making decisions on
the amendment's FY 92 obligation "

AID/W correctly summarizes USAID's plans regarding the obligation
of funds for this $25 million authorized by the current amendment
although 1t 1s possible that another contract for locomotives
would be financea in the futire even though the original contract
has already been terminated The Government reluctantly agreed
to the termination of the contract with GE for ten new
locomotives, but only after receiving a guarartee from USAID that
the project would maintain funds 1n the project for locomotives,
and proceed with a purchase of at least some locomotives 1f CFM
can demonstrate in 1992 or 1993 that the locos are needed We
have thus retained $10 million 1n the locomotive budget If, as
expected, CFM does not demonstrate the need for a purchase, then
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the second planned obligation for the labor and asset
redeployment option will not take place Thas obligation 1s now
scheduled for FY 1994

Other Actions/Concerns
1 IEE The Bureau Environmental Officer approved a negative

determination/categorical exclusion for the project amendment on
September 14 1992

2 6l1l(a) The project vaper amendment includes a good estimate
cf the costs of severance pay and of technical assistance This
estimate was based, for severance, on th: standarc legal practice
prevailing 11 Mozambaque, and, for technical assistarce, on
recent costs to USAID There remain about %2,000,000 o° the
$25,000,000 planned for the new project component for
contributions to other donor programs for support to departing
CFM staff, and for conversion of CFM's capital assets to other
uses This funding 1s expected to be adequate for any such
activities to be financed under the project As stated ain the
Project Paper amendment, prior to committing funds for such
purposes, the Mission will ensure that the funding and other
assistance allocated is sufficiert to achieve the purposes of the
funding within the liie of the project, and that the costs of
each such activity are reasonable and reasonably firm

With respect to FAA Section 6ll(a)(2), although 1t 1s possible
that legislative or regulatory changes will be necessary for CFM
restructuring, the Mission anticipates that any necessary
legislative action will be compleled 1n time to permit the
orderly accomplishment of the purposes of this project The
conclusion 15 based on the analysis contained in Apnex J to the
Project Paper Amendment and the covenant included 1in the Project
Grant Agreement Amendment in which the GRM has agreed to make
such legaislative changes promptly

3 6ll(e) The only capital assistance planned under the
project amendment 1s for minor rehabilitation of existing assets
The total cost of the new construction activities should be less
than $1,000,000 with no single activity exceeding $100,000 The
more substantial capital assi:tance components of the project
were covered by previous authcrizations and 611(e)
certifications

4 CN A CN for this amendment was submitted to Congress on
September 8, 1992, and expired without objection on Scptember 23,
1992 (State 311467)

5 PACD Extension The activities planned under th s amendment
will take place over a three-year period, beginning when the

technical assistance arrives 1n Mozambijue While the TA could
arrive as early as the second quarter of FY 1993, and depart in
early CY 1996, 1t 1s more likely, particularly given the linkage

o Emam
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to the Maputo Corridor Revitalization Project, that the severance
program will extend well into CY 19896

Clearances This Authorization Amendment was cleared by
USAID/Harare by fax The Project Grant Agreement Amendment
procurement plan was cleared by the Regional Contracting Officer

Authority State 104102, dated April 2, 1992 {(Annex C of the
Project Paper Amendment) delegated to you, as the Acting Mission
Director of USAID/Mozambique, the authoraity to approve and
authorize the proposed amendr~nt to the Regional Rail Systems

Suppor: Project

Recommendation That you sign a) the attached PP amendment
facesheet and b) the attached Project Authorization amendment
This wi1ll approve the amendment to the Mozambigue componant of
the Regional Rail Systems Support Project and authorize an
increase 1in the life of project funding by $25,000,000 to a total
of $80,500,000 and an extension of the PACD to December 31, 1996

Approve m

\\_/

Disapprove
John M Miller
Acting Director
Date ‘3!3[/‘? 1
Attachments 1 Project Authorization

2 Project Paper Amendment

Clearances TRiedler, RLA, Draft, 9/28/92
PArgo, ENG 0/
CNorth, PRM '/ 1 */ &

GJenkins, com% 4|7
BDodson, A/DD AN i é ;o
MKLoss, EMB Draft, 9/R22/92



PROJECT AUTHORIZATION AMENDMENT NO 6

COUNTRY Southern
PROJECT TITLE Regional

PROJECT NUMBER 690-0247

Africa Regional

Rail Systems Support

Pursuant to the Foreign Assistance Act of 1961, as amended,
the Foreign Operations, Cxport Financing and Related
Programs Appropriations Act of 1988, Africa Bureau
Delegation of Authority (DOA) 551, as amended, and the ad
hoc authority delegated under 88 State 102126 and 90 State
206488, the Regional Rail Systems Support Project was
authorized on August 16, 1988, and amended on July 4, 19889,
June 30, 1990, December 6, 1991, September 25, 1992, and
September 30, 1992 Pursuant to 92 State 104102, that
authorization 1s hereby further amended as follows

a S c-tion 1 1s hereby deleted in 1ts entirety and the
f tlowing 1s substituted 1n lieu thereof

"1 Pursuant to the Foreign Assistance Act of 1961, as
amended, the Foreign Operations, Export Financing and
Related Prog:iams Appropriations Act of 1988, Africa
Bureau Delegation of Authority (DOA) 551, as amended,
and the Ad Hoc Authority delegated under 88 State
102126, I hereby authorize the Regional Rail Systems
Support Project (the "Project") for the Southern Africa
Region 1involving planned obligations not to exceed
Ninety-eight million nine hundred and tharty-two
thousand dollars ($98,932,000) in grant funds over a
six-year period from the date of authorization, subject
to the availability of funds 1n accordance with the

A I D OYB/allotment process, to finance foreign
exchange and local currency costs for the Project
Except as A I D may othe.wlse agree in writing, the
planned life of the Project 1s expected to be
approximately eight years and four months from the date
of 1nitial obligation "

b Section 2 1s hereby modified by deleting the phrase
"assistance to Mozambique Railways primarily to
rehabilitate and procure locomotives and increase 1ts
locomotive maintenance and financial management
capacities" and substituting in lieu thereof the
following phrase

"assistance to Mozambique Railways to rehabilitate
and, 1f appropriate, procure locomotives, 1increase
locomotive maintenance efficiency, improve f 1enc:ial
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management capacities, and shed and redeploy redundant
staff and assets "

Section 5 C , entitled "Mozambique Conditions
Precedent," 1s hereby modified by adding the following
new Sections 5 C (5) and 5 C (6)

"(5) Prior to any disbursement under the Grant for
labor and asset redeployment technical assistance,
except for technical assistance to USAID/Mozambique and
CFM for project management, and prior to the issuance
of any commitment documents for such activities, except
as A I D may otherwise agree 1in writing, the Grantee
shall furnish evidence that the Government has signed
an Agreement with the International Bank for
Reconstruction and Development, in form and substance
satisfactory to A.I.D., for the Maputo Corridor
Revitalization Project.

(6) Prior to any disbursement under the Grant for
severance pay, the Grantee shall furnish, in form and
substance satisfactory to A I D , evidence that the
Grantee has bequn the implementation of an
institutional restructuring program that, in A I D 's
opinion, will make the Maputo Corridor rail and port
system profitable in the shortest reasonable time
frame. In addition, prior to any disbursement for
severance pay, pursuant to Section 7 2 or 7 3 of the
Agreement, A I D and the Grantee will agree, through a
Project Implementation Letter, on the procedures to be
followed for acquiring and disbursing local currency."

Section 5 D , entitled "Mozambique Covenants," 1is
hereby modified by adding the following new Sections
5.D.(14) and 5 D (15)

"(14) The Grantee agrees to enact or promulgate all
legislation or regulations, or amendments thereto,
necessary to implement Project activities, 1in
particular, labor and asset redeployment, and to do so
promptly to ensure project activities are not delayed
pending such legislative or regulatory changes.

(15) The Grantee will ensure that water, telephones,
and access roads are provided for the houses
constructed under the project "

g Ty
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2 All other terms and conditions of the original
authorization, as amended, remain 1in full force and effect

‘{SgE:M//M1Iler
ACtTing Mission Director

USAID/Mozambique

Date 5& T/@O/Ci 2

Clearances TRiedler, R Draft, 9/29/92
PArgo, Eng
CNorth, PRM /s "7/5/
GJenklns, CONT \ OVA\/
BDodson, A/DD ~/57z. /%/?
USAID/Harare Fax, 9/25/92



1 PROJECT BACKGROUND AND RATIONALE

11 Project Setting

111 Economic and Social Conditions

The Mozambican railway and port system (CFM) has historaically
been a mainstay of Mozambigue's economy, employing more than
40,000 people as recently as 1981 (14 percent nf the estimated
300,000 people employed 1n the formal sector), and generating
significant foreign exchange earnings The CFM system 1s
organized into four regional Directorates South (CFM(S)),
Cen* al (CFM(C)), North (CFM(N)), and Zambezia (CFM(Z)) The CFM
sys.em wes b. 1t largely to handle traffic to and from
Mozambique's :andlocked neighbors, chiefly Zimbabwe and Zambia
(formerly Southern and Northern Rhodesia) and Malawi (formerly
Nyasaland), as well as eastern sections of South Afraca

The Southern region consists of three principal international
lines the Limpopo line linking the port o Maputo to Zimbabwe,
the Goba line linking Maputo to Swaziland, and the Ressano Garcia
line linking Maputo to the Eastern Transvaal region of South
Africa In addition, the CFM(S) Directorate includes two short
lines entirely within Mozambique, carrying purely domestic
traffic the line from Xai-Xai1i to Mauele and Chicomo, and the
line from the port of Inhambane to Inharrime The Ports of Maputo
and Inhambane are also under the CFM(S) Directorate

The CFM(C) Directorate contains the main Beira Corridor line
linking the Port of Beira to Zimbabwe The Sena Line, linking
Dondo on the Beira Corridor t¢ the Malawian railway system, has
been closed since 1975 CFM(C) also includes two branch lines,
of which only a small section, carrying domestic traffic only,
remains 1in operation The Pcrt of Beira 1s included 1in the
CFM(C) Dairectorate The CFM(N) Directorate contains the main
line from the Port of Nacala to Lichinge near the Malawian
border, as well as two smaller lines The Ports of Nacala and
Pemba are under the CFM(N) Directorate CFM(Z) contains the
domestic short line from the Port of Quelimane to the town of
Mocuba, as well as the Port of Quelimane 1itself

In 1973, the last year in which operation of the railways was not
inhibited by political or security problems, the three main
corridors carried 20 million tons of freight, of which nearly 80
percent was 1nternational traffic from Mczambigue's landlocked
neighbors, chiefly Zimbabwe (then Rhodesia) and Malawi, as well
as South Africa In that year the CFM system carried over 90
percent of Zimbabwe's external freight traffic, 80 percent of
Zambia's copper, and iearly 100 percent of Malawi's trade In
the same year, CFM's foreign exchange revenues of US$110 million
financed most of the structural deficit 1n Mozambique's balance
of trade Some 75 percent of this amount came from operations of
the Maputo Corridor, which i1n 1973 carried 14 million tons of
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freight Even as recently as 1979, at which time Mozambigue
observed trade sanctions against Rhodesia, CFM carried nearly
nine million tons of freight, of which 6 8 million were
international traffic, chiefly from South Africa (4 2 million
tons) and Swaziland (1 9 million tons) By contrast, in 1991 the
total CFM system carried less than 1 4 million tons of
international freight, and the Maputo Corridor less than

900,C30 ' The CFM system as a whole in 1991 generated net

losses of about US$800 thousand on operating revenues of $35
million Most of these losses were accounted for by railway

operations, which i1in 1991 showed operating losses of
approximately US$10 millaion Taken alone, the Maputo Corr.dor's
performance was even worse While the operational,
infrastructure and security assistance given to the Beira
Corridor has enabled the Central region of CFM (CFM(C)) to show
an operating profiz, each of the Southern region (CFM(S)) lines,
including the Xai-Xa1 and Inhambane short lines, continues to
operate at a loss, as does CFM(S) as a whole

Political changes 1in the Southern African region, 1including the
advent of majority rule in Zimbabwe, the likelihood of majority
rule i1in South Africa, and the end of trade sanctions against
South Africa, make 1t unlikely that the CFM system will ever
recapture as much of the Southern African market as 1t once had
Increasingly, as political considerations lose their importance
as determinants of transport routes in the region, transporters
choose the lowest-cost option, which inevitably means that some
traffic that for political reasons once went through Mozambique
can be shipped more economically through South Africa There 1s
little question, however, that improvements on a number of
dimensions could yield significant increases in the traffic
carried by CFM and, possibly, an eventual return to
profitability, particularly on those routes where one of the
Mozambican corradors offers the shortest distance to a port
Current efforts by many of the major donors, including USAID, the
World Bank, ODA and cothers, are aimed at i1mproving the management
and structure of CFM to the point where 1t can compete
effectively with South African ports for a significant po:tion of
the traffic to and fror Zimbabwe, Malawi, Swaziland, Zambia, and
South Africa itself

In order to rebuild CFM and improve 1its capacity to compete for
regional freight traffic, donors since the miu 1980s have
invested more than $600 million to upgrade both the principal
rail corridors and the ports of Beira, Maputo and Na-ala
Starting 1n the late 1980s, these donor-funded projects began to
contribute to improvements in CFM performance Rail traffaic

through Beira increased from a 20-year low of 296,000 tons 1in
1984 to 632,000 in 1989 Traffic through Maputo 1increased from

' CFM 1991 Annual Report, Maputo, 1992
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2 7 million tons in 1988 to 3 8 million in 1989 While the Beira
Corridor has managed slight increases 1in traffic since 1989, on
the CFM(S) system these improvements were not sustained CFM(S)
traffic, including domestic freight, dropped to 2 2 million tons
in 1990, and again fell to 1 4 million tons in 1991

Traffic on the CFM system 1s expected to increase significantly
in 1992, however, this has little to do with any improvement in
CFM's ability to compete Instead, the worsening drought
affecting all of Southecr Africa has resulted 1in ¢n increase 1in
food shipments to Mozamb que and other countries in the region,
much of which i1s, and » .11 continue to be, carried by CFM

Since the mi1d-1980s, many changes have occurred in Yozarbique
which i1ncrease the likelihood that further assistance to CFM will
be of significant benefit to the Mozambican economy as a whole
One of the key questions, of course, 1s the security situation,
which has had repercussions throughout the economy and society
While 1t 1s difficult to predict when, and in what form, peace
w1lll come to Mozambique, some resolution of the conflict between
the Government of Mozambique (GRM) and the Renamo rebels will be
achieved, probably soon, br- nging with 1t more widespread efforts
to rebuild the country, and a greater likelihood that such
efforts will succeed The GRM has, i1n addition, taken major
steps towards the creation of a market economy In 1887, with
World Bank and IMF support, the GRM began implementing a
comprehensive Economic Rehabilitation Program (ERP) Exchange
rate reform, improved allocation of foreign exchange, reduction
of government subsidies to public enterprises and throughout the
economy, have contribited to a reduction of Mozambigue's fiscal
deficit from over 13 5 percent of GDP in 1985/1986 to about 2 4
percent in 1991 The government has changed the status of
government-owned enterprises from that of "state" enterprises,
under the direct control of government, to that of "public", or
parastatal, enterprises, which have greater autonomy 1in
operational and management decisions Going even further
government has bequn to privatize state-owned companies 1:a
several industries (trucking, for example), through sale to
citizens and non-citizens alike

These measures have important implications for CFM Successive
devaluations of the me-ical (a depreciation of the real effective
exchange rate of over .0 percent since 1987) have rendered CFM's
tariff structure more competitive internationally, as well as
increasing the competitiveness of Mozambican exports While this
has little effect where imported egquipment or raw materials are
concerned, 1t means that the real wage of Mozambican workers ha-«
declined substantially in US dollar terms The reform of the
foreign exchange allocation system means that CFM and other
enterprises are now allowed to retain 40 percent of foreign
exchange earnings, improving both their motivation and their
ability to compete 1intei .ationally
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Further restructuring of CFM, therefore, takes place 1in the
context of an economy 1in which the potential exists for dramatic
increases, 0t only in the volume and profitability of other
countries' freight exported or imported via Mozambique, but also
in the volume and profitability of imports and exports generated
by domestic supply and demand While further economic
restructuring carries with 1t this potential, 1t also increases
market pressures to run the railway more eff.-:ieatly

112 Relationship to USAID Strategy

USAID began to assist CFM 1n 196 with a p.ogram providing $5 5
million for the overhaul of nine stzam and two diesel locomotives
and the partial conversion of the heira workshop to diesel The
Mozambique Reg:ional Rail Systems S pport (RRSS) Project, started
in 1988, focused on problems of i1inadequately maintained
locomotives and wagons, poorly equipped and 1nadequate
maintenance workshops, and inadequate financial and operations
management systems in CFM Initial project funding provided

$34 5 million for locomotive maintenance, improvements in railway
workshops, and technical assistance and training to CFM,
particularly to improve CFM's financial management capacity In
addition to providing CFM with the resources to rehabilitate at
least eight locomotives, maintain the fleet of 60 diesel
locomotives, complete the Beira workshop, and reconstruct the
Maputo diesel workshop and shed, the RRSS Project funded the
provision of 25 technical advisors and trainers 1n the areas of
financial management and locomotive repair The original Project
Paper was amended in 1.90, when projected traffic increases
indicated a need for additional locomotives, as well as a broader
approach to CFM's continuing management problems The amendment
provided an additional $21 million to purchase 10 new locomotives
and to carry out an institutional assessment of CFM

This Project Paper Amendment 1s corsistent with the A I D
strategy already embodied 1n the RRSS Project, which 1s intended
to contribute significantly to development not only 1in
Mozambique, but in the Southern African region as a whole

A I D 's Regional Development Strategy for Southern Africa has as
a strategic objective for the transport sector to "install
capacity and efficiency in the transport systems that serve
regional cooperation and provide access to regional and external
markets " In addition, improved rail efficiency may, 1in the
medium to long term, contribute to USAID/Mozambique's food
security strategy by providing a reliable transport link between
rural producers, urban consumers, and export outlets

The overall rationale or this amendment, and 1ts relationship to
the eristing RRSS Project, 1s made explicit in 1992 Maputo 00616,
which states, "The overall donor program, particularly the
combination of the "World] Bank's project to streamline and lease
the operations and JSAID's project amendment to edeploy assets,
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15 a logical extension of the present project, and will
contribute to the original project's purpose and objectives more
effectively than presently planned activities What 1s
proposed 1s a natural expansion of the present project to
increase the overall performance of CFM, particularly CFM(S)
Major reductions 1in staff and the conversion of uneconomic
physical assets are critical to transform the railways and ports
from permanent drains on the economy to profitable providers of
efficient transport services to the national and regional

economy."

1 2 Statement of the F -oblem

CFM suffers from most of the operational, manage< ~:nt, and
financial problems common to most Afr.can railwa,s For
Mozambique, however, these problems are exacerbated, not only by
the continuing civil war, but also by 1its close proximity to
South Africa, whose railways and ports have more in common with
those of other industrialized countries than with those 1in 1ts
Southern African neighbors These problems include

Loss and damage of cargo While the war has destroyed
locomotives, wagons, and cargo, Mozambican ports are also a
serious source of loss For goods shipped from Swaziland
via the Maputo Corridor, for example, the average cost of
loss and damage 1s $33 33 per ton (on high value shipments
with values greater than $2222 per ton), representing 45
percent of tne total cost of shipment of $74 75 per ton, as
compared to loss/damage of $11 11 per ton for goods shipped
via Durban, out of a total shipping cost of $40 59 The
problem 1s especially serious in CFM(S) Shipments from
Zimbabwe through the Beira Corridor are only slightly more
costly than through Durban, with los</damage costs only
slaightly higher This 1ndicates tha., in the case of the
Beira Corridor, modest improvements 1in operating efficiency
could generate significant increases in traffic It also
indicates that, while improvements 1in efficiency are
essential in CFM(S) rail operations, port operations must
also be drastically improved °2

* Overall port handling problems Po~t demurrage charges 1in
the Mozambican ports of Beira, Mapu.o and Nacala are $7 56
per ton, as compared to $1 68 per ton in South African
ports The SADCC Transport Investment Priority Assessment
(STIPA) 1n 1991 concluded that restructuring Mozambican
ports was the single most important transport infrastructure
investment project in the entire SiDCC region STIPA'S

? SADCC Transport Investment Priority Assessment (STIPA),
'SAID - Harare, De Leuw Cather International Ltd , August 1991
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assessment of the benefits from port restructurinjy indicated
that as many as 90 percent of the 14,000 port workers were
unnecessary to efficient port operations A combination of
reduced operating costs from releasing unnecessary workers
and increased revenues from improved efficiency and the
resulting i1ncreases 1n traffic, could bring net benefits of
$7 million per year At the same time, however,
restructuring of the ports alone 1s not sufficient to bring
about the desired 1increases 1in traffic

* Excessive labor costs resulting from overstaffing In 1991,
on operating revenues of MT 15 35 billion, CFM rail
operations had salary costs of MT 13 35 billion, or: 37
percent of revenues The performance of CFM(S) was iargely
offset by that of CFM{C), which show.d operating revenues of
MT 10 billion, against labor costs of only MT 4 7 billion
In CFM(S), labor costs of MT 6 0 billion actually exceeded
revenues of MT 4 2 billion The performance of CFM(N) and
CFM(Z) (Zambez1a) was even worse These figures, moreover,
de not take i1nto account the salary costs incurred by the
CFM Directorate General, a portion of which 1s allocable to
the railways as overhead

Widely divergent estimates of the magnitude of this problem
have been made, some for the CFM system as a whole, and
others that focus on rail or port operations alone or a
single CFM region 1n 1solation The issue 1s further
complicated by uncertainty as to future traffic increases

Overstaffing i1n the ports, while certainly a problem, has
not prevented CFM port operations from operating at a

profit Port staifing problems are less acute than those of
the rail lines, largely because of the large numbers of
temporary workers, who are maintained as part of an
available labor pool, but are only hired and paid on a daily
basis when there 1s work to be done Of a current CFM port
and rail work force of about 35,000, of which 19,930 are
permanent staff, at least 13,100 of the permanent staff are
surplus to current CFM rail and port reguiremente 3

’ Precise staffing numbers have been difficult to obtain
Numerous 1nconsistencies have been found, both in totals and 1in
departmental and age/skill brea*downs This 1s due to several
factors including a lack of avatlability of detailed management
information, non-standard methods of data collection and
presentation, and differing dates of origin These numbers, ang
those subsequently resented i1n this paper, represent the best
possible synthesis of and estimate from the numbers available
from various CFM and non-CFM sources



* Weakness of CFM management In spite of the many capable
people employed by CFM at all levels, there are many
weaknesses undermining CFM's ability to operate the railways
efficiently These 1nclude

Lack of capability to generate usable data and to
formulate oper tional and financial action plans based
on those data

Lack of management accountability for operating
results

The 1nclusion of assets ana activities in CFM's portfolio
that are not critical tec efficient operation of a railway or
ports, but which constitute a drain on maragement and
financial resources These inc'ude housing, clinics,
railway clubs, schools, factories for the manufacture of
concrete and wooden :leepers, quarries, and a host of repair
and maintenance functions In many otrer countries, some of
these products and services are procur 31 from other
companies through a variety of subcontracting or purchase
mechanisms

These problems have had a devastating effect on overall
performance of CFM, as evidenced by continued decline in freight
tonnage and passenger transport as well as by continued increases
in CFM's operating deficits This decline 1is far more
precipitous than earlier donor projections indicated, and
requires more rad.cal measures than the training, increases 1in
locomotive and workshop capacity, and other assistance so far
provided or envisaged by this, and other donor projects The
previous RRSS PP amendment acknowledged that this might be the
case, stating, "At present RRSS and cther donor projects do not
have the scope necessary to correct the fundamental management
deficiencies found everywhere workshops, dispatching, materials
managemert, upkeep of the buildinas, and coordination of CFM's
geographically separate and partielly autonrmous rail lines and
ports "

While the 1990 PP amendment included a component to perform a
systemic study and formulate a systemic approach to CFM's
problems, Maputo 00616 concludes that, "this planned component
has been overtaken by the events descr.bed The development of a
systemic study of CFM's management problems has become an
unaffordable luxury in the face of severe traffic declines and
the threat of new investments in infrastructure that could lead
to the long-term diversion of traffic from Maputo to ports 1in
South Africa (RSA) Furthermore, the study planned in 1990 would
be little more than a distraction from the work of the investment
advisory firm to be funded by the World Bank "



1.3 Other Donor Activities

The activities proposed by the current PP Amendment take place in
the context of a major new donor 1initiative, coordinated by the
World Bank and agreed to by the GRM i1in March 1992, which was
formulated 1in consultation and cooperation with USAID, and to
which 2 T D expects to contribute substantially

Tue centerpiece of the World Bank project 1s the engagement of an
investment advisory firm to 1) analyze the market for CFM(S)
services and formulate a business strategy for the CFM(S) system,
including dentifi1-ation of the operating, management, personnel,
investment and assets management strategies and acticns required
to achieve an appropriate cost structure and an acceptable
financial rate of return on assets, 2) evaluate several possible
options for restructuiring ar i partial privatization of CFM(S)
which wi1ill enable the objectives of the reformulated business
strategy to be achi~ved, and, 3) assist 1n the implementation of
the strategies and estructur.ng options as agreed by the World
Bank and the GRM

The activities undertaken by the 1nvestment advisory firm are
expected to encompass the following components

* Evaluating financial prospects for the CFM(S) system and
identifying the related financial, operational, 1investment,
and management strategies reguired toc realize these
prospects and, ultimately, return to profitability

Defining options available 1n restructuring CFM(S) and
attracting praivate capital and technical expertise required
for successful implementation of the identified strategies

Assisting the GRM and CFM to attract and negotiate pravate
sector participation and investment i1n selected areas of the
CFM(S) system and developing an 1mplementation strategy for
the management of those activities retained by CFM

* Assaisting the GRM and CFM 1n structuring and negotiating
private sector investment proposals

* For each of the options considered, assessing the
implications on redundancy of personnel and assets, and
recommending strategies for dealing with problems or
opportunities *nat may arise from implementation of each
option considered

One of the key aspects of the proposed World Bank project 1s the
question of redundant personnel i1n the restructuring, not only of
CFM(S), but of the entire CFM system This 1s made exp’icit 1in
the terms of reference for the i1nvestment advisory service, which
state, "Due to the key role of manpower resources in this

A
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exercise, the investigations and analyses should cover all CFM
and not only the CFM(S) system " The terms of reference call for
the i1nvestment advisors to 1) determine the number of employees
1n the railway and port subsystems, classified by skills,
function and length of service, 2) icentify current industraial
relations practices and pension regulations, determining whether
they are mandated by law or are governed by evolved ; ractices, 3)
provide estimates of the manpower requirements by operational
category and the degree of labor redundancy or skills shortage by
occupational category, 4) formulate strateqies for effecting
reductions 3n manpower requirements, 5) de-selop new re wuneration
policies and service conditions necessa y o ensure thct CFM can
compete effectively for personne. possessing the required skills,
6) assess existing training facilities and resources and identify
strategies for strengthening training in critical skill areas,
thile ensuring cost recovery or funding for any training

programs

While the terms of reference have callied for the investment
advisors to evaluate several options for CFM(S) restructuring,
the World Bank, partly because of a perceived need to minimize
the time spent on analysis and to move as rapidly as p ssible
towards 1mplementation of a restructuring plan, has decided, with
the agreement of the GRM, to limit the number of options to
three These are 1) a "master lease," under which CFM(S)
rallway operations would be leased to a single company, which in
turn might subcontract or sublet certain components of CFM(S)
operations to other private operators, 2) award of concessions
to manage and operate specialized terminals at the port to users
and private operators, 1 e , the status quo, 3) creation of a
transport corridor corporation conglomerate with 1ts subsidiaries
making awards of operating concessions for selected activities to
the private sector Whichever option 1s chosen, one possibility
being to combine aspects of each of those under consideratio ,
the Government has agreed to the principle that technical
assistance 1tself 1s not enough to solve CFM's problems and that,
at least for CFM(S), some form of private operation 1s essential
1f 1t 1s to survive

Questions do, however, remain as to exactly which parts of
existing CFM(S) operations would be covered by a master lease or
otherwise turned over to private management It will be an
important responsibility of the investment advisory firm to
determine the optimal structure for the more efficient and
profitable menagement of CFM(S) One of the most critical 1issues
still unresol red 1s the status of CFM(S) employees and whether
they should be 1) dismissed en masse, with a lessee then deciding
whom to rehire, 2) transferred as part of a lease or other
private management arrangement, the new ranagement then deciding
whom to retain and whom to let go, or 3) the subject of CFM's own
determination of staffing requirements, with CFM determining who
1s retained and who 1s made redundant
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The current PP amendment, while not concerning itself directly
with these questions, 1s intended to deal with the problems that
will arise from large scale reductions 1in the CFM workforce and
the need to dispose of redundant assets, both from CFM(S) non-
rallway operations and from other CFM operations (e g , the short
lines) that will be restructured or closed

Because the options for redeployment of redundant workers will to
a large extent be contingent upon the restructuring of CFM and
the degree to which certain (FM operations are privatized or
otherwise divested, the acti ities covered by this PP amendment
w1ll have to take place 1in close collaboration with the
investment advisory services to be provided under the Worl Bank
project These activities are, in fact, considered to be _art of
the overall World Bank project, for which USAID has accepted
responsibility Under the agreement between the World Bank and
the GRM, "[A]ll labor-related 1issues, other than the refinement
of the numbers of potentially redundant workers in CFM(S) should
be addressed under this component Given the likely importance
of manpower i1ssues 1n any future strategy for the CFM(S) system,
the [World Bank] mission believes that negotiations should be
subject to prior agreement between Government, CFM and USAID on
terms of reference for this component "

The concern has been expressed in 1992 State 104102 that 1f the
World Bank program for whatever reason fails to be implemented
(for example, 1f a commercial lease of CFM(S) 1s not achieved),
the redundancy component to be undertaken by USAID might then be
inappropriate or unviable on 1ts own The planned reductions 1in
personnel, however are not restricted to CFM(S) but are intended
to cover the entire CFM rail system, as well as the overall and
regional Directorates Generel Similarly, the redundant assets
will come not only from a restructured CFM(S) but also from
possible closing of the short lines, the restructuring and
privatization of certain port operations under a British ODA-
funded project, and restructuring and possible privatization of
rail-related operatiors throughout the CFM system, including but
not restricted to workshops and housing

This failure of the World Bank program, however, would probably
signal the go ernment's unwillingness or inability to make the
difficult dec.sions required to tirn CFM(S) around If this
turns out to be the case, then U_.ID will almost certainly cancel
the amendment, and possibly take further steps to terminate all
assistance to CFM This intention, and the dependence of the
amendment on the success of the Maputoc Corridor Revitalization
Program, have been clearly spelled out 1n additional conditions
precedent to the project

In addition to the World Bank program, ODA i1s undertaking a major
$34 million port restructuring program, focusing On
rehabilitation and partial privatizacion of Maputo port
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operations The success of this program 1s important to the
success of the current project, since without significant
improvements in port operations rest ucturing of the railways
alone may not pe sufficient to bring the Maputo Corridor into a
position where 1t 1s cost competitive with South African routes

As indicated in Section 1 2, significant numbers of port workers
w1ll also be covered by the redeployment programs developed under

this project
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2 PROJECT DESCRIPTION
2 1 Goal and Purpose

The Regional Rail Systems Support Project 1s a regional umbrella
project which comprises three distinct country-specific
activities 1n Mozambique, Swaziland and Malawi The goal and
purpose of the Mozambican component of the project parallel the
two complementary components in Swaziland and Malawi The goal
1s to support the development of a stronger econom.c foundation
for growth 1n Southern Africa The purpose 1s to strengthen and
enhance the capacity and operational eifficiency of regional re:l

transport systems

This amendment adds a new project activity to adc ess a
fundamental problem facing CFM 1t wil: contribute to the ability
of the Mozambique ra.lway system (CFM) to reducs 1ts operating
deficits i1n order to regain a portion of the share of the
regional rail transport market it has lost in recent years to
other countraies

The original RRSS project was aimed at increasing the tractive
capacity of CFM and developing a more commercially-oriented
system of financial management for the railway The 1890 Project
Paper amendment, by providing new locomotives to CFM, was
intended to increase CFM's freight hauling capacity from 5 8
million tons to approximately 7 0 million tons, which in turn was
expected to result 1in reduction of at least $3 6 million 1n
operating deficits by 1995 The amended project, 1n addition,
was 1ntended to provide a basis for necessary and fundamental
changes in CFM by financing an in-depth institutional study of
requirements for transforming CF' 1into an effective and
commercially viable railroad U fortunately, before either of
these changes was 1implemented, CFM experienced further and rapid
declines in traffic, creating the r=cessity to undertake more
radical and rapid steps to restruccure CFM

The project addresses three major constraints to CFM's
profitability and efficiency The first of these, a shortage of
tractive power, 1s presently the subject of a program to improve
maintenance by increasing CFM's capacity to perform routine
maintenance and by developirg a system for the contracting out of
major repairs to locomotive components The second, the absence
of a sound financial system, 1s being addressed through technical
assistance and computerization The third, the structural
inefficiencies of CFM, was introduced as a project concern by the
1990 Project Paper amendment, which provided for a grant to the
IBRD to examine with CFM 1its fundamental management problems and
develop a strategy to overcome them The 1991 1initial evaluation
of the project focused on this third problem as well, and found
that CFM, as presently organized, 1s fundamentally unmanageable
At the same time, traffic levels on CFM(S) fell during the

A
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project, from a high of three million net tons in 1989, to two
million 1n 1990 and to 1 4 million 1in 1991 This decline,
contrary to all prior projections, and coupled with the
possibility of major new 1investment in Republic of South Africa
(RSA) ports, raised the i1ssue of whether CFM can survive as a
major regional transporter

The striking deterioration in CFM's performance, the failure of
locomotive availability to respond quickly to an infusion of
spares and technical assistance, and the threat of new RSA
investment, led USAID to consult with other donors on a joint
approach to the overal’ problems facing CFM  As a result of
these consultations, the U S Ambassador and -he Chiefs of
Mission of the other major donor countries met jointly with the
Minister of Transport, and individually with other senior
government officials, in October and Novemner, 1991 At these
meetings, the donors put forward their vie that investments in
the CFM(S) infrastructure were a waste under the present
circumstances, and that continued donor support would be
dependent on the GRM's wi lingness to accept radical
restructuring, which would result in a lead role for the praivate
sector i1n the operations of the port and railroad At the time,
the government refused to entertain the sale of right of way or
major infrastructure, but agreed in principle to the long-term
leasing of the infrastructure to capable private sector
companies

In November 1991, the IBRD assumed the lead 1in developing a
restructuring pregram for CFM!{S), and since then has prepared the
Maputo Corridor Revitalization Program This program, which
should be signed 1in Novembz2r, 1992, will first assess the market
for CFM's services and ralue 1ts assets Based on this
potential, and with a v.ew to maximizing Mozambigue's return on
CFM's assets, the program will then examine how three different
institutional forms, differing in their degrees of private sector
participation and operat:onal control, might quickly exploit the
market The government, 1n consultation with *he other donors,
will then choose one of the three forms, which will be packaged
for sale/lease/consideration by potential private operators

The present project amendment 1s USAID's contribution to the
process of restruckturing CFM It reduces the size of CFM's
workforce and sheds unneeded assets in order to make efficiency
improvements required to make CFM a potentially profitable
company of interest to private investor-

Revitalization of CFM through some form of commercial lease or
other private management arrangement will be impossible to
achieve without the a major reduction in staff This raduction
wi1ll be difficult to achieve politically, and could have serious
social effects 1f programs are not created to absorb the excess
workers who will no longer be employed In addition, the
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commercial reorientation of CFM will require that many existing
CFM operations be divested, through privatization or outright
closure A more efficient and profitable CFM will, however, be
politically and economically problematic 1f one effect of
restructuring 1s to release some 13,000 workers into the labor
force with few prospects of productive employment elsewhere
Disposal of redundant assets therefore becomes a critical
problem, both i1n the potential of those assets to generate new
employment opportunities and in their ab.lity, through sale,
lease or other mechanisms, to generate revenues and reduce
carrying costs for CFM and the GRM

The proposed [roject amendment to develop redeployment schemes
for redundant workers and assets will, therefore, contribute to
the achievement of both the overall RRSS goal of support.ng
economic growch 1n Southern Africa and the component's purpose of
st—engthening and expanding the capacity and operational
efficiency of CFM

2 2 Project Strategy

The contribution of this new project activity to the goal and
purpose has two principal components 1) assistance to the GRM,
CFM and the praivate sector to shed excess staff, to the extent
possible by identifying and developing new, productive economic
opportunities for workers made redundant by CFM restructuring,
2) the redeployment of excess CFM assets so as to create the
maximum possible number of productive employment opportunities
and to increase the operating efficiency of CFM These
components are fully consistent with the goal of supporting
development of a stronger economic foundation for growth in
Southern Africa, and with this component's purpose of
strengthening and expanding the capacity and operational
efficiency of Mozambican railways Under this component, the
project will assist CFM to reduce 1ts operating deficit and to
regain a portion of 1ts previous share of the regional rail
transport market

Component 1, by helping the GRM, CFM and the private sector to
identi1fy and develop new opportunities for redundant railway and
port workers, will contribute to development of a more vibrant
private sector i1n Mozambigue It wi 1 also, by absorbing up to
4,500 excess CFM workers 1n a productive way, make the i1dea of
CFM restructuring more acceptakle to workers, unions, management
national and provincial government, and other groups potentially
affected by the restructuring Furthermore, by reducing the
overall workforce, Component 1 will result in significant
reductions 1n onerating costs

Component 2, by redeploying excess CFM assets, will contribute
directly to the generation of at least modest employment
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opportunities, since 1t 1s those assets that will form the basis
of new and productive private enterprises to be created
Divestiture of these excess assets will also contribute to the
purpose of reducing CFM's operating deficits and rendering it
more competitive 1in the regional transport market

The success of this project 1s contingent on CFM making
substantial progress towards restructuring 1ts organizaticn in
order to respond to the market for 1ts services, this
restructuring 1s being directly supported by the World Bank under
1ts Maputo Corridor Revitalization Program (MCRP), which should
eventually lead to a lease of CFM, cor at least major portions of
CFM's operations, 1o private compan:ies RR S will therefore
collaborate closely with both the World Ban Investment Advisory
team and with the eventual lessee(s) of CFM(S) rail operations,
as well as with teams currently providing financial anrd
operations management assistance to CFM As the World Bank
investment advisors 1identify and evaluate CFM restructuring
options and refine the numbers of CFM emplcyees to be made
redundant, the USAID project team should have a major influence
on choosing options that maximize productive employment
opportunities for redundant workers The USAID project will also
work closely with the enterprises employing or run by former CFM
employees or employing former CFM physical assets, 1n order to
ensure that they remain competitive i1n the prciuction of inputs
for the new CFM In the other CFM regions, the project will take
a leading role 1in assisting the CFM regional directorates and
Directorate General to calculate staffing reciairements by
location, skill category and skill level, and to identify those
workers who should no longer be employed by CFM In addit:ion,
because the problems of rail and port operations are so closely
interrelated, and since the restructuring of rail and ports will
both result 1in large-scale workforce reductions, close
cooperation with the ODA Maputo port restructuring program 1s
also envisaged

As pointed out 1n Annex G, the losses and damages suffered by CFM
w1ll be considerably reduced by the combined reduction 1in staff
and the concomitant reduction of the overall management burden
This 1n 1tself will improve CFM's competitive position
considerably, but not enough to realize i1ts potential without the
more far reaching changes envisaged under the MCRP

A four-year project component life i1s anticipated, from October,
1992 to December, 1996, with on-the-ground activities occurring
over three years, beginning as early in 1993 as possible

Because 1t will be impossible to absorb the expected 3,300 early
retirees and 9,500 to 10,000 redindant werkers into other
productive activities immediately, a phased reduction of staff 1is
anticipated o.er a one and a half year period, in which as many
as possible of each cochort of workers to be released will be
employed productively before their severance payments ceas~»
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Although 1t does not fall wit 1n the scope of the project, it
should be noted that in order to maximize the efficrency of what
remains of CFM, a substantial training exercise shoald be
undertaken within CFM as part of 1ts restructuring It 1s
expected that the private companies assuming responsibility for
the operations will provide the bulk of such training and other
donors will also provide assistance With the scale of
redundancies proposed, far greater demands will be placed on the
productivity and efficiency of the workers who remain This may
require 1ncreases 1n general skill levels, changes in work
organization and working practices, and profound changes 1in
attitudes of CFM employees at all levels It should be noted,
however, that CFM has considerable competent staff at the artisan
level If the redunda: cy plar successfully retains most of
these, then improved manageme~t will be the most important
requirement for dramaticallv mproved performance

2.3 End of Project Status

The end of project status (EOPS) w:1l be measured at some point
after the expiration of the estimated two years of severance
payments expected to be made to redundant workers While a four-
year project life 1s envisaged, results are unlikely to be fully
measurable within that time It 1s only after the project
period, when the benefits to CFM of reducing 1ts salary
expenditures take full effect, that significant economic returns
may be generated Apart from measurement of economic returns,
however, the EOPS should include the following

The successful reorganization of CFM which may include, but
not be limited to the lease, sublease, sale, or other
divestiture of railway operations other than core traffic
operations (e g , workshops), throughout the CFM system, to
the extent that such divestiture can be demonstrated to
increase the operating efficiency and profit potential of
CFM, and to provide significant benefits 1n generating
alternative employment for redundant CFM staff

Successful structuring and implementation of an early
retirement program for approximately 3,310 workers reaching
age 55 during the life of the project

Productive employment of at least 40 percent of the workers
made redundant by the CFM restructuring program, excluding
those aged 55 or over who opt for early retirement (at least
4,000 out of a projected 9,500 to 10,000 redundant workers)

Successful 1dentification of railway assets that are not
essential to efficient rail operations, and their sale or
conversion to other productive use
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* Successful closing of the short lines

Development of plans, in coordination with the redeployment
of workers and assets, for programs to mitigate the effects
of rail line closures on the areas formerly served by the

short lines, 1f closed

2 4 OQutputs/Project Activities
241 CFM(S) Restructuring

The numbers and kinds of CFM employees made redundant will
depend, to a degree, cn the form taken by the CFM(S)
restructuring under the MCRP

The master lease concept proposed by the World Bank for the
restructuring of CFM(S) provides scope for the leasing or
subleasing of specialized operations such as workshops,
factories, and quarries to private operators, whether Mozambican
or foreign Independently of the World Bank project, similar
operations in other regions of CFM could similarly be divested,
through leasing, management contracts, or outright sale and
privatization It 1s these operations, throughout the CFM
system, that are likely to provide a large number of reemployment
opportunities for redundant CFM workers The means of disposing
of them 1s therefore critical to the success of the project

While the master lease concept indicates that these specialized
operations may be 1included in the master lease and then subleased
as appropriate, other opt ons should be considered by the amended
RRSS project, which may p.ovide for greater operatin¢g efficiency,
greater participation by the Mozambican private sector, and the
creation of greater numbers of employment opportunities

One option that should not be considered 1s the retention of
these specialized operations by some Government agency other than
CFM, since there would be a high risk of a return to CFM of
responsibility for their operation It might be possible to
maintain some operations - thin CFM for a short time, subject to
an agreement between the GFM and USAID that would commit the
Government to their operational and/or financial privatization

A variety of mechanisms could be used to achieve this objective,
including outright sale, leasing on terms similar to the leare of
rail and port operations, or management contracts with
performance incentives built in In any case, the rapid transfer
of all assets unnecessary to CFM's core functions 1s critical to
the success of the project and the railroad

2 4 2 Short Laines
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CFM currently operates three short lines Inhambane-Inharrime (90
kms), Quelimane-Mocuba (145 kms, CFM-Zambezia), and Xa.-Xai-
Mauele-Chicomo (140 kms) These lines, which are not connected
to the main corridor lines 1n Mozambigque, nor to the Southern
African regional rail network, are at best peripheral to the main
operations of CFM While they may, 1n some ways, contribute to
the economies of the areas they serve, as purely domestic lines
they do not affect CFM's 1international competi.iveness, except
insofar as their continued operation may be a drain on CFM's
overall management and financial resources The Queliman= line
in 1991 havled only 8,500 tons, while the Inhambane line carried
only 500 tons and tI¢ Xai-Xa1i line 300 tons representing in
aggregate only 9 4 p--cent of the total freight carried by the
CFM rail systen These three lines are slightly more important
in terms of passenger traffic The Inhambane line in 1991
carried 38,000 passengers, the Quelimane line 17,500, and the
Xai1-Xai line 5,900, amounting 1in total to slightly over three
percent of the total passengers carried by CFM, These represent,
however, significant declines from previous years In 1¢8¢, for
example, the Inhambane line carried 71,600 passengers and the
Xai-Xai1 line 12,800 In 1990 the Quelimane line carried over
68,000 passengers These drastic fluctuations in passenger
traffic are attributable to changes in the security situation in
the regions served by these lines as well as to the declining
standard of services

Each of these rail lines has generated losses 1n each of the past
ten years that are high relative to the level of traffic they
carry Projections of future traffic indicate, moreover, that
there 1s little chance that these lines will re' arn to profitable
operation Consequently, 1t 15 hard to justify their continued
operation on purely economic grounds USAID has therefore
proposed that these lines be shut down and the assets sold or
otherwise redeployed There 1s, however, some resistance to this
1dea because the lines do provide some local services and because
of the employment generated

It 1s also clear that the level of subsidv for all three lines 1is
small, at least so long as no attempt 1s nade to reverse the
gradual deterioration of the lines and facilities It 1s
possible that even at current levels of traffic they can break
even given adequate staff reductions (see Annex F)

The critical 1ssue 1s not, however, wiether these lines can limp
along for a few more years with limited subsidies, 1t 1s rather
whether CFM can continue to manage a vast empire of unproductive
assets and at the same time reverse the dramatic deterioration of
1ts main corridors, 1n order to prevent the imminent permanent
relegation of Maputo to the status of a secondary port The
question of whether the lines remain open 1s als>, to some
extent, secondary The important point 1s that these lines must
be removed from CFM's management purview

X
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Quelimane German asslstance 1s rebuilding the port of Quelimane
under the condition that CFM close the rail line RRSS will
provide additional encouragement, as necessary, for this closure
The port of Quelimane 1s a profitable operation, and should

continue to be so

Xai1-¥a1 The Xai-Xai1 railway does not carry enough freight or
passenger traffic to justify i1ts continued operation on economic
or administrative grounds As a narrow-gauge steam locomotive
line, however, 1t could have =ome tourist potent:al once the war
ends and the tourist infrastr cture 1s rebuilt  The current cost
of operating the line 1s about $120,000 per year, whi.h could be
reduced to about $80,000 through staff reductions Since the
exlsting road does not go as far as Chicomo »r Mauele, clc re of
the raiilway without providing for alternatiyv - access would rave
some unaesirable consequences for the small popula*ions of those
towns and the surrounding areas The entire freight traffic of
the Xai-Xai1 line could be handled easily by one all-terrain
vehicle running on an existing dirt track, although the railway
bridges might have to be modified to accommodate road vehicles
The project may assist CFM 1in trying to sell the line to a
private company interested 1n 1ts medium-term tourist potential
The project will work with local and national authorities to
develop alternatives to the services presently provided by the
line

Inhambane Of the three short lines, Inhambane 1s the most
i1ndefensible economically Because of frequent attacks on the
line, and a parallel road that makes 1ts services redundant,
during the first six months of 1992 only 18 trains traveled on
the line, carrying just over 1,100 tons of cargo and 107
passengers The Inhambane line generated revenues of just MT

10 8 million, as against MT 112 5 million 1ir expenses In 1983
and 1984, rail revenues 1n Inhambane were MT 1 4 million and 4 5
million, respectively, and salary expenses alone were MT 30 8
million and 23 6 million Its performance appears to have been
no better in colconial times Established in 1918, primarily to
carry cotton produced at plantations along the line, traffic
began to decline when the colonial administration outlawed forced
labor on the plantations Its decline became even more
pronounced in the 1950s when the road linking Maputo to Inhambane
was built, to the extent that in 15970 the colo~ial government
closed the line entirely It remained closed ntil 1530 when the
provincial government requested that 1t be reopened According
to CFM sources, howe.er, closure of the line had little, i1f any,
adverse effect on the region The port continues to maxe a
profit, as i1t did when the rail line was not operat ng The only
conceivable justification for continuing to operate the line 1s
the number of passengers 1t historically has ceérried (over 300
trains carrying 200 thousand passengers 1n 1984) This, however,
1s a level of demand that could be satisfied by fewer than 10
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minibuses traveling the same route (See Annex H) Based on the
calculations 1n Annex H, the project design team concluded that
the Inhambane line should be closed immediately

2 4 3 Alternative Plans for Retrenchment of Personnel

The retrenchment options chosen, and the number of workers
eligible for assistance under one or more of these options, will
depend to a large extent on the overall restructuring package
funded and assisted by the World Bank While 1t appears that the
"ma -er lease" concept under which a&ll "operationally useful”
assets would be transferred to a si~gle private sector lessee,
which 1n turn would operate (with prssible subleasing of some
operations) the CFM(S) system, 1s the option preferred by the
World Bank and USAID, a0 effort has been made to define precisely
what 1s meant by "operationally useful" assets The question
therefore remains to what degree operations such as maintenance
of way, workshops, quarries, and other important but not strictly
railway functions would be 1included 1in the master lease The
transfer or non-transfer of these operations under a lease
arrangement will, naturaily, affect the numbers of people for
whom redeployment alternatives must be arranged

CFM 1tself, without donor assistance, has only managed to reduce
1ts workforce from over 37,000 in 1990 to around 35,000, largely
by implementing a compulsory early retirement scheme, reducing
the standard retirement age from 65 to 60 A future reduction to
55, at least on a voluntary basis, 1s contemplated According to
the calculations summarized in Annex G, some 3,310 workers aged
55 or over, or who will reach age 55 by mid-1994, can be expected
to be eligible for and to accept an early retirement package

CFM typically must pay 7 percent of a worker's annual salary into
the Mainistry of Finance pension fund Any early retirement
scheme, to be acceptable to the GRM, would require that CFM
continue to make the pension fund contributions until the workers
involyad reach age 65 *

The current 35,000 or so workars 1in the CFM system may, by
attrition and retirement, be further reduced to fewer than
31,000 Of these, some 10, 00 are employed at the ports on a
temporary contract basis, and about 4,000 are permanent and
temporary employees of the North and South maintenance brigades,
responsible for track maintenance and operation of the concrecte

4 The early retirement scheme, while attractive in that it
would probably be entirely voluntary, 1s considerably more
expensive per worker ($1,462) than the general severance plan
contemplated at this project ($607 per worker) For this reason,
1t will be subject to further intensive review and possible
cancellation during Phase I of project component implementation
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sleeper factory and the gquarries These temporary workers can be
let go without any provision for severance pay or future
redeployment, while the permanent employees of the brigades are
externally funded This leaves approximately 16,500 ra:l and
port workers potentially affected by workforce reductions
resulting from CFM restructuring As discussed in Annex G, the
best estimate of future traffic and staffing needs indicates that
the pool of workers to be assisted by the project 1is
approximately 10,000, most of whom are unskilled or semi-skilled

A number of possibilities are prop sed to redeploy these
remaining workers They include

Privatization of non-railway operations In railway s_stems
1n other countries, many operations such as maintenance of
way, workshops, and other infrastructure support functions,
are contracted by the railway to private operators Often
these arrangements permit operations formerly owned by the
rallway and providing services only to the railway to
develop other markets for their services CFM, for example,
currently operates two concrete sleeper factories, staffed
by the maintenance brigades and employing more than 100
people each If privatized or leased and encouraged to
develop other markets and new products, these could become
commercially viable enterprises employing more people than
they do currently These factories could, for example,
produce concrete pipe, precast concrete :tlabs, and other
products for which a large potential demand exists 1in road
building, waterworks, and commercial, 1industrial, and
residential construction Quarries, currently producing
ballast, could begin to provide aggregate for concrete,
ballast for road construction, again potentially increasing
employment Railway workshops, 1f privatized, could perform
a variliety of machinery maintenance for which non-railway
demand could be found as well as, with relatively modest
investment, producing and marketing fabricated metal
products

These and other similar options will require detailed
analysis, which short-term technical assistance will provide
under the amended project Consultants funded under the
amended project will study these options in detail,
analyzing potential railway and non-railway markets for the
products and services to be offered by these enterprises,
specifying the number of workers and the kinds of skills
required, i1dentifying potential pri ate operators,
structuring financial and managerial contract terms for
privatization or lease, determining required levels and
possible sources of new investment, determining training
and technical assistance needs, and providing technical
assistance and training as required
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The Maputo Port restructuring currently uncerway has already
begun privatizing seve-al port operations, 1including the
coal and citrus termirals, through lease or management
contract to private, commercial operators In each case the
proposed private operator has presented 1ts estimated
staffing requirement, and has been required under the terms
of the agreement to employ at least 90 percent of this
number from existing CFM employees This, or a similar
formula, could be applied in the privatization of railway
assets and operations, but only to the extent that 1t does
not interfere with the potential profitability ¢ the
privatized enterprise

Agricultural assistance While 1t 1s pr.obably no* feasible
to contemplate moving urban-based CFM workers to rural
areas, whether through compulsion or 1nducements,
considerable pctential exists to enable many current
maintenance-of-way workers, who are based in rural areas and
already do subsistence farming, to become more efficient and
productive farmers capable of supporting themselves entirely
through agricultural work A combination of the provision
of better farm implements, extension services, and
assistance i1in marketing of produce could be supported
through existing programs funded by other donors, offering
alternative amployment for as many as 1,000 workers The
viability of such schemes may, however, be severely limited
i1n many areas due to drought and war, and must be evaluated
carefully Furthermore, project assistance in these areas
will be limited almost exclusively to the establishment of
linkages between existing programs and CFM workers, with a
possibility of some assistance being provided to other
donors to expand existing programs to CFM staff

Road building Several major road building projects are
underway, or 1n planning stages, affecting most of the major
transport routes 1in the country These include projects
funded by the United Nations Development Program (UNDP) and
the World Bank These projects have, however, been one of
the main reemployment options for demobilized soldiers and
for workers on the South African mines who have been
repatriated due to =mployment cutbhacks As a result, the
number of workers ailable for such projects exceeds the
demand While this may change, 1t 1s unlikely that road or
other public works projects will provide reemployment for
more than about 500 former CFM workers These jobs are
dependent on location, since they can employ only those ex-
CFM workers who live close to the project site, and they are
temporary, ending once the road s completed iowever, as
part of the proposed analysis of _he economic, financial and
soclal costs and benefits associated with closing the short
lines c¢r keeping them i1n operation, the p-oject should
underta’ < an analysls of the costs and benefits of building

Al

I



— e T

- - DT St

23

new roads or rehabilitating existing ones to provide
alternate transport routes, together with the numbers of
former CFM workers who might be employed on road
construction or rehabilitation in these areas Also, to the
extent that any new road-building or reconstruction pr>jects
are 1nitiated in the context of a possible peace accord,
particularly 1f funded by USAID or other donors, they could
generate additional emplcyment opportunities

Other Private Sector Employment The project will also fund
outrlacemrent {or ex-CFM employees to help them to finc jobs
with existing private sector firms This component will
also 1include =a-sessing skills of 1 Jividual workers and
advising them on employment and training options

Small-Scale Mining Each Ministry operates a "Fundo de
Fomento", a fund for support of small-scale activities in
the area or incastry with which 1t 1s concerned While many
of these funds are not very effective, the fund operated by
the Ministry of Mines has granted concessions and provided
funds and equipment to over 100 small-scale miners, mostly
1n Cabo Delgado and Manica Provinces Significant potential
exists for at least 100 ex-CFM employees, especially those
who come from those provinces, to go into small-scale

mining The project will work with the Ministry of Mines
Fund to assist those workers choosing such an option, and
will provide technical assistance and training to the Fund's
professional staff, and financial support, as required

Road Transport Services and QOther Small Enterprise
Development 1In the areas served by the short lines, the
scope may exist for former CFM employees to provide road
transport services to replace freight and passenger services
formerly provided by CFM trains Passenger train service
has almost completely been eliminated on the B ira Corridor,
and private and cooperative bus, truck and min.van operators
now offer cheaper, faster, and more profitable passengar
service Given the restructuring and privatization of the
trucking industry currently being undertaken with USAID
assistance, the scope exists for pr.vate operators to buy or
lease trucks and to provide private trucking services The
amended RRSS project could supplement other donor programs,
that presently provide loan guarantees or other financial
support, 1n order to permit these nrograms to extend
assistance to former CFM employees seeking to go into the
private road transport business The growth of private
trucking could also provide opportunities for truck
servicing and other support industries The amended RRSS
project, 1in the context of the closure of the short lines,
w1ll analyze potential employment and the requirements for
financial and technical assistance associated with
development of private tr <king services 1n areas currently

)\
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served by the short lines, as well as with the development
of road transport of passengers to replace passenger rail
service on the main _ines

In addition to road transport, such programs might be
extended to any potentially viable enterprise proposed by
retrenched CFM workers, subject to normal procedures in
assessing and monitoring the progress of the propos.d
enterprise As discussed 1n greater detail in Section

2 5 4, any possible credit schemes will be applied through
exlsting donor prog-ams with existing financaial
institutions, and only at compet.t tve 1nterest .ates The
pro,ect mfy also provide assistance to other donors
supperting training and management programs for the
finanrial institutions selected, to improve their ability to
monitor and assist these enterprises

* Training In addition to 1initiatives to facilitate direct
re-entry into the productive labor force there will be up to
1,500 1in-country training scholarships available for
redundant CFM employees aged below 50 Such scholarships
w1ill include training 1n vocational and trade skills as well
as 1n general education 1n existing institutions

While receiving training, employees will continue to be paid
severance on a monthly basis until 1t 1s exhausted, and
thereafter may receive a small allowance until the course 1is
completed Most of the funds provided for this training
initiative will be i1n the form of institutional support to
Mozambican training institutions, to help them to develop
the curricula required, to recruit additional training staff
as needed, and to purchase training materials

2 4 4 Alternative Redeployment Plans for Capital
Assets

The amended project i1s unlikely to involve extensive redeployment
of assets independently of the personnel currently employed in
use of those assets The main assets likely to be divested by
CFM are those, such as the workshops, which employ significant
numbers of people 1n ron-railway operaticns and which have
significant potential for sale and operat.on as independent,
private sector enterprises Several such possibilities are
described in Section 2 4 3, above The value of most of the
physical assets available for divestiture 1s less 1in the market
value of machinery, plant and equipment, spare parts, and land
and buildings, than in their po.ential value as functioning
operations employving skilled or semi-skilled workers, and 1in
their ability to produce products and services for which a
significant market may exist, domestically and abroad

\k%
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If efforts are made to sell CFM's excess physical assets on a
piecemeal basis, their value will be negligible Much of the
machinery 1n use 1n the workshops, for example, 1s at least 20
years old, and 1n many cases as much as 50 years old, and fully
depreciated The cost of transporting these machines to ancther
location, and the cost of installation, would 1n many cases
exceed the market value of the machines themselves Their value
w1ll often depend on their integration into a functioning
productive unit For CFM to realize any value from treir sale
would require that the entire productive unit, including
buildings and staff, be transferred to a private owner who would
then need to invest additione: funds to convert the unit *o
commercial produc-10n Workshop buildings, and the lan. they
occupy, may be significantly more valuable Directly adjacent to
the port, the Maputo and Beira wcrkshop land and buildings could
be the nucleus of a new i1ndustrial zone in which case their value
could be substantial Since private land ownership remz21ns
1llegal in Mozambique, and only the most rudimentary real estate
market exists, 1t 1s difficult to assess the value of CFM land
and buildings It 1s unlikely 1n the near term, even assuming
that the law changes to permit broad praivate land ownership, that
the land and buildings could be sold to private investors who
would turn 1t to productive use i1mmediately Currently the only
likely purchasers would be speculators, who would have no
inclination to keep the workshops 1n operation and would thus
release many hundreds of additional workers

The likeliest scenario for disposal of these assets, and the one
most likely to maintain productive employment for former CFM
employees, 1s their lease or concession as part of an existing
productive capacity The project will provide for independent
valuation of assets as part of the preparation of investment
prospectuses It 1s probable, however, that the value may be
notional, and that they may be sold for a minimal amount to
investors who commit themselves to providing the additional
investment, as well as training, management and marketing
assistance needed to keep :the existing work force prnductively
employed

The disposal of other a sets, such as hous:ng owned by CFM, 1is
equally prcblematic S.me 20 percent of permanent CFM employees
live 1n houses owned and maintained by CFM When they cetire,
workers receive from CFM sufficient building materials to build
another house, the one they have occupied reverting to CFM As
part of its restructuring, CFM may no longer rrovide or maintain
housing for 1ts workers except 1n remote areas with no market
alternatives, nor would 1t need to provide building matsrials to
workers who retire The amended project mignt desigr & program
to sell CFM houses to the workers currently occupying them This
1s likely to 1involve concessional payment terms, 1f not an
oucright giveaway, and may not generate a significant return to
CFM Sir "e housing 1s currently an important part of some
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workers' compensation, any scheme to privatize housing may also
need to study and revise existing salary structures to compensate
workers for the loss of this important benefit

CFM also has valuable assets 1in 1ts Railway Clubs, stadiums,
dormitories, schools and clinics Since, 1n some cases, these
facilities are not critical to CFM's own operations, the solution
w1ill be the turn-over to the municipal government or sale to the
private sector, 1f the asset has the potential to make a profit
If the turn-over 15 to be to the Government, e g , for schools or
medical facilities, USAID may allocate funds for minor repair and
rehabilitation before they are transferred to their new owners

CFM, furthermore, occupi-»s a very valuible asset 1n 1its land
holdings, especially 1n urban areas At the Port of Maputo
alone, CFM owns 400 to 500 hectares of unused land which, while
1t has no i1nfrastructure such as roads, sewerage, electrify and
water, 1s nonetheless potentially :ery valuable Among other
potential uses would be the creation of an industrial park, which
could generate significant revenues through development and lease
of land or industrial buildings, as well as contributing to the
creation of thousands of jobs for unskilled and semi-skilled
workers British ODA, currently funding restructuring of the
Port of Maputo, has recommended development of an EPZ on CFM

land While the time required to develop specifications, provide
the infrastructure and attract the required private investment 1s
likely to be more than the life of this project, the project will
nonetheless follow closely any further analyses of industrial
park or EPZ potential, and may possibly assist in implementation
of related activities, 1f they fit closely the objective of
reducing the size of CFM (See Annex H for a calculation of
potential returns from development of an industrial park, based
on current construction costs and commercial/industrial rentals)

Given the ambiguities and frequent changes in the laws affecting
use or transfer of lard, CFM will have to submit propcsals for
all property transfers to the Interministerial Committee for the
Restructuring of State Enterprises (CIRE), which in turn must
obtain the Prime Minlster's approval The project, as well as
analyzing the potential for redeployment of assets, will, where
appropriate, assist CFM 1n preparing the necessary documentation
required to obtain GRM approval

2 5 Inputs
251 Severance and Other Payments

The project will provide for payment of earl, retirement
incentives and severance pay for redundant employees eguivalent
to three months of salary for every two years of service While
several conduits for these payments could be used and will be
examined, a likely option 1s for 1¢ Commercial Bank of
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Mozambique (BCM), which coordinates all state pension payments
and which has a widespread network of offices throughout the
country, to be the channel through which severance and other
payments are effected The project may also use the People's
Development Bank (BPD), which handles the payment of some
pensions and which has branches throughout Mozambique Before

such payments are begun, hcvever, further analysis of the BCM and

BPD financial and managemert capacity to make the payments, as
well as other possible options, will be required to confirm the
PP team's finding that the present system 1s adequate

2 5 2 Project Managemant

Institutional Identity Management of the amended project
w1ll be centered 1in a project management unit (PMU), to be
located in, though not forming a direct part of, the
Ministry of Transport While the possibility of situating

the PMU in CFM was carefully considered, 1t 1s believed that

the potential for institutional conflicts of interest is
greater there than in a GRM ministry

Policy and Qversight The PMU will be overseen by a steering

committee that will represent the different constituecncies
affected by CFM restructuring and retrenchment, and which
w1ll guide policy decisions and review progress of the
project At a minimum, the steering committee will consist
of representatives of CFM, the CFM labor union, the
Ministries of Finance, Transport, Labor, Ccmmerce, and
Construction and Water, USAID, the Chamber of Commerce, the

Gabinete de Promocao de Investimento Estrangeiro (GPIE), the

National Institute for the Development of Local Industry
(IDIL), and the Technical Unit for the Restructuring of
Enterprises (UTRE)

Personnel The PMU will consist of a Mozambican Project
Director, a Mozambican Finance/Administration Manager four
field officers, one located 1in each of the four TFM
administrat.ve regions, a secretary and a driver, all of
whom wi1ll be paid out of project funds during the project
life In addaition, the project will provide four long-term
advisors 1) an enterprise development expert, 2) an
employment/training specialist, 3) an employment and
retrenchment specialist, and 4) a financial advisor

Physical requirements While the Ministry of Transport will
be reguested to provide office spece and telephone lines,’®

> The project has also budgeted for office space, 1n case 1t
1s found either that the MOT cannot provide the required space
(particularly in light of upcoming demand from the IBRD's
institution-building effort), or that for political r asons the

-3
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the project will provide funds for cther needs, such as
vehicles, a sufficient number of personal computers,
printers and software, fax machine, photocopier, and office
furniture The project will also provide computer
programming and management information system design as
determined by the needs of the project

2 5 3 Technical Assistance

Long-term Technical Ascistance The project will provide one
long-term expetriate acvisor, skilled in erterpr se
development, credit, an' investment/export devel oment, to
advise the project manegement unit for the four-, ear
duration of the technical assistar e component of the
project This advisor, who will wo < closely _.th the
Mozarrbican Project Director, will coordinate the provision
of USAID funds under the project, as well as technical
assistance and training This advisor will provide major
technical input to the preparation of terms of reference for
the studies, short-term technical assistance, and training
to be provided under this project

The project will also provide one long-term employment and
retrenchment specialist to work closely with the CFM
personnel department over the four years of the project
technical assistance component, to i1dentify workers to be
retained and those to be dismissed, and to i1dentify the best
employment and training opportunities for the redundant
workers

The project will provide a third expatriate advisor, an
employment and tra:ning specialist, who will work in the PMU
and wi1ll coordinate che training and outplacement components
of the project

Finally, the project will provide a financial advisor
primarily to ensure that th: system of severance payments
functions transparently and 1s audited regularly

Each long-term advisor, together with his or her Mozambican
counterpart, also to be hired by the project, will determine
training needs for professional staff in local instituticns
and organizations, and will coordinate the design and
delivery of such training, as required

Short-term Technical Assistance The project will provide 40
person-months of short-term technical assistanc:z for each of

project 1s better placed elsewhere
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the 3 years of the technical ass.stance phase of the
project, divided into two principal components

1) enterprise developrant and investment feasibility studies,
and the preparation of i1nvestment prospectuses

2) direct short-term technical assistance and training to

a) newly privatized enterprises, 1n the areas of
marketing, production, personnel manag=ment and
finence, and,

b) local institutions in the areas of projec-t and credit
evaluation, export zand investmer promotiocn, and
training 1dentification

2 5 4 Training

The project may fund training for workers and managers 1in newly
privatized enterprises, as well as pro.essional staff in local
institutions that will play an important role in supporting new
enterprises Three major training components are envisaged

1) A "matching fund" for training in productive
enterprises This component 1s designed to provide
workers with the training required to reorient them to
productive commercial employment Since 1t 1s expected
that most such workers will continue to work in the
same facilit.es 1n which they were employed by CFM, but
under new, commercially-oriented ownership, 1t makes
sense to provide them with on-tne-job and other
practical training 1n thes< new enterprisas It 1s
also important that this nct be a simple giveaway, but
rather a means of reinforcing these enterprises'
commitment to improving the skills of their workers
One way to ensure this 1s to provide training funds to
match or supplement those funds allocated for training
by the managers of these enterpraises The project may
also provide assistance 1n determining training reeds,
designing appropriate training programs *or
implementation ir these enterprises, anc i1n ident.:fying
technicians o: other experts most capable of providing
the required training

2) Training support to local institutions A number of
local 1institutions, including but not necessarily
limited to GPIE, IDIL, the Banco Popular de
Desenvolvimento, the Ministerial Development Funds, the
Chamber of Commerce, and the Associagao Industrial de
Mogambique (AINMJ), have an important role to play in
providing credit and technical assistance, especially
to small-scale enterpraises The project may, through




o e oA s S ot e e

30

complementary grants to other donors' assistance
programs, support these organizations, fund training
fur professional staff in these, and other appropriate
organizations, 1in the areas of project evaluation,
enterprise start-up assistance, bookkeeping, marketing,
and other small business services for which the need 1s
1identified This training may be conducted at
universities and training institutions in Mczambique,
other African countries, or the Uni:ted States, as

appropriate

3) Direct vocaticnal training The project may fund
vocacional trairing for ex-CFM emplov=zes who seek to
develop skiils tnét will help them eventually to finc
new jobs in the praivate sector This training will
take place 1n local, preferably private, training
institutions and will be coord nated through the
Direccao para a Formacao Profe sional (DPFP), the
national vocational training , ogram

255 Other Inputs

Small business credit While many of the productive

enterprises will be funded by private domestic or foreign
investors for whom access to financing 1s not a significant
constraint, smaller enterprises employing smaller numbers of
people will require loans for which they are unlikely to be
able to provide sufficient collateral Depending on the
numbers of such enterprises identified, their financing
needs, and the ability of the Mozambican financial
infrastr.cture to meet those needs, the project may provide
some additional funding to existing small business credit or
credit guarantee schemes 1n cooperation with one or more
domestic financial institutions and other donors, which will
extend credit at competitive rates or credit guarantees to
small, med:um and micro-enterprises established as part of
the CFM wcrkforce retrenchment

USAID has monitored the institutional capacity of the
banking and credit systems over the past several years, and
at presert no financing in this area i1s warranted Recent
changes 1n the law, other donor activities 1in the sector,
and possible changes following a peace accord, may lead to
dramatic improvements over the next cruple of years The
project will track the ability of locasl 1institutions to
absorb and implement credit or credit guarantee programs,
the cost to USAID of surporting such a programs and the
likelihood that they wiil succeed The project will pay
special attention to existing credit or cred_t guarantee
programs, one for small and medium-scale enterprises (SMEs)
funded by the World Bank and operated through the commercial

¥
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banks, and one for micro-enterprises, also funded by the
World Bank and operated through the Gabinete de Promocao do
Emprego (GPE), as well as to existing programs operated by
the BPD and the ministerial development funds The project
w1ill not design or initiate a new credit program

In addition, for those workers joining spun-off privatized
enterprises, their severance package may be paid in a lump
sum to purchase shares on a preferential basis i1in the new
companies, as permitted by Mozambican law

If a pr.gram appears feasible, the project will work with
the relevant financial institutions to establish -redit
limits, operating procedures, evaluation criteria, and
management controls aimed at maximizing the program's
chances of success The project will not, however,
establish any independent programs

3. IMPLEMENTATION PLAN

3 1 Institutional Arrangements

Project activities are to be implemented by a US institutional
contractor under the supervision of the Ministry of Transport and
1n close collaboration with 1ts Directorate of Finance and
Investment A semi-autonomous project management unit (PMU),
staffed by local hire personnel and assisted by long-term
advisors and short-term consultants, will be linked with the
Ministry of Transport at both central and prcrsincial levels, as
well as with each of the CFM Directorates This dual structure
of project and ministerial personnel provides for both e fective,
responsive management of redeployment activities and ties to
broader GRM sector and enterprise reform initiatives

The project will provide technical assistance to CFM 1n support
of downsizing and reorganization, 1t will also finance
approprliate severance and pension-fund payments linked to the
retrenchment of CF™M staff In addition, the PMUJ will administer,
in close collabora.ion with the Ministry of Transportation,
support for the reint agration of retrenched CFM personnel into
alternative productive activities and the redeployrent of ex-CFM
capital assets for economically productive or publicly beneficial
purposes The PMU will arrange for external technical assistance
and enter into local contracts for the implementation of these
redeployment activitaies

The contractor will hire local and expatriate personnel,
2stablish a central office for the PMJ within the Ministry of
Transport 1n Maputo, and representation in the ield for each of
the lines undergoing downsizing and restructuring Anticipated
staff.ng for the PMU includes the following local hire perscninel



32

a) 1 Project Director
b) 1 Deputy Director for Finance and Administration
c) 1 Deputy Director for Programs and Coordinator for

CFM(S)
d) 4 Field Coordinators (one each for CFM(C), CFM(N), CFM(Z)
and one for Xai-Xai and Inhambane)
Support staff (1 each secretary, bookkeeper, and

driver)

o
w

At both central and provincial levels, PMU personnel will be
twinned with Ministry of Transport personnel (directors and
delegates), posted respectivel - to Mapito, Beira, Nampula,
Quelimene, and Inhambane

The contractor will provide tour long-term advisors to CFM a .
the PMU one Personnel Analyst/ Retrencrment Acvisor, one
Enterprise Development/Red=ployment 2dvisor, one Employment
Development and Training Advisor and one financial specialist

In addition, the contractor will provide short-term technical
assistance as needed throughout project implementation in support
of retrenchment, labor redeployment, establishment of spin-off
enterprises, etc (see below)

The PMU will be governed by a Steering Committee which will
establish policy, monitor implementation, and serve as a guiding
and coordinating body at the level of central government The
Steering Committee will be the same as that for the MCRP, which
includes representatives from the Ministries of Transport,
Finance, and Labor, Planning, and Industry as well
representatives of CFM In addition, 1t will coordinate the
participation of other organizations such as the BCM, BPD
(Peoples Development Bank), GPE (Bureau of Employment Promotion,
Ministry of Labor), IDIL (National Institute for the Development
of Local Industry, Ministry of Industry), DIFAP (Directorate of
Vocational Training, Ministry of Lapoor), and the various sectoral
srall initiative promotion funds Private sector representatives
w1ll also be consulted by the Steering Committee as reemployment
and privatization activities warrant

A significant aspect of PMU and technical assistance activities
w1ll be the facilitation of a process of project implementation
which responds to the various, often contradictory, priorities
and concerns of government, management, labor, employees, new
investors, etc Participation of these stakeholders in ongoing
planning and implementation of CFM reorganization, retrenchment,
and redeployment will increase the likelihood that the
flexib-lity built 1into the project will be employed in the
interewt of responsive implementation

The PMU will oversee and administer financial flows 1n support of
redeployment assistance The pavment of severance to retrenched

B
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workers will be monitored by PMU personnel The PMU may
recommend project support to specific programs financed by other
donor programs, such as that for the People's the Development
Bank (BPD), for the support of a guarantee fund as well as for
the establishment of targeted rolling funds for small enterprise
finance, and for privatization of redeployed CFM functional units

as appropriate

The project and the PMU will avoid the creation of new programs,
but will rather use project resources throug! existing channels
to meet the needs of 1its target group Training of retrenched
workers, technical assistance in preparation of business plans
a, d loan applications for micro-enterprises, ve.ting and approval
of loans, delivery of agricultural assistance, managr rent
training etc will be implemerted by existing programs such as
DIFAP, IDIL/FFPI and 7 FE The PMU wi1ill contract with them for
the provision of spec fic services to retrenched CFM workers, 1t
may consider assistance to increase the capacity cf these local
training and technical assistance institutions to mee: the needs
of ex-CFM personnel

The PMU wi1ll also assist the government in negotiations wich
private sector investors regarding the terms of their purchases
and leases of ex-CFM facilities Project personnel will closely
monitor the activities of 1investors, joint venture partners,

etc , to ensure that the equity stakes of ex-railway personnel
are protected, that commitments regarding employment by new
enterprises of ex-CFM staff are kept, and that project-funded
assistance 1s emploved 1in the long-term interest of retrenched

workers

At the level of the provinces, Coordinating Commissions will be
established on a similar basis to facilitate cross-sectoral
collaboration in employment promotio~ and redeployment of capital
assets Local coordinating commissions will include provaincial
and district local government and grassroots organizations as
well as the ministerial and sectoral representatives described
above

3 2 Implementation Workplan

This project compone it will be implemented over a four year
period, with the TA team 1in }o>zambique for three years, divided
into the start-up period followed by two major phases, the
preparation and testing over an 13-month period of a detailed
plan for the reduction of staff and as<ets, followed by 1its
implementation over a similar period The project start-up to
last about six months, wi1ll focus on the establishment of the
PMU'", development of guiding policies and implementation
strategi=s, and fielding of long-term advisors Detailed studaies
and analyses begun during this phase will provide the bases for
CFM's downsizing and reorganization, ass.stance to retrenrched
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workers, and project activities 1n areas afifected by line
closures whicn will follow EXxtensive consultation among
stakeholders and policy-makers, as well as dialogue among
coordinating institutions, will guide the decision-making which
w1ill be based on analytical studies

Phase I, to last about 12 months, will focus on personnel
retrenchment and support for ex-CFM workers to productively re-
enter the workforce During Phase I, a detailed program will be
prepared for the redeployment of excess CFM staff Aggressive
early retirement, 1ncentive packages for voluntary departure, and
selective discretionary retrenchment will be employed to
eliminate the least skilled and least productive members of the
CFM iorkforce bDuring this phase, the extent and nature of
training programs, credit programs, and asset/wo—ker spin-offs
w1ill be defined

The first phase will prepare a detailed program for actual
downsizing based on detailed analyses of staffing requirements
for each functior and of the personnel currently employed by CFM
The programs may be tested on some workers on a voluntary basis

Phase II, roughly from mi1id-1994 to the end of 1995, of project
implementation will fccus on shedding excess functions and
facilities from CFM, 1n order to focus 1ts structure and
management on financially viable port and railway operations
Based on feasibility studies, plans will be de eloped and
implemented for t-e spinning off, 1 e privatization to workers
and/or other investors of auxiliary functions into the private
sector These spin-offs may produce some firms contracting
wholly or mostly to provide services to CFM They wi1ll also
produce new enterprises which are engaged in production and
service delivery for other markets, private and public, internal
and export, as appropriate and feasible

This second, shedding phase will also include the closure of CFM
short lines These short lines may be c'osed down, alter; atively
they may be privatized or spun-off in their own right, as joint
ventures or autonomous enterprises operating in the pr.vate
sector

During Phase II, the PMU will provide technical assistance for
such conversions and pravatization, support fcr the redeployment
of retrenched personnel, and for the conversion of unused capital
assets for alternative public or private use The praivatization
of auxiliary functions can be expected to further reduce the CFM
workforce by between 500 and 1,500 people over the LOP

3 3 Procurement Plan

This component, to begin in September, 1992, will include
four major procurement elements (a) a direct A I b technical

=
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&ssistance contract, (b) minor reconstruction of facilities, (c)
the payment of severance pay, {d) enhancement of other donor
programs 1n order to make such programs available to departing
CFM employees

The technical assistance contract will follow A I D Handbook 14
competitive procedures under the direction of the Regional
Contracting Officer based 1in Swaziland USAID/Mozambique will
prepare a PIO/T instructing the RCO to advertize the requirement
Interested companies will attend a pre-bid conference 1in Maputo
and submit RFPs to the RCO A USAID/Mozambigque technical review
panel wil' rank 'he technical proposals, and the RCO wi'll
negotiate with t ose in the competitive range The coniract will
contain performance i1ndicators specifying that the contractor
w1ll 1dentify wor ers to be shed by CFM, prepare severarce
packages, and ass.st CFM to ensure that o« I D funds for
severance are properly disbursed The firm, or joint venture of
firms, selected will be required to heve experience 1n workforce
reduction, assets valuation and dives iture, business
development, and credit schemes At least 10 percent of the
total technical assistance amount will be subcontracted to
disadvantaged enterpraises

Minor reconstruction of facilities will include facelifts for
existing buildings and repairs to some machinery, preparatory to
spinning off While the total value of these small projects will
not exceed $1,000,030, and no single project will be over
$100,000, USAID will consult the RCO and determine whether a
contract with an A&E firm 1s advisable

Payment of severance pay 1s the major cost element of the
project, with at least $10,000,000, and possibly more, to be used
to pay workers' severance pay, through local cost financing
Project funds w1ll not be used to pay pensions, annultles,
retirement pay or adjusted service compensation for any person
heretofore or hereafter serving in the armed forces The
contractor, 1in consultation with the USAID Controller, will
develop a disbursement mechanism for these funds that meets

A I D accountability requirements and 1s approved by the GRM and
USAID

With one exception, the coumodity transactions planr d for this
component are estimated at under $25,000 For these, USAID
project management staff may arrange direct procurement by the
USAID Executive Office through purchase orders or other 3 I D
direct contracts, or, 1f the commodities are for CFM, procurement
may take place following small value host country procurement
rules USAID may also request the assistance of the A I D /W
commodities office for procurement actions that pose sourcing or
specification difficulties to CFM Finally, shelf i1tems needed
by the technical assistance team will be purchased directly by
them

A
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Support to other donor programs While USAID will under no
circumstances develop 1ndependent employment generation, credit,
or training programs under this project, 1t 1s expected that the
technical assistance team will forge linkages with existing
programs 1n order to ensure access by departing CFM employees

In some cases, this may be furthered by an 1injection of A I D
funds into such programs Following Handpook 13 rules regarding
Grants to Public International Organizations, USAID may provide
grants to organizations such as UNDP, UNIDO, or the World Bank to
acnieve this

Prior to commi.t.ng funds frr reconstruction, or in support of
other donor programs, or ev - for severance pay, the Mission 1:il
2nsure that the funding and .ther assistance allocated 1is
sufficient to achieve the purposes of fund.ng within the life of
the project, and that cost estimates for such activities are
reasonable, reasonably firm and supported by appropriate analysis
and planning

DFA Procurement Plan

Since this project 1is DFA- unded, Code 935 1s the authorized
procurement code Therefore, no source/origin/nationality
walivers wlll be required However, as required by DOA 551,
Section 5F, and the DFA Procurement Policy Recommendations and
Africa Bureau Instructions dated April 4, 1988 (88 State 105351),
the following procurement limitations apply to the project

With respect to air transportation and travel, all such travel
and transportation financed by A I D to and from the United
States will be limited to U S flag carriers, subject to
documented exceptions, which will be made sparingly Because

U S air carriers currently do not fly into southern Africa, non-
U S carriers will be us»d for this leg of project-financed air
travel and transportation

With respect to ocean shipping, the Cargo Preference Act rules
apply and at least 50% of the gross tonnage of all A I D -
financed commodities shipped on ocean vessels will be shipped on
U 5 flag commercial vessels 1f such are available at fair and
reasonable rates

With respect to motor vehicles, U S -manufactured vehicles cannot
meet the needs of the project, because of required specificaticns
(rignt-hand drive vehicles are required in Mozambigue) and spare
parts and maintenance are not available for the only U S vehicle
manu factured in a right-hand drive model If this situation
should change, USAID will purchase U S vehicless under this
project
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Participant training financed under the grant will be 1in
accordance with Handbook .0, though third country participant
training i1n Code 899 countries may be financed without the
special approval of the Director, R&D/OQOIT

Long-term overseas training and long-term technical assistance
wi1ll generally be U S -based

Finally, the procurement plan calls for U S procurement of goods
and services to the maximum practicable extent

The technical assistance contractor will be reguired to maintain
records, ava lable to A I D , regarding the scvurce and ¢ rigin of
commodities procured by the contractor uncder the A I D contract

A brief summary of this DFA procurement pl 7 will be cabled to
AFR/SA; and a copy of the cargo shipping p.=n sent to
MS/OP/TRANS Trese will be updated 1f sign_ficant changes occur
during project implementation

The following 13 a chart showing source/origin/nationality and
estimated values, 1n per-entages and dollar amounts, of
commodities, services and training to be financed under the
project

Procurement Responsible Estimated | ¥ of LOP | Probable
Instrument Agent LOP Amount | Total Source
Direct Ta RCO 65,150 28% 000
Contracts 882 4% 656
Grants to RCO/Mission 4,260 19% 899
PVOs/PIOs
Severance GRM/Mi1ssion 10,550 47% 656

it Payments

ﬂCOmmodltles MlSSlOn/RCO 420 % 935

s T L T i T ST LT T B o |

22,262 ] 100%

3 4

Audit, Monitoring and Evaluation Plan

The staff and asset redeployment ccmponent of RRSS will be
included in the overall project evaluation plan, which is

*Excludes contingency

Source selection - see FAR 3 104

information

Do not disclose sensitive cost
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described in detail 1n the original project paper All
evaluations of the RRSS project, including the Malawi and
Swazlland components, are being undertaken by a single
contractor. In addition to those issues relating to other
components and specified in the original project paper, first
amendment, and contract for the evaluation services, the mid-term
(end 1994) and final (1996) evaluations will examine the extent
to which the CFM 1s being reduced to a manageable, potentially
profitable, size It will also examine the success of the
project in assisting former CFM employees 1in finding new
employment

Annual audits wi1ll be undertaken of the GRM agency responsible
for the distursement of A I D funds for severance .

3 5 Conditions and Zovenants

Funds authorized for this coumnponent are subject to the following
additional conditions and covenants

Condition Precedent to Disbursement for Technical
Assistance Prior to any disbursement under the Grant for
labor and asset redeployment technical assistance, except
for technical assistance to USAID/Mozambique and CFM for
project management, and prior to the 1issuance of any
commitment documents for such activities, except as A I D
may otherwise agree 1n writing, the Grantee shall furnish
evidence that the Government has signed an Agreement with
the International Bank for Reconstruction and Development,
in form and substance satisfactory to A I D , for the Maputo
Corridor Revitalization Pro ect

Condition Precedent to Disbursement for Severance Pay

Prior to any disbursement under the Grant for severance pay,
the Grantee shall furnish, i1in form and substance
satisfactory tc A I D , evidence that the Grantee has begun
the i1mplementation of an institutional restructuring program
that, 1n A T D 's cpinion, will make the Maputo Corridor
rail and port system profitable in the shortest reasonable
time frame In addition, prior to any disbursement for
severance pay, pursuant to Section 7 2 or 7 3 of the
Agreement, A I D and the Grantee will agxee, through a
Project Implementation Letter, on the procedures to be
followed for acquiring and disbursing local currency

Covenant The Grantee agrees to enact or promulgate all
legislation or regulations, or amendments thereto, necessary
to 1mplement project activities, in particular, labor and

Source selection - see FAR 3 104 Do not disclose s=nsitive cost
information
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asset redeployment, and to do so promptly to ensure project
activities are not delayed pending such legislative or
regulatory changes

Covenant The Grantee will ensure that water, electricity,
sewerage, telephones, and access roads are provided for the

houses constructed under the project

4 COST ESTIMATE AND F "BANCIAL PL™N

4 1 Project Costs

The following cost estimate 1s for the =ntire project The
$25,000,000 added under thic¢ component v+i1ll cover the line 1item
"Labor and Assets Redeployment,” a portion of "Project
Management" and a portion of "Support to Senior Management "

Project Expenditures, $000

To end cY cY Cis
CY1992 1993 1994 1995/96 Total

1 Locomotives

a Technical Assistance 2 500 1 200 600 4 300

b Spare Parts Diesel CFM 4 800 750 750 6,300

¢ Spare Parts Steam 650 650

d Coitract for Loco Rehab 3 000 3 000

e Contract for Component Repbuild 1 250 750 2 000

f Workshop tools & squipment 2 300 500 300 3 100

g New or Rebuilt Locomotives 10 000 10 000

h Maputo D.esel Shed Construction 300 1 000 1 200 2 30u

1 Beira Workshop Reconstruction 350 350

SUBTOTAL 32 000

2 Financial & Stores

a Technical Assastance 3 000 3 500 2 300 8 800

b Support or TA 600 50 50 700

c Mc;nuto House Constructien 2 650 2 650

d .onstruction supervisor 85 45 130

SUBTOTAL 12 280

3 Labor & Assets Redeployment

a LT Technical Assistance 1 250 __-_‘250 1 250 3 750

b ST Technical Assistance 600 200 300 2 400

¢ Management office staff 250 250 250 750
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To end cY (s34 CYs
CY1992 1993 1994 1995/96 Total
d office costs (support staff) 20 20 20 60
e Office Rental 24 24 24 72
f Equipment 250 10 10 270
g Vehicles {10) 150 150
h Severance Pay 3,050 7,500 10,550
1 Redeplcyment costs & support 1 580 2,680 4 260
SUBTOTAL 22,262
4 Project Management .
a Project Coordinatoer 530 145 150 160 +85
n b Project Mgr -- Redundancy 0 170 180 185 535
¢ Ass't Project Coordinator (2) 250 130 225 200 805
d office Equipment Costs 140 40 40 30 250
e Office and security staff 150 53 55 58 316
f Air Transport {(charter) 30 20 20 20 90
g Office Rent Rehab/Maintenance 115 35 35 35 220
h Communicatic s other 50 25 25 25 125
1 Pre-implementation Activities 110 0 0 0 110
SUBTOTAL 3 436
5 Support to Senior Management
a Grant to IBRD 450 850 500 1 800
b U S LT Training 45 45 90
c U S ST Trainang 140 160 150 150 600
d Central Office Reconstruction 250 250
SUBTOTAL 2 740
6 Operational Improvements
a Short-term TA 140 270 50 460
b Long-term TA 350 300 . 500 950
c Commodities 100 100
SUB [AL 1 510
7 Commedities not included above
a Vehicles {(for TA and office) 102 63 10 10 185
b Computers copler etc 100 40 40 180
Source selection - see FAR 3 104 D¢ not disclose sensitive cost

information
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Teo end cY cY CYs
CY1992 1993 1994 1995/96 Total
SUBTOTAL 365
8 Audit and evaluation
a Evaluatiocn {BN and Nathan) 100 50 100 50 300
b Technical Oversight 45 30 30 30 135
c Auvdit 30 50 75 75 <0 ]
SUBTOTAL . €65
TOTAL 20 067 16 20 24 86 3 707 58
Contingency & Inflation 5 242
GRAND TOTAL $80 500

4 2 Methods of Implementation and Financing
4 2 1 Government of Mozambigue

This project component requires the active support of several
government entities other than CFM, 1including the Ministry of
Transport, the Ministry of Labor, the Ministry of Finance, and
possibly, the Council of Ministers Its major thrust is the
reduction of CFM to a manageable size directed at providing basic
port and rail transport services To this end, CFM will take all
necessary legal and administrative steps to make the shedding of
assets and staff possible physical plant will be transferred to
other state agencies, sold to the private cector, or abandoned,
staff wi1ll be paid severance 1in accordance with applicable labor
law and will receive assistance in finding productive alternate
employment through other GRM programs While the project will
provide technical assistance to prepare detailed plans, CFM's
active support will be required in order to proceed w~ith this
component

In addition, the financing of this project component 1s
conditional on the successful implementation of the IBRD-financed

Maputo Corridor Revitrlization Program
4 2 2 USAID

USAID/Mozambique has primary management responsibility
for the entire project on behalf of A I D Overall project

Source selection -~ see FAR 3 104 Do not disclose sensitive cost
information
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USAID/Mozambique with the assistance of the Project Cooruinzcor

In view of the size and complexity of the activities proposed and

USAID's current and anticipated capacity to absorb additiocnal
implementation responsibilities, a four-person (three U S and
one third country) PSC project management team will be funded
under the project One member of this team, the Project Manager
for redundancy and redeployment, will be specifically responsible
for the day-to-day management of the labor and assets
redeployment component including inspections, monitoring of
implementation progress, review of work plans, cormodity
procurement, and the preparction of various project reports In
addition, the two as<-stant project coordinators, one dealinc
with 1nternal A I D matters and the cther responsible for
liaison with CFM, wiil cover the whole project The th.rd
country national (TCN) Assistant Project Coordinator will be &
civil/mechanical erngineer, with 2 detailed understanding of the
workings of CFM The U S Assistant Project Coordinator will be
responsible for much of the procurement under the project, and
will be familiar with A I D procedures USAID/Mozambigque staff
will be augmented from time to time as needed by A I D staff
members and consultants based outside the country such as Legal
Advisors, Controllers, Auditors, and Project, Commodity, and
Program Officers

4 3 Institutional Contractor

A contract with a U S firm will be executed i1n early 1993 The
purpose of this contract 1s to reduce CFM staff to efficient
levels, without 1:creasing the ranks of the unemployed any more
than 1s absolutely necessary, and to assist CFM to manage the
payment of severance packages for to up to 12,000 CFM employees
The main tasks of the team, which will provide four long-term
personnel for three years each, will be to 1) define the workers
to be released from CFM, 2) identify alternative employment for
as many as possible (including credit, training, and possible CFM
facilities that could be spun off), and 3) assist the GRM to
implement the program of staff reduction

The contract's performance i1ndicators, on which substantial
target payments will be based, will be stated in terms of workers

removed from the CFM roles, workers reemployed in other
productive areas, and assets successfully spun off

5 TECHNICAL ANALYSES

5 1 Railroad QOperations

P
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511 Historical Trends i1n Performance

CFM, organized intc three major regional directorates (FM(N),
CFM(C) and CFM{5), has been experiencing continuous declines in
1ts freight and passenger volumes In 1873, prior to
independence, CFM carried 20 7 million tons, which by 1991 had
been reduced to one-third of 1ts pre-independence traffic level
By 1991, the traffic had declined to 2 18 million tons

The most dismal performance 1in the railroad sector was provided
by CFM(S), whose traffic 1s in a descerding spivral, from a 981
level of 5 46 million tons to a low of 1 39 miliion teons in 1991
U less prompt action is taken to reverse these irends, CFM(S) may
r » longer be financially viable

While the 1insurgency in Mozambique has greatly contributed to the
rapid decrease 1n traffic, 1t does not explain ent.rely the
decline The CFM railroads exhibit poor operating perfosrmances
and compe*e with formidable rivals, s:ch as the railroads of the
Republic of South Africa The loss a:d damage and pilferage on
freight shipments through the CFM railrcads 1s three to five
times larger than in shipments through South Africa In
addition, shipments through the CFM ports have to bear high port
demurrage costs and inventory costs because of port stays of 18
days and up, which greatly increase the distribution costs of

shipping via Mozambigue

51 2 Labor Redundancy and Excess Capacity

Only a small proportior of the operating capacity of the CFM
rallroads 1s currentl- 1in use Locomotive utilization rates,
except at CFM(C), are extremely low when contrasted to

neighbor ng countries But the major excess car “city factor
affecting financial viability i1s the redundancy in the °FM labor
force

CFM exhibits the largest labor force 1in sub-Saharan Africa 1in
terms o0f railroad worke-s per track kilometer or workers per
railroad traffic unit’ To analyze the degree of labor force
redundancy at CFM, the railroad traffic activity for 1991 and
projections for 1996 (or about three years after a possible peace
prevails) and 2000 was used to estimate he labor force
requirements of CFM under four manning & andards, which 1in
descending order of productivity are

1- the best labor productivity-related staffing standards
by occupaticnal category in sub-Saharan Africa,
excepting TransNamib and Spoornet, the two most
pProductive ra. lroads,

"Traffic Units = Ton-Kilometers + Passenger Kilometers

AN
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2- a high standard of labor productivity corresponding to
the second best staffing standard for a variety of
occupational categories,

3- a medium labor productivity standard, corresponding to
the madian values of productivity by occupational
category among the sub-Saharan Africa railroads, and

4- the worst labor productivity standards in the sub-
Saharan African region, excepting the CFM railroads

The bes. standard i1s probably achievable only under the mnaster
lease praivatization option The high productivity standard may
be achievable under the other restructuring optiors that CFM 1is
considering But achieving the high productivity standard by
1996 1s going to require cc siderable i1nvestments 1n equipment
and technology and a massive retraining program to raise the
labor productivity of the CFM employees In order to make a
profit by the year 2000, CFM must reach tne high productivity
standard by 1994/95 and proceed to an even higher standard
shortly thereafter If CFM 1s unable to reach these performance
goals, then the railroad will not turn a profit on operating
costs alone for at Jleast a decade

Application of the best labor productivity standard results in a
requirement for 1,816 CFM workers 1in 1991, 2,373 1n 1996 and
2,855 workers 1in 2000 Corresponding figures for the high
prod.ctivity standard are 3,467 CFM workers in 1991, 5,132 1in
1996 and 6,640 workers in 2000 Annex E presents more iletail on
the application of the productivity standards to the ¢ - labor
force

51173 Competition and Demand Projecctions

The analysis of the total distribution costs of shipping via CFM
versus 1ts rail competitors in each corridor revealed that, in
spite of their high loss and damage and pilferage costs, and
their long delays (18 days) at port, two CFM corridors are able
to compete effectively for international freight traffic CFM(N)
1s the least cost railroad for serving Malaw and CFM{(C) 1s the
least cost railroad for serving Zimbabwe and .ambia However,
that 1s not the case of CFM(£) which faces superior competition
from the railroads of Socuth Africa While the rail tariffs of
CFM(S) are lower than 1ts competitors, because of i1ts shorter
distances to port, the long delays at port and the loss and
damage and pilferage at both railroad and ports overcome the
CFM's distance advantage, so that CFM 1is the highest total
distribution cost competitor for rail shipments from Swaziland
and South Afri.ica However, 1f port delays at Maputo -~ould be
reduced to 7-11 davs and loss aad damage ard pilferage are
controlled through « systematic cargo security program at both
ports and railroad, then CFM(S) would emerge as the least cost
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rail competitor in 1ts hinterland and recover the traff:. lost in
cocmpetition to South Africa

The year 2000 traffic projections for the CFM railroads are
estimated as 792 thousand tons for CFM(N), 2,957 thousand tons
for CFM(C) and 4,904 thousand tons for CFM(S) The projections
for the first two railroads are lower than the projections
developed 1n other studies The CFM(S) traffic projectior 1s
within the range of projections developed by other studies The
projections developed 1in this study assume that a cargo s<curi:y
program will be started >y the CFM(S) ra:lroad and by the port of
Maputo In addition, 1t 1s assumed that port delavs at Maputo
w1ll be decreased from the currer 18 days average to competitive

levels (7-11 days)

51 4 CrtM's Financial Viability

The analys s of financial viabili.y presented ir Annex E shows
the precar.ous financial position of the CFM railroads By 1995,
CFM w1ll need to shed 7,396 workers to avoid cash flow losses

But by year 2000, 1ts financ:ial position will change through cost
containment and reductions i1n work force, so that its cash flow
position will reverse to positive CFM(S) will need a larger
proportional staff reduction of at least 4,086 workers to avoid a
sericus cash flow deficit by 1996, but alsoc by 2000 1t should be
enjoying a positive cash flow, through a combination of manpower
reductions and cost containment

515 Other Rail Operation Cons:iderations

In addition to the manpower reducticn program, several other
important operational improvements should be considered to
improve the competitive position of CFM The most important 1s
the cargo security program which 1s urgent The cargoc security
systems should i1nclude both rail and port facilities and
operations Attempts to run express and unit/block trains in
CFM(S) should be encouraged and track investments finarced
through doncrs Rehabil.tation of the freight car fle:« 1s 1in
order, bringing into the fleet more modern car design a‘'d
technology to serve specialized cargo, such as sugar Port
investments will have to be coordinated with the introduction of
new freight car technology to insure compatibility

5 2 CFM Capital Assets

Reliab. .1ty of Data There has never been a reliable financial
accounting of CFM physical assets, nor even a detailed listaing of
those assets In 1991 ACL Aud t, a French affiliate of Coopers &
Lybrand International, submitted to CFM their report developing a
balance sheet as of Jarnuary 1, 1989, for the purpose of
establishing a starting baleace for the installation of a new

N
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accounting system with JSAID assistance ACL .:d not conduct any
inventory of CFM physical assets, nor were their fijures based on
any such previous inventory ACL's »resentation stated clearly
that their consolidated balances for each CFM Directoiate were
based solely on existing balances used by CFM, and were arrived
at by adding and subtracting new capital acquisitions, debts and
other payments that could reliably be i1dentified ACL further
pointed out that although serious doubts persisted as to the
reliability of tneir figures, they were the test that could be

obtained under the circumstances

The various por* restructuring projects that have taken place
with donor assistance have enabled CFM to de elop a more or less
re.1al ie listing of port equipment Similar y, the donor-fu=nded
rail projects have resulted in fairlw accurate listings of
tractive and rolling stock Even i1n these cases, however, no
reliable assessment of the value of these assets has ¢ver been

performed

Methods ¢of Assessing Value As to other physical assets, such as
land, buildings, workshop machinery, and housing, even the
vaguest physical inventory 1s inavailable Louis Berger,
currently developing the CFM accounting system with USAID
funding, has estimated that 1t would require at least 40 person-
months to conduct a rough phys: al inventory of CFM assets The
valuation of these assets, assuming a value could be determined,

would take even longer

Further difficulties 1n determining values result from
ambiguities 1n existing property law, the relatively
underdeveloped state of any prcperty market in Mozambigue, and
the likelihocd1 that only a few potential buyers could be found
for any property to be sold If, for example, a chartered
surveyor were to valie CFM's workshop machinery, there 1s no
guarantee that the machinery could be sold for that amount, nor
that such a sale, 1f possible, would represasnt the best possible
use of the machinery, given the need to employ the workers
currently operating those machines

The ACL report showed the total con.olidated assets of CFM at
$135 million, of which buildings represent $34 million, egquipment
$16 million, land $357 thousand, current investments $18 million,
and other fixed assets about $1 million These are purely
notional values, based on depreciated book value of assets, many
of which were acquired several decades ago The only reliable
way, in fact, to establish any real value onc a physical
inventory has been conducted, will be 1n nego-.iations with
potential buyers, and the value will be based on the potential
returns from private commercial use rather than on purchase cost

Also, given that CFM's anc the GRM's principal objective in
disposing of these assets 1s to ensure productive employment of
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redundant CFM workers, negotiations for their sale are certain to
include provisions for continued employment of a certain
percentage of the workers currently employed, as well as
undertakings by the purchaser to invest the amounts require to
convert them to productive commercial use It 1s therefore
likely that many CFM assets, 1f sold subject to these provisions,
wi1ll be sold for nominal amounts 1f not transferred virtually

gratais

Implications for Project Design While 1t 1s beyond the scope of
this project amendment to conduct a comprehensive physical
inventory and valuation of ¢ *M assets, a necessary part of
developing alternative rede, .oyment schemes for 2xc(=ss workers
and assets will be to develcp project prospectus s ror potential
private i1nvestcrs These prospectuses will naturally include a
listing of the assets to be transferred, deterrination of
additional 1nvestment required, and a prcposed price to the
investor of acquiring the assets involved

The project amendment includes 40 person-months per year over a
four-year pericd to study investment possibilities and to prepare
investment prospectuses It 1s likely that some 25 percent of
this effort will involve physical asset inventory and valuation,
at an estimated cost of $150 thousand per year

Housing Privatization 1In addition to 1ts productive assets, CFM
owns a large number of houses occupied by CFM employees Any
provision for privatization of CFM housing stock through transfer
or sale to CFM workers will involve, at a minimum, 1dentification
of the houses currently belonging to CFM together with the
workers now 1n occupation, and development of a pricing and
financing scheme based on both market value and the ability of
the houses' occupants to pay for them

Some 60 percent of CFM's peimanent employees at or above salary
grade 7, live 1in CFM housing, meaning that CFM owns between 3,000
and 4,000 housing units Housing 1s one of the major employment
benefits offered by CFM The average annual ¢ mpensaticon of CFM
workers 1n these grades 1s about $1,0(), whicl includes direct
salary of $700, fringe benefits, and overheads Of this total
amount, however, an estimated 20 percent, or $200, 1s the imputed
value of the housing provided In addition, the market rental of
comparable state-owned housing (excluding any key money paid) 1is
about $25 per year, indicating an average value per CFM house of
about $2200 CFM's housing stock 1s therefore worth somewhere
between $6 6 million and $9 million The portion of this amount
that CFM can actually realize through sale of the houses to their
occupants will depend on the programs developed for divestiture
of housiug The project will analyze the various housing
privatization options 1in detail, taking account of both CFM's
interest 1n recouping this value as gquickly as possible, and the

¥
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social 1ssues i1nvolved 1in trying to ensure that as many current
and former CFM workers as possible are able to buy their homes

Land CFM occuples extensive land holdings not only along the
rights of way but 1n core urban areas where the demand for land
1s high While Mozambican law virtually prohibits the sale of
land, there are many possible arrangements under which land could
be developed and used by the private sector As an example, CFM
owns nearly 500 hectares of unused land 1in Maputo Port, for which
a wide range of industrial uses could be found Various options
for development of this land exist, including the establishment
by CFM of a separate land development company, and lease,
concassion Oor management contracting ' > a private operator «ho
would provide basic infrastriu ture {rcads, water, electric-ty,
sewerage) and construct inducs .rial buildings which couid then be
rented, or developed on a turnkey basis for CFM, generating a
significant return to CFM For example, the cost to develop a
10-hectare industrial park, containing 20 to 30
warehouse/factory build.ngs would cost about $8 million, tl 2
exact amount depending on site servicing requirements and
building size and design Rental of these buildings could bring
some $150,000 1n monthly revenues, generating an annual real
return of some 9 5 percent and contributing to industrial
development in the country {See Annex H, Figure 1)

5 3 Investment Possibilities

531 Possibility ©f Private Operation of CFM
Activities and Holdings

A Forms of Privatization

Several different types of private operation of CFM activities
are possible, distinguished argely by the degree to which they
are essential to CFM's core railway operations Each of the
principal activities 1s discussed in turn

Privatization of Essential Railway Operations Apart from the
core traffic operations, CFM periorms many activities, in~luding
tractive and rolling stock maintenance and maintenance of way,
that are essential to continued rail operations To the extent
that any such operations are turned over to commercially-
oriented, private management, thev will take with ther workers
that do not form part of the CFM .abor surplus, as well as some
that do

For example, CFM currently employs 3,130 workshop engineers and
technicians This number includes entire workshop areas, such as
carpentry, that CFM does not need, their main function being to
maintain and build furniture for CFM houses and offices Other
services, such as locomotiie and rolling stock repair and
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maintenance, will be required by CFM, wheth¢r they are provided
by CFM-owned operations or p:ivate contracters The high
standard labor requirements indicate that only 748 of this number
are n eded for CFM operations If the workshops were to be
priva.ized entirely, then this core number would continue to be
employed under the priva*= management, as well as an estimated
550 additional workers who would be reguired by expansion 1nto
non-CFM operations

While 1t 1s unlikely that the entire workshop facilities would be
privatized, certain components, while essential to CFM, ilso have
s:gnificant commercial potential as v=211, and could be
privatized, leased, or operated under a management contract by a
private company possessing the ability to develop commercial
production and markets Nne example might be the wagon repair
shop at Beira, which has some of the r~chinery and technical
ski1lls required to manufacture corrugated steel roofing,
containers, and other fabricated metal products for dcmestic and
export markets Another such xampla might be the foundry, which
currently produces castings for steam locomotives, but which
could also manufacture valves, pump parts, plumbing fittings,
manhcle covers, and many other products In each of these cases,
these operations could end up employing more people than they do
currently, as they develop the non-CFM side of their business

Privatization could take s:veral forms, 1including lease or
concession® of facilities by CFM to a private operator and joint
ventures between CFM and a private operator In each case, the
terms of the agreement will ensure that existing CFM employees
are employed i1n the reorganized operations Financial incentives
provided by the project will also ensure this, providing, on
average, US$700 in investment funds for each former CFM worker
employed, consisting of the severance pay they are entitled to,
but which will be used instead for the purchase of employee
shares i1n the new enterprise These funds, in addition to
creating commitment to and ownership in the new ventures on the
part of the employees, will also help ensure that the enterprises
are ac=guately capitalized

These newly-privatized enterprises will, in addition, receive
training matching funds amounting to som= $500 per worker, which
w1ll be paid only up to the amount that the new employer pay  for
worker training Such training could include classroom or
vocational school tra.ning, as well as on-the-job, employer
provided training or the cost of transport and lodging for

8 Portuguese and Mozambican law distinguishes between a
lease and a concession, a concession retaining gieater state
control than a lease To the extent possible, leaseholds of CFM
assets as the basis fo: the productive enterprises i1s preferable,
but a formula based on concessions can also prove feasible

K@
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employees to do training nternships at a parent company in
Mozambique or abroad

Privatization of non-essential Operations Facilities and
operations such as carpentry shops have no place 1in CFM,
particularly as privatization of CFM housing stock 1is
contemplated Privatized carpentry shops, while competing for
CFM business, will develop other markets, both domestic and
export If successful, employment in such facilities could
increase substantially above current levels

B_ Privatizaticn Costs, Benefits and fundiriy Sources

A general rule ¢ thumb for the de =2!opment of labor-intensive
industries 1in developinc countries s that investment of about
$2500 1in fixed assets and working capital 1s reguired for each
worker employed While this figure varies somewhat by industry
and level of automation, 1t 1s useful as a guide to the
approximate costs involved This figure assumes that the
investor 1s leasing factory space rather than constructing his
own factory building, 1in which case the cost 1s higher

It 1s probable that most CFM facilities, 1f privatized, would
reguire some renovation of basic infrastructure Buildings,
power and water supplies, lighting, and office space may all need
improvements and repairs, the cost of which 1s difficult to
calculate At the same time, however, CFM facilities have a
great deal of usable equipment, which may reduce the private
operators' required investment in plant and equipment

Employing the estimated 550 CFM employees likely to be qualified
for employment i1n a newly-privatized company will therefore
require new capital investment of about $1 4 m.llion Of this
amount, the project will contribute about $660,000 1n employees
share purchase 1n lieu of severance, and 1n training matching
funds

As a result of this assistance, private operators of CFM
facilities will be requ red to contribule a minimum of 25 percent
of the total investment required, an amount sufficient to ensure
the commitment of the new operator without i1mposing too onerous a
financial burden

Lease terms for use of CFM facilities will ke negotiated, and
w1ll depend on the size and quality of the facility to pe leased,
the financial resources of the operator, and the number of people
to be employed While CFM will seek to obtain commercial rents
where feasible, in certain cases 1t may accert significantly
lower 1ates

Apart from the obvious benefit this program will generate 1in the
form of jobs for former CFM empl~yees, 1t will attract at least

(ge
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$600,000, and quite possibly a significantly higher a~ount 1n new
direct investment (See Annex H for an analysis of the costs,
benefits and returns from the project)

53 2 Development of Industrial Parks

CFM 1s one of the largest land-owners 1in Mozambique, with nearly
500 hectares of unused space 1n the Port of Maputo alone
Possible uses of this land include the development of industrial
parks by CFM by 1) contracting with a private land developer to
provide vnfrastructure and services for industr:ial plots or to
build wa ehouses and factory shells for rent, 2) leasing the
land t» 2 pr vate developer who would service, build and lea-e,
or 3) fo.ming a joint venture with a private leveloper to cacsry
out similar activities

533 Implications of Divestiture on Master
Lease Scenario

Divestiture of CFM holdings will affect the proposed master lease
of CFM(S) rail operations only insofar as questions may arise as
to what 1s to be included i1n the master lease and what will fall
outside the scope of that lease Under one possible scenario,
all "productive" CFM(S) railway assets will be leased, with the
lessee then possibly subleasing certain portions of the
operations to other private companies This need have no serious
implications for the planned redeployment of assets or staff,
except to the extent that sublessees pe required to make the same
undertakings with respect to employment, training, compensation
and other 1ssues as would be the case 1f CFM were to lease those
facilities directly

5 3 4 Market Potential of Dives*ed Operations

It 1s difficult to determine the precise market potential cf the
operations divested A great deal will d: pend on developments 1in
the political and economic environment 1n Mozambigue
Consequently, the projections made for the performance of
divested enterprises are modest, and assume only that they are
able to break even Modest development of export revenues 1s
projected, and domestic sales are simply expected to grow
sufficiently to replace lost CFM revenues (calculated on the
basis of Jirect labor and allocated overhead)

The likely scenario, hc rever, 1s that these enterprises will
perform much better tha: projected For even one or two of them
to penetrate export markets could mean substantial revenues and
the potential for employment of additional staff Many of the
operations likely to be oriented more towards domestic markets
can produce an extremely wide range of basic products (building
materials and furniture, for example) for which local demand 1is
high given that these enterprises will have modest capital
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requirements, and will receive training, management and financial
support, they should be able to produce products of a aality and
at a price that will ensure their survival

Mozambique has several advantages that could translate into
significant export market penetration These i1nclude 1)
membership of the Lomé Convention-ACP countries, granting 1t
duty-free status or preferential tariffs, and quota-free access
for 1ts exports to the EEC, 2) membership in the Preferential
Trade Area (PTA) and SADCC, granting 1t preferential access to
several Soutlern African countries, 3) a coastal location, giving
1t an advantage i1n competing with _andlocked countries for which
inland transport 1s a significant constraint, and ¢) chear=r
labor than most other African councries, rendering 1t competitive
even with low-cost Asian countries such as Sri Lanka, Bangladesh,
Burma and Vietnam

Because of 1ts praivileged position with respect to the EEC, it 1is
expected that most export development efforts will be targered at
European countraies

535 Capital Requirements of Divested
Operaticns

As 1t 1s daifficult to estimate the market potential of the
operations without conducting a full market study, so 1t 1s hard
to quantify the capital reguirements Based on a very rough rule
of thumb that labor-intensive manufacturing or processing
operations 1in developing countries are likely to require
approximately $2,500 1n capital investment in fixed assets and
working capital per employee, then on the basis of an estimnated
550 people to be employed i1n the divested operation the tcral
capital requirement 1s about $1 4 millaion Cf this, the new
operators will be expected to contribute at least 25 percent, or
$350,000, the severance pay and train‘ng matching funds will
contribute $660,000, or 47 percent, and the remainder, $390,000
or 28 percent, may come through grants to other donors for smail
business credits or other asslstance In addition, short-term
technical assistance will be provided by the project to conduct
feasibility and market studies, and to provide management,
production, marketing and financial management advice to the new
enterprises

536 Implications for Project Design

As discussed 1in detail in Annex G, the divested CFM railway
operations are expected to generate employment for some 550
people, most of them skilled or semi-skilled To the extent
possible these enterprises will seek to develop export and
domestic markets, and to generate emnloyment opportunities for
greater numbers than 1initially planned
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5 4 Social Soundness

54 1 Introduction

The activities proposed under the RRSS Project Amendment focusing
on workforce retrenchment and redeployment of capital assets have
significant social and peclitical implications By drastically
cutting the number of workers employed by one of Mozambique's
largest employers, project-supported sector reform activities
w1ll not only cause hardship for the families of retrenched
worker- but may also exacerbate more general socio-economic
tensions resulting f:om widespread, chionically low purctasing
power and unemployms - By eliminating domestic rail lines 1in up
tc three Mczambican provinces, i1mportant transport links tc riral
areas will be leost Loss of transport accass and of

traditio ally important infrastructure can be expected, at :1<ast
iritiall , to cause contraction of already fragile rural-regionel
economies

In order to mitigate some of these =»scial and economic hardships,
a sizable proportion of project resources will be expended on
activities to assist retrenched workers to renter the workforce,
to make productive use of redeployed CFM capital assets, and to
support the development of alternative transport arrangements in
areas where line closures are to take place

5 4 2 Background

The policies which the project's activities reflect are a
response to the changing conditions of transport in Southern
Africa and to the changing role of the state 1n Mozambique's
domestic economy In orde to understand the social and
political consequeices of dramatic charges in CFM staffing and
organization, some background on the role of Mozambican railways
in the wider society and economy 1S essential

CFM has been one of the largest and most prominent employing
organizations in Mozambique for almost one hundred years It
played a prominent role in the economic and social history o~ the
country and in the southern Africa region, at present 1ts
importance as a symbol 1s at least as notable as 1ts role as an
employer CFM, and 1ts prominently placed civic facilities such
as social clubs and stadiums, are considered a part of the
patrimonia nacional, they are central to public life 1n most
Mozambican cities Thus railway reform in Mozambique has not
only instrumental but political-cultural implications

Changes i1n the role of CFM reflect broader changes 1n the economy
of Mozambique and of the region Since at least the 1960's, road
transport has been competing with rail for internal traffic in
many areas, regional development in the 70's reflected the
expansion of Mozambique's road system and so dramatically
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increased integration of areas beyond the railway's influence
into the national economy The domestic transport rcle of CFM
has decreased 1n many regions as the road network has expanded

While the SADCC transport strategy of diversification away from
dependence on South African ports made Mozambican rail links
politically important during the 1980's, regioial developments
are diminishing the reluctance of some shippers to use South
African facilities In addition, disruption of CFM traffic by
RENAMO has reduced the reliability of all three international
lines, a situation which remains serious only on the Ressano
Garcia and, to a much lesser extent, Nacala lines Finally, the
construction of new port fac.l!ities in Richards Bay has
significantly reduced South ffrican reliance ¢1 Maputo and
increased competition f>r re_, onal traffic faced by the Maputo
Corraidor lines

In addition to these changes in the demand for CFM's rail
services, far-reaching policy change within Mozambigque has
drastically altered the institutional context in which transport
1s to be supplied The severe fiscal constraint under which the
GRM operates make the level of subsidies which CFM has required
1n recent years unsustainable CFM, because of 1ts prominence
and the scale of 1ts losses, has become an obvious target for the
market-oriented reforms which are a linchpin of Mozambique's
economic liberalization program

The reduction of public subsidies and the withdrawal of state
protection within the transport sector make CFM an increasingly
anviable enterprise The necessity of retrenchment, of
reorgani:ation, and of management and ownership restructuring in
CFM are all a direct result of the change in the broader
political economy of Mozambique Structural adjustment and the
withdrawal of the state from domination of the economy are the
forces which drive cutbacks in CFM The retrenchment of CFM
employees, the closure of unviable CFM lines and services, and
the prospective privatization of CFM auxiliary functicns are
therefore the consequences of economic liberalization processes
which transcend the specifics of railway reform

Project activities wrich facilitate the redeployment of workers
and capital assets "liberated" by these retren hments, closures
and privatizations are in fact efforts to amel: rate the adverse
social effects of the organizational transitions precipitated by
sectoral adjustment A large proportion of project resources
wi1ill be employed for precisely this purpose, while the project
goal 1s to increase the viability of the railway, 1ts activities
1n large part reflect the recognition that significant hardship
for affected individuals and communitlies may be caused 1n pursuit
of that efficiency goal

N
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Thus the primary social aim of project intervention 1is the
reduction i1n hardship caused by restructuring and reform in CFM
This objective 1s to be pursued by assisting ex-CFM workers in
finding alternative employment during the project period While
1t 1s hoped that a significant number of the workers leaving CFM
will ultimately find employment in activities where their
contribution 1s more valuable, and so better rewarded, than their
work for the railway, the first order social goal 1s to leave
retrenched workers no worse off than they have been as underpaid
workers i1n an afflicted and struggl:-g public enterprise

The following sections w:11 explore the social co text ar

s onsequences of large-scale worksr ratrenclment, CFM
reorganization and the prav tization of auxiliary services, a d
the closure of CFM's .lomestic short lines

5 4 3 Retrenchment of CFM Workers

The release of over 10,000 state-enterprise employees into the
private workforce 1s unprecedented 1n Mozamkbique At the same
time, retrenchment of CFM employees 1s just one part of a
widening process of state-industrial sector reorganization,
privatization, and contraction which will undoubtedly result in
ongocing retrenchments.

The i1mpending entry of ex-CFM workers into the job market will
come at a time of i1increasing competition 1n an extremely weak
labor demand setting While modest output growth, especially in
urban and export oriented enterprise, has taken place in 1989-92,
most of this has been based on increased utilization of existing
productive capacity, leading to relatively little growth 1in
employment The exception to this pattern seems to be 1in
construction, while specific data are not aivailable this sector
appears to be one of the few, alongside urban services and
commerce, which are creating new jobs

At the same time, ex-CFM workers will be facing competition from
other newly unemployed groups The return of thousands of
Mozambican miners from South Africa has continued since the mid-
1980's Thousands of "guest workers" from the former German
Democratic Republic have been repatriated over the last two
years Recent reports indicate that several thousand more
Mozambicans may be repatriat=d from Cuba by the end of 1832

Potentially dwarfing all these entries into the local labor
market are the movements which will accompany the end of the war
Tens of thousands of military personnel are expected to be
demobilized as the Mozambican peace process accelerates Several
million deslocados and refugees will be on the move, secking a
return to normal, productive life No one can predict how many
of cthese retornados will come to urban areas looking for formal
sector jobs
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Each of these groups has expectations of employment, many also
expect to be supported by donor-funded programs to assist their
integration into productive private life Retrenchment and
redeployment of CFM workers, even with USAID project support,
w1ll take place 1n a challenging environment--a slow-growth,
flooded, competitive low-wage labor market

At the same time, the various roles which CFM employment plays 1in
the lives of its employees must be considered The loss of
salary may in fact be one of the least significant impacts of
retrenchrment on CFM workers and their households In the fi:sst

place, non-salar' benefits to CFM empl »yment are significant
Housing 1s provi -d to higher level en,l>yees, family size
allowances, acce. to preferential and subsidized realth care,
transp rt and t-aining allowances, and social faci:.ties are
available to all What has been until now lifetime job secur:ity
and access to a civil service pension are additional rewards
associated with CFM employment These tangible non-salary
benefits may in many cases be more valuab @ to workers than thear

pay packet

In addition, the intangible value of CFM employment appears gquite
important to railway workers The long tradition of CFM's
centrality in the development of Mozambique has historically made
1t a prestigious place to work Although this prestige may have
eroded during recent years as CFM has faced well-known
operaticnal and financial problems, nevertheless, the sense of
1dentification with CFM's nation-building mission 1s evident
among long-term personnel Many railway families go back several
generations, loss of employment will constitute a loss of
1dentity for many workers Another intangible benefit of CFM
employment may be the linking of individuals and households to
the complex systems of reciprocities, often organized along
kinship and ethnic lines, which are known to be important coping
mechanisms acrass Africa These general benefits above and
beyond remuneration which workers link to being employed, add
value to the specific sentiments associated with working for CFM

While 1t 1s impossible to compare these intangible benefits cf
CFM employment to the wages received by workers, and difficult to
guantify tangible non-salary benefits alongsiae direct payments,
the impacts of their loss on retrenched CFM workers must be
considered when discussing the social impacts of retrenchment

It may otherwise be difficult to explain the reluctance of
workers to leave low-paying railway Jjobs

This having been said, 1t 1s also true the salaries being paid to
CFM workers, especlally the lower skilled and less educated who
will comprise the majority of retrenched personnel, are extremely
low Based on recent research on the subsistence costs of 1life
in Maputo, monthly expenditure of 20,000-30,000 Mt per capita
places a household 1in the category "absolutely poor but not
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destitute "? The same study shows an average household size of
seven Thus approximately MT 150,000-200,000 income per month 1is
required to move the average household beyond poverty, 1 e , to
supply 1ts basic needs for food, housing and medical care

Grade III CFM workers, the bulk of whom are low skill way
maintenance and operations staff, are currently paid MT 68,000
per month--which amounts to poverty wages for a household of only
three persons The households of these workers are clearly
relying on oth2r sources of income for an important part of thear
monthly expenditures The role of the (usually male) family
member who works for CFM may be important more 11 terms of the
ancillary benefits derived from CFM emp ~yment (caiscussed above)
tnan the salary he or she receives

This fact has several implications First, because CFM wages are
only a part of household income, and pert ps not the largest
part, retrenched workers may 1n fact be 1in a position to invest
time 1n trairing and to undertake risky ventures which will
provide no or little short term income fnr subsistence If other
household income and coping mechanisms remain intact after
retrenchment, longer term 1income building options may be
accessible and viable for retrenched workers

Second, the extremely low purchasing power of most CFM salaries
may make the project's severance and training or available credit
packages attractive to a significant number of low-level workers
In large part the appeal of departure benefits depends not only
on present trade-offs but on the expectation of workers that CFM
salaries will improve and the important benefits such as pensions
wlll be available 1in the future, to the extent that the overall
viability of CFM remains 1in doubt, the retrenchment package may
provide a powerful incentive for voluntary early departure by
railway workers

Finally, CFM worker households may already be engaged in small-
scale private sector activities which could provide the basis for
livelibood after retrenchment As 1t 1s typically the woman
household-head who 1s engaged in activities such as petty trade,
food preparation, etc , which supplement wage income®, the
project will consider opening up some post-retrenchment
assistance components to female members of ret enched worker
households In this way project assistance might be seen as a

® B Schubert (1992) Increasing the Food Sscurity of
Destitute Households in the Cities of Mozamblique Report prepared
for GAPVU by Team Consult Berlin

P Little and I B Lundin de Colocane (1992) Petty Trade
and Household Survival Strategies in the Peri-Urban Area of
Maputo, Mozambique, Report prepared for USATD/Mozambique

T
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way of strengthening the household's i1income security rather than
simply finding employment for CFM workers

All this having been said, the possibility that workers will
actively resist any large-scale retrenchment program certainly
exists Port and railway workers have a long tradition of
activism, stretching back to turn of the century strikes by
stevedores against the Portuguese While union leadership 1s 1n
close touch with CFM management, and seems to be 1n a position to
participate i1n the formulation and implementation of retrenchment
policies which are least detrimental to the interests of its
members, 1t 1is unclear how influential leadership will be 1f
faced with an angry rank-and-file committed to resisting
retrenchment and recrganization The possibility of -abotige and
even violence 1n response to threatened retrenchrent 1s real

Although GRM and USAID efforts to develrp adequate pension,
severance, and redeployment assistance packages are good faith
efJorts to ease the impact of retrenchment on workers, the
fragile political environment 1n which retrenchment will take
place, coupled with the possibility of a politically
controversial lease of CFM(S) to a foreign (possibly South
African or Portuguese) firm guided by World Bank assistance, may
result in public contention or even conflict The role of USAID
as a supporter of retrenchment and reorganization could involve
US assistance policy in these controversies

In this respect, the importance of Mozambican "ownership" of the
CFM reorganizat.on and retrenchment program may be crucial
Governmental commitment, from the highest level, will likely be
necessary 1n order to ensure that these difficult changes take
place Project implementation, especially sequencing and taiming,
will have to be sensitive to the changing political moment in
Mozambique, otherwise the ability of project staff to .roceed
with the retrenchment program may be jeopardized and the
revitalization of CFM threatened

5 4 4 Women in Laevelopment (WID) Considerations

The direct beneficiaries ¢ project out-placement and severance
will be CFM employees, the vast majority of whom are men Their
families, however will pe immediately affected by changes in
their employment status, particularly given that in many cases
the households of emp.oyees already must supplement CFM wages
with other activities The Scope of Work for the technical
assistance contract will r 'guire that the team take 1into
consideration the effects f project activities, particularly in
the area of redeployment assistance, on the wives arnd children of
the workers To the extent possible, activaities 1n support of
redeployment that take the family into corsideration will be
favored over those that do not
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545 Short-Line Closures

The contemplated closures of the Zambezia, Inhambane and Xai-Xai
lines would have significant impact on the economic and social
conditions of the provinces in which they are located Some of
these impacts are discussed i1in more detail in Annex F, which 1is
concerned entirely with 1ssues related to short-line closures
Below, the general concerns relating to the social impact of
short line closures are discussed

Firstly, the loss of direct employment brought on by short-line
closure will have analogous consequences on the households of ex-
CFM workers to those discussed above 1n r=ference to widespread
CFM retrenchments However, employment options 1in these
secondary urban centers will be less diverse and less numevous
than those in Mozambiquz's major cit.-s

Second, these closures may 1in the short run cause a shrainking of
regional consumption-based economies 1n affected provinces CFM
provides a notable proportion of formal sector (salary and wage)
employment 1n each of the short-line areas, 1t can be e.pected
that these wages have significant local mu tipliers tied to
consumption of food and local services Since lines have not, 1in
recent years, been financially self-sufficient, CFM has been a
vehicle for central-local resource transfers (via salaries and
operating subsidies) The withdrawal! of this income from the
regional economy 1s likely to cause a measurable contraction in
demand for local produce and services, further exacerbating un-
and under-employment

Another impact of short-line closures would be the possible loss
of community facilities currently associated with CFM In each
town where CFM has sizable operations, 1t operates a Clube
Ferroviaria which 1s an important center for social activities
In many towns and cities, the local stadium 1s also a CFM
facility There are clinics and dormitories for schoolchildren
from rural areas which, while officially for CFM workers and
their families, offer benefits to other segments of the
population as well

The final impact of short-line closures 1s the loss of capacity
within the transport sector 1itself If the existing road
transport system does not have the capacity to substitute for
rail, in the short run but more importantly in the medium term
when rural reconstruction and product:o>n growth are expected to
increase traffic by at least an order of magnitude 1in most rural
areas, then the loss of rail facilities could become a factor
lamiting post-war reg onal economic growth

The i1mportance of the railway 1n passenger transport 1s greatest

in Xai-Xai, 1t appears that i1ts loss would leave several rural
areas without links to their provincial seat where essential

/
A
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health, education and other public services as well as markets
are located In situations where adequate roads are not

available, loss of CFM service seems likely to cause significant
hardship.

For these reasons, and for the broader political motive of
defending a prominent element of local infrastructure, 1t can be
expected that local government officials will resist the closure
of short lines. Whether the general populace in Xai-Xai,

Inhambane and Zambezia will mobilize to oppose closures 1s
unknown

Project activities which support the rehabilitation of railway
buildings and other infrastructure before turning them over to
appropriate local authorities for redeployment as public
facilities may mitigate some of this resistance. But the long-
standing centralaty of the railways 1in rural Mozambican life will
be difficult to replace in the minds of residents, they can be
expected to perceive a significant loss to their community from
short-line closures, notwithstanding any compensatory efforts
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COORDINATION CONFEREN

SOUTHERN AFRICA TRANSPORT AND CP 2677 MAPUTO fosEPHONE 4202141420246
COMMUNICATIONS COMMISSION (SATCC)  MOZAMBIQUE TEExX 6606/6597 SATCC MO

Maputo, 16 9 92

TU/L/819/92

<
Mr John M Miller, Acting Director §:L\ Y3\<‘>;)
United States Agency for R SEP 1982

International Development
Rua Faria de Sousa
Maputo

MOZAMBIQU

Dear Sair,

The proposed USAID assistance to Mozambigue Railways to implement
portions of their restructuring efforts, 1including technical
assistance, financing of staff reductions and redeployment of
redundant capital assets 1s now included in the SATCC programme

as Project ™Mo AAA,0.02(3)(111) Technical Assistance for
Rairlways Restructuring.

Please note that i1n the course of implementation, adjustments to
the project can be made based on more detailed information

Your support of SATCC is highly appreciated.
SOBYHERR LFRica THARSPORY
iy

> ‘ILJ“ "/"("UE COMM-‘SSION
SME% Kaombwe R

For Director
SATCC/TU

SK/C~01/Rev.1/16-9-92

Member States Angola Lesotho Mozambique Swaziland Zambia
Botswana Malaw Namibia Tanzania Zimbabwe
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Annex B ! RRSS, ASSETS & LABOR REDEPLOYMENT

LOGICAL FRAMEWORK ‘

USAID/MOZAMBIQUE
July 1992

= = — — = =
NARRATIVE SUMMARY OCBIECTIVELY VERIFIABLE MEANS OF VYERIFICATION IMPORPANT
INDICATORS /RESPUNSIRILITY ASSUMPTIONS
Activity Goal Measures of Goal Achievement Affecting purpose-to-—
goal link

To support the development of | SADCC countries face lower total National and regional
a stronger economic foundation | T¥ansport costs statistics Continued regional
for growth in Southern Africa cooperation

Less FX spent for transport

Proportion of SADCC external trade
using SADCC ports increases

Savings i1n FX and LC from lower
transport costs are available for
other priority investments

National accounts

FX and other cost savings
stimulate economic growth

Investments maintained
by other SADCC
countries

Investments not
destroyed by hostile
action

Current trade
volumes maintained
or increased

Activity Purpose

To strengthen and expand the

capacity and operational
effiency of Mozambique
Railways (CFM)

Conditions that will indicate
purpose has been achieved (EOPS)

Reduce labor cost

Early retirement of 3300 CFM
employees over 55

Productive employment of at least
4500 other redundant workers

Reduction in economic cost of
freight transport in the 3 short
line areas

CFM reports
Project evaluation

TA reports

National and regional
statistics

Affecting output-to-
purpose link

Security situation in
Mozambique improves.

CFM loss and pilferage
reduced

Wage rates remain
stable

Remaining CFM managed
and staffed
effectively, through
training and use of
expatriates

World Bank supported
Maputo Corraidor
Revitalization Program
18 successful




RARRATIVE BUMMARY

T

ORJECTIVELY VERIFIABLE
INDICATORS /RESPONSIBILITY

—

MEANS OF VERIFICATION

IMPORTANT
ASSUMPTIONS

-
S—
e————
4
1

OQutputs

CFM personnel reductions of
about 13,100 workers

Redeployment package for
redundant CFM workers that
supports their reintegration
into the productive economy

c Redeployment of CFM/S
assets

Magnitude of Outputs necessary and
sufficient to achieve purpose

Early retirement package applied to
3300 workers

Severance payments to 9,500 to
10,000 permanent CFM employees

Development of new employment and
training for at least 4000 to 5000
redundant CFM workers

Detailed comparative analysis of
short lines with alternative
transport possibilities,
recommendations and strategies for
closure or continued operation

Spin-off of CFM operations into
private enterprises employing at
least 500-600 redundant CFM workers

Development of feasibility studies
for housing privatization and
development of industrial estates
on CFM property

CFM reports
TA reports

Project evaluation
CFM records

Records of local financial
and training institutions

TA reports and feasibility
studies

CFM reports

Affecting input-to-
output link

CFM agrees to pursue
retrenchment

Workers eligible for
early retirement
accept i1ncentive
package

Local institutions and
the private sector
have the ability to
absorb training and
financial support and
accept project goal
and purpose

Domestic and foreign
private sector capaital
investment can be
mobilized for new and
spin-off businesses

Divest non-operating CFM assets
(clubs, schools, clinics, stadiums)
by rehabilitating and transfering
them to local or provincial
governments or through other
arrangements with private operators




RARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICRPORS /RESPONSIBILIYPY

MEANS OF VERIFILATION

-

FMPORTANT ==m
ASBUMPTIONS

Inputs
(Activities and Types of

Resourcesl

Severance and early retirement
payments

144 person-months of long-term
technical assistance

160 person-months of short-
term technical assistance

Local salaries
Commodities

Operating costs
Redeployment Support
Audit/Evaluation
Inflation and contingency

Total

Level of Effort/Expenditure for

each activity
{$ thousand)

10,550

3,750

2,400
750
420
132

4,260
100

2,638

$25,000

Evaluation reports
TA reports
CFM records

Records of local financial
and training institutions

Disbursement documents

Conditions precedent
Lo activity

implementation

The signature by the
Government of an
Agreement with the
World Bank for the
Maputo Corraidor
Revitalization
Project

Disbursement for
Severance Pay. The
selection by CFM of an
option for
restructuring
acceptable to USAID.
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BT 2.D
UNCLAS SECTION 91 OF ¢ MAPUTO 28616 3.ENG
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E.0.12356: N/A '
SUBJECT: MOZAMBIQUE RAIL (CFM) REFORM, PROPOSAL TO AYEND 12 FER 1992
PRESENT PROJECT

REF: 91 MAPUTO 4757 j /ﬁZﬂZjSSS

1. SUMMARY.

THIS CABLE IS THE RESULT OF RECENT DISCUSSIONS HELD IN
MAPUTO WITF MR, AP DEAN, DIRECTOR AFR/SA, REGARDING THFW
MOZAMBIQUE RAIL REFORY PROJECT DESCRIBED IN REFTEL. OUR
JOINT JONZLUSION IS THAT THE ACTIVITIES PRESENTFT AS AN
NPD IN REFTEL SHOULD BT INCOFPOPATED AS AN AMENDYENT OF
THE PRESENT REGIONAL RAIL SYSTEMS SUPPORT PZOJECT (RRES,
690-@247 .56) . THERE ARE SEVSRAI REASONS FOR THIS: (4)
TEE N®YW ACTIVITIES FALL UNDEPRP THE ORIGINAL PROJECT’S
PURPOSE -- TO IMPROVE THE 3SAPATITY AND OPERATIONAL
EFFICIENCY OF 9Y0ZAMBIQUE KAILWAYS; (RB) THE RRSS OUTPUTS
EAVE ALREADY TOC SOME ZY{TSNT T®Ft SHIFTED TO SUPPORTING
OVERALL BEFQORY -- INTEGRATINC TIE NEW ACTIVITIES WITF
THE PRESENT PROJECT WILL ALLOV GREATER IMPLEMENTATIOM
FLEXIBILITY AND ENSURF BETTER COORDINATION OF USHID
FINANCING; (C) AN AVMENDYENT CAN BE DESIGNED TO PERMIT
TIMELY IMPLEMENTATION OF PROPOSED ASTIVITIFS. TFND
SUMMARY.

2. THE FOLLOWING PARAGRAPHS BRIEFLY GIVE THE PRESENT
STATUS OF THE RRSS PROJECT, DESCRIBE RECENT PROGFESS ON
TEE DONOR REFORM INITIATIVE, ANT RELATE THE RYTORM
ACTIVITIFS PROPOSED REFTEL T0O RRSS.

R D S GOV Sy N D S G D GED GED Gl S G S T Y - - G W G W B W W D v G P S W GU G S S D e S S — G S D G- — ——

2. DURING THE SADCC CONFERENCE (JANTARY 29 T0Q 31), THE
WORLD BANF ELICITED FROM THE GO"ERNMENT ACCEPTANIE OF A

PLAN TO LEASE ALL OF CF1°S SOUTWEEN SYSTEY (414APUTO POPT

AND THE GOBA, RESSANO GARCIA AND LIMPOPO RAIL LINES) 10
AN INTERNATIONAL JOMMERCIAL FNTERPRISE. THE BASIZ
ELEMENTS OF THE LATEST BANK PKOPOSAL ARE

- THE LEASING OF THT LAND SIDE ASSETS AS AN
INTEGRATED WHOLE TO OWE GRQUP OF OPERATORS 4AND/OR

UNCLASSIFIED
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INVESTORS.

TEY IMMEDIATE CONTRACTIWG OF AN ADVISORY ¥IRM ™Q-
(A) DETERMINE THE CTRINT AS .T AND P ODICTI"E CAPACITY
OF THE SYSTEM; (B) AlALYZ' TF+ MARLTT PROSPFITS #0R TIE
SYSTEM; (C) STRUCTURS &4 L sxSIN. AGREEMENTS (D) DRVFLCP
SELECTION SRITERIA POR THf L¥SS E; (F) PREPARE AN
INVTESTYMENT VMEMORANDUYM (IN EFFYECT A SOLICITATION
DOCUMENT )3 AND (F) AS3IST THE GOVERNMENT IN
NETOTIATIONS WITH PROSPEZTIVF LESSEES,

THF PROPOSAL ALSO INTLUDES A STUDY OF WEAT TO TO WITF
THE MANPOWER AND YATERIAL HESOURCES NOT NEEDED 79
OPERATE THE LEASED COMPANY.

4. SENIOR GOVERNMENT OFFICIALS LaST WERK AGREED IN
PRINSIPLE T0 THE AROVE, ALTHOUGF THEY INITIALLY
REQUESTEP THE BANK TO INVESTIGATE ALTERNATIVES TO ™4F
SINGLE LEASE (SPECIFICALLY TH? USE OF TRCANICAL
ASSISTANZE AND MULTIPLE LEASE ARRANGEMENTS) AND ™
CONSIDER TH® WHOLE OF CF1 RATIER THAN JUST CFM(S).
ACCORDING TO SENIOR BANK STAFF, BY THE YND OF THT “'FEV
THE $RM HAD ACCEZPTED THE REJWCTION OF A TA-DRIVEN
SOLUTION TO CFM’S MANAGEIMENT PROBLEMS, AND AGREED Taal
CFY(S) WOULD BE TREATFD AS A SVFARATE UNIT,

5. WITHIN THF¥ NEXT FEW WEEKLS, 'E E¥PECT THE GOVERNMTNT
AND BANE TO SIGN AN AGRTEVENT TO ALLOW THE CONTRACTING
OF AN ADVISORY FIRM, THE TERMS OF THAT AGREEMWVNT WILL
CLARIFY THT EXTENT TO WHICH THE GOVERNMENT HAS TRULY

ACCEPTED THE BANK’S LATEST PROPCSAL., IN ANT CA3%, LAST

WEEK’S EVENTS REPRESENT AN IMPOPTANT STEP TOWARDS MAJOR
REFORM OF CFMv.

6. THE DONORS AS A GROUP HAVE 4ADE CLEAR THAT BOTF
ONGOING AND FUTURE PROJECTS ARE THREATENED BY THE
CONTINUING DETERIORATION IN 77M’S PFRFORMANIE, AND THAT
COMMERCIAL OPERATION CF THF SYS™EY IS TAR OVLV TINARLZD
SOLUTION, IT IS THIS UNITED AN™ UNJOMPROMISING POIITION
THAT HAS BROUGE™ ABQUT THL GCVEBNWENT'S ACCFPTANCE OF
THE BANK’S PROPOSAL DESPITZ QPPOSITION FROM CFM .
MANAGEMENT AND LEGITIYATE FEARS ABOUT POSSIRLF POLITIZAL
REPERCUSSIONS, NEITHER USAID NO~ THT OTHERS INYCLJIFED
YISH, HOWEVER, TO ATHIEVL AN ¥F?ICIENT RAILROAT AT TFF
8ST OF A N GATIVW POLITICAL REACTION. IT IS THEREFQRE
B

#0616
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IMPERATIVE THAT THE DONORS QJIZHLY ADJUST ONGOINT AND
JPCOMING PROJECTS TO CONTRIBUTE TO T4: SYOO0TH TRANSITION
FROM A PARASTATAL TO » PRIVATT RAIL20sT. THT MOST
IMPORTANT STTP NOV IS TH& DESTZ" AND IMPLEMENTATION OF A
MAJOR STAFF REDUCTION SCHZME.
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B, USAID’S ROLE

g D I e D g T A S ) M S TN TER CEE g TR R CER G TR G T GEE iy T D SER CEE G G G T S Y M G T SER g T S - g S - I e S =

7. USAID HAS MET vITH BANE STATF SEVERAL TIMES 70
DISCUSS THE SHARING AND SCHEDULINZ OF INPUTS, ANT IT HAS
AGREED THAT THE PROJECT DESCRIEED IN REFTEL -- TO
IDENTIFY AND SHED, “HERE POSSIBLE TIRITIGH PRODMCTIVE
REDEPLOYMENT, EXCESS ASSETS «ND STAFF —-- SHOTLD PROCIED
AS QUIZKLY AS POSSIBLE WITH USATD FINANCING. TFT
GOVERNYENT’S ACCEPTANCE OF THE INVESTMENT ML40RANDUM, ™0
BE PREPARED WITF BANK ASSISTANTIE OViIR THI NE{T 1EF
MONTHS, “AY WELL BE CONTINGENT ON A PRIOF SUCCESSFUL
START-UP OF THIS ACTIVITY.

8. AS DISCUSSED VITH vk, DEA®W, TYSAID PROPOSES TO ADD
RF¥ORM ™0 THFE PRESENT PROJEST THROUIH 4 MLJ0- AMENDMWNT,
IF AID/W AGREES, THE DFSIG!I OF THE AME*DYEN™ ¥WO' LD PEGIN
IN LATE MARCH AND THE FIRST OBLIGAIIOW OF ADCITTONAL
FUNDS ZOULD TAKE PLACE IN JUYE, MR. DEAN ¥ AS JONFITENT
TFAT AFR/SA VOULD PTSPOND TO THIS CABL7TD REQUEST WITHIN
TEREE WEEXLS.,

C. RRSS IVPLEYENTATION STATUS AND CONFORMANCE OF
PROPOSED ACTIVITY TO R3S

8, THE R®PSS PROJECT WAS ORIGINALLY AUTHOPIZED IN FY 1933
YITH AN APPROVED LOP FOR THE VOZAYEIQUE COVMPONENT OF
DOLS 34.% MILLION, THE PROJECT GOAL IS TO SUPPORT THE
DEVELOPMFNT OF A STRONGER EJONOMIZ FOUNDATION TOR 3POWTH
IN THE SOUTHERN AFRICA REGION. TYHE PUKPOSTE IS TO
STRENGTREN AND EXPAND THE CAPAZITY AND OPERATIONAL
EFFICIENCY OF MOZAMBIQUE RAILWAYS., TJC ORIGINAL PROJECT
FOCUSES PRIMARILY ON IMPROVING TECANICAL AND FINANCIAL
MANAGEMENT CAPACITY IN CFM BY (1) INCREASING IFM’Q
TRACTIVE CAPACITY AND (2) RESTRUCTURING ITS ACCOUNTING,
FINANCIAL MANAGEMENT, AND PLANNINT SYSTEMS,

10, DPROJECT IMPLEMENTATION #AS SLOW IN STARTING BECAUSH
TvO OF THE CONDITIONS PRECEDENT WIPE UNRTALISTIC, ANT
T4% INITIAL TA AND COMMODITIR®RS 2°PIVED ONLY IN VMID-1992.
NONETHELFSS, IN 198G JFV(S) FNJOYED & ONSIDEPASLE
INCREASE IN TRAFFIC VOLUYES, REACHING THREE 4ILLIO: NET
TONS FOR THE FIRST TIMT SINCY 1684, ON T-¥ ~TRVNITH OF
THIS PERFORVMANCE, CFY REQUESTED 7SAID (A D OTHZR DONORS)
TO PROVIDE ADDITION:L LOCOMOTIVES. OV TI® BASIS QF ¢
THOROUGH ANALYSIS, WFIZH PRETIJCTE Y AN INITRFASE IN
TRAFFIC TO 4.9 AILLION TONS IV 19958, THE RRSS PROTF(T
WAS AMENDED IN FY 89 TO PROVIDE TFWN N¥% LOJOMOTI'®¥R AT ¢
COST OF DOLS 17 MILLION, TiI¢ AvMENDYTNT, WHICH ALSD

ONCLAS SECTION @2 OF * MAPUTO 00515
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ADDED FUNDS ®OR ADDITIONAL TA, INJREASET LOP FUNDING 3V
A TOTAL OF DOLS 21 JILLIOM TO ITS PRASINT LIVREL OF MJOLE
56.5 MILLION.

11, WHILE TRAFFIC WAS INCREASING, HOWEVER, TSAID,
THROUGH DISCUSSIONS WITH OTHER DONORS ANT 0'R OWN
EXPERIENCE IN THE WOR*3HOFP AND FINANCIAL SECTION, V¥AS
REASSESSING THE ORIGINAL PROJECT APPROATH, WHICA ASEUMED
THAT CF¥’S PROBLE4 COULD BE OVEZFCOYE R®Y TRAINING, 7973
195% PROJEZT PAPER AMUNDMWNT, w+HIH ADDYD FULNDS FOT THE
PURCHASE OF NEV LOCOYOTIVES, STATED THAT 7JUOQOTE AT
PRESENT RRSS AND OTHER DONOR PROJECIS DO NOT HAVT THRZ
SCOPE NECESSARY TO ZORREZT THE FUNDAMENTAL MANAGFMENT
DEFICIENCIES FOUND EVERYWHERE+ *ORKSHOPS, DISPATCFING,
MATERIALS MANAGEMENT, JPXTEP QF TIFE BTILDINGS, AND
COORDINATION OF THE ACTIVITIZS OF CF1’S GIOGRAPWICALLY
SEPARATZE AND PARTIALL: AUTONOMCUS RAIL LINE3S AND PO%IS,
END QUOTE., TO ADDR¥SS THFSE MORE FUNDAMENTFI PROBLEMS,
THE PP AMENDMENT INCLUD®D ¢ CO4PONENT TO FORMULATE A
SYSTEMIC APPROACF TO IFM’S PROBLEMS,

12. THIS PLANNED COMPONENT HAS EEEN QVERTAKEN BY THE
EVENTS DESCRIBED ABOVE AND IN PREVIQUS MESSAZLS; TFE
DEVELOPMENT OF A SYSTEVIC 3TT™DY QOF CFM’"S VANAGEMENT
PROBLEMS H4S BEZOMY AN UNAFFORDABLF LUXURY IN TPT WACW
gg SEVERY TRAFFIC DECLINES AND THE THREAT OF NEW

#2616
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INVESTMENTS IN INFPASTRUCTURE TdAT COULD LEAD TO TRW¥
LONG-TERM DIVERSION OF TRAFFIC FROM MAPUTO TO RSA PAPTS
TURTHTRMORE, TFP® STUDY PLANNED TN 1893 WOTL™ <E LITTLE
MORE THAN A DISTRACTION ¥POM THZ WORK OF THY INVESTAENT
ADVISORY FIRM TC BEY FUNDED BY TIE BANT,

13. USAID NOW PROPOSES TO FOCU-~ THE PRESENT PRQJECT
RFSOURCES ON THE REDEPLOYMENT O% JFM”S ASSETS WHILW
DEEMPHASTZING THE TRADITIONATL APPROACH ORIGINALLY
ENVISAGEDT, THE OVERALL DONOP PROGRAM, PARTICULARLY THF
COMBINATION OF TYE BANK’'T PROJECT TO STPRAMLINE AND
LEASE THE OPERsTION3 AND (3AID” PROJECT &MTENDMTNT T°
REDEPLOY ASSET<S, IS A LOFICAL F TENSION OW TRRF DRFSINT
PROJECT, AND WILL CONTKIRUTE ™n THE OQFIGIVAL PROJECT’S
"URPOSE AND OBJEITIVES MORE EFFFITIVELY THAN PRTSEVTLY
PLANNED ACTIVITIES.

14, USAID HAS, WITHIN THE FRAME:OR¥ Q0" THE PRESENT PP,
ALREADY MADE ADJUSTMENTS IN IMPL®MENTATION ™0 FJRTHER
THE VEW OVERALL APPROACH TO 3vv, IN THT WNAR¥SHOP, ®QO®
EYAVMPLE, THE PP ORIGINALLY ENVICAGED THE PECONSTFR'CTION
AND EQUIPPING OF TY% SYQP TO PZZFORM ALL LFVRLS NF
MAINTENANCE ANT R¥PAIW, INCLULDIMS COMPLETE
REHABILITATION., USAID AND THE TA TEAM ART NOY DEVELCPING
& PROGRAM BASED OV JOMPONENT 3HANGFOUT (REPLAJEMTNT
RATHTR THAN REPAIRY AND CONTPACTING OUT OF 1AJOR RWPAIR,
AT THT SAMF TIMF, A SMALL TEAM OF 3FM AND TA STA®® *TLL
COYPLFTE THE REHABILIT'TION NF THE LOCO4NTI 'ES FOF WPICH
THE PROJECT HAS ALRTADY FINANCEI PARTS. WE AR® ALSO
REVIEWINGT THF NFED TC PROIURE TAN 27 LOIOMOTIVFES IN TYF
LIGHT OF THE REDUCED LEVELS OF TRAFFIC (1.2 IN TONS IN
1991 FOR 2FM(S)). SFPTFL wILL IQVER THIS ISSIE IN MORF
DETAIL, FINALLY, THE FINANCE TEA4 IS CONCTNTRATING O4
THE FORMATION OF A CORE T7AM NF COMPUTE® LIT72ATE
EMPLOYEES AND THE INSTALLATION IN JFM(S) 2% & MODenN
COMMERCIAL SYSTEM OF COST-<ASED ACCOUNTS. TH% NU4BZF OF
PERSONNEL REQUIRED TO MAINTAIN TFIS SYSTEVM WILL 3F
SHARPLY REDUCED (FROY HUNDREDS TO A HANDFUL).

15, WHAT IS PROPOSED IN RFFTFL IS A NATURAL EYPANSION OF
THT PRESENT PROJECT TO INCREASE THE OVERALL PERFQORMANCE
OF CFM, PARTITULARLY 3¥M(<), MAJOR REDUITIONS IN STAWRF
AND THE CONVERSION OF "NECONOMIC "HYSICAL ASSETS ARE
SRITIZAL TO TRANSFORM TaZ RAIL#AYS AND PCRT® FEOV
PERMANENT DRAINS ON THE ECONOMY TO PROFITARBL® PPOVITEIRS
OF EFFICIENT TRANSPCRT STERVICES TO THE NATIONAL AND
REZIONAL ECONOMY,

16, FINANCING, CURRINT AND PLANNED COMMITMENTS W*0R T4,
COVMODITIES (EY¥CLLDING LOCCYOTIVES), AND CONSTRUCTION
¥ILL MORE OR LESS EXHAUST THT FUNDS AVAILABLE F0NR TH"3W
LINE ITEMS, AND SOM™ OVERRUNS wILL OJCZUR IF, £S SFEMS
LIXELY, TdE TA RTYAINS IN PLACE UNTIL A LEASE I° I

PLACE (ESTIMATED COST: DOL® 5 MILLION) 7 NCTED FARIIF®
MISSION IS REVIGWIN™ T-E LOCOvMOTIVE PURCYAS® AND *TLL
SEND RECOMMENDATIONS LATER, A5 THIS I-~SJ% IS PINDINT,
AND SINCE THE GOVERNMENT ~ND UFAID AGREW™ TFAT TRAFFIZ
INCREASES MAY WELL JISTI¥Y Tn3IR PROCURZIENT IN ThE

UNCLAS SECTION @3 OF * MAPUTC 2¢8618
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FUTUORE, WE WOULD NOT PFOPOS® AMENDING TJE PROJECT™ TO
ELIMINATE THE LOCOMCTIVES 4T THI™ POINT, INITTAD +E
PURPOSE TO INCREASE Th¥™ PROJ:3T AUTHORI7/™ION RY TAIF
FULL ESTIMATED COST OT Td% ADDITIONAL COVPCANGENTS, DFLS

25 MILLION., OF TKIS, 15 VILIIOY wILL BE OBIIGATED IN FY
1992 WITF THE RZ4AINING DOLS 17 4ILLION ORLIGATED In Y

1993 ONLY IF THF PURCHASE NF THE LOCOMOTIVES PROCTEDS,

D. DESIGN AND OBLIGATION SCHEDULE

Y D D D GuD GED Y S WES G A W G Y G U e D U A TED TED b WD WP P YED A RN GED YED Guy SR S S GED A PR A A G U GED AP SED SEY W SED AR s GED S R

17. REQUEST APR/SA REVIEY THE APPROACA PROPOSED IN TFIS
CABLE AND PROVIDE COMMENTS AND AUTHORIZATION DELEGATION
TO MISSION BY THE END OF FEBRUARY, TFE PP AMINDMENT
DESIGN WILL THEN BEGIN IN YARCH OR WARLY APRIL AND MAKE
ABOUT TWO MONTHS, T1E TEAM WILL INCLUDE A LARC®
REDUNDANCY SPECIALIST, RAILWAY MANAGEMENT SPECIALICTS,
ECONOMIST, AND CIVIL ENGINEE®S. THE AMENDMENT WILL
IDENTIFY REDUNDANT PYYSIZAL ASSETS, SUGGEST POSSIBLF
PRODUCTIVE USES FOR T9EY, AND GIVE A GENERAL USTIVATE OF
THE CONVERSION COSTS, FOR E{CESS LABO®, THF DESIZIN TEAM
WILL PROPOS® OPTIONS ¥OR THFZ REDEPLOYYMENT OR SEVEFRANCE
OF RETRENCHED WORKTRS., THE FIRST OBLIGLTION OF 15
MILLION DOLL®RS IS SCFEDULED FOR JUNE, 15892, TFE DT EISN

(APPROXIMATELY DOLS 422, "J3) “ILL EBE FUNDID FaQ4 SERP PD
BT
#0616
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¢
18, FOR HARARE: PIEASE PROVIDE FUND CITES AND
DELEGATION OF AUTHORITY TO DIRECTOFR, JSAID/MOZAMRIRUE,

TO EARMARK AND COMMIT SARF PD AND ¢, TIFLL

BT
#2616
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Pt i
‘%f; QR+ AID=3 INFO:

3 4.’1* (
VZ0ZCT00174 LOC: 123 703

PP RUEETO A3 APR 92 g620

DE RUEBC #4192/61 £9032225 CN: 14179

ZNR 0OUUUU zZZH CHRG: AID '

P 9222217 APR 92 —DRIST; AID

FM SECSTATY VWASEHIC 1 ACTION

T0 RUEHTO/AMEMBASSY MAPUTO PRIORITY 8217 “‘E?;zﬁﬁfwgz
INFO RURFSE/AMEMBASSY FARARE PRIORITY 9892 7 £ |
ggEHMB/&MEMBASSY MBABANE PRIORITY 3721 - Crece EZWv)C%
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AIDAC, MBABANE FOR RLA N

P S—
E.0, 12356: N/A ghggT
TAGS: &~ S
SUBJECT: SARP - MOZAMBIQUE RFGIONAL RAIL SYSTEMS SUPPORT

PROJECT (65@~-3247.56) ~ PROPOSAL TO ANMEND PROJECT

REFS: A. 91 MAPUTO 37¢2 B. 91 MAPUTO 4758 C. MAPUTO
#616 D. MAPUTO #1676 z

1. REF C WAS REVIEWED IN AID/W ON MARCF 24, 1992 IV;AT -

PROJECT COMMITTEE (PC) MEETING CEAIRED BY TEE DEPUTY | VO

DIRECTOR OF AFR/SA, WITB THE INVOLVEMENT OF AFR/SA, | ™77 —-
GC/AFR, AFR/ARTS AND FEA/FFP. TFE FOLLOWING ISSUES WERE -

IDENTIFIET FOR MISSION CONSITERATION AND ELARBORATION[IN '~ ~ =

DEVELOPMENT OF TEE PROPOSED AMWNDMENT, eSS A S

2. RELATIONSHIP OF A,I.D. ACTIVITY TO WORLD BANE PROGPAM,
ANT ESTARLISEMENT OF UTILITY/FEASIRILITY OF A.I.D.
CONTRIBUTION PFIOR TO FIRST OBLIGATION/AMENDMENT.

TEE MOST SERIOUS CONCEPN EXPRESSED AT THE REVIEW WAS TFE
FEASIBILITY OF A.I.D.”S PLANNED PROGRAM IF, UNDER ANY
CIRCUMSTANCES, TEE WORLT RBANK’S PROGRAM DOES NOT PROCEED
AS CURRENTLY ENVISAGED, FOR EYAMPLE, IF TFE REDUNDANCY
COMPONENT TEPENTS ON TEE PROPOSET COMMERCIAL LEASING
ARRANGEMENT BYING IMPLEMENTED, WILL THYRE BE ASSURANCES

TBAT CFM(S) CAN PY BROUGET TO A LEVEL TFAT COMMEFRCIAL
OPERATCRS WILL BF INTERESTED, CR ARE TYERE COMMERCIAL
FIRMS TFAT ARF LIFELY TO BE INTERESTED? ALTERNATIVELY,
¥OULD TEE REDUNDANCY (OMPONENT BF APPROPRIATT ON ITS CuN,
EVEN I¥ TEE LEASING PROPOSAL NEVER CAMF TO FRUITION?

IN REF C, PARA, 5, TFE MISSION INDICATED IT EXPECTED TEHE
GOVERNMENT ANT TEE WORLD BANF TO SISN 4N AGREEMENT TO
ALLOW CONTRACTING OF AN ADVISORY FIRM. FAS THIS FAPPENED,
£.G,, BAS TEE GOVERNMENT ACCEPTED TEE WORLT BANF’S LATEST
PROPOSAL AND IS THE MISSION CONVINCED OF TFE GOVERNMFNT'S
COMMITMENT TO TFE PROGRAM?

IN DEVELOPING THY AMENDMENT, MISSION SENULD ENSURE TRAT IT

FPXPLORES CARRFULLY TEV RAMIFICATIONS OF DIVFERENT OPTIONS,
¥.G., WHETB®R IT MARES SENS¥ TC PROCYTED IF

UNCLASSIFIED STATE 1¢41r2/71
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A ! J
COMMERCTALIZATION OF CF¥M(S) DOES NOT OCCUR, V¥FAT
ASSURANCES, IF ANY, SFOULD A.I.D REQUIRE THAT WORLD BANF
PROJECT WILL PROCEED PRIOR TO OBLIGATING FUNDS FOR TEE
PROPOSED AMENDMENT.

-

3. SECURITY SITUATION, GIVEN MISSION ACENOWLETLGEMENT
THAT SECURITY CONSIDERATIONS HAVE IMPEDED ACHIEVEMENT OF
PROJECT OBJECTIVES TEUS FAR, TEE PC RECOMMENDED THAT THE
MISSION CLARIFY IN THE AMENDMENT HO¥ SECURITY
CONSIDERATIONS COULD AFFECT IMPLEMENTATION OF THE
ACTIVITY, SPECIFICALLY, ARE THE SECURITY CONCERNS SUCH
THAT THEY COULD BE ADDRESSED BY PRIVATE SECTOR MANAGEMENT
OF TBE RAIL LINE OR ARE THEY DUE T0 TEE POLITICAL
SITUATION AND LIKELY TO PRECLUDE EFFECTIVE AND EFFICIENT
MEANAGEMENT OF TEE RAIL LINE BY EITHER A PUBLIC OR PRIVATE
SECTOR ENTITY? COMMITTEE MEMBERS SPECULATED THAT PRIVATE
MANAGEMENT COMPANY MIGHT BE MORE LIKELY TO TAKE A MORX
PROACTIVF ROLE RE SPRCIFIC ACTIONS TO SECUFE THE LINE, AND
FHA/FFP POINTED OUT TEAT THER® WERE SOME PRACTICAL
VIANAGEMENT PROBLEMS ON TEE LINE THAT A PRIVATE COMPANY
WOULD QUICKLY ADDRESS TO REDUCE TOSSES. IF ANALYSIS
DETERMINES TBAT SECURITY PRORLEMS ARF LARGELY A REFLECTION
OF THE ONGOING CIVIL STRIFE AND UNCERTAIN POLITICAL
SITUATION, THEN A.I.T., SEOULD SEEX A JUILGEMENT FFOM STATE
TBAT THE PROGNOSIS FOR AN AMELIORATION OF THE POLITICAL
SITUATION IS POSITIVE,

4. TECONOMIC VIABILITY OF CF¥M(S). GIVEN TFE PROPOSED
LEVELOPMFNT OF RICFARDS BAY AND TBAT SWAZI RAIL EAS
TENTATIVELIY AG®REED TO A TEN-YFAR COMMITMENT WITH TEE SWAZI
SUGAR EOARI, IS CFM(S) LIYELY TO BE ECONOMIC, IRRESPECTIVE
OF ¥WHO MANAGES IT? IT VWAS POINTED OUT THAT CFM(S) BAS AN
ASSET BASE TFAT WOULD MAKE IT PRODUCTIVE AND TEERE IS

SUFFICIENT CAPACITY TO MAFE IT FEASIBLE. GIVEN THAT SOUTH
AFRICAN PORTS MAY BE OVFRLOADED WITFE INCREASET IFTMANDS DUE
TO THE SFRINUS DROUGFT SITUATION, CFM(S) COULD BECOME MORT
IMPORTANT, ESPRCIALLY IF PILFERAGE WERE RFDUCED, AND TEE
SYAZIS ANT OTHERS MIGET PREFER USING CFM(S) IF TEE RISKS
¥ERE DIMINISEED, OUESTIONS WERE RAISED AS TO WHETHER
OTEERS, ASITE FROM SOUTF AFRICA, HAT EYPRFSSED INTEREST IV
TAEING OVER CFM(S).

IN PREFPARING PROJECT DOCUMENTATION, MISSION IS REQUESTED
TO ASSUME COMPYTITION FROM RICEARDS BAY ANT USE FREIGEHT
PROJECTIONS BEYOND THE CURRENT EMERGENCY SITUATION (I.E.,
ASSUME ’‘NORMAL’ DEMANT GROWTH FOR FREIGET BAULAZE) IN ITS
ECONOMIC ANALYSIS, IT MUST INCLUDE A DISCUSSION OF
ggEIGHT PRICING ISSUES, PARTICULARLY THOSE RAISED BY
#4182
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PRIVATE SECTOR MANAGE%ENT OF A “NATURAL® MONOPOLY, (
GOVERNMENT OVERSIGHT MECBANISMS AND FINANCIAL ARRANGEMENTS
-BETWEEN THE OPEPATOR ANT CFM(S) SFOULD BF¥ INCLUDED IN TEE
DISCUSSIOY., 1IT MUST ALSO LAY OUT BOW 1T SEES THIS
ACTIVITY PROCEEDING IF OTRERS, ASIDE FROM SOUTH AFRICA,
ARE NOT WILLING TO BECOME TBE LESSOR.

5. PROJECT BUDGET., PER REF C, MISSION INTENDS T0O
ORLIGATE TOLS 15 MILLIONS IN FY 92 AND DOLS 10 MILLION IN
FY 93, AID/¥ UNDERSTANDING IS THAT FY 93 OBLIGATION YILL
BE REQUIRED ONLY IF THE LOCOMOTIVES CONTRACT IS NOT RPT
NOT TERMINATED SINCE IF THE CONTRACT IS TERMINATED, TEE
FUNDS CRIGINALLY BUDGFTED FOR TBE PURCHASE OF THE
LOCOMOTIVES COULT B% REPROGRAMMET IN SUPPORT OF ACTIVITIES
BEING UNDFRTAKEN UNDER THE PROPOSED AMENDMENT, SINCE
LATEST OYR REPORTING CABLE PROVIDES FY 92 PROPOSED
OBLIGATION OF DOLS 2¢.11 MILLION AND A LEVEL OF DOLS 19.1
MILLION WAS DISCUSSED AT THE SARP MISSION DIRECTORS
MEETING, PLF¥ASE CLARIFY LOP AND PLANNED OBLIGATIONS FOP FY
92 AND ¥Y 93, DNFS IMPLEMENTATION QF THE AMENDMENT
REQUIRE OBLIGATION OF TOLS 2@ MILLION IN FY G627 IT WAS
NOTED THAT I® MISSION OBLIGATES DOLS 206 MILLION IN FY 82
ANT TBE LOCOMOTIVE CONTRACT IS SUBSEQUENTLY TERMINATED,
FPEEING UP FUNDS FOR RE-PROGPAMMING, MORE FUNDS MIGHT BE
AVAILARLE TBAN NEEDED FOR IMPLEMENTATION OF THE AMENDMENT,
TRE PC PECOMMENDEN THAT THE MISSION WEIGE POSSIRBLE
TERMINATION OF LOCOMOTIVES CONTRACT IN MAKING DECISIONS ON
TRE AMENTIMENT’S FY 92 OBLIGATION,

6. CN. AS NOTET IN MISSION’S MOST RECENT OYB CABLE, CN
¥1LL BE RFQUIRED FOR TEIS ACTIVITY. ONCE AMENDMENT IS
COMPLETEI, PLEAST PROVIDE DWSK WITE APPROPRIATE LANGUAGF
FOR CN IN SUFFICIENT TIME FOR AUGUST 1992 OBLIGATION,

7. TBY ACTING ASSISTANT ATMINISTRATOR FOR AFRICA HEREBY
DELEGATES AUTHORITY TC THE MISSTON DIRECTOR,
USAIT/MOZAMBIQUE, OR TO THE PEPSON ACTING IN THAT
CAPACITY, TO APPROVE AND AUTHORIZE AN AMENDMENT TO TFE
MOZAMBRIQUY REGIONAL PAIL SYSTEMS SUPPORT PROJECT (690-
@247.56) IV THE AMOUNT OF DOLS¢, U.S. TVENTY=-FIVE (25)
MILLION POR A NEW AUTEORIZED LIFE-OF-PROJECT OF DOLS.
YIGHETY MILLION, FIVE HUNDRED THOUSAND (DOLS. 88.5
MILLION). "HIS AD BOC DFLRGATION OF AUTHORI?TY SHALL BE
EXERCISET UNTE® TREE TERMS ANT CONDITIONS OF LOA 551,
EXCEPT FOR THY DOLLAR AMOUNT LIMITATINN, AND IN ACCORDANCE
WITB TBE MISSION’S PROPOSAL IN REF C AND TEE GUIDANCE

CONTAINED HEREIN, BAKER
BT
#4102
NNNN
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I. Summary

A categorical exclusion 1s recommended for technical assistance
to develop training plans and severance pay schemes, under CFR
216 2(C)(2)(1),

and, based on the discussions that follow, a negative
determination 1s recommended for the payment of severance
benefits and the divestiture and conversion of capital assets
into other uses.

II Background

The Mozambique Regional Rail Systems Support Project, started in
1988, focused on the problems of 1nadequately maintained
locomotives and wagons, poorly equipped and inadequate
maintenance workshops. and i1nadequate financial and operations
management systems for Mozambique Railways (CFM) Initial
project funding provided $34 5 million for locomotive
maintenance, improvements 1in railway workshops, and technical
assistance and training to CFM, particularly to improve CFM's
financial management capacity The original Project Paper was
amended in 1990, when projected traffic increases indicated a
need for additional locomotives, as well as a broader approach to
CFM's continuing management problems The amendment provided an
additional $21 million to purchase 10 new locomotives and to
carry out an institutional assessment of CFM This amendment 1is
a natural expansion of the present project to increase the
overall performance of CFM, particularly CFM (South) Major
reductions 1in staff and the divestiture and conversion of
uneconomic physical assets are critical to transform the railways
and ports from permanent drains on the economy to profitable
providers of efficient transport services to the national and
regional economy

III Project Description

The project amendment consists of the following components
a) To assist the Government of Mozambique, CFM and the
private sector to identify and develop new, productive
economic opportunities for workers made redundant by CFM
restructuring,
b) To redeploy excess CFM assets so as to create the maximum
possible number of productive employment opportunities and

to increase the operating efficiency of CFM

The end of project status (EOPS) for the project amendment
components will be.

1) Reduce labor cost and improve efficiency of the work
force by reducing CFM staff to levels consistent with

Y



efficient operation, 1ncluding the contracting out of
services better handled externally Number to be retired
early, 3,300, number to be terminated, up to 12,000

2) Redeployment package prepared and offered to redundant
workers, package supports reintegration into the national
economy

3) To the extent possible, and using existing programs
available through the Government and other donors, workers
placed 1n productive jobs

4) Several of CFM's operations spun off, with staff and
assets 1nto private sector profit-making enterprises

5) Xai-Xai, Inhambane, and Quelimane rail lines (three short
domestic lines) closed, and, to the extent possible, their
assets and staff redeployed to other profitable use

IV Expected Impacts

The components to the amendment that address the severance pay
and training of redundant staff will have no effects on the
natural or physical environment

The components addressing the redeployment of physical assets may
involve minor reconstruction activities and facial repairs to
ex1sting CFM buildings and structures No major renovations are
anticipated, construction will be limited to the minimum required
to make a facility attractive for another use Only existing
building and sites will be 1nvolved 1n such reconstruction and
restructured facilities are not expected to 1ncrease
significantly the demand placed on local water or sanitation
systems or other infrastructure with effects on the environment

V Monitoring

Under the technical assistance component to the project, experts
will be provided to identify, design, and implement the
redeployment of physical assets This TA will monitor all
construction activities 1ncluding potential environmental effects
of such activities, and report progress and conclusions on a
dquarterly basais

VI Evaluation Program

The project has 1in place an evaluation contract whereby scheduled
evaluations are conducted on approximately two year cycles
Additional time 1s provided for intermediate evaluations to
address specific areas of concern Elements 1ncluded under this
amendment will be 1ncluded to the scope of work under this
valuation contract
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ANNEX E RAILROAD OPERATIONS

1. The CFM Railroad and Trends 1in 1ts Performance

This section presents a brief description of the CFM Railroads,
followed by a short analysis of historical trends in performance

1 1 An Overview of the CFM Railroads

CFM 1s the parastatal organization managing the railroads and
ports of Mozambique It 1s organized into several divisions
(called Directorates) along geographical corridors, namely
CFM(N), CFM(C), CFM(S) and the smaller CFM Zambezia. All these
Directorates include both railroad and port operations, however
this overview discusses only the railroad operations, whose
track, (unless otherwise specified) 1s single track of 1 067
meters

111 CFM(N)

The Northern transportation corridor links the port of Nacala to
a hinterland covering Malawi and portions of Northern Mozambique,
particularly Niassa Province A main line of 615 kilometers of
single track connects the port of Nacala to Entrelagos (on the
Malawi border) A small branch line of 42 kilometers connects
the Rio Monapo station to Lumbo A branch line of 262 kilometers
goes from Cuamba to Lichinga serving prime agricultural land in
Niassa Province Several major gradients and curves along the
main and branch lines limit operations to 40-freight car trains
on the main line with either one or double locomotive headings,
and to 28-car trains on the branch lines

112 CFM(C)

The Central transportation corridor links the port of Beira to
Zimbabwe and a central Mozambique hinterland A main rail line
of 317 kilometers of single track connects Beira to Machipanda
(on the border with Zimbabwe), with trains operated under the
protection of the armed forces of Zimbabwe and Mozambique

Grades on the Machipanda line limit operations to trains carrying
at maximum 28 freight cars A second main line of 335 kilometers
links the Dondo rail station to Sena/Villa Nova de Fronteira at
the border

In addition, there are two branch lines in this corridor One
branch line goes from D Ana to Moatize in Tete Province
(Mozambique), a distance of 254 kilometers A second branch line,
very much affected by the insurgency links Inhamitanga to
Marromeu, a distance of 88 kilometers

113 CFM(S)



The Southern transportation corridor consists of three main lines
each serving a different international cargo market The Limpopo
line goes 522 kilometers through Mozambique to Chicualacual,
carrying exports from Zimbabwe to the port of Maputo, and food
aid imports to Zimbabwe on the backhaul This line 1s under the
protection of the Zimbabwe and Mozambique armed forces, and 1is
increasing in traffic

A second main line, referred to as the Goba line, links the port
of Maputo to Swaziland, a distance of 63 5 kilometers Normal
speeds of 30 kilometers per hour are achieved on this rail line

The R Garcia main line has a length of 88 kilometers linking the
port of Maputo to a South Africa hinterland at R Garcia. Speeds
of 40 kilometers per hour are achieved on this line

1.1 4 The CFM Short Lines

CFM operates three short rail lines, consisting of CFM-Zambez1ia,
the Xai-Xai1 line, and the Inhambane line The Zambezia line
connects the port of Quelimane to Mocuba with 145 kilometers of
single track The Inhambane line links the port of Inhambane to
Inharrine, a distance of 90 kilometers of single track The Xai-
Xa1 line has two spurs a 0 762 meter single track runs from Xai-
Xai1 to Chicomo, a distance of 90 kilometers, a second spur links
Manjacaze to Mauele, a distance of 50 kilometers with another
single track of 0 762 meters The CFM i1s considering the
possibility of abandoning these short lines

1 2 Historical Trends in Performance

In 1973 previous to independence, CFM carried 20 67 millions tons
and the trends since have been downwards By 1981 the traffic was
almost 1/3 of the pre-independence level and stood at

7.767 millions tons The traffic since 1981 1s presented in Table
E.1 1, which shows a continued rapid decline up to 1988, with a
slight increase in 1989, only to descend steeply 1in 1990 and more
so 1n 1991.

The traffic on CFM(N) bottomed out 1in 1986 at 32 3 thousand tons
and has remained stable at levels of around 90 thousand tons in
the last four years The traffic on the CFM(C) declined
continuously since pre-independence levels to 1its lowest level of
296 thousand tons 1n 1984, but has been growing since and stood
at close to 700 thousand tons in 1991 As will be shown later,
the CFM(C) railroad enjoys a competitive edge in 1ts competition
with 1ts rivals

The most dismal performance in the railroad sector is provided by
CFM(S), whose traffic 1s 1n a descending spiral with no end in
sight Traffic levels for this railrocad are dangerously close to
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Table E.1 CFM Histoncal Traffic Trend

{1981 -1991)
NET TONS TRANSPORTED (MILLIONS) TON - KMS (MILLIONS)

YEARS Ch4/S CEMIC CFM/N CHM CFWS ChRC CPMN crM
1981 546 182 043 77 704 8B 5739 2078 15830
1982 4 88 130 042 674 6483 408 4 1978 1260 9
1983 346 048 039 437 457 5 1305 1758 7670
1984 317 030 o 370 3752 87 80 4 5379
1985 252 0 31 005 299 188 4 883 105 2896
1986 254 037 604 294 14 4 aav 77 3012
1987 233 048 038 320 1595 1354 570 3523
1988 212 049 010 27 1453 1427 16 9 3059
1989 304 0.63 007 374 2132 1751 14 2 4025
1980 212 085 009 3 06 150 2 2256 456 4214
1901 1.39 Q70 o0y 218 1025 1705 774 350 4

SOURCE: CFM INFORMACAO ESTADISTICA. SH.ECTED YEARS.




affecting 1ts economic viability Unless prompt action i1s taken
to reverse these trends 1its 1international traffic will disappear

These downward trends 1in performance are the consequence of
several factors Certainly the insurgency and war conditions
facing Mozambique have affected CFM 's traffic decline, but the
adverse effects of the 1nsurgency do not provide the whole story
for the traffic decline Increasingly, the CFM railroads and
ports exhibit a poor quality of service when contrasted with ats
competitors CFM's loss and damage rates and pilferage are the
highest in the region when contrasted with their competitors
Days at ports at Maputo, Beira and Nacala are at least four times
that of South African and Namibian ports All these factors
combine to negate the natural advantages of shorter distances to
ports enjoyed by Mozambican railroads and result in placing some
railroad corridors, like the Southern corridor, in jeopardy

2 Railroad Productivity and Excess Resources

The analysis of the issue of labor redundancy is discussed within
the larger context of resource productivity, both equipment and
labor.

2 1 Productivity of Locomotives and Freight Cars

Table E 2 1 presents trends 1n locomotive productivity since 1981
for the three CFM railroads Only the CFM(C) railroad is showing
adequate locomotive productivity rates, 1n terms of net ton-
kilometers per locomotive in the fleet In fact this railroad's
productivity has climbed back to levels comparable to those of
the late seventies and early eighties, aided by 1its traffac
increase The other two CFM railroads show low rates of
locomotive productivity and appear to have excess capacity with
respect to their current traffic levels The freight car fleet
stands at 8,606 cars, but a high percentage of them appear to be
1n disrepair As a consequence neither the South Africa
railroads, nor the Swaziland railroads allow the CFM freight cars
to transit on their lines The end result of this practice 1is
that the poor quality of the freight cars results in increased
transfer costs and times in transit for shipments via the CFM
railroads

2 2 Productivity of and Redundancy of the Railroad Labor
Force

The CFM labor force 1is presented in Table E 2 2, which displays
trends 1n the use of labor resources since 1979 At the start of
the decade of the eighties the CFM labor force, including
railroad and port operations, was 40,499 workers Some labor
force reductions took place from 1984 to 1988, when 1t reached
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Table E21 CFMLOCOMOTIVE PRODUCTIVITY 1981 - 1991

| NO OF MAIN LINE LOCOMOTIVES

| TON -KLOMETERS PER LOCOMOTIVE (MILLIONS)

| TON-KMLOCO | TON-KMLOCO | TON-KMLOCO | TON-KMLOCO |

| [ |
YEARS | CFMS | CFMIC | CFMN | CFM | CFMS | CFMIC | CFMN i CFM 1
1981 | 64 | 28 | 1] 101 | 124 ] 220] 189 157
1902 | 62| 26 | 11| 99 | 105 | 157] 180 | 127]
1983 | 62 | 26 | 1] 98 | 74] 50] 160 | 77}
1984 | 82| 26 | 1| 99 | 611 27] 82 54|
1985 | 62| 26 | 11| 99 | 30] 34] 10] 29
1986 | 56 | 8| 13 771 35] 123 06| 39
1987 | 48 | 8| 13§ &7 | 35] 16 9| 44 53|
1988 | 46 | a| 13 67 | 32] 178 13} 46
1989 | 42 | 71 11} 60| 541 25.0] 13] 87]
1680 | 38 | 11 | 1] 0] 40| 205 41| 70|
1891 | 37 1| 1| 50 28] 155] 70} 6.0 |

SOURCE CFM INFORMACAO ESTADISTICA. SELECTED YEARS.



1ts lowest level of 26,376 workers However i1t has 1nexplicably
increased since then, in spite of the traffic declines CFM has
experienced As of March 1992, the CFM labor force stood at
34,355 workers

Table E 2 2 also presents the trends in CFM(S) labor force,
showing employment increases up to 1983 and declines since then
The lowest labor force levels were experienced in 1985, when
CFM(S) employed 13,708 workers By the end of 1989 the labor
force had increased to 14,501 employees 1n spite the railroad
experiencing significant traffic declines

In terms of both workers per track kilometer and workers per ton-
kilometer, the CFM railroads exhibit the worst manning standards
for railroad operations 1n Sub-Saharan Africa To assess the
degree of labor force redundancy in the CFM railroads an analysis
was conducted applying the labor productivity standards of a
sample of ten Sub-Saharan Africa countries (excluding South
Africa) to the CFM railroad activity units Four Sub-Saharan
Africa manning standards are presented in Table E 2 3, namely

1- the best labor productivity standard, which refers to
the railroad showing the lowest manning standard for
each respective staffing category (whether mechanics,
managers, maintenance of way labor, etc ),

2- a high labor productivity standard, which refers to the
second lowest manning rate for each staffing category,

3- a medium labor productivity standard, which corresponds
to the median staffing requirements per traffic unit,
and

4- the worst manning standard, which 1s presented solely
for comparison purposes to characterize the degree of
labor redundancy in CFM

In addition, at the request of USAID, a developed country
standard corresponding to the U S (Class I railroad average 1s
also presented The U S standard 1is not applicable, since 1t
responds to capital labor ratios (factor proportions), and
capital costs/labor costs ratios very different from the
conditions of Mozambique

The traffic projections used as inputs in the estimation of the
manning requirements of CFM are presented in Table E 2 4 The
source for these traffic estimates are explained in Section E 5.
Application of the manning standards to the traffic projections
result in the estimates of labor requirements presented in Tables
E.2.5 to E 2 8. At current traffic levels, 5,124 workers would
have to displaced even under the worst manning standards in Sub-
Saharan Africa While the medium manning standard can be easily
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TABLE E2 4 Data Input For the Estimation of Labor Requirements

1991 1996 2000
TRAFFIC UNITS (MILLIONS)
CFMN 821 1772 254 0
CFM/C 1775 646 1 1068 4
CFW/S 149 4 472 4 6728
CFM 4121* 1297 7 19952 *
TRACK KILOMETERS
CFMWN 919 919 019+
CFM/IC 884 804 884
CFM/S 705 705 705
CFM 2508 2508 2508
FREIGHT PASSENGER CAR KILOMETERS (ﬂ-lOUSANDS*
CFMN 8885 1,918 2,749
CFWwC 52245 19,076 31,447
CFM/S 6,435.6 20,349 28,882 ,
CFM 128452 % 41,343 63,178 .
LOCOMOTIVE KILOMETERS (THOUSANDS) * '
CFM/N 268 28 479 686 .
CFWC 648 28 1,835 3,189
CFWsS 1,101.69 1,277 1,818 .
CFM 205983 °* 3,691 5,683
NOTES

® INCLUDES OPERATIONS ON ZAMBEZIA LINE

"~ ASSUMES 370 TRAFFIC UNITS PER LOCOMOTIVE - KILOMETER

FOR CFM/S AND CFM/N FOR 1866 AND 2000,
THE EQUIVALENT FIGURE FOR CFM/C IS ASSUMED TO
BE 335 FOR THE SAME YEARS

SOURCE SEE TEXT




Table E26 Lebor Requirement of CFM*

Current 1691 1962 1993
Class of Labar Level™ Reguired Surpius Requlred Suplus | Required | Supius
Mainferiance of Ways & Sbuclures 4249
Bes! Sub-Sahara Africa Rallroad 1364 2884 1354 2854 1 354 2894
High Siandard 2,132 2116 2132 2,115 2132 2116
Medum Standard 2809 1439 2808 143 2 B0 143
Low Stendard J 488 762 3486 762 3 486 76
US Class | Rallroad Average 577 J671 §77 357 Br7 den
Workshaop Engneers & Techniclens Jar3
Bes! Sub-Sahara Alrica Ralirosd 168 3115 Jad 2932 B23 270
High Slendard 748 2526 1829 1644 2 B03 ELLY
Medum Standard 1421 1 952 3109 184 4777 {1 504)
Low Stendard 2135 1138 §270 {1997y 8 081 {4 806}
US Clags | Ralircad Averege 58 3215 128 3147 193 3080
Trafic Operailcns 4 Q07
Besi Sub-Sanara Africa Raliroad 163 3 8b4 482 d 525 42 3 265
Higty Standard 301 3 706 947 3060 1 456 2 551
Medum Standerd 304 3613 1242 2785 1909 2098
Low Slendard 01 J 506 1579 247 2427 1 560
US Class | Raliroad Averege 25 Jos2 3 Jozs 122 Jasd
Management & Suppori Servdoes 2247
Bes! Sub-Sahara Africa Raliroad 160 2097 196 2 9B1 236 201
High Stendard 285 1961 424 1 923 b4B 1 688
Medum Standard G54 1563 1074 1173 1424 823
Low Stendard 1775 472 2997 {TB0Y 4 058 (1811}
US Ciass | Ralircad Average 162 2005 180 2057 205 2042
All Rallrcad Employess 1377
Aesi Sub-Sahara Africa Rsliroed 1818 11989 23713 11 402 2 856 10920
High Standard J 487 10 308 §132 9643 6 640 713
Medum Standerd 5318 8 457 8234 & 541 10 620 2 955
Low Stendard T887 587 13 33 444 18 0563 {4 279}
US Class | Railroad Average 812 12963 361 12 814 1087 12678

* Estimaied by applying 1he labar stendards presented In Table E 2 3 o the summaery
{raffic projections pressnied in Table ES 1

*« Cutenl Levels - All permenent employees exdudng foreignars and brigadas de malhoramenta

SOURCE CFM Human Resources Direclor 7717192



Tebls E2.8 Lebor Requirement of CFMN

Current 181 1996 2000
Class of Labor Level Required Sumplus Roquired Surpius Raquired | Surplus
Maintenance of Ways & Structures 962
Best Sub-Sahara Africa Rallroad 486 468 496 466 486 486
High Standard 781 191 781 181 781 181
Medium Standard 1,029 6N 1,029 67N 1,029 &7
Low Standard 1277 (315) 1,277 (315) 1277 (315)
US Class | Rallroad Average 211 751 11 751 211 751
Workshop Engineers & Technicians 571
Best Sub-Sahana Africa Rallroad 18 553 33 538 48 523
High Standard 85 486 157 414 225 348
Medium Standard 161 410 287 274 426 145
Low Standard 216 355 412 159 580 (19}
US Class | Raliroad Avemage 7 5684 12 568 18 563
Traffic Operations 731
Best Sub-Sahara Africa Ralliroad k7| 700 €6 865 o4 637
High Standard 60 671 129 602 185 546
Medlum Standard 79 652 170 561 243 488
Low Standand 100 631 216 515 309 422
US Class | Raliroad Average 5 728 11 720 15 718
Management & Support Services 474
Best Sub-Sahara Africa Railroad 49 425 M 420 57 417
High Standand a3 391 86 378 107 367
Medium Stendard 190 284 224 250 255 219
Low Standard 462 12 562 (78X 631 (157)
US Class | Ralliroad Average M 423 54 420 56 418
AR Refroed Employess 2,738
Best Sub-Sehara Afrfca Rallroad 594 2144 649 2 088 858 2042
High Standand 101Q 1,728 1,164 1574 1,299 1430
Medium Standard 1459 1,279 1,721 1,017 1953 785
Low Standang 2058 682 2456 280 2608 {70}
US Cless | Rallroad Average 274 2464 288 2450 301 2437




Table E2.7 Labor Requirement of CFM/C

Current 1991 1996 2000
Class of Labor Level Requered Surplus Required Surplus Required | Surplus
Mastenance of Ways & Structures 1,908
Best Sub-Sahara Africa Rallroad 477 1,431 477 1,431 477 1,431
High Standard 751 1,157 751 1,157 751 1,157
Medium Standard 290 218 990 918 980 918
Low Standard 1,220 679 1,229 679 1,229 679
US Class | Raiiroad Average 203 1,705 203 1,705 203 1,705
Workshop Engineers & Techmcians 1,485
Best Sub-Sahara Africa Raliroad 53 1,432 170 1315 281 1,204
High Standard 254 1,231 813 672 1,340 145
Medium Standard 483 1,002 1,550 {65) 2,555 (1,070}
Low Standard 765 720 2,558 (1073) 4.216 (2 731)
US Class | Railiroad Average 20 1,465 63 1422 104 1,381
Traffic Operabons 1.459
Best Sub-Sahara Africa Rallroad 66 1,393 241 1,218 397 1,062
High Standard 130 1,329 473 986 780 679
Medium Standard 170 1,289 620 839 1,022 437
Low Standard 216 1,243 788 671 1,300 159
US Class | Ralroad Average 11 1,448 39 1,420 65 1,364
Management & Support Servioes 512
Best Sub-Sahara Africa Rallroad M 458 80 432 104 408
High Standard 102 410 183 329 258 254
Medium Standard 247 265 474 38 685 (173}
Low Standard 641 (129) 1327 (815) 1,956 {1 444
US Class | Rairoad Average 54 458 70 442 86 428
AR Reliroad Employess 5,364
Best Sub-Sahara Africa Rallroad 6851 4713 9649 4 305 1,258 4,105
High Standard 1,237 4 127 2,221 3.143 3130 2 234
Medium Standard 1,890 3474 3634 1730 5252 112
Low Standard 2,850 2,514 5,902 (538 8 700 (3 336
US Cless | Rairoad Average 288 5,076 376 4 988 458 4 906




Table E28 Labor Requirement of CFM/S

Cusrent 1991 1998 2000
Class of Labor Level* Required Sumius Required Surplus Requited | Surplus
Mairtenance of YWays & Struchures 1,027
Best Sub-Sahara Africa Raliroad 381 648 31 646 381 648
High Standard 590 428 599 428 599 428
Medium Standard 790 237 790 37 790 237
Low Standard 880 47 980 47 880 47
US Class | Redroad Average 162 885 162 B65 162 865
Workshop Enginesrs & Techniclans 1,207
Best Sub-Sahara Africa Rallroad 83 1124 137 1,070 195 1012
High Standard 393 814 859 548 938 268
Medium Standard 746 481 1,261 {54 1796 (589
Low Standard 1,107 100 2300 {1,083 3275 (2 068}
US Class | Ralroad Average 3 1178 50 1,157 72 1135
Traffic Operations 1,650
Best Sub-Sahara Africa Railroad 56 1,564 176 1474 250 1400
High Stenderd 109 1,541 345 1 305 491 1158
Medium Standard 143 1507 452 1,198 644 1006
Low Standard 182 14688 575 1,075 818 832
US Class | Rellroad Average 9 1.6841 29 1,621 41 1 609
Managoment & Support Setvices 683
Best Sub-Sahara Africa Rallroad 47 636 62 821 74 609
High Standard 99 584 144 539 183 500
Medium Standard 252 431 375 308 484 199
Low Standard 658 25 1,118 (435) 1471 (786)
US Class | Rallroad Average 46 637 56 627 63 620
All Reliroad Employess 4587
Best Sub-Sahara Africa Rallroad 568 4,001 755 3812 8q0 3667
High Standard 1201 3,386 1,747 2,820 2211 2,358
Medium Standard 1,93 2,836 2879 1,688 3,714 853
Low Starndard 2827 1,840 4972 (405X 8,545 (1,878)
US Ciass | Reliroad Average 248 4319 297 4,270 338 4,229




achieved by CFM, this standard 1s not high enough to put the CFM
railroads 1n a sound financial position The only possible
choices are the best standard, which would probably be achieved
only under the master lease privatization option, and the high
(or second best) standard, which 1s within the realm of
achievement possibilities 1n the privatization scenarios other
than the master lease

But even the high standard may not be achieved without
significant capital investments and new technology to raise the
productivity of the CFM workforce to the productivity level
implicit in the standard It will be difficult to reach the high
standard by 1996 even with the major investment in training
required, in which case the median standard could be adopted as
an interim standard for 1996, with the high standard applicable
to year 2000. Under the high standard 5,132 workers would be
needed by 1996 and 6,640 workers by year 2000 Tables E 2 6 to
E 2 8 present estimates of labor redundancy for the three CFM
railroads. At CFM(S) only 2,879 workers will be needed by 1996
under the high manning standard, with 3,714 workers needed by
year 2,000 More detail on the projection of labor requirements
by ski1ll and railroad operation functions 1s presented in Section
analyzing the options for redeploying the excess labor

3 Railroad and Ports Operating Capacities

The operating capacities of the CFM railroad lines are presented
in Table E 3 1 As shown there the line capacities are many
multiples of the current traffic carried in 1991, however of
particular interest for competition purposes are the maximum
train length (in terms of the number of freight cars) that can
transit on each line In the CFM(C) lines, trains of length not
longer than 28 freight cars can be accommodated, while in CFM(N)
40-car trains can be transported 1In the intensively competitive
CFM(S) markets, 50-car trains can use the Goba line to Swaziland,
and 35-car trains can use the Limpopo line The train length
that can use the CFM(S) lines 1s lower than the 80-100 car unit
trains (or block trains)that are typical for the movement of
coal, grain, ores and other bulk commodities 1in developed
countries This capacity limit worsens the competitive position
of the CFM(S) in competing against South African railroads for
transporting bulk commodities

Because of the importance that ports play in the railroad
competition faced by the CFM railroads, a brief description of
their capacities and qualities 1s i1n order The maximum ship
sizes handled by the Mozambique ports are 30,000/50,000 tons at
Maputo,50,000/60,000 tons at Matola, 20,000 tons at Beira, and
30,000 tons at Nacala The port of Durban, the chief competitor
to the CFM(S) ports, can handle ships of 60,000 tons Quay length
for bulk sugar are, at 180 meters, identical at Maputo and
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TABLE E.31 CFM Rairoed Lina Capacity

| | MAXIMUM AXLE LOADS | MAXIMUM TRAIN | MAXIMUM TRAIN LENGTH | CAPACITY |
| LINEAND SECTION | (TONS) |  SPEEDS (KMHR) | {NO OF FREIGHT CARS) | (MILLIONS OF TONS) |
| CAWN | ! | | |
| {NACALA - NAYUCI) | 16 - A 80 - 104 40{ 9}
| | | |

| cAwc | | | | I
| (SENALINE) l 16 | 60 | 28 | 6|
[ | | [ I |
| cRwC | | | | [
| (BEIRA- MACHIPANDA) | 18- 2] 60 - B8 35 | 9 |
| | | | | {
| CRwS | | | | l
| (LIMPOPO LINE) | 20 | 60 - B( 35 | B |
| | | | | |
| CAWS | | | | |
| (GOBALINE) | 18-2 50-7( 50 | 8 |

SOURCE. WORLD BANIC SOUTHERN AFRICA DEPARTMENT
INFRASTRUCTURE OPERATIONS DIVISION SADCC TRANSPORT
CORRIDORS STUDY OF FINANCIAL STRATEGY NOVEMBER 1990

ANNEX. A-2, PAGE 1.



Durban But for handling bulk ores and coal shipments, the gquay
length of 1,400 meters at Durban 1s eight times greater than the
180 meters quay length at Maputo In addition, the days 1in port
at all the Mozambique ports are 18 days, which compares
unfavorably with the four days at port in Durban Loss and
damage and pilferage at Maputo 1s three times as large as the
rate at Durban ! Exhibit E 3 1 presents a descraiption of the
specialized port facilities at Maputo and at the South African
ports of Durban and Richards Bay

4 Competition and Transport Flows

The CFM railroads operate within very competitive international
transportation markets. The CFM(N) railroad competes with the
CFM(C) railroad and with the Tanzanian railroad for shipments
from Malawi. The CFM(C) railroad competes with the CFM(N)
railroad for shipments from Malawi, with Tanzanian railroads for
shipments from Zambia, and with South African railroads and
CFM(S) for shipments from Zimbabwe The CFM(S) railroad competes
with CFM(C) and the South African railrocads for shipments from
Zimbabawe, and with the South African railroads for shipments
from Swaziland and South Africa

In 1988, CFM(C) carried two percent of all the imports from
Malawi (but no exports) due to the insurgency 1in Mozambique,
while carrying 13 percent of the imports and six percent of the
exports from Zimbabwe CFM(S) carried 53 percent of the exports
from Swaziland (but none of the imports), and nine percent of the
imports and 12 percent of the exports from Zimbabwe.? In 1991, a
deterioration i1n the service provided by CFM(S), characterized by
large costs of loss and damage and pilferage and long periods of
stay at the port of Maputo, contributed to CFM(S) losing 180,00
tons of Swaziland sugar diverted to Durban (South Africa), 90,000
tons of ferroalloys from Zimbabwe shifted to Port of Elizabeth
(South Africa), and 100,000 tons of Zimbabwe steel shifted to
Durban (South Africa)

The De Leuw, Cather International Limited report quoted earlier
researched the least cost routes and degree of competition in
each transportation corridor by focusing on the total
distraibution costs of shipments via alternative transport modes
The total distribution costs examined included transportation

See De Leuw, Cather 1International Limited SADCC
Transportation Investment Priority Assessment (STIPA) Vol 1II
Prepared for USAID-Harare August 1991, page D-3

’see De Leuw, Cather International Limited SADCC
Transportation Investment Priority Assessment (STIPA) August 1991,
page F-3
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tariffs, inventory costs while 1n transit, transfer costs, loss
and damage costs and port demurrage costs While their simulation
of total distribution costs focused on high commodity values

(L e $1,000-%$2,222 values per ton) and did not use actual rail
tariffs, but instead used broad rail cost averages per ton-
kilometer for each competing railroad, some significant
conclusions emerged Even for high value commodities, high rates
of loss and damage, and long periods of stay of 18 days at CFM
ports, the CFM(N) railroad appeared to be the least cost mode for
transporting commodities from Malawi, while CFM(C) emerged as the
least cost mode for shipments from Zimbabwe and Zambia However,
the total distribution costs of shipments via the CFM(S) railroad
were the largest of all the competitors for products to/from
Swaziland and Zimbabwe This led the De Leuw, Cather researchers
to project very low traffic for CFM(S) for years 1995 and 2000
Their CFM(S) traffic projections of 1 39-2 146 million tons for
19963and 2000 are lower than the projections presented in Section
E.5.

Because of the reservations noted above regarding the use of high
value commodities and the absence of rail tariff data in the
total distribution cost comparisons, 1t was decided to simulate
different competing scenarios of CFM(S) versus the South Africa
railroads Table E 4 1 presents rail tariff information on
shipments of several key commodities via the ports of Maputo and
Durban, showing a rail transportation cost differential favorable
to CFM(S) which ranged from $11 to $19 per ton depending on the
commodity shipment in question

Table E.4 2 presents the distribution costs for commodity
shipments whose value are $1,000 per ton (towards the top values
of the commodities shipped through Maputo) assuming several port
delay scenarios at the port of Maputo At the current level of
delays at the port of Maputo (18 days), the distribution cost
differential of $21 63 per ton favorable to Durban 1i1s larger than
the rail tariff cost advantage enjoyed by Maputo ($11-$19 per
ton). Thus, there 1s no surprise that traffic has been diverted
to Durban However, 1f port delays at Maputo are reduced to 15
days (with their concomitant proportional reduction 1in loss and

- ——-damage), then CFM(S) becomes the least cost mode for the

shipments of asbestos and iron/steel, since 1in these cases the
transportation cost differential ($17-$19) in favor of Maputo 1is
larger than the $16 94 distribution cost differential favorable
to Durban By the time the delays at Maputo are reduced to 11
days, the transportation cost differential favorable to CFM(S)
overwhelms the distribution cost advantages of Durban, and CFM(S)
shipments via Maputo emerge convincingly as the least cost mode

4 1 CFM(S) Competition 1in Specific Commodities

‘De Leuw, Cather International Limited Op cit page 77
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TABLEE4 1
FREIGHT RATE DIFFERENTIALS BETWEEN CFM/S
AND SOUTH AFRICAN RAILROADS ON SH.ECTED
COMMODITY SHIPMENTS - 1980

| I | I | RAILRATE | RAILRATE | I
| | | | | PER | PER | |
I | I | |  TONKM | TON | RATE |
| COMMODITY I FROM | TO | KMs | (USS) | (USS) | DIFFERENTIAL |
| ASBESTCS, | ZVISTTAVANE | MAPUTO | 1071 | $0 039 | $42 | $17 §
| BREAK BULK | ZVISTTAVANE | DURBAN | 1683 | 0035 | 50 | I
| FERRO CHROME, | KWEKWE | MAPUTO | 1233 | $0 027 | $34 | $15 |
| BREAK BULK | KWEKWE | DURBAN | 1831 | 0027 | 49 | I
| IRON/STERL CRUDE, | REDCLIFF | MAPUTO | 1234 | $0 036 | $44 | $19 |
| BREAK BULK | REDCLIFF | DURBAN | 1832 | 0034 | $63 | I
| RAW SUGAR FOR EXPORT] CHIREDRI | MAPUTO | 981 | $0 032 | $31 | $13 |
| BREAK BULK | CHIREDRI | DURBAN | 1603 | $0 027 | a4 | I
| WHEAT IMPORTS | MAPUTO | LUSAKA | 2178 | $0 029 | $62 | $11 |
| | DURBAN | LUSAKA | 2776 | $0 026 | 73| I

SOURCE. WORLD BANK. SOUTHERN AFRICA DEPARTMENT INFRASTRUCTURE OPERATIONS DIVISION
SADCC TRANSPORT CORRIDORS™ A STUDY OF FINANCIAL STRATEGY. VOL || NOVEMBER 1880,

ANNEX. A4, PAGE 3.
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TABLEE 42

DISTRIBUTION COSTS PER TON (EXCLUDING RAR TARFFFS) FOR SELECTED SHIPMENTS FROM SWAZILAND

{IN U S. 1990 DOLLARS)
| DISTRIBUTION COSTS ] |
| VALUE | I | RAL | NO | i | LOSSAND| PORT | | !
| PER | DAYS | TRANSIT | OF | INVENTORY | TRANSFER | DAMAGE | DEMURAGE| I |
| TON | VIAPORTOF | NPORT | DAYS | TRANSFERS| COSTSbH | OOSTS | COSTSc | GOSTSq | TOTAL | DIFFERENTIAL |
|  $1,000] DURBAN | 4] 3 1] $298 | 222] $6.00 | $168] $1178] i
! |  MAPUTO | 18] 3 1] B3 | 22| 15.00 | 7.56] 3341 | $2163 |
I | MAPUTO | 15] 3 1] 740 | 222| 12.90 | 6.30 2072| 1694 |
1 [ MAPUTO | 1] 3 1] 575 | 222| 940 | 462 2199 | 1021 |
| | MapUTO | 71 3 1] 411 222] 6.00] 292] 1525 347
NOTES

a] FOR ESTMATING THE TOTAL DISTRIBUTION COSTS, THE RAR. TARIFF COST DIFFERENTIAL NEEDS TO BE ADDED (SEE TABLE E 4 1)

b] ESTIMATED USING 15 % AS THE RATE OF INTEREST

J ESTMATED FROM DE LEUW, CATHER INTERNATIONAL LIMITED SADCG TRANSPORTATION INVESTMENT PEIORITY ASSESSMENT (STIPA)
AUGUST 1991, PAGE E-5, AS PROPORTIONAL TODAYS IN PORT

TODA
SOURCE SEE TEXT



TABLEE43
TOTAL DISTRIBBUTION COST PER TON OF SELECTED SHIPMENTS JULY 1992

LS. 1992 DOLLARS)

| PORTTARIFF | NTEREST* | LOSS | I 1
|

| | |

I [ | RAL | AND | N | AND | TRANSFER] TOTAL

| COMMODITY SHIPMENTS | PORT | TARFF | ADVALOREU | TRANSIT | DAMAGE | COSTS | DISTRIBUTION COSTS |
| ASBESTOS MAPUTO | 2144 | $650 | $0 | $222] $34 48 |
| (BARBERTON SA) DURBAN | 4351 | B74 | ns 0] 0} $53 28 |
| | | | | |
| CITRUS MAPUTO | 3060 | 2415 | $12207 |
| (NELSPRUIT, SA) DURBAN | 6157 | 2044 | $106 67 |
| | | | |
| MOLASSES MAPUTO | 1614 | 160 | $28 80 |
| (MALWULA, SWAZ) DURBAN | 6419 | 257 | $73 50 |
| | i | i
| COAL MAPUTO | 755 373] 17 97 |
| (MPAKA, SWAZ) RICHARDS BAY | 1189 419] 2267 |
] | ] ] |
| CoAL MAPUTO | 1770 373 2822 |
| (MIDDLEBURG,SA) RICHARDS BAY | 2405 | 419 3355 |
| | i { |
| SUGAR MAPUTO | 1720 400] 4034 |
| (PHOZOMOYO, SWAZ) DURBAN | 1874 | 400 | 2819 |
1 | | | |
| STEEL MAPUTO | 4057 | 840 | 7862 |
| (MIDDLEBURG SA) DURBAN | 8469 | 1058 | 12208 |

* ESTIMATED AT 15 PERCENT INTEREST RATES



This section analyzes the competition faced by CFM(S) 1in its
principal freight markets The total distraibution costs of rail
shipments via Maputo and the South African ports are presented in
Table E 4 3, which 1s based on data collected by Austral
Consultoria E Projectos in July 1992

Asbestos. In spite of the significant advantage in total
distribution costs enjoyed by CFM(S) in this market, Durban has
been capturing an increasing share of the tonnage moved This has
occurred because with ships for the Far East serving Maputo every
21 days, there are more shipping opportunities through Durban,
which has weekly service Thus, the tendency to ship via Durban,

Citrus While considerable amounts of citrus are handled by
Maputo, the total distribution costs of shipping through Durban
are already 20 percent smaller Shipments to the Far East via
charters use Durban because of Japanese food quality regulations
that are not met at the port of Maputo

Molasses CFM/s enjoys a significant advantage in total
distraibution costs 1n this market, and has been able to hold off
the South African competition

Coal While CFM/s 1s still the least cost competitor in the
competition with Richards Bay, 1t 1s so by a small margin The
South African railroad and port are offering 20 percent discounts
in this market, thereby eliminating the Maputo advantage Coal
1s shaipped 1in larger shipments at Richards Bay, turning the
balance against CFM(S) Higher costs at Maputo relate to times in
port, and fewer shipping opportunities This 1s a CFM(S) market
under competitive pressure

Sugar. Longer times 1in port and huge loss and damage and
pilferage costs have eliminated the distance advantage enjoyed by
CFM(S) (It 1s now cheaper to ship sugar through Durban and the
freight traffic figures reflect this.

Steel. While Maputo enjoys a cost advantage 1n steel shipments,
South African steel uses Durban primarily because ocean shipping
costs are cheaper there The only steel shipments currently
using Maputo originate in Zimbabwe

Considering that shipments through Maputo are characterized by
bulk commodities with lower values per ton than $1,000 (sugar,
for example, 1s less than $250 per ton 1n the London futures
market), there 1s still hope that CFM(S) can recuperate some of
the traffic diverted to the South African ports 1f port delays at
Maputo are reduced to 11 days, that i1s, almost cut in half from
current levels, and 1f loss and damage and pilferage can be
controlled through a systematic program of cargo security at both
the CFM(S) railroad and ports The traffic projections for CFM(S)
presented i1in the next section assume that port delays at Maputo
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and loss and damage will be reduced to the competitive levels
presented 1n Table E 4 2, consequently these projections are
larger than those developed i1n the De Leuw, Cather report

5 Rallroad Demand Projections

Projections of the net tonnage and net ton-kilometers were
developed for the three transportation corridors following
several assumptions regarding the prevalence of peace in the
area, as well as much needed i1mprovements i1n cargo security at
both rails and ports, and improvements in waiting times for
loading and unloading at Mozambique's ports

The projections assume peace conditions in the transportation
corridors with no armed assaults on the railroads or their
property The first projection year corresponds to three years
after peace prevails The first projection year has been assumed
to correspond to 1996, that 1s three years after peace 1s assumed
to occur at the end of 1992 A second projection year is 2000,
which was selected to permit comparisons with projections of
traffic flows conducted by other researchers

The assumptions regarding time 1n transit and loss and damage
rates are as follows Rallroad transit days from Swaziland to the
port of Maputo are assumed to be reduced to two days, lower from
the 1990 level of three days, by assuming non-stop express
trains, which considerably reduce the loss and damage experience
on this rail corridor Similarly the time in transit from
Zimbabwe to the port of Beira 1s assumed to be reduced from the
16 days experience of 1988-89, while time 1in transit from Malawi
to the ports of Nacala and Beira are assumed to be reduced from
the 15-16 days experienced 1in 1988-89 Port days at the
Mozambican ports are assumed be reduced from the current level of
18 days at port to 7-11 days, that 1s, improved yet still above
the South African port experience In addition, improvements in
_cargo security at CFM rail and ports are assumed to be made, so
that the loss and damage rate on the transportation corridors of
Mozambique are reduced from the current rates of 1 2-1 5 percent
to 0.6 percent The improvement 1n cargo security will require
both the running of non-stop international cargo trains, as well
as investments i1n security,systems at railroad yards, stations
and port terminals

5 1 Domestic Cargo Projections

Domestic cargo tonnage was projected on a product by product
basis for CFM(S) for 1996 (or three years after peace) The
following products were projected at their peak levels of the
early eighties

Limestone 42,000 tons
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Cement

Fuel

Stone

Food Supplies
Other unspecified

36,000
58,000
56,000
199,000

562,000

tons
tons
tons
tons
tons

The resulting 1996 traffic 1s close to the 1982 traffic level A
slight growth 1is projected for year 2000

The domestic cargo traffic of CFM(C) 1is projected at levels

comparable to 1983 for both projection years

Similarly,

the

traffic on CFM(N) 1s projected close to the 1982-83 traffic
levels for years 1996 and 2000 The projections are presented 1in

Table E 5 1

5 2 International Cargo Projections

International cargo projections were developed on a corridor

basis as follows*

521 Northern Corridor

"~ " "The 1996 projection for CFM(N) assumes that the peak traffic of

1981-82 1in tea, tobacco and minerals from Malawi will be
recovered three years after peace arrives 1n the corridor

The

year 2000 projection comes from De Leuw, Cather International
Limited* The international projections on this corridor are
below those 1n the recent TRANSMARK study (January 1992) of this
corridor The resulting international cargo projection for the

Northern corridor 1s presented in Table E 5 1

5 2 2 Central Corridor

Shipments from Zambia were projected as 84,000 tons for years

1996 and 2000, comparable to 1987 levels
Malawl were projected at 1981 levels for 1996

Zimbabwe 1n the high growth period 1982-1988

5.2 3 Southern Corridor

The tonnages from

Zimbabwe shipments
were projected to grow at 9 5 percent annual rates to year 1996
This 1s the rate of growth experienced by the tonnage from

The year 2000
projections for the Central corridor were taken from the DeLeuw,
Cather study referred to earlier °

Flows from Zimbabwe, Swaziland and South Africa using the CFM(S)

‘De Leuw, Cather International Limited SADCC Transportation
(STIPA) Vol

Investment Priority Assessment
for USAID-Harare August 1977

I, page 77

Prepared

*De Leuw, Cather International Limited Op Cat page 77
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railroad were projected on a product by product basis for 1996
This projection 1s presented i1in Table E 5 2 and shows the tonnage
transported from each country projected at their peak traffaic
during the eighties, with the exceptions of mineral shipments
from South Africa and sugar shipments from Swaziland In the case
of the Swaziland sugar, traffic which has already been lost by
CFM(S), 1t was assumed that improvements 1in port sugar handling
technology by the port of Maputo, use of specialized rail freaight
cars for transporting sugar and reduction 1in loss and damage
rates 1n this corridor would enable CFM(S) to recuperate all the
sugar traffic lost by year 2000 All the other non-sugar traffaic
on this corridor 1s assumed to grow at the moderate rate of six
percent from year 1996 to 2000 The resulting projections,
presented in Table E.5.2, are smaller than the projections
presented in the De Leuw, Cather study cited earlier, study which
assumed sti1ll high rates of loss and damage, times 1in transit and
long periods of stay at the port of Maputo and for CFM(S). It
should be obvious that the recovery of lost traffic on CFM(S)
will require i1nvestments 1n logistics, cargo security systems and
port technology necessary to compete effectively with shipments
via the South African ports of Durban and Richards Bay Table

E 5 3 compares projections from the main corridor studies
conducted recently

5 3 Passenger Traffic Projections

Passenger traffic on the three corridors were projected at thear
peak levels during the eighties, after adjustments for the degree
of competition from road traffic In the Central corridor, where
CFM(C) competes with a good paved road, 1t was assumed that only
25 percent of the previous peak traffic would be retained The
other two corridors experience less road traffic competition,
since they compete with poor quality roads As a consequence ,1t
was assumed that only 50 percent of the peak passenger traffic
would be retained in the competition with busses and pick-up
trucks i1n the Northern and Southern Corridors The passenger
traffic projections are presented i1in Table E 5 1

6. Railroad Operational Improvements Needed

Previous sections have focused on the competitive markets in
which CFM operates, particularly the intensive competition from
the South African railroads faced by CFM(S) This section briefly
discusses the operational improvement needed to make CFM an
effective competitor The discussion starts by focusing on the
interdependence of rail and port operating strategies As
discussed 1n Section E 4, the high levels of delay (18 days) at
the CFM ports are very adversely affecting the competitiveness of
CFM(S) 1n 1its struggle to compete with the South African
railroads The first order of business should be to concentrate
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TABLEES5 1

TRAFFIC PROJECTIONS SUMMARY
1991 1996 2000
TONS TRANSPORTED (THOUSAND: - :
CFMN , 890 3601 ° 7120
NATIONAL 508 116 0 196 0
INTERNATIONAL - 382 2441 5160 *
CFMIC . 8990 -+ 17755 29570 *
NATIONAL . 22860 * 3155 4350 *
INTERNATIONAL . 4730 -+ 14800 + 25220 °
MALAWI - 179 + 4580 +  NA
ZAMBIA . 87 - 840 ©  NA
ZIMBABWE . 484 9180 NA
CFMW'S . 13851 83110 + 49040
NATIONAL ‘ : 520 3 9330 *©  1,4530
INTERNATIONAL . 8848 - 23780 5,751 0
ZIMBABWE . 100 . 6270 . 7820
SOUTH AFRICA . 5086 12720 1,606 0
SWAZILANDIA C 1562 4790 1.853.0
CFM . 24816 . 54466 . 85730 .
NATIONAL . B056°. 1,645 17840
INTERNATIONAL . 13760 . 40821 . 6.789.0

* INCLUDES THE ZAMBESIA LINE AS WELL
SOURCE. SEE TEXT



TABLE E 2.2 CFM PERSONNEL - SELECTED YEARS 1979 - 1902

| I | ! | [ | | | JUNE | J | | I ] MARCH |
I CFM | 1970 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 4990 | 1901 | 1902 |
| DIRECTRAIL | | | 19.913] 19,033 | 18,368| 17.251] 17,196| 14,427] 14,057 | | 15738 | 1
| DIRECT PORT | | | 18,178] 18,183 | | 13.920] 41,733] 9,823| 10858 10,166 | | 18,9251 i ]
| UNALLOCATED | | | 2408] 2,341 | 20s1] 1,734] 1718| 1,553] 2,153 | | 2481] i ]
I
| TOTAL | NA| NA| 40499] 40257| NA| 34339| 30718] 28738 28838] 26376] NA] 237.M48] NA| 34,355]
|
| CFMwS | | | I | | | | | l I ] | I ]
- | | I | | I | | i { | i | |
| DIRECTRAL | ! | 7284] 7,21 | | 6138 5492] 6,238| 5638| 5517 | | 528 l I
{ DIRECT PORT | | | 8878] 887 | 9124 7618] 8003| 7S63| 6971 | B8420] i 1
| UNALLOGATED | | | 691 | 682 | | 799] g00|  575| 534| 1,167 | i 856 | i I
|
| TOTAL | 13,204| 13567| 16821] 16520 | 17.045| 18,061] 13708] 12816| 13738 13656] NA| 143501] NA] NA]

SOURCE. CFM. INFORMACAQ ESTADISTICA. SELECTED YEARS.

———



Table E 23 Labos Productivity Standasds

- DEFINITION OF . BEST SUB-SAHARAN HIGH MEDIUM  LOW US CLASS 1
LABOR REQUIREMENTS FOR STANDARD - AFRICAN RAILROAD STANDARD STANDARD STANDARD RAILROAD AVERAGE *

I - MAINTENANCE OF " EMPLOYEES .
WAY AND STRUCTURES . PER TRACK - KM 054 085 112 139 023

Il - LOCOMOTIVE REPAIRS  LOCOMOTIVES -KM .
PER MECHANIC 17,451 3774 2,008 1,836 47 120

11} - FREIGHT AND PASSENGER . CAR - KMS PER

CAR REPAIRS MECHANIC 320 392 83,504 32,535 12685 871 107

IV - TRAEFIC OPERATIONS - MILLIONS OF TRAFFIC
UNITS PER EMPLOYEE 268 137 1046 0822 16 42

V - MANAGEMENT AND OVERHEAD . AS PERCENT OF )
FUNCTIONS > ALL OTHER PERSONNEL: 5 0% 9 0% 15 0% 29 0% 23.0%

3

SOURCE ESTIMATED FROM THE RECORDS OF TEN RAILROAD COMPANIES
IN SUB-SAHARAN AFRICA (EXCLUDES SOUTH AFRICA)



TABLE E 5 1 - CONTINUATION
TRAFFIC PROTECTIONS SUMMARY

1991 1006 2000
TONS KILOMETERS TRANSPORTED (MILLIONS)

CFMN - 74 772+ 1480
NATIONAL 338 - 4086 686
INTERNATIONAL - 438 366 * 77 4
CFMAC . 1705 * 6151 * 10314
NATIONAL : 249 - 89 5 1235
INTERNATIONAL . {456 + 6256+ 9079
CFM'S C 1026 - 3364 + 4878
NATIONAL : 169 853 - 807
INTERNATIONAL - 8568 © 2711+ 4071
CFM © 8512 ¢+ 10287 1665 2
NATIONAL : 762 195 4 2728
INTERNATIONAL . 2750 + @338 ' 13024
PASSENGER KILOMETERS TRANSPORTED (MILLIONS) .

CFM ) 609 . 2690 .  $30.0 .
CFMN : 47 100.0 | 108.0 .
CFM/C . 70 330 . 37.0
CFWS . 469 . 136.0 185.0 .
CFMZ . 23 NA NA

SOURCE. SEE TEXT



TABLEE 5.2
INTERNATIONAL TRAFFIC PROJECTIONS

CEM/S
(THOUSANDS OF TONS)
1996 2000
FROM ZIMBABWE :
FERROALLOYS 70 :
STEEL 177 - :
ASBESTOS : 68 :
MAIZE : 75 :
Sum . 1% ' N
ALL OTHERS : 38 -
827 702 ¢
FROM SOUTH AFRICA
COAL : 779 -
STEEL : 64
CITRICS ; 130 -
ASBESTOS : 75 - :
MINERAL PRODUCTS 50 -
ALL OTHERS : 174 :
1272 . 1606 *
FROM SWAZILAND : : :
SUGAR ™ : g5 . 380
COAL . 130 . .
MOLASSES . 126 . ) 709" .
MAIZE . 18 . .
ALL OTHERS . 110 264

479 . 1353

* PROJECTED AT 6 % ANNUAL GROWTH FROM 1866 TO 2000
™ ASSUMES 25 % OF SUGAR TRAFFIC RECUPERATED BY 1696 AND
100 % RECUPERATED BY 2000.

SOURCE. SEE TEXT



TABLEES3
COMIPARISONS OF TRAFFIC PROJECTIONS OF SEVERAL STUDIES
(THOUSANDS OF TONS AND MILLIONS OF TON KMS)

| [ | l | HAMBURG |

| | | DE LEUW, | | PORT |

| | THIS | CATHER | | CONSULTING |

| STUDY | STuDY | INTERNATIONAL | TRANSMARK | GROUP |

| YEAR | JULY, 1992 ] AUGUST, 1991 I JANUARY, 1992 | 1981 |

| CFMN | | | | |

I 1665/04 | | | |

| — | | | |

| TONS | 360 1 | 484 | N.AJ 658-940]

| TON-KMS 77.2 | NA] 277-287) 332-475|

| | | | | |

| 2000 | | | | |
| — | | |

| TONS | 7120 | 516 | N.AJ 808-1,154|

| TON-KMS 1460 | N.AJ NA| 306-565|

| | | I | I

| CFWC | | I I |

| 1996/8¢ | | { |

—t | I | {

TONS | 1,775 | 2,522-3,416 N.AJ NA|

TON-KMS B15 1 | NAJ N.AJ NA|

| | | [ I

2000 | | | | |

— | | | |

| TONS | 2,057 | 2,522-9,416 N.AJ NA|

I TON-KMS 1,0314 | N.A| NAJ NA/|

| | | | |

Crws | | | | |

1996/94 | | | |

— | | | |

TONS | 3,841 | 982-1,204] N.AJ 4,517-6453]

| TON-KMS 3364 | N.A{ NAJ 495-708|

| | | | |

2000 | | | | |

— | | |

| TONS | 4,904 | 1,392-2,146] N.AJ 5,373-7,676

| TON-KMS 4878 | NAJ NAJ 566-810|

SOURCES

DE LEUW, CATHER INTERNATIONAL LIMITED SADCC TRANSPORTATION INVESTMENT

PRIORITY ASSESSMENT (STIPA) AUGUST 1961 PREPARED FOR USAID - HARARE,
AUGUST 1681 PAGE 61

HPC (HAMBURG PORT CONSULTING GMBH). CFM TECHNICAL ASSISTANCE AND TRAINING NEEDS
FINAL REPORT HAMBURGMAPUTO 1891, PAGES 1 11 -1 14

TRANSMARK. STUDY OF THE CFWN CORRIDOR. JANUARY 1992, PAGE 6 14



on reducing the delays at the port of Maputo and i1ts high rate of
loss and damage and pilferage The following paragraphs pertain
to railroad improvements

6 1 Railroad Cargo Security

The CFM railroads, particularly CFM(S), are not immune to the
problem of cargo security This problem includes the assaults on
CFM trains and loss of locomotives on the CFM(S) line, as well as
the pilferage that occurs to shipments at stations and railroad
yvards Since most of the assaults on CFM(S) trains occurs 1n a
10-kilometer section, solution of this problem 1s possible,
indeed the CFM(C) railroad has already managed to overcome this
problem The problem of pilferage could be minimized by running
non-stop trains to/from Maputo to the borders, that i1s by
minimizing the opportunities for pilferage by railroad employees
and the local populations In addition, a comprehensive program
of cargo security should be implemented This program would
include a shipper information system to trace the location of
rail shipments at all times

In addition, cargo security at rail stations and yards needs to
be improved 1n a systematic fashion through security measures,
such as. employment screening, employee identification tags,
proper fencing and guarded entry gates, controlled and exclusion
areas, outside and protective lighting, locks, padlocks and high
security seals for the freight cars, alarms and patrol guards
These same techniques should be used for port cargo security

6 2 Use of Unit/Block Trains for Bulk Commodities

Competition for coal cargo, and other bulk commodities (such as
grain) in the Southern corridor will require improvements 1n
train length, since the South African competitors can be expected
to 1ncreasingly use unit trains (80-100 freight cars) for their
train movements The problem with matching the South African
railroads 1s that the CFM lines have their capacity limited to
28-50 car trains A start should be made to commence operating
40-50 car trains 1n the Southern corridor, with the view of
eventually improving the line to accommodate 80-car trains and
compete more effectively on coal markets

6 3 Improvements i1in the Freight Car Fleet

The current freight car fleet has two problems First, 1t 1s in
such a state of disrepair that the CFM cars are not allowed to
transit in the rail lines of the surrounding countries, which
creates the need for extra transfers and increases rail transit
times and the total distribution costs of shipments in highly
competitive cargo markets, such as Swaziland, Zimbabwe and South

Africa
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A second problem 1s the need for more specialized cars For
example, the freight cars used for transporting bulk sugar 1n
South Africa are unavailable in the CFM fleet There 1s an urgent
need to modernize and update the freight car fleet used to serve
the i1nternational traffic

6 4 Reducing Rail Transit Times and Improving Locomotive
Productivity

It currently takes three days of transit for shipments from
Swaziland to reach the port of Maputo, thereby negating the
advantage of shorter distances to the CFM ports An effort should
be made to reduce transit times through a combination of policy
options like : running unit trains, running non-stop trains to
the borders, improving the wagon fleet so that the CFM freight
cars can transit on other railroads in the region, and
negotiating agreements with the neighboring countries to expedite
cargo handling at the borders (like paying for customs at the
port on the exports from the neighboring countries) Locomotaive
productivity 1s at an all time low in the Northern and Southern
corridors, which need to be raised to the productivity levels of
CFM(C)

7 Prospects for CFM Financial Viability

This section presents an analysis of the current financial
position of CFM's railroad operations and its future prospects A
separate analysis 1s provided for CFM(S) rail operations

7 1 CFM Current Financial Status

The profit and loss statements of CFM are presented 1n Table

E 7.1 These figures show that CFM had a positive cash flow in
1987 and 1988, but that the cash flow turned negative in 1989 and
has been growing 1n negative terms since then The negative cash
flow of CFM 1in 1991 rose to MT 1,510 6 million A closer look at
Table E.7 1 reveals that the revenues from the railroad
operations of CFM did not cover their direct salary expenses from
1988 to 1990, and then only showed a positive balance of revenues
over salary expenses 1n 1991 as a consequence of a major 1increase
in the rail tariffs In contrast, the revenues from CFM port
operations have always shown a healthy surplus over the direct
salary expenses at the ports The conclusion 1s that port
operations have been consistently contributing positive cash
flows to CFM, while the railroad operations have been a
consistent drain on the finances of CFM.

In view of the fact that the railroad accounting system does not
permit a thorough allocation of costs between railroad and port
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TABLEET 4
CFM PROFIT AND LOSS STATEMENT

(MILLIONS OF METICALS) *
1991 1990 1969 1988 1067
RAILROAD SECTOR
REVENUES 153583 8001 9 5990 4 43683 2548 2
LESS DIRECT SALARY EXPENSES 13 350 1 101657 88883 477114 22447
20082 ( 41638) ( 28979) ( 4048) 300 5
PORT SECTOR
REVENUES 42,962 5 20 137 6 244917 14259 5 66639
LESS DIRECT SALARY EXPENSES 94657 84655 58987 31950 16352
33 496.8 226721 18 503 0 110585 52287
OTHER REVENUES 13,634.4 10,158 7 31194 1342 1 963 8
LESS UNALLOCATED GENERAL
EXPENSES 50 650 0 28814 3 18 857 4 10 084 © 48410
NET INCOME
(EXCLUDING DEPRECIATION) ( 15108) ( 1473) ( 429) 1908 9 16518

*UsD 1 = 2,900 MTS

SOURCE CFM INFORMACAQ ESTADISTICA. SELECTED YEARS



TABLEET?2

ALLOCATION RULES

FOR ASSIGNMENT OF COSTS
TO CFM RAILROAD

AND PORT OPERATIONS IN 1981

PERCENT ASSIGNED TO
EXPENSE ACCOUNT ALLOCATION RULE RAILROAD PORT
DIRECT RAILROAD SALARIES DIRECTLY ASSIGNABLE 100% 0%
DIRECT PORT SALARIES DIREGTLY ASSIGNABLE 0% 100%
DIRECT SALARIES PROTECTIONFORCE ~ PROPORTIONAL TO DIRECT RAILROAD 50% 50%
SALARIES OF THE PORT PROTECTION FORCE **
PENSIONS PROPORTIONAL TO DIREGT RAILROAD 58 5% 415%
& PORT SALARIES (VARIES BY RAILROAD)
REVENUE DISCOUNTS ASSIGNED TO RAILROADS 100% 0%
FUEL PURCHASES ASSIGNED PROPORTIONAL TO FUEL USE *** 70 6% 20 4%
AT RAILROADS AND PORTS (VARIES BY
RARLROAD) 100% 0%
AUTQ FINANCIAMENTO ASSIGNED TQ RAILROADS 100% 0%
TRAINING OF BRIGADAS 0DE MEJORAMENTO  ASSIGNED TO RAILRQADS 100% 0%
EXPENSES OF CLUB FERROVIARIOS ASSIGNED TO RAILROADS 100% 0%
EXPENSES OF PROTECTION FORCE PROPQRTIONAL TO RAILROAD/PORT
PROTECTION FORCE DIRECT SALARIES = 50% 60%

OTHER EXPENSES

SALES TAX ON PURCHASES
GENERAL SUPPLIES

ELECTRICITY AND WATER
EMPLOYEE TRAVEL EXPENSES
TELEPHONE AND TELEX

OTHER PURCHASES NON SPECIFIED

}ASSIGNED IN PROPORTION TO ALL OTHER ASSIGNABLE COSTS (VARIES BY
RAILROAD) (O 77 METICAIS PER ASSIGNED COSTS TO RAIL AND PORTS) *

NOTES

* THE EQUIVALENT FIGURE FOR CFM/S 15 1 15 METICAIS PER ASSIGNED COST TO RAILROADS AND PORTS
** ASSUMED TO BE EQUAL IN THIS EXERCISE

** THE FUEL USE PROPORTIONS FOR CFM/S ARE 70 68 % FOR THE RAILROAD AND 29 4 % FOR THE PORT
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TABLEETA
CFMPROFIT AND LOSS STATEMENT

(RALROAD OPERATIONS ONLY)

SELECTED YEARS 1588 AND 1881

AND 1096 AND 2000 PROJEGTIONS

{MLLICNS OF METICAIS) *

1988 1691 1096 2000
{AT CURRENT PRICES]) (AT CURRENT PRICES) (AT CONSTANT 1961 PRICES) (AT CONSTANT 1861 PRICES)

REVENLES 43683 15 3583 44 B85 c] 2821 ]
DRECT SALARY 47711 133500 13 350 13 350
FUEL 906 3 d] 4 2604 dj 7 BSD bj 12800 bf
OTHER GENERAL EXPENSES 659350 n) 3508056 o] 5080 6 350806
NET NCOME
(EXCLUDING DEFRECIATION) (p248 1) (37 M17) [11004 B) 11,500 4
REQUIRED LABOR FORGE REDUGTION
TO BREAKEVEN 7396 o
(1 5 MILLIONMT PERPERSON -
YEAR N 1991)

* 1962 Exchange Rate 1UBD=2.900 MTS

NOTES a ESTIMATED ONTHE BASIS OF THE STUDY WORLDBANK. SOUTHERN AFRICA DEPARTMENT BADCC
TRANSPORT GORRIDORS A S8TUDY OF FINANCIAL STRATEGY VOL Il ANNGG 1

PAGES 6 AND®

b FUEL USE WASPROJECTED PROPORTIONAL TO THE CROWTH INLOCCMOTIVE - KL OMETERS

¢ REVENLESWERE PROJECTED ASSUMING CONSTANT 1961 REVENLES FORNET TON KLOMETER TRANSPORTED
d ALLOGATED TO THE RALRCAD PROPORTIONAL TO IT8 DESEL AND GASOL NE USE

8 ALLOCATEDAGCCORDNG TO THE ALLOCATIONRLLES PRESENTED NTABLEES 2



operations®, an attempt was made to allocate rail and port costs
on the basis of information external to CFM To that effect a
World Bank 1990 study’ was used to separate the railroad portion
of the unallocated other general expenses of Table E 7 1 from the
rail portion for the Central and Southern corridors in year 1988
The World Bank study allocated 73 percent of unallocated other
general expenses to rail in the Southern corridor, and 83 8
percent i1n the Central corridor (no estimate was provided for the
Northern corridor) Adding the costs of the two corridors
resulted i1n the assignment of 77 6 percent of the CFM unallocated
other general expenses to the rail operations This rail cost
proportion, albeit large, was used to assess the net cash flow
from CFM railroad operations in 1988 A set of allocation rules,
presented in Table E 7 2, was designed for assigning the
unallocated general expenses for 1991. The resulting cost
allocations are presented in Table E 7 3 These figures show the
CFM railroads experiencing cash flow losses of MT 8,246 million
in 1988 and MT 37,342 million 1in 1991

- 7 2 CFM Future Financial Prospects

CFM revenues and expenses are projected for years 1996 (three
years after the breakout of peace) and 2000 The projections,
presented 1in Table E 7 3, use constant 1991 price levels, and
assume that the 1991 expense levels for direct salary and other
general expenses allocated to the railroad will remain constant
1n real terms (after adjustment for inflation), that 1s, that
direct salaries and other general expenses will grow at the rate
of i1nflation. Assuming that the revenue per net ton kilometer
transported remains constant in 1991 prices, the railroad
revenues are projected 1in accordance with the traffic projections
presented in Section E 5 On the basis of the traffic projections
presented earlier, CFM will still experience a negative cash flow
in 1996, as shown 1in Table E 7 3, even 1f they hold the line on
wages and general expenses Breaking even (on a cash flow basis)
under these conditions will require reducing the CFM railroad
staff by as much as 7,396 workers However, by the year 2000 CFM
railroad operations will show a profit, profit to be increased to
MT 22,684 million (1991) 1f the 1996 labor force reduction of

®The CFM profit and 1loss statement does not include
depreciation expenses, which are unavailable due to the fact that
the railroad and port assets have not been valued 1In addition,
interviews with CFM accounting and finance officials, and their
consultants, i1ndicate that the current accounting system 1s unable
to provide costs of commodity shipments or even to allow an
allocation of rail/port costs

- ™orld Bank Southern Africa Department Infrastructure
Operations Division SADCC Transport Corridors Study of Financial
Strategy Vol 2 Annex C-1 November 1990, pages 5 and 6
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TABLEET7 4

CFM/S PROFIT AND LOSS STATEMENT

(MILLIONS OF METICAIS) *
1091 1990 1969 1068 1987
RAILROAD SECTOR :
REVENUES 41527 © 34405 -+ 43027 845156  18018°
LESS: DIRECT SALARY - -
EXPENSES 50688 40224 45125 *© 25193 10850
‘( 18156)°( 14819)'(  1198) 0322 8266
PORT SECTOR . . - . : -
REVENUES . 216576 * 148587 12,0175 ° 68440 36311
LESS DIREGT SALARY : : . - - .
EXPENSES 408406 © 31208 28287 *  16871° 0049
18,7080 * 117289 04888 ' S51580° 27262
OTHER REVENUES 13644 *© 23786 *© 21484 °  4276°  3738°
LESS UNALLOCATED .
GENERAL
EXPENSES 212423 404790 + 07718 * 53223+ 24904
NET INCOME ' ' '
24466 . 14461

(EXCLUDING DEPRECIATION) .( 4.8855).

1,184.4

1.436.2

*1USD =2800 MTS
SQURCE. CFM INFORMACAO ESTADISTICA. SELECTED YEARS



TABLEETS
CFM’S PROFIT AND LOSS STATEMENT
(RAILROAD OPERATIONS CNLY)
SELECTED YEARS 1968 AND 1991

AND 1396 AND 2000 PROJECTIONS
{MILLIONS OF METICAIS) *

1968 1894 1996 2000
(AT CURRENT PRICES) (AT CURRENT PRICES) (AT CONSTANT 1991 PRICES) {AT CONSTANT 1591 PRICES)
REVENUES 34616 41627 13,626 0 o 197830
DIRECT SALARY 25193 5968 3 5588 3 5968 3
FUEL 805 6 d] 6222 d] 7212 b] 10267 b
OTHER GENERAL EXPENSES 3,34 1 4] 130688 8] 13068 8 13 068 B
NET INCOME
(EXCLUDING DEPRECIATION) (30225 {15 506 8) (6.126 3] 5008
REQUIRED LABOR FORCE
REDUCTION TO BREAKEVEN
4 086 )

(€0 15 MILLUON MT PER

PERSON- YEAR IN 1991)
* 1USD = 2900 MTS

NOTES a ESTIMATED ON THE BASIS OF THE STUDY WORLD BANK SOUTHERN AFRICA DEPARTMENT SADCC TRANSPORT CORRIDORS A STUDY OF FINANCIAL

STRATEGY VOL Il ANNEXC -1 PAGEG
FUEL USE WAS PROJECTED PROPORTIONAL TO THE GROWTH IN LOCOMOTIVE - KILOMETERS

REVENUES WERE PROJECTED ASSUMING CONSTANT 1991 REVENUES PER NET TON- KILOMETERS TRANSPORTED
ALLOCATED TO THE RAILRQAD PROPORTIONAL TO ITS DIESEL AND GASOLINE USE
ALLOCATED ACOORDING TO THE ALLOCATION RULES PRESENTED IN TABLEE B 2

o
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7,396 workers goes 1n effect
7 3 CFM(S) Current Financial Position

The rail and port operations of CFM(S) showed a negative cash
flow 1n 1991, after running positive cash balances during the
earlier period presented in Table E 7 4 The railroad operations
of CFM(S) have not generated enough revenues to cover the direct
salary expenses of the rail workers since 1989, a situation which
worsened in 1991 in spite of the tariff increases.

Allocating the other general expenses 1n accordance with the
proportions used in the World Bank study referred to earlier for
1988 and the allocation rules presented in Table E.7.2 for 1991,
results i1n a negative cash flow of MT 15,507 million for the rail
operations 1in 1991, a large increase when contrasted to the 1988
losses presented i1n Table E.7 5.

7 4 CFM(S) Future Financial Prospects

The revenues and costs of CFM(S) were projected to 1996 and 2000
using the same identical methodology used in the analysis
presented in Section 7 2 These projections use the CFM(S)
traffic projections presented in Section E 5 Table E.7 5
presents the financial projections of CFM(S), which exhibait a
large cash flow deficit of MT 6,129 million (1991) 1in 1996
However this deficit 1s significantly reduced by year 2000, when
the cash flow becomes positive CFM(S) will continue to show a
cash flow deficit by 1996 and will require a major labor force
reduction of 4,086 workers in order to avoid cash flow deficits
then By year 2000, the CFM(S) will be operating with a slight
positive cash flow If the major labor force reduction of 1996
goes into effect, the positive cash flow by year 2000 will

-- — 1ncrease to the level of MT 6,429 million (1991)

e}
!
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ANNEX F ANALYSIS OF CFM SHORT LINE RAILWAYS

CFM 1s considering the closure of three short lines because of
low traffic volumes and revenues These lines are Zambezia, Xai-
Xa1i, and Inhambane, whose respective distances and current
traffic levels are presented in Table F 1 A summary of the
situations of these lines and of the analysis conducted
concerning their viability follows

1. Short Line Traffic

Traffic on the short lines 1s extremely low, a fraction of what
1t used to be. All three lines are affected by both the
insurgency and road traffic competition The Xai-Xai1i line has
road competition all the way to Manjacauze, but no road service
1a available to the ends of the line at Chicomo and Mauele
because of either a poor road (Chicomo) or a non-existent road
(Mauele) Both of the other lines Zambezia and Inhambane suffer
adversely from road competition The Inhambane line carrilied
30,000 passengers 1n 1981, traffic which has evaporated on
account of road competition and the insurgency

Only the Zambezia line still carries noticeable traffic stone
and building products, petroleum products, corn, wood and cashew,
amounting at present to 1200 tons annually No rail-dependent
firms exist i1n Xai-Xai or Inhambane

1 1 An Overview of CFM/Zambezla

The Zambezia Line runs 148 kms from the Quelimane port to Mocuba
i1n central Zambezia Province, the jumping off point for roads
which lead to what were once some of Mozambique's most productive
agricultural regions CFM/Z 1s organizationally unique, the
railway's only completely domestic line which has directorate
status and 1s granted more managerial atounomy than the short
lines of either Xai-Xai or Inhambane

Currently plagued by security and equipment problems as well as
by the war's nearly total disruption in the tea, sisal, cashew,
cotton and maize producing lands to the north and east, the
railway currently operates two mixed trains per week Praincaiple
products shipped down the line at present are timber (logs) for
export, stone and gravel to Quelimane for construction, and small
amounts of cashew and sisal Important products moved up to
Mocuba are food (both donated relief commodities and commercially
imported ones), petroleum products, and general consumer goods

The position of CFM/Z 1n the regional transport economy 1s
conditioned by 1its relationship with the trucking industry In
the first place, because the railhead i1s 100-200 kms from the tea
areas (earlier the source of most traffic and one of Mozambique's
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most important exports until 1982), middle distance haulers feed
the rail line During the early independence era, CFM ran
regional trucking operations which tranferred goods to rail,
since the separation of C A Camionagem as an autonomous state
enterprise i1n 1984, links have been less strong Increasing
praivatization of the trucking industry in Zambezia has further
weakened the truck to rail tranfer at Mocuba for all but heavy
goods

Because the CFM/Z line runs essentially parallel to Zambezia's
main highway, many haulers avoid delays and transfer costs by
trucking directly to port However, limitations of highway
bridge weight capacity limit the loads which can be carried by
truck, and CFM rates are at least 20 percent lower for heavy bulk
commodities than parastatal trucking rates, and up to half the
cost of praivate hauling In any case, competition between rail
and road between Quelimane and Mocuba 1s an important feature in
any assessment of the railway's future role

CFM/Z operations are significantly overstaffed for present
traffic levels An average of two trains a week make the 12-14
hour journey to Mocuba which once took four Large numbers of
support personnel are underutilized, CFM/Z maintains only five
stations along i1ts line, having closed three during the 1980s
The only important inland loading points for freight are at the
Mocuba railhead and from six sidings which link industrial sites-
—-cotton and sisal processing plants, a ceramic brick and tile
factory, a quarry, etc --to the line

Maintenance of way staff (approximately one per kilometer of
line) clear brush and replace sleepers as they fail, however
budgets do not permit routine relacement of wooden sleepers
(cited at 15,000 per year during colonial times and now less than
200), thus the condition of the line has deteriorated
significantly Workshop personnel maintain and rehabilitate
steam locomotives as well as routinely rebuild freight and
passenger cars Many of these maintenance operations can be seen
as employment of labor in compensation for the extreme
undercapitalization of CFM/Z, the only significant new investment
1n CFM/Z since 1975 has been second hand equipment passed down
from Beira as operations there have shifted to diesel

The prospects for CFM/Z remain uncertain The port of Quelimane
has been slated for renovation beginning in 1993, increasing 1its
berthing, transfer, storage and container capacities Agri-
cultural production 1n Zambezia 1s expected to rise rapidly and
significantly--by at least 10 times within five years after
peace. The World Bank 1s currently appraising an investment
program for smallholder production in Zambezia. In addition, the
flow of construction materials and other heavy capital goods to
Alto Zambezia from the port of Quelimane 1s expected to be large
enough to tax transport infrastructure significantly during the
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TABLEF 1
AS OF JUNE 30, 1692

SELECTED TRAFFIG DATA ON THE SHORT LINE RAILROADS

I
I
i
i

XALXAILINE |

ZAMBEZIA LINE |

INHAMBANE LINE i

XALXA) - CHICOMO 180 KMS

] QUELMANE-MACUBA 150KMS |

INHAMBANE - INHARRIME 90 KMS |

TRACK KILOMETERS MANIAGAUZE - MUELE GOKMS |
PASSENGER TRAFFIC ] | | |
q | | I
PASSENGER TICKETS SOLD | 1543 5918 | 07 |
PASSENGER - KMS (000) | 120 378 | 964 |
4 { | |
FREIGHT TRAFFIC | ] | |
~—] | | |
TONS i 183 5952 | 10 |
TONKMS (000} I 134 | 3265 | B |
- | | |
NO OF TRANS | | 1 |
! | | |
(EXCLUDES SERVIGE TRANS) | l I l
MIXED TRAINS { 62| ) T
TRAIN-KILOMETERS l 4310] 5200 | 1620 ] |
{ —] - |
PRINGIPAL FREIGHT GARRIED | WOOD AND LUMEER i STONE B CEMENT | WooD |
i RAL BLEEPERS | PETROLELMPROOUGTS | GASHEW |
| | GORN | COTTON |
| | wooo | COPRA '
| | GASHEW | SAND AND STONE |
y i — =
RAL-ORENTEDFRMSN | | ENABEL({LOGEXPORTS) | i
ALONG THE RAL LINE | NOME | DOMNGO MAROLES | NONE |
I [ (LOG EXPORTB) | i
| |  CFTA(CEMENT 8STONE) | |

—_

SPECIAL COMMENT | ] | LNEGLOSEDFROM1870TO 1980 |

o] ESTMATED



TABLEF2
SELECTED FINANCIAL INFORMATION ON THE SHORT LINE RAILROADS
A5 OF JUNE 30 1992
(IN 1992 METICAIS) *

| XAXAILINE |  ZAMBEZALINE | INHAMBANELINE |
REVENUES (000) | 6 412 107,265 10,843 |
PASSENGER REVENUES | 2103 NA] NA|
FREIGHT REVENUES 2184 NA NA
OTHER REVENUES 2146 NA] NA]
EXPENSES (000) 106 181 620 B33 112,620
SALARIES AND WAGES 76,148 211,816 NA
GENERAL EXPENSES 18752 402,139 NA
EXPENSES ON PROTECTION FORCES 11314 8978 NA
NET GASH FLOW INCOME (98 779) (515 099) (1116
PERSONNEL 108 703 264
RAILROAD WORKER 162 783 284
PROTECTION FORCES 94 NA NA
REQUIRED LABOR FORCE REDUCTION
TO BREAKEVEN
(@ 1 6 MILLION MT PER PERSON - YEAR) 67 342 74
RAIL COSTS PER TON TRANSPORTED (000) 564 1497 1,029

“1USD =2 900 MTS



TABLEFD

TRUCK/RAIL COST COMPARISONS ON THE SHORT LINE RAILROADS
AS OF JUNE 30 1822 (THOUSAND METICAIS) *

| XAJ-XAl LINE | ZAMBEZIA LINE | INHAMBANE LINE |

' ) ] J

TRUCK SERVICE | GOOD DIRT ROAD TO ﬁi PARALELL TO THE ﬁll PARALELL TQ THE j

AVAILASILITY | MANJACAUZE | NATIONAL HIGHWAY | NATIONAL HIGHWAY i

UNIMPROVED DIRT ROAD (IN SOME STATE QF }

MAJACAUZE-CHICOMO DISREPAIR) |

NO ROAD TO MAULELE |

|

FIRMS PROVIDING GOMPETING | CAMIOGEN CAMIOGEN CAMIOGEN ]

PASSENGERFREIGHT SERVICE | OLIVEIRA TRANSPORT PRIVATE FIRMS 1

(PASSENGERSERVICETO | INDEPENDENT TRUCKERS |

MANJACAUZE) |

TRUCK/RAIL COST COMPARISON |

|

TON-KMS 134 3205 |

RAIL COSTS 106 191 820 939 112520 |

TRUCK COSTS 6026 122 437 i
|

SAVINGS FROM LINE CLOSING ] 101 1686 | 496 496 | {09 }

*{USO=2900 MTS
NOTE

o———

a ESTIMATED AT 376 METICAIS PER TON-XM FOR CAMIQGEN SERVICE
(INCLUDING 226 METICAIS PER TON-KM AT OFFICIAL TARIFF RATES
60 PERCENT EMPTY RETURN AND AN 11 PERCENT SURCHARGE FOR
SECURITY PROTECTION SERVICE)
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reconstruction effort It 15 extremely likely that the flow of
goods 1n and out of Zambezia will grow rapidly in coming years

However, the possibility of substituting truck for train
transport calls into question the railway's future role Clearly
CFM/Z has lost 1ts position 1n the passenger market, it 1s too
slow and too inflexible to be attractive to any but the poorest
passengers Should investment 1n reinforcing or rebuilding
bridges and the roadbed from Quelimane to Mocuba be made, heavier
loads may be able to move by road, further eroding the
competitive advantage of the railway for freight traffic

It 1s clear that with reductions 1n staff on par with those
proposed system-wide and with realistic expectations for the

___ _growth of traffic in coming years, CFM/Z operations could reach a
break-even point earlier than some of the larger international
CFM lines But the extreme undercapitalization of CFM/Z makes
this short-term financial break-even misleading. Unless CFM/Z 1s
recapitalized significantly, mainly through investment in line
rehabilitation but also in locomotives, rolling stock, and other
equipment over the middle term, 1ts operations will be neither
competitive nor sustainable

A thorough feasibility study of the prospects for CFM/Z 1is
required 1n order to assess 1ts potential long-term technical and
economic viability Only on the basis of accurate traffaic
projections, recapitalization requirements, detailed staffing and
operating cost projections, etc can the decision of whether or
not to close the line, privatize 1t, or rehabilitate 1t within
CFM be taken with confidence

While the closure of the Zambezia line would be a significant
blow to the local economy, especially in Quelimane, 1t would not
eliminate transport access to rural Zambezia Road transport
would easily substitute for lost rail facilities 1n transport of
passengers and light goods Heavy goods and local produce for
export may remain the problem

The question of whether rail-port links from Mocuba are more
efficient than road-port links, requires further study An
assessment of the investment and operating costs of the entire
regional transport system in Zambezia 1s needed 1n order to place
any decision regarding CFM/Z 1in context It may be that over the
middle run the Zambezia line 1s an economically viable and
___important link from Mozambique's most productive highlands to the

national and export markets

2. Financial Results From Operations

As shown 1n Table F 2, all the short lines exhibit negative cash
flows for the first semester of 1992 Xai1-Xai's and Inhambane's
negative cash flows range between MT 100 to 112 million as of
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June 30, 1992 The Zambezia's negative cash flow 1s five times
larger, but approximately equal on a per ton basis These cash
flow deficits are a negligible proportion of CFM's operating
deficits The labor force reduction requirements to break even
on cash flow are 67 workers at Xai-Xai, 342 workers at Zambezia
and 74 workers at Inhambane The cost per ton of freight
transported exceeds the value per ton of the commodities
transported in all the three short lines

3 Road Competition

Both the Zambezia and the Inhambane lines compete with parallel
truck and passenger service along the principle south-to-north
national highway. The road, however, 1is 1in some state of
disrepair north of Quelimane, where the depth of the base and
sub-base and bridge supports are not sufficient to support heavy
trucks.

The 1ssue of road competition on the Xai-Xai hinterland i1s more
complex A good dirt road exists from Xai-Xai to Manjacauze over
which trucking and passenger service 1s avallable from Camionagem
and private entrepreneurs Manjacauze and Chicomo are linked by
an unimproved dirt road which 1s 1n significant disrepair, but no
trucking and passenger service 1s provided Only a trail 1is
available to Mauele

Comparisons of rail costs with trucking costs presented in Table
F.3, reveal that trucking costs at official rates (assuming 50
percent empty return and heavy security) are much smaller than
rail, and that overall cost savings would be realized by the
short line closings That 1s, based on present traffic and
personnel costs, the lines should be closed solely on economic
criteria However, social considerations play an important role
in abandonment decisions, as 1s discussed below

4. Social Considerations

4 1 Loss of Transport to Rural Areas

Social i1ssues pertaining to the closure of the short rail lines
concern the loss of mobility to the residents of Chicomo and
Mauele on the Xai-xai line, and the need to convert the rail
lines' property and assets to productive use, while safeguarding
and protecting the social use of some of the property

Thairty weekly passengers ride the Xai-Xai1i line in each direction
If this line i1s closed, these travelers would lose their mobility
and access to markets and health care available through the rail
service However, the passenger and freight traffic generated by
Chicomo and Mauele 1s too small to justify a major road
investment At construction costs of $5,000-$20,000 per
kilometer of dirt road, 1t would be cost-effective to maintain a
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skeleton rail service 1in lieu of building even 150-kilometers of
low quality road to these places

Another problem with investing 1n road improvement to substitute
for a closed Xai-Xai1i line concerns the numerous rivers that would
require bridges, since existing rail bridges are the most narrow
in the CFM system, they would require widening to carry vehicles
A related 1ssue concerns whether the road Xai-Xai to Manjacauze
has sufficient traffic to upgrade 1t to an all-weather gravel
road Traffic volumes of 50 vehicles per day (or 25 trucks/buses/
vans) would be required for the improvement to be viable, from a
benefit-cost analysis viewpoint

Thus the expense of replacing Xai-Xai rail service, important for
social reasons even 1f not profitable, may be greater than that
of absorbing 1ts losses for several more years until post-war
development of production justifies road construction

In addition to the loss of socially important transport
facilities, closure of the short lines will effect the
communities, especially i1n the port towns, where their operation
are located

4 2 Loss to Communities of CFM Owned Social Infrastructure

CFM's real estate property along the short lines 1s extensive At
Xai1-Xai1, CFM owns the stations, the manager's house, four
warehouses (two already rented to the private sector and one used
gratis by a provincial furniture factory), two large yard shops
used to manufacture kitchen furniture), 48 houses, the best
sports stadium in the town, and the Clube Ferroviaria, which 1is
the center os social activities i1n Xai-Xai 1In Quelimane,
Inhambane and Mocuba CFM 1s similarly endowed with extensive
properties, many used by the general community and for public
purposes

The social uses of the Clube Ferroviaria's facilities, the sports
stadium, and the building housing the health clinic should be
protected for the general public by transferring responsibility
for administering them to the provincial government, under the
condition that the social services rendered will be maintained
and opened to the general public Current residents of CFM

" housing and CFM employees should also have first option of

renting or using CFM facilities

5. Recommendations Regarding Short line Closures

While there are strong economic arguments for the closure of
CFM's three short lines, consideration of factors unigque to each
line makes the recommendations for each case different The
following recommendations on each line can be advanced
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5 1 The Inhambane Line

This line, which had been closed from 1970 to 1980, should be
abandoned The first ten kilometers of track should be kept open,
since they are needed for the National Railway school Convert
CFM's social-oriented property in Inhambane to public use

5 2 The Zambezia (Quelimane) Line

It 1s premature to close this line because 1t has some economic
potential. A full scale feasibility study should be undertaken
to analyze the economic viability of rehabilitation and/or
privatization of the line Attempts should be made to find a
private buyer (preferably a local buyer) for this railroad

In the meanwhile, large scale rehabilitation activities should be
postponed. A manpower reduction of at least 342 workers should
be implemented to bring expenses in line with revenues Public
use facilities (stadiums and clubs) associated with this line
should be transferred to the provincial government

If adequate traffic increases fail to materialize 1n peace time
conditions, the line should be closed

5 3 The Xai-Xai Line

On purely economic grounds, the Xai-Xai line should be closed

But the first 50 kilometers of track and steam locomotives should
be kept (mothballed) pending a time when the tourist traffic to
the Xai1-Xai1 beaches materializes Operation of this stretch of
the Xai1-Xai1 line as a tourist facility may ultimately be
profitable, preferably under the auspices of a private owner or
lessor

However, there are strong social reasons to suggest that the
strict economic decision of closure 1s not appropriate for this
line The cost of running the railroad 1s considerably smaller
than the cost of building poor quality dirt roads to Chicomo and
Mauele. Thus the line should be left open 1f the government's
policy 1s not to adversely affect the mobility of these
residents

In any event, CFM should further reduce the staff of this line by
at least 67 workers to bring expenses more 1in line with receipts.
No 1investments in improving the track should be undertaken
Skilled labor and personnel in the yards should be encouraged and
assisted to go into private manufacturing Key railroad property
with social/public uses should be administered by the provincial
government and opened to the public



ANNEX G ANALYSIS OF OPTIONS FOR REDEPLOYING LABOR
1 Staff Profile

Accurate staffing figures have proved very difficult to

obtain Manpower planning statistics are not systematically
kept 1n CFM Monthly staff returns are made to the Human
Resources Department in the General Directorate but different
collection and presentation systems are used by each Executive
Directorate and little effort 1s made centrally to collate the
information and turn i1t into current management information
The final figures used to assess levels of excess staff in the
various areas and departments are deemed to be as accurate as
possible. (See Table G 1 ) Some discrepancies 1in totals will
be found in tables showing the age and education of the work
force as data came from different sources

As shown in Table G 1, the Mozambique Railrocad (CFM) currently
employs total of about 19,900 permanent workers, 13,775 in the
rallroads and 6,155 1n the ports O0Of the total number of
permanent workers approximately 60 percent are unskilled with
less than four years of education And 24 percent are above
the age of 50 years

The staffing figures shown exclude 952 permanent employees and
2,799 temporary workers in the Brigadas de Melhoramento
(rehabilitation brigades) who work solely on donor funded
track improvements and do not come into the frame of normal
CFM activity They also exclude 11,352 temporary workers in
the ports to whom CFM has no legal responsibilities and who do
not come 1nto the scope of this study

Almost all staff over the age of 60 have now left CFM due to
the policy of early retirement that has been in force for two
years. This has been an effective policy 1n shedding staff who
are 1n the unskilled categories where the majority of excess
1s to be found Where data i1s available (from CFM/N) almost 70
per cent of those retired early were in Group III, the basic
unskilled manual labor cateqgory Many workers, however, 1in
this category, while not having the ability to be promoted are
highly skilled in their trades after years of experience and
1n some cases could be a loss to their departments

The work force 1s in general very poorly educated This 1is
largely a historical legacy from colonial times when Africans
received no education, so reducing staff in the upper age
ranges should gradually lead to a better educational balance
1n the work force Unfortunately young people are often still
not receiving much education and in CFM/C (where the
information 1s available) 140, or 11 percent, of employees
under the age of 30 are 1lliterate Only 9 percent of the
entire work force in CFM/C has an education above primary
level (6th grade)

There 1s currently a policy not to take any recruits who have
less than 9th grade education CFM provides literacy classes
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Table G 1 Profile of CFM's Permanent Staff

Total CFM Staff
Malnienance Traffic Workshop Managementi TOTAL TOTAL TOTAL
Way & Structurd  Operations | Englneering | & Support | RAILWAY | PORT STAFF
CFWS 1027 16850 1207 683 4587 2815 7482
CFM/C 1808 1459 1485 512 5384 2125 7489
CFM/N 062 731 571 474 2738 947 3885
CFWZ 228 167 138 195 723 168 891 [
Gen Dhac‘ 383 303 383
Total 4120 4007 3404 2247 13775 6155 19930
Education profie*
Maintsnance Traffic Workshop Management] TOTAL TOTAL TOTAL
Way & Structurg Operations | Englneering | & Support | RAILWAY | PORT STAFF
it. 1,001 576 372 247 2,106 Qg1 3177
1-3 yoars 1,901 760 1,029 585 4,275 1,910 6,185
48 yoars 1,050 1,354 1,499 819 4,722 2,110 68,832
78 years 73 1,189 175 215 1,652 738 2,390
9-10 years 82 112 274 295 763 H1 1,104
11th year 11 7 4 43 65 29 94
College 2 5 37 28 73 33 106
University 0 4 11 14 28 13 42
Total 4,120 4,007 3,401 2,247 13,775 6,155 19,830
Age Profie”
Mamienance Traffic Workshop Management TOTAL | TOTAL | TOTAL
Way & Structurg Operatons | Engmeenng | & Support | RAILWAY | PORT STAFF
18-25 196 1990 421 200 1,016 454 1,470
26-30 274 4056 453 386 1,518 678 2,196
31-35 694 574 440 366 2,074 827 3,001
3640 762 549 422 313 2,046 914 2,960
4145 653 704 521 301 2,179 974 3,153
46-50 4980 574 375 239 1678 750 2428
5165 543 508 417 251 1,719 768 2,487
56-60 507 401 351 183 1,532 685 2,217
*60 1 3 1 8 13 6 19
Total 4,120 4,007 3,401 2,247 13,775 6,155 18,830

* Age and Educabon Profile Compile from Reports recetved from regional CFM's Offices
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and encourages employees to improve their academic
qualifications through evening classes The National Railway
School at Inhambane provides academic education from grade 6
up to grade 9 as well as vocational training

While CFM 1s overstaffed in the unskilled areas of work it has
a serious shortage of good quality staff in technical and
managerial positions

The restructuring and the streamlining of Mozambique National
Railroad Company, will displace approximately 10,300 permanent
workers 1in the railroad department and approximately 3,450
permanent workers in the ports The number of redundant
workers 1s estimated as the difference between CFM's current
labor force and calculated labor requirement The labor
requirement analysis takes into account traffic estimates for
1991 for the four lines -- CFM/South, CFM/Central, CFM/North
and CFM/Zambezia, and selected railroad performance standards
for the second best African railroad company (high standard)
see Table G 2 -~ Work Force Attrition

USAID through this project wants to assist the Government of
Mozambigue (GRM) to absorb as many as possible of these
redundant workers i1into the productive economy The redundant
work force will be taken off CFM's payroll through attraition,
and several redeployment programs

2 Attrition

Realistically 1t will be mid-1994 by the time that the project
financial manpower study on CFM 1s completed and approved for
implementation During this period of approximately two years
there will be natural attrition of the existing work force
through a combination of resignations, disciplinary
dismissals, medical disabilities, death and retirement

It 1s estimated that normal attrition excluding retirements
w1ll reduce the work force by approximately 4 percent or 660
employees over the two years, while normal and accelerated
retirements at age 60 will account for a further reduction of
3,300 employees, providing a total reduction of 3,970 workers
See Table G 2 Work Force Attrition

To facilitate accelerated attrition 1t 1s proposed to
introduce a special severance scheme for those employees who
will reach 55 years of age or more by the end of 1994 On a
phased basis during 1993 and 1994 3,300 such employees will be
provided with a special severance payment of up to three
months pay per two years of service until they reach the age
of 65 or have completed 35 years total service, whichever



Table G2 Work Force Attrition

Projected Attrition 1992 - Mid 1984]  Attrition

Current 1991 Retrement COther Total Adjusted
Class of Labor Level* Required Surplus Program aftrition Aftrition Surplus
Msaintenance of Ways & Structures 4,248
Begt Sub-Sahara Afica Ralroad 1354 2804 1444 139 916 1977
High Standard 2132 2118 1444 139 918 1,200
Medwum Standard 2809 1439 777 139 916 523
Low Standard 8486 762 617 145 762 (O
US Class | Railroad Average 577 3671 777 139 916 2755
Workshop Engineers & Technicians 3273
Best Sub-Sahara Afnca Railroad 158 3115 540 109 849 2466
High Standard 748 2525 540 109 649 1876
Medwm Standard 1421 1852 540 109 649 1203
Low Standard 2136 1138 540 109 649 489
US Claas | Railroad Average 58 3215 540 109 849 2 565
Traffic Operations 4007
Best Sub-Sahara Afica Reiroad 153 3gsd 669 134 803 3051
High Standard 301 3706 669 134 803 2904
Medwum Standard 304 3613 669 134 803 2810
Low Standard 501 3506 6698 134 803 2703
US Class | Railrcad Average 25 3982 668 134 803 3179
Management & Support Sefvices 2247
Best Sub-Sahara Atica Ralroad 150 2097 301 78 KY (] 1718
High Standanrd 288 1961 301 73 ET4) 1,582
Medum Standard 694 1553 301 78 379 1174
Low Standard 1775 472 301 78 3o 23
US Cless | Rallroad Average 152 2085 301 78 are 1716
All Railroad Employess 13778
Best Sub-Sahara Afica Railroad 1816 11959 2288 459 2747 9212
Hgh Stenderd 2467 10308 2288 459 2747 7 561
Medium Standard 5318 BAST 2288 459 2747 5710
Low Standard 7897 5878 2,127 468 2593 284
US Class | Railroad Average 812 12,963 2288 459 2747 10,218
PORTS
Full Time Staff 8 155 2698 3457 1022 208 1,227 2230
GRAND TOTAL (Raiways + Parts) 19 930
High Standard 6,165 13,765 3,309 665 3974 9,791

* Cumrent Leveis - All permanent employess excluding foreigners and bngadas de malhoramento
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Table G3 Deployment of Sumlus Labor

Micro Out-Placement
Aftrition Spin-off IAgncultural | Enterprise Other Belance
Class of Labor Adjusted Business & Credit Cradit Road Formai of
Surpius Skilled Unskilled ! Absorption| Training |Assistance |Assistance ConstructiorEmployment Surplus
Meaintenance of Ways & Structures
High Standard 1200 240 960 50 120 360 24 300 0 345
Workshop Engineers & Technicians
High Standard 1,876 750 1125 500 375 0 o4 200 94 613
Traffic Oparations
High Standard 2904 871 2032 0 2590 581 145 0 0 1887
Menagement & Support Services
High Standard 1,582 949 633 0 318 79 79 0 237 870
All Railroad Employess
High Standard 7,561 2810 4 751 550 1102 1020 342 500 331 37186
PORTS
Full-Time Staff 2,230 334 1 895 0 334 0 45 0 111 1739
CFM -Total 9,791 3,145 8,648 550 1436 1,020 387 500 443 5456
Tolal absorphion into the productive economy 4 335




comes first, when they will become entitled to a full
retirement pension !

This severance payment will be paid out on a monthly basis and
adjusted to reflect future increases in CFM salaries For
those employees who will exhaust their special severance
payments before attaining the age of 65, or 35 years of
service they may opt to take an early slightly reduced pension
at that time or to wait and take a full pension when they
qualify

In all cases when the pensions become due they will be based
on what the employee's salary would have been had he or she
remained in service until normal pension would have become
payable. If an ex-employee secures any form of employment
while receiving severance pay this will not effect his
entitlement to continue to receive this payment

This arrangement will require funding of both the severance
payment which 1s estimated to average $25 per employee per
month, plus some small additional funding of the pension
scheme which 1s estimated to average eight month's pay per
employee

It has been assumed that these monthly severance payments will
not be subject to i1ncome tax, which 1s currently levied at
2,000 MT per month in the Maputo Province and 1,500 MT per
month elsewhere, since lump sum severance payments have
already been paid in other state enterprises free of income
tax.

Under this arrangement and with this addition of natural
attrition, 1t will be possible to reduce the labor force by
3,970 employees by mid 1994

3 Redeployment of Surplus Labor

Having established a scheme for the early retirees there will
sti1ll be a requirement to shed about 9,800 employees from the
remaining permanent labor force of approximately 16,000 Due
to the high proportion (55 to 60 percent) of employees to be
retrenched, 1t will not be possible to target a particular age
group of employees for retrenchment but rather be a case of
selecting only the best to remain regardless of age or length
of service. If this policy 1s adopted the retention of
employees with developed skills and high performance will be
pursued 1n order to provide the railway and the port system

The severance pay computation assumes an average pay
of 80,000 MT per month converted to dollars, using
the exchange rate of US$ 1 00 = 2,900 MT, and length
of service of 30 years giving a severance payment of
45 months pay 1In addition, a further 8 months pay
has been provided as additional contribution to top
up pension contributions
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with the best available labor force to improve 1its
performance

The severance scheme will be based on the existing scheme for
employees recruited from 1989 or later, that 1is, three months
pay for each two years of service subject to three months
notice For the average employee with approximately 15 years
service this will equate to 22 months pay ? This has been used
as a basis for costing "all other severance pay" 1in Table G 4

If as anticipated, the younger employees aged under 40 years
are some what over represented amongst the employees to be
retrenched due to having acquired fewer skills than the 40 to
55 age group, many of whom were trained during the pre-
independence period, then there will be a number of other
positive effects

First, 1t 1s expected that reemployment assistance for these
younger individuals will have more long term benefit on their
families and their communities thus training, credit, and
technical assistance are a better investment Second, 1t will
provide for further continued gradual reductions of personnel
in the coming decade This attrition will be beneficial not
only in moving toward ultimately optimal staffing levels, but
will also provide greater opportunities for hiring new and
more highly educated and skilled personnel as replacements for
retirees, should new hiring be justified by traffic increases

While macro-targets for force reduction may be applied to each
line, specific retrenchments will vary by department based on
detailed analysis of personnel needs by functional area Thus
1t 18 expected that retrenchment task forces and middle-
managers will, based on targets established analytically,
select the most valuable workers to remain with CFM
irrespective of age or years of service Those not selected
w1ll enter the retrenchment program 1In this way, coherent but
across the board downsizing of the CFM work force can be
achieved without jeopardizing the middle term capacity of
remaining personnel to operate the railway

In view of the large number of employees to be retrenched it
1s proposed that retrenchment i1s phased over a three year
period commencing in 1994 with the reduction of approximately
between 3,000 and 4,000 employees each year This will be
necessary in order to allow for the progressive absorption of

retrenchees into the redeployment program

With the early retirement of 3,300 employees aged over 55
years over 1993 and 1994 period and the retrenchment of nearly
10,000 workers phased over the 1994 to 1996 there will be
considerable savings on labor cost to CFM over the project
period In terms of basic pay alone payroll savings are

The average monthly salary 1s set at 80,000 MT per
month converted to dollars
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Table G4 Cost of Retrenchment

(‘000 OF US DOLLARS)
Micro- Qut-Placement Severance
Severance Pay Spin-off Agricultural | Enterprise Other Total +
Class of Labor Business & Credit Credit Road Formal Program | Program
Retrement | Al Other Total Absorption*| Training | Assistance 'Asﬂstance"corstrucﬁo_ré_mploymem Cost Cost
Maintenance of Weys & Structures
High Standard 1137 728 1 865 75 120 270 96 30 0 591 2 456
Workshop Engineers & Technicians
High Standard 790 1138 1928 750 315 0 375 20 9 1530 3457
Traffic Operations
High Standard 978 1762 2 741 0 290 436 681 0 0 1307 4047
Management & Support Services
High Standard 440 960 1 400 0 318 59 3186 0 24 716 2116
All Railroad Employess
High Standerd 3345 4 589 7933 825 1102 765 1368 50 33 4143 12 076
PORTS
Fuil-Time Staff 1494 1353 2847 0 334 0 178 0 11 524 33n
CFM - Tolal 4,839 5942 10,781 825 1,436 765 1,547 50 44 4 667 15,448

*  Indludes fraining matching fund and credit essistance
** Includes credit assistance end institutional building




estimated at US$ 12 9 million and taking into consideration
the cost of all other benefits such as housing, medical
services, schooling, family payments and so on, the total
saving 1s estimated at US$ 19 3 million (basic pay plus 50
percent for benefits)

3 1 Spin-off Business Assistance

Using existing CFM facilities, equipment and tools several
specialty businesses could be established and spun off These
business units could retain most of the workshop skilled
workers as well as absorb additional skilled redundant workers

" from other departments of CFM

CFM currently operates two concrete sleeper factories, staffed
by the maintenance brigades and employing more than 100 people
each. These factories could be used to produce concrete pipes,
precast concrete slabs, and other products for which a
potential demand exists 1in road building, waterworks,
commercial, industrial, and residential construction

Quarries, currently producing ballast, could begin to provide
aggregate for concrete and ballast for road construction for
which there 1s a large potential demand

CFM workshops in Beira and other locations, currently produce
a variety of products including office and household furniture
including chairs, tables, bed frames, cabinets, and
bookshelves for which there exists a high potential demand
outside of CFM 1In Beira, a small buildings material
production workshop 1s producing concrete blocks, doors and
windows for the construction of new staff houses Given the
supply of high-quality tropical hardwood from Manica Province,
these carpentry workshops could begin to produce furniture,
doors and windows, parquet flooring, and veneers for domestic
and export markets

CFM's 1iron and brass foundry, forges, machine shops and
chroming workshops could produce plumbing fittings and
fixtures, i1ndustrial valves, pump components, agricultural
implements and a variety of other metal products for
industrial use at competitive market prices for which there 1is
a large potential local and regional market Indeed, in the
past, the workshop in Beira has produced spare parts such as
axles for heavy trucks for outside contractors

The Beira wagon repair workshop, with machinery and technical
assistance having been provided by DANIDA, currently produces
train wagon bodies Given that metal sheets are available from
South Africa and Zimbabwe at competitive international prices,
this group could produce containers of various sizes for
domestic use and the regional and international market

In addition, the restructuring of CFM and the sub-contracting

of certain railroad functions to private operators will
provide additional options for the productive redeployment of
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workers For example, functions such as locomotive and wagon
maintenance and repair and track maintenance and repair can be
contracted out to private entities Some of the redundant work
force can be organized, trained and managed by these private
contractors

It 1s estimated that approximately 550 workers can be absorbed
into the spin-off ventures that result from the restructuring
of CFM Detailed studies are, however, required to establish
the number and kinds of business units and the optimal numbers
of personnel they can absorb, based on analysis of market
potentials for different lines of products and services

The key to success 1n these spin-off businesses depends upon
the acquisition of entrepreneurial skills Even i1f the cadre
of workers are sufficiently skilled, and vast domestic,
regional and international market opportunities exist, it will
require experienced private operators to make these spin-off
businesses a commercial success The project provides
sufficient funds for technical assistance and matching funds
for skills training for spin-off businesses Under the
training matching funds scheme, the private operator will
contribute approximately 50 percent of the training cost for
each employee while the project funds the balance

In cases where spin-off businesses are established by private
operators, 1t 1s recommended that workers are given ownership
shares 1n these ventures to the value of the severance pay
which would have otherwise have been paid to them

3 2 Agraicultural Assistance

While 1t 1s not feasible to contemplate resettling urban-based
CFM workers to rural areas, considerable potential exaists to
enable many CFM maintenance of ways workers, who are currently
based 1n rural areas to become self supporting productive
farmers. Although Mozambique 1s endowed with extensive fertile
agricultural land, 1t 1s one of the most food deficient
countries 1n the world An estimated 30 to 40 percent of the
total national supply of basic foods comes from food aid
Therefore, this unmet demand for food crops creates a huge
opportunity for productive farming provided the security
situation allows

A large majority of CFM's rural unskilled labor force are
already either part time farmers or are people with strong
ties with smallholder farmers Some of these workers could be
assisted to settle as full time farmers Assistance in the
form of farm inputs, improved farm technology, extension
services and agricultural marketing can be provided to enhance
their productivity and their farm income To the extent that
CFM has use of potential farm lands along the railroad lines
and at other locations, 1t should be converted, where
appropriate, i1nto productive farm land to resettle redundant
workers.
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It 1s estimated that approximately 1,000 workers will take
advantage of such agricultural assistance in the form of
inputs, extension services and some credit facilitaies

3 3 Micro-enterprises Assistance

Some of the displaced workers, particularly from the
workshops, may choose to operate as micro-entrepreneurs These
workers will be provided with technical assistance in the form
of business management training, vocational training and
assisted 1n gaining access to credit These workers can
potentially be engaged in the production of wood burning
stoves, farm implements and tools and other household items
for rural as well as urban households.

Along the short lines, where it 1s anticipated that these
lines will be closed down, there 1s opportunity for
1ndependent truckers and passenger transport operators
Displaced workers with some business management training and
credit for working capital and purchase of equipment can be
organized to operate independent trucking and transport
businesses The termination of passenger train services and
the closure of the freight hauling train traffic does create
demand for alterative transport and freight services For
example, along the Beira Corridor the passenger train service
has been eliminated Private and cooperative bus, truck and
minivan operators now offer cheaper, and faster services

Given the restructuring and privatization of the trucking
industry currently being undertaken with USAID assistance, the
scope for praivate operators to buy or lease trucks and to
provide private trucking services exists This project fund
might support existing other donor programs to provide loan
guarantees or other forms of financial assistance to former
CFM employees seeking to enter into this industry

While the project 1s providing direct assistance to micro-
enterprises, 1t also will provide additional technical
assistance and training to those financial institutions and
other organizations that deal with micro-enterprises to
enhance their ability to monitor and assist these enterprises
(for example, FFPI, GPE, DIFAP, etc )

3 4 Road and Bridge Construction

_Some displaced workers can be organized into independent
“entities to contract for road works with the Ministry of
Construction and Waters and the Ministry of Public Works
Several major road building projects are underway, or 1in
planning stages, affecting most of the major transport routes
1n the country. These include projects funded by UNDP and the
World Bank These projects have, however, been one of the main
reemployment options for demobilized soldiers and for workers
repatriated from the South African mines due to employment
cutbacks As a result the number of workers available for such
projects exceeds the demand and the project for the most part
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employ residents at the locations where the road 1s being
constructed and 1s of a short term nature

However, there still 1s some potential to employ ex-CFM
workers particularly along those short lines that are expected
to be closed It 1s estimated that about 500 workers will
probably be absorbed into this type of activity The projects
could possibly engage a qualified organization to place ex-CFM
workers 1n road building brigades as the opportunity arises

3 5 Training Assistance

As can be inferred from the educational profile of workers in
Table G.1, a large proportion of the displaced workers are
either 1lliterate or have a low level of education and skill
Many of these workers can be given short-term training to
enable them to acquire basic skills and others can upgrade

T 7 their educational levels to improve their potential to faind

productive employment in the private sector or go into
business for themselves

It 1s estimated that about 15 percent or 1,450 of the
displaced workers will take advantage of the training
assistance offered to them The severance payments they
receive can be used to maintain them while 1in training
Additional training funds are provided by the project for
rehabilitating training facilities and to enhance the capacity
and capability of Mozambican training institutions Funds are
provided for technical assistance to develop appropriate
curriculum and for the hiring of appropriately trained
trainers To this end, links with DIFAP should be developed

3 6 Out-Placement of Displaced Workers

Workers that have not been absorbed into either the spin-off
businesses, opted to go to business on their own, or into
farming will be assisted to locate jobs in the formal private
sector, including the road and bridge construction referred to
above. If local praivate institutions or employment agencies
are unavailable to act as an agent, the project could hire
qualified individuals on a temporary basis to work with the
private sector to identify and place ex-CFM workers It 1is
estimated that about 820 workers could be assisted through
out-placement services

Once an employee has completed his probation i1n a permanent
job with another employer and produces satisfactory evidence
~ to this effect he may elect to receive a lump sum payment for

the balance of any severance pay still outstanding



4. Costs Associated with the Redeployment Plan

The breakdown of the estimated cost of implementing the CFM
redeployment plan 1s as follows

Despite the prolonged period of deteriorating performance, CFM

Program Component Number of Total Cost | Cost per
Qualifying | 1n US$ Worker
Workers millions (US$)
Severance Pay
Early retirement 3,310 4 839 1,462
Retrenchment 9,790 5 942 607
Sub-Total 10.781
Spin-Off Businesses
Support:
__a., Training Matching Fund 550 0 275 500
b. TA Support 0 550 1,000
Sub-Total 0 825
Training 1,435 1 435 1,000
Agricultural and related 1,020 0 765 750
Asslstance
Micro-enterprise Assistance
a Assistance to other 387 0 967 2,500
b. Institution Building 0 580 1,500
Sub-Total 1 547
Out-Placement Services 943 0 094 100
(Road Construction and
Others)
Grand Total 15 448
5 Financial and Economic Impacts of CFM's Force Reduction

enjoys a number of significant potential competitive

advantages which 1f properly exploited could provide the basis

for recovery in its performance. First, for Swaziland,
Zimbabwe, Zambia and Malawi CFM provides shorter freight
hauling distance than any other competing route
— CFM 1s potentially a major foreign exchange earner for
Mozambique from international traffic from these countries

Second, 1t has excess physical capacity on both the ports and

the railways

Therefore,

Currently, however, costs are too high and CFM i1s at a

competitive disadvantage because of i1its high cost. The major
cost component 1is loss and damage which 1is five times higher
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than ports in South Africa, CFM's major competitor for
international traffic

In addition, because of over-staffing CFM's operating costs
are relatively high Labor related expenses make up about 55
percent of CFM's operating expense which is significantly
higher than that experienced by the better performing sub-
Saharan African railroad companies The shedding of
approximately 13,780 employees through accelerated retirement
and redeployment into other activities will over the project
period reduce CFM's payroll cost by about US$ 19.3 million
This translates into a reduction of salary and wage expense of
approximately $4 0 million per year, or down to around 35
percent of total operating expenses The reduction 1n
operating expense will provide room for competitive pricing of
CFM's services It should be noted, however, that the major
cost disadvantage faced by CFM 1s at present a result of weak
management. The reduction of the present level of labor force
should allow CFM to better manage both 1ts human and materaial
capital optimally thus enhancing 1its international
competitiveness

6 Programmatic Implications to CFM and Other Institutions

Redeploying displaced workers will require close collaboration
with Government Ministries, Provancial Governments and the
Private sector

6 1 CFM

These proposals will be implemented simultaneously with the
re-organization of the railways, the need for which has been
accepted by CFM management and the Ministry of Transport Such
a re-organization should be in preparation at the same time as
the retrenchment program and the form of that re-organization
should be an important criterion to be considered in the
process of restructuring of the work force

CFM will also need to implement a major program of training
and upgrading of the employees 1t retains in order to £fill the
skilled vacancies that exist and in order to achieve the
1ncreases 1n productivity that the restructuring assumes A
program aimed at attitudinal change will also be necessary

6 2 Legislation

New legislation will be required on the basis of CFM being an
exceptional case, to facilitate the implementation of
severance and adjustment of pensions for staff under 65 years
of age and without 35 years service

If workshops or other facilities are to be used by the praivate
sector as a means of retaining employment opportunities for
certain groups of staff the Government will have to permit
this use of State property
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6 3 Financial/Funding Institutions

Payment of severance pay will need to be tightly controlled
and an effective administration system will have to be
established There should be a clear distinction between the
payment of severance pay and the payment of salary 1In order
to make 1t clear that the workers have been separated from CFM
1t would be preferable 1f an outside institution undertook
responsibility for the payment, for example the Bank of
Mozambique, or some other institution that has a nationwide
network of outlets

The establishment of the loan fund for small business
investment can best be achieved by linking with existing
organizations. Each Ministry has a revolving fund (Fundo de
Fomento) set up to encourage small enterprises i1n i1ts area of
responsibility (e g 1n mining, agriculture, fisheries)
Linkages with any of these funds could be considered although
at present only that i1n the Ministry of Minerals 1s
operational 1In the future 1t 1s likely that the Fundo de
Fomento para Pequeno Industria (Fund for the Promotion of
Small Industry - FFPI) which 1s linked to IDIL - Instituto
para Desinvolvimento de Industria Local (Institute for the
Development of Local Industry) within the Ministry of Industry
and Energy will be the most suitable

IDIL has representatives 1n all provinces but at present it is
not especially effective However, Swedish donors are about to
invest 1n capacity building and training for FFPI and IDIL
FFPI 1s able to accept money from any source and will set up
separate sections for money that 1s earmarked for particular
purposes The project will fund a technician to administer the
CFM accounts of the fund The Project Management Unit field
workers will need to establish close links with the IDIL/FFPI
workers at provincial level Substantial project funds will be
available for institutional capacity building and to train
professional staff i1n those institutions selected for lending
of project funds and for providing assistance to firms
established 1n the context of the project

Loan criteria will be determined by the Fund but the loans
will be administered by the BPD - Banco Popular de
Desinvolvimento (People's Development Bank) It may be
considered necessary to set up a guarantee fund to cover any
possible losses

6 4 Training Institutions

The retraining activities will put considerable pressure on
the vocational training institutions in Mozambique In Maputo
1tself capacity exists 1n terms of physical space within the
three colleges run by DIFAP (Direccao de Formacao Professiocnal
- Vocational Training Directorate) but finance would be
required for more professional trainers The same would be
true of the various industrial institutions with which DIFAP
has links around the country Part of the reason for proposing
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to phase the retrenchment of younger workers over the three
years 1s to avoid placing an unduly heavy burden on the
existing training facilities

With some injection of funds CFM's training institutions may
also have some spare capacity, although this could be very
limited 1f their internal training program gets started It
would also not be advisable to continue the connection between
the worker and CFM 1f a suitable alternative exists

6 5 Trade Union

The Trade Union, SINPOCAP, 1s opposed tc the reduction of
staff as originally proposed (15,000 displaced) on social
grounds and on the basis of fears of sabotage. They accept
that there 1s currently excess capacity within the railways
and ports but they would prefer to see temporary layoffs in
anticipation of an increase in traffic in the near future. If
any severance pay has to be paid the Union expressed a strong
preference that 1t should be paid on a monthly basis rather
than 1n a lump sum

— — The Trade Unions 1in Mozambique are going through the process
of establishing themselves as i1ndependent entities after years
of being tied to Government It 1s possible that they may wish
to use an 1ssue like this to demonstrate power, but sensitive
handling and adequate compensation all the way through should
reduce that possibility.
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ANNEX H ECONOMIC AND FINANCIAL ANALYSIS
1 COSTS

The project 1s designed to assist CFM become a viable commercial
rail transport and port operator in the region by helping 1t shed
1ts surplus labor Given the current and projected levels of
domestic and transit traffic (See Annex E), and the work force
profile presented in Annex G, CFM 1s over-staffed with low and
semi-skilled workers As shown i1n Table H 1, through project
assistance, 1t 1s anticipated that CFM will be able to shed
approximately 13,100 workers through early retirement and
retrenchment In addition, 1t 1s anticipated that a force
reduction of 1,200 workers could be realized through natural
attrition and a hiring freeze over the 1993-2000 period

As discussed 1n Annex G, the total severance pay to retirees and
retrenchees 1s approximately US$ 10 8 million The cost of
programs to redeploy the redundant CFM work force into various
productive activities 1in the economy 1s estimated at US$ 4 7
mi1llion The cost of project coordination, project feasibility
studies, costs associated with the Project Management Unit and
contingency funds make up the balance The total cost of the
project 1s estimated at US$ 25 0 million For details see Table
H 2.

While major capital investment 1s not anticipated until the
political and the regional market situation improves and untail
CFM management 1s improved, the restructuring and streamlining of
the work force will need some degree of retraining in order to
enhance and maintain the productivity of the retained workers
Technical assistance may also be required to establish improved
management systems 1n order to capture anticipated productivity
gains

This project will not provide such assistance to CFM dairectly,
CFM may have to fund the cost of retraining and the cost of the
required technical assistance out of current revenues This
technical assistance and retraining for retained CFM personnel
are estimated to cost approximately US$ 4 3 million from 1993 to
2000. Including the cost of required retraining and technical
assistance by CFM and the cost of USAID assistance for
reorganization and retrenchment, the total cost of the program 1is
estimated at US$ 29 3 million

This cost 1s far below the benefit generated by the project



2 BENEFITS
2 1 Direct Benefits to CFM

An analysis of the financial benefits of project-supported
reorganization and retrenchment clearly shows that the project
wlll generate a substantial cost savings to CFM over both the
project period and the period 1993-2000

Given the proposed level of work force reduction, CFM will
experience a significant payroll cost savings in addition to
other benefits that may accrue from the management of a smaller
work force The shedding of approximately 13,700 workers will
save CFM about US$ 19 3 million over the project period (1993~
1997)and about US$ 48 6 million by year 2000 There are
additional benefits that could accrue to CFM For example,
reduction of the maintenance and repair costs associated with
breakdowns from use of sophisticated equipment and tools by
unskilled workers and the management efficiency gains from a
smaller and streamlined work force are real benefits that impact
the productivity of CFM

Although, the relationships between equipment and tools
maintenance costs and the level of workers skills has not been
studied systematically and documented, estimates for Kenya,
Tanzania, and Ghana railroad companies indicate that equipment
maintenance costs, although anecdotal, roughly amount to about 10
percent of the annual salaries of unskilled workers
Organizational and management studies conducted for praivatized
companies 1n Sub-Sahara Africa indicate that the management
efficiency gains from work force streamlining and downsizing
range from 2 to 20 percent, respectively without and with
retraining of continuing workers, of the total annual salaries of
retrenched workers

The reorganization of CFM's operation and the repackaging of
employee benefits, in accordance with the streamlining of the
work force, will generate additional benefit For example,
instead of providing free staff housing CFM should adjust
salaries to competitive levels and divest the management of staff
housing Although difficult to quantify, this will certainly stop
the drainage of CFM resources in the form of housing maintenance
costs and management

CFM currently uses several commercial and industrial structures
that could be rented out to private operators Although, the
stock of commercial and industrial property in use nation-wide by
CFM 1s unknown, the rental of CFM's unused commercial property in
Maputo alone can generate an annual rental income of over US$
60,000, using the current market rental rate of US$ 5 per square
meter per year The leasing of surplus industrial toocls and
equipment could also generate additional income
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Table H1 CPM Work Force Reduction Plan

1983 1994 1895 1996 1997 1988 1998 2000 Total
Force Downseng
Relwoos 1,655 1,655 ) 3309
Retrenchees 1,958 3916 3916 8,791
Nalural Affrition & Hiring Freeze 366 191 109 108 109 109 109 109 1,209
Sub-Total 3978 5,762 4,025 108 109 109 109 108 14,309
Cummuiative Foroe reduction 3.878 9,740 13,765 13874 13,883 14,092 14,200 14,308




Table H2  Analysms of Project Cost

(US$ thousands)
1993 1694 1985 1906 1897 TOTAL
PROJECT COST
Sevorance Pay 1628 3078 3076 1850 411 10 050
Earty Ratiromont Ponsion Fund
Contribution 365 385 0 0 0 730
Sub-Totad 1993 34 3076 1859 41 10780
AID Projact Coordinator (FSC) 250 250 250 250 250 1,250
Profact Foastbility Studios 0 300 450 450 0 1,200
Othor Short Tom TA 0 300 450 450 0 1,200
Sub-Total 0 600 800 800 0 2,400
Project Managemeant Und (PMU)
Staff Costs
Teachmeal Advisor (PMU) 250 250 250 250 0 1000
Employiment Advisor (CFM) 250 250 250 250 0 1000
Employment Advisor (PMU) 250 250 250 250 0 1000
Local Salanes
Projact Drecior 50 50 50 50 50 250
Financa/Admn Officar 20 20 20 20 20 100
4 Regonal Officers 60 60 60 60 60 300
Dnver 6 ] 8 ] ] 30
Sacrelary 6 6 6 6 6 30
Oporating Costs
Vatuda 50 50
Comptors 50 50
Fumniture 50 50
Misc Koms 50 50
Procuromont. 50 50 50 50 200
Totad PMU Costs 1,142 842 942 162 4110
ExX-CFM Workers ROOQDIOYIWKCOJ&
Spin-off Busingss Support.
100 100 75 275
Crodit Assistance 200 200 150 550
Agricutturad Assistanco & Crodt 300 400 65 765
Skilis Training Suppont 400 400 400 238 1436
Micro-entorprise Suppont
Instiubonal Support 250 200 130 580
Credit Asmistance 300 300 300 a7 0967
Out-Placement Support. 30 0 30 4 94
Tola! Redeployment Cost 1 580 1630 1150 807 4 667
Inflabon and Conhngency 199 526 492 485 91 1794
TOTAL PROJECT COSY 2 442 7 539 7.280 5,586 1.251 25 000

L - ]

-~ See FAR 3 104

Assuines five 4 person mocth stixhes par year

Assumes short term Techucal Assmstance of 20 parson month in the first year and 30 per year the foliowing two years

Sorce selection information
Do not disclose sensitive cost information

v
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Table H3 Financel Anslysis of impact of GFM Restruciurng

({USS thousands)
1963 1964 1095 1696 1997 1968 1950 2000 Total
Tatsl Gost of Project 2442 7 653D 7290 5586 1261 24 109
CFM's SteffRetramning Gante 796 T 401 482 473 466 456 447 4 321
Tatel Cost (CFM + Project) 2% 8251 7781 6068 1724 486 456 447 28 430
Benafis to GFM
Cost Savngs
Payrol Cosis [ | 1976 4 836 65035 5889 6943 6937 7051 7108 48 533
Maintenance Conts 49 121 171 172 174 176 176 178 1216
Eficiency Gans ¢ 40 o7 137 138 139 140 141 142 73
Sub Tofal 2064 5054 7 143 71089 7266 7312 7 389 TAZS 80821
ncorme tom Lense of Assels
Commeraal & Industrial Sruciuread 80 60 60 60 60 680 80 60 480
Mechnery & Tools | 3 | 3 § 5 L 5 [ 5 40
Sub Totel 65 65 68 B85 65 66 66 65 B0
Tols! Benetis 10 CFM 2120 5119 T208 7264 7321 T37 T A TABQ 51341
Nat Project Beneft to CFM {1 100 & 139 (573 1186 5,508 6912 a678 7043 22011
PV of Nel Benefl ncluding GFM coet (102 (2 660) [449* 863 3722 4 237 3042 3g67 12299
Presant Valse af Nel Payroll Sevings {430 (2 296) (356 940 3788 4 280 3pas 3700 13618
PV of Peyroil Savings wih GFM cost [1,164 E‘NUIJ 740 562 3474 4 004 3128 3467 10,455
Discount Rate ussd 8 5% BS0%

2 Assumes an avarage manthly salary of 80 000 MT end a beneft icading of S0% ar USE 47 per manth per emplayes

b Assumen that the sheddng of the unskiled workshop emplayees wii resull n manienence cosl savings
squivelent o 10% of ther annuel sslsnee

o Assurmes efficency gana ereTeelized es & reault ofths faros reduchan and restrucing aquivvalent to
2% of direct saisnse of the redundant work force

d Estmated based on USS 5 per aquare meter per year af scommarcis| property

49 4%
63 5%
41 5%



As shown 1in Table H 3, the total benefit to CFM from
implementation of this project 1s estimated at US$ 51 3 million
by year 2000 The payroll cost savings alone over the 1993 -2000
period 1s estimated at US$ 48 6 million

Using a discount rate of 8 5 percent, the net present value of
the stream of benefits to CFM net of the total cost of the
program 1s estimated at US$ 12 3 million The internal rate of
return 1s estimated at 49 4 percent The net present value of the
net benefits, considering only the payroll cost savings, 1s US$
13 6 million with internal rate of return of 63 5 percent

2.2 Economic Benefits of An Efficient CFM

Despite the prolonged period of deteriorating performance, CFM
enjoys a number of significant potential competitive advantages
which 1f properly exploited could provide the basis for recovery
1n 1its performance First, for Swaziland, Zimbabwe, Zambia and
Malawi CFM provides a shorter freight hauling distance than other
competing route Second, 1t has excess physical capacity on both
the ports and the railways

The restructuring and streamlining of CFM operations will reduce
CFM's direct operating costs and the efficient management of 1its
railroad and port operations will certainly result in the

_reduction of transport costs As 1ndicated in Annex E, the cost

of loss and damage, which 1s directly related to days 1in transit
1s five times higher than in South Africa Reduction of days in
transit from 18 days to less than 10 days will significantly
reduce distraibution costs Transport cost savings over the longer
Southern Africa routes 1s a real economic benefit to the region
See Annex E for transport and distribution cost comparisons

Economic benefits will also accrue to Mozambique as a result of
CFM's stronger international competitiveness CFM 1is potentially
a major foreign exchange earner for Mozambique from international
traffic from Swaziland, Zimbabwe, Zambia and Malawi Transport
cost reductions arising from improved management of CFM could
help attract the diverted traffic thus generating more foreign
exchange for Mozanbique

2 3 Economic Benefits Of The Redeployment of Redundant CFM
Workers

As daiscussed 1in Annex G, several potentially productive
opportunities exist for absorbing the redundant ex-CFM workers
into the economy It 1s too early to speculate on the total
economic benefits generated by this redeployment Estimation of
the benefits and costs of the redeployment scheme wi1ill require a
systematic sectoral feasibility study to assess the absorption
capacity of each sector and the investment requirements and the
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potential employment and income generation of the sector

A step by step analysis of the productivity and income generation
capacity of each sector i1s necessary

1 in order to ascertain the total number of ex-CFM
workers that could be absorbed i1n each sector, and

2 i1n order to determine the total cost and benefit of
redeployment of the redundant workers 1n each sector

The sectoral analysis should project demand (domestic as well as
export) for the goods and services of each sector and estimate
the level of domestic production and imports. On the basis of
these data the level of unmet demand could be estimated. The
studies should also include estimations of price elasticities of
demand for each sector.

The level of unmet demand and the price elasticities provide the
basis for determining the level of the required capital
investment for each sector Calculated capital to labor ratios
are then applied to develop labor requirements for each sector.
On the basis of these estimates and the skill and educational
profile of the displaced workers the actual number of workers
that could be redeployed in each sector can be reasonably
estimated

As suggested 1n Annex G, 1t 1s anticipated that about 550
redundant CFM workers could be employed by businesses spun-off
from CFM 1including -- metal works, construction materials, and
furniture manufacturing About 1,000 ex-CFM workers could be
absorbed into the agricultural production sector, and about 400
or more ex-CFM workers could be absorbed into various types of
micro-enterprise activities It 1s anticipated that between 1,000
to 2,500 workers will be absorbed i1n various sectors of the
economy through out-placement services and skills training To
the extent that the marginal productivity of these workers is
positive a net benefit accrues to the economy However, net
benefit estimations have to wait until the above mentioned
studies are concluded



ANNEX I INSTITUTIONAL ANALYSIS

Mozambique Railways was the subject of an institutional analysis
1n both the original Project Paper (1988) and in the first
Amendment thereto (1990) These analyses will be updated in
late 1992 by a thorough analysis of CFM's host country
contracting capacity

The other major institutional player for this project component
1s the Ministry of Transport (MOT), where the Project Management
Unit will be located The MOT 1s extremely weak and presently
receiving assistance from the World Bank to improve its capacity
in key areas Since the PMU will not depend on the MOT for its
day-to-day operations or for qualified counterpart personnel, 1its
weaknesses should not be critical to the successful
implementation of the project.

Several other institutions engaged in training, credit provision,
road-building, small business, etc , are identified in the
project paper as possible partners in the effort to redeploy
excess CFM employees These 1nstitutions will be subject to
close scrutiny by USAID and the project-financed TA team during
the implementation phase of the project to determine their
suitability and capability to further the project's ends

The final institution to be identified 1s perhaps the most
important, the financial intermediary for the payment of
severance to the workers A thorough investigation of
alternatives for this intermediary will take place during Phase I
~of the project to identify the most appropriate public or private
institution for this role Before any severance payments are
made, A I D will analyze and approve the intermediary
institution Short- and long-term technical assistance will be
provided as needed to ensure that the flow of funds from the
project to the workers 1is transparent and efficient
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ANNEX J
JURIDICAL ANALYSIS OF THE REDUCTION OF THE CFM LABOR FORCE
1 FRAMEWORK OF THE MATTER

1 1 One of the central problems of the CFM restructuring

process 1s that of a serious disruption of the dialectic between
profitability and renewal of the structure of enterprises and the
rationalization and adequacy of the existing human resources

1 2 At the present moment and having the war in Mozambique as
background, all the technical-economic analysis of the present PP
clearly concludes that there 1s a serious mismatch between the
work posts necessary for the profitability and revitalization of
the CFM and the existing workers

1.3. It 1s not by chance that, between the various proposals that
have been outlined and suggested to the Mozambican authorities on
the restructuring of the CFM (Memorandum and Recommendations of
the President of the International Development Association, May
1992 and IPC Reconnaissance Visit to Review Mozambique RRSS
(Blacken & White Report) May, 1992), there 1s a common
denominator acknowledged by the management structures of the
enterprise reduction of the surplus labor force as a measure
for better rationalization, through the utilization of the
existing human resources and the feasibility of the enterprise's
_restructuring project

1 4 During this phase of the present project, there 1s no place
for the historical analysis of the Mozambique Railways, while
prime employer and source of financing and accumulation before
Independence, 1n 1ts praimary function of rendering services to
neighboring countraies

1 5 It is, however, important to remember that before the
Independence of Mozambique the Railways i1ntegrated a publaic
service of the Portuguese colonial administration where workers
holding management or supervisory functions were exclusively
officials of Portuguese origin (1,e foremen, line inspectors,
area overseers, port inspectors, traffic and shunting overseers,
station masters, first class dispatchers, supervisors, locomotive
engineers, crane operators, etc

1 6 After Independence, due to various reasons and also because
they were civil servants, all this personnel returned to Portugal
to be reintegrated in the departments of the said Public
Administration, as happened in 1975 and 1976

1 7. Mozambican workers were then called to perform functions the
access to which had, until then been denied to them Inexperience
allied to i1gnorance and lack of adequate gualifications and

J-1

ng



training added up to cause the present problems with special
emphasis on the labor force component, 1n 1tself already vastly
surplus, 1n view of the poor economic situation of the CFM
enterprise

1 8 During the last three years, various efforts have been made
in the restructuring of the railways and harbors sector towards
endowing 1t with the management dynamic indispensable to 1ts
economic activity, which began with the creation on the 01 01 89
of "Empresa Nacional de Portos e Caminhos de Ferro de Mozambique
(CFM) - Empresa Estatal" (National Enterprise of the railways and
Harbors of Mozambique (CFM) - State Enterprise) and, now, aims at
a new instaitutional reform such as the subsequent transformation
into a "public enterprise", endowed with greater autonomy and
management flexibility and an initial step in the process for the
scheduling of activities which will, later, be the object of

- -——privatization.

1 9 But besides these measures occurring in the structure of
enterprises, other measures falling on the reorganization of the
labor system have also been adopted, of which the following
should be highlighted due to their importance to the present
project,
- Retirement of all workers of 60 or more years of age,
which means a global reduction of about 5 000 to 7 000
workers,
- Retirement of workers who, due to health and other
reasons, are unfit to render services rentable to the
enterprise, 1irrespective of their age,
- Adoption and institutionalization of a new wage
system, more competitive and aiming at the
stabilization of mid-level and technical staff, and
respective incentives, culminating with the new wage
table recently in force, as per service order dated
09 06 92

But the measures taken are not yet sufficient for the solution of
the sti1ll surplus labor force in the restructuring process of the
sector specilally as regards the railway area

1 11 Alternative solutions for the degree of massive reduction
of the labor force and the forced return to inactivity were
outlined in the said Blacken and White and developed, delved 1into
and characterized i1n the present PP, as a means to minimize the
social costs arising from such reduction

1-12 At the present moment 1t 1s important to analyze, within
the framework of the constitutional and legal rights in force,
the legitimacy and validity of such measure and the legal
implications thereof

i



2 WORK RELATIONS IN THE STATE ENTERPRISE CFM -- JUDICIAL
REGIME THEREOF

2 1 The labor rights regime of state enterprises 1s that of the
individual work contract, ruled by law no 8/85, of the 14 12 85

2 2 It happens, however, that in the particular case of the CFM
state enterprise, because of the occurrence of the transformation
of a public service integrated in the Ministry of Transports (the
ex~-National Directorate of Railways and Harbors) into a business
entity to which 1t was ordered to transfer all the movable and
immovable patrimony, including the rights and obligations
attached to the said ex-national Directorate, as well as the
respective staff, with the express safequard of the rights

acquired, the following was found out:

Workers who, up to the date of the creation of the enterprise,
that 1s, 01 01 89, were at the service of the ex-National
Directorate of Railways and Harbors and, due to this reason,
subject to the General Statutes of State Functionaries, when
passing on to the new enterprise, albeit 1f bereft of the quality
of civil servants, remained subject to that "Statute" as regards
the rights acquired (seniority, career progression, retirement,
pensions, salary, among others)

However, the situation of workers engaged after the 01 01 89 1is
different, since they are subject, exclusively, to the individual
labor contract law

2 3- It thus can be concluded that in the CFM enterprise there
exist two distinct regimes to regulate labor relations

One, of public right, ruled by Decree no 14/87, of the 20 05 87,
"General Statutes of State Functionaries", applicable only to
workers who were bound to the ex-National Directorate of Railways
and Harbors up to the 01 01 89 and who, on that date, passed on
to the new enterprise

The other, of private right, ruled by Law no 8/85, of the
14.12 85, applicable to
- all workers who were admitted to the Enterprise after
01 01 89,
- workers who have passed on to the new enterprise, 1in
the part that does not collide with the rights acquired
under the terms of the "Statutes of State
Functionaries"

2 4 Thus, there exist not only two distinct work statutes in the
CFM enterprise, but there also exists a duality of regimes
applicable to the legal labor relations of workers who have
passed on to the new enterprise, who retain a nucleus of "rights
acquired" arising from the previous statute of public right, but
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who also benefit from the norms of private right that do not
prejudice those rights

a) They are subject, because 1t 1s more favorable, to the wage
system and respective incentives, specific of the enterprise, and
no longer to the wage structure applicable to workers of the
State Apparatus, necessarily less favorable (in accordance with
Decree no 40/90, of the 29 12 90),

b) They benefit from the right to form a union (Law n: 23/91, of
31 12.91), from the right of collective contracts (Decree no
33/90, of the 24 12 90) and from the right to go on strike (Law

- no 6/91, of the 09.01 91 and Dispatch of the 10 01 90, which
rights are not applicable to State functionaries

2 5. However, 1n a different manner, the right i1s applicable for
the purpose of retirement and respective pensions or in case of
termination of their work relation, the advantages of the more
favorable public right regime constituting, for these workers,
the nucleus of "acquired rights" intangible to the less favorable
regime of the individual labor law

2 6 An important number of workers are still subject to the
General Labor Law, who render their activity in the Ports
(approximately 9,750), the so-called "Card Workers" and those who
render their activity in the maintenance teams (approximately
1,900) who constitute the group of the so-called "eventual
workers "

2 7 1In reality, these workers render their activaity for
satisfaction of topical and temporary needs, sometimes of an
exceptional nature, being paid by the day by the week, subject to
specific rates calculated by the hour, the day, the week, without
any guarantee of the continuity of the labor post, in contrast
with the rest who are permanent workers

2 8. It appears important to note an initial conclusion which 1s
Workers who have passed from the ex-National Directorate of
Railways and Harbors to the new enterprise, now benefit from a
duality of regimes, one, of public right, for the purposes of
seniority, bonus, retirement, pensions and termination of their
legal labor relation, and another, of private right, for the

~— — ~purposes of wage regime, incentives, collective employment, etc ,
which enables them to accumulate the advantages pertaining to
each regime, placing the CFM enterprise in an exceptional
position i1n the labor and employment market

3 SOME ASPECTS OF THE SOCIAL SECURITY REGIME OF THE CFM
WORKERS

3 1 As we have been mentioning, the greater part of the CFM
workers are subject to the "General Statute of State
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Functionaries" for pension purposes

3 2 We speak about the retirement pension apropos the measures
for the reduction of the labor force, including therein the
disability or sickness pension

3 3 It is important, because 1t also refers to expenses born
directly by the State Budget, to identify other situations giving
place to pensions, such as

- Survival Pension (Article 258)
- Subsidy due to Death (Article 263)
- Blood Pension (Article 269)

The Survival Pension 1s due to the heirs, upon the death of the
functionary entitled to retirement, or already retired,
calculated in the same manner as the retirement pension and the
amount thereof 1s 50% of the latter

The Death Subsidy 1s given to the next-of-kin under the charge of
the deceased functionary and 1s eguivalent to six months of the
remuneration inherent to the respective post or function

The Blood Pension 1s due in case the functionary dies due to
injury, accident on the job or resulting from disease contracted
through professional activities i1in contact with toxic materials
This pension 1is calculated 1t amounting to 70%, plus

as a retirement pension, 6% for each minor child

3 4 These pensions were recently updated by 35%, according to
the already referred service order of the 09 06 92

4. LEGAL MECHANISMS FOR REDUCTION OF THE LABOR FORCE IN
THE CFM ENTERPRISE

4 1 For workers attached to the CFM up to 01 01 89

4 1.1 Taking as a basis the data furnished by the Directorate of
Planning of the CFM, pointing to a global figure of 32 500
workers, of which 9 750 are card workers (temporary) and 1 900
belong to the maintenance teams (also temporary), the remainder,
approximately 21 000, are permanent workers

4.1 2 In turn, among these, approximately 65% to 70% work 1in the
railways, that is, 12 500 to 13 000 Considering, on the other
hand, that workers admitted after the 01 09,89 were not more than
5%, more than 95% of workers attached to the Railways originated
from the ex-National Directorate of Railways and Harbors and,
therefore, are subject to the public right regime for the purpose
of retirement, pensions and termination of the labor relation
thereof
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4.1 3 Thus, the legal mechanism to which the CFM enterprise may
take recourse for the reduction of the labor force through 1its
own 1initiative, 1in relation to these workers, 1s that of
compulsory retirement

4.1 4 1In reality, 1t 1s possible, through the initiative of the
CFM, as a consequence of the reorganization of work measures, to
carry out compulsory retirement of workers (Article 237, no 2 of
Law Decree no 14/87)

The legal requirements for this compulsory retirement are only
defined i1n the case of age limit, 65 years for men and 60 years
for women, and not i1n the other situations

4,1.5. It appears, however, that there must exist a retirement,
no longer as regards age but as regards the minimum time of
service, which 1s 15 years service

In reality, 1f the minimum time to acquire the pension 1s fifteen
years, 1t would not make sense, 1n case of retirement through the
initiative of the CFM enterprise and not for reasons of age
limit, that the legal presupposition of minimum time to acquire
that right was not respected (according to Article 238,
paragraph b)

4 1.6. Another possibility 1s the recourse to voluntary
retirement (Article 238, Decree no 14/87), that i1s, the one that
1s applied for by the worker's 1initiative The requirements
thereof are as follows

a) To have satisfied or going to meet the expenses
incurred for retirement,

b) If the worker 1s 60 years of age, 1f a man and 55
years of age, 1f a woman, and has rendered 15 years
service, at least, or

c) To have rendered 35 years service

4.1.7 For topical situations, recourse to the legal model of the
"extraordinary retirement" (Article 256), whose determinant
factor 1s the worker's disability, 1s also possible A
characterizing aspect of this regime 1s the fact that the time of
service rendered 1s always considered to be equivalent to 15
years , 1f the worker has not attained such a minimum number of
years of service

However, 1f the determinant factor of disability due to accident
1n service or serious and incurable disease contracted by virtue
of the functions exercised, the time of service 1s always
considered equivalent to thirty-five years




4 1 8 Calculation of the retirement pension 1s done taking the
following formula as a basis

P=RXxXA/ 35

w
P =
R = remuneration earned at the time of retirement
A = years of service

(1ncluding all the situations comparable to the years of service
as 1s the case of those who have participated in the national
liberation struggle and who are entitled to a 100% increase when

counting time of service, to a maximum limit of 35 years)

4.1 9 Under a labor force decongestion and rationalization
perspective, the CFM has continued with the adoption of a
specific measure of early retirement, with the agreement of those
concerned, within the legal limits that characterize the
voluntary retirement model, as follows,

15 years service and 55 years of age, for women, and 60
years of age, for men, or 35 years service
4.1 10 Through this measure 1t has been possible to make a
substantial reduction in the labor force, of the order of seven
thousand workers

The expenses arising from this "voluntary retirement"” are being
born by the State Budget and by the enterprise, 1n cases where 1t
18 necessary to cover the difference to full pension, because
workers have not reached 35 years service

4 1 11 1In this context 1t appears to be justifiable, seeing that
1t 1s 1nserted 1n the continuation of the already existing set of
rationalization measures, to continue to invest 1n an early
retirement strategy which would take the form of a voluntary
retirement because 1t would always have the agreement of the
worker concerned, obeying the following reguirements

15 years service and 50 years of age, being a woman
and 55 years of age, being a man with the right to opt
either through a 20% retirement bonus, without
prejudice to the maximum limit of same having to
correspond to 35 years, or through an indemnity
corresponding to X months remuneration

4 1 12 Expenses would be born by the State Budget 1in the part
corresponding to the value of the pension for the years of
service rendered, either option, the 20% bonus or the indemnity,
being born by the CFM enterpraise.

J-7



4 1 13 This measure, although introducing an age limit not
envisaged 1n the "General Statutes of State Functionaries", would
not constitute an unprecedented fact in the Mozambican labor
rights order, seeing that 1in the relations ruled by the General
Labor Law (private right), 1s contemplated the possibility of
being able to apply for an early retirement at 50 years of age
(Article 7 of Decree no 46/89, of the 28 12 89)

4 1.14 The major consequence would be the pressure on the State
Budget resulting from a retirement of this nature, even 1f the
bonus or indemnity to bring it up to a full pension would have to
be born by the CFM

It must be added that the CFM, under the terms of the General
Statutes of State functionaries (Article 248), are obliged to
make the legal discount of 7% on the gross remuneration of
functionaries (for the purposes of their right to acquire this
retirement pension), and the consequent delivery of those
discounts to the Treasury ( in the Ministry of Finance), have
never done so, 1t presently constituting a debt by the CFM to the
State Budget, which debt may come to integrate the State
constitution fund (credit capital) in the future publaic
enterprise 1n which the CFM may transform itself

4 1 15 Another alternative and this one being eligible under the
light of the legal framework in force, even 1f applicable to
situations of the restructuring of State services, but which
could be extended to the CFM enterprise through the creation of
an appropriate juridical normative, would be the creation of a
supernumerary or surplus cadre that would gather those available
or under-utilized by virtue of restructuring measures equivalent
to "suppression or compression of the organic structure", as 1s
disposed in Article 94, paragraph c) of the General Statutes of
State Functionaraies

4 1 16 The option for this alternative would belong to permanent
~“workers, considered surplus and who did not opt for early
retirement measures

The advantages of this alternative were obvious

- Legitimacy of such measure under the light of the
legal framework,

- Receptivity by the union structure, binding 1t to the
perfect execution thereof,

- Gradual and progressive reform of the sector,
allowing a sort of postponement as regards the moment
of final detachment from the enterprise

4 1.17 This cadre of supernumeraries would have the following as
fundamental aspects defining the regime thereof,
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Workers would retain
- the work tie and the category,
- full salary, for example, during the first six months
and, afterwards, 60(70)% up to two years, including

Christmas bonus,
- complementary installments bonus, for those entitled

to them, such as child allowance, house rent subsaidy,
- the right to health care,

- the time workers remained as supernumerary would
count for all effects, namely, seniority, retirement
and career progression

In case they were called for professional training and
advancement actions, they would receive their wages as though
they were 1n activity.

During the time they remained as supernumerary, they could either
be reintegrated in the new enterprises resulting from the

. _._restructuring of the sector or, 1f they were not, one of the two
situations following could occur

- supernumerary workers, in continued or interpolated
inactivity during two years and who had 15 or more
years service, would be compulsively pensioned off,
without any gratuity, or

- workers who remained supernumerary during twelve
months, continued or interpolated, could retire
voluntarily, opting for a pension with gratuity (20%)
or for an indemnity

4 1 18 These and other measures leading to the reduction of the
surplus labor force in the CFM are innovative elements not
covered 1n a specific legal framework, and would possibly require
the creation of an appropriate diploma

4.2 Retrenchment Options for Workers Engaged after 02 01 89

4.2.19 Let us now proceed with the analysis of the labor rights
situation of workers engaged after the 01 01 89 who, such as we
have mentioned before, are subject to the General Labor Law

4.2 20. As regards them, their work relation 1is characterized by
the rendering of continued and permanent service that allows its
subsumption i1n the legal framework of "labor contracts for
indeterminate time" (Articles 9 and 10 of Law no 8/85)

The faculty to put an end to labor contracts unilaterally, by
—__either party, in order to make cease the effects thereof, 1s one

of the characteristics of the juridical discipline thereof

Differently from the public employment relation, where unilateral

cessation by either party carries strong conditions (for example,
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on the part of the State, civil servants only see the termination
of their juridical tie through retirement or, eventually,
following a punitive measure applied i1in a disciplinary process),
the private labor relation can cease through traditional
situations of "recision with prior notice" and "recision with
just cause" proven through disciplinary process (Article 24 of
Law no 8/85)

4 2 21 But the interaction between public rights and private
rights, on the matter of labor questions, produces an 1increasing
approximation between the two regimes, gradually fading away the
differences between them, as regards the question of stability in
the work post, for example.

Thus, restrictions to the termination of the labor relation, by
initiative of employers, are also found 1n praivate right.

4,2.22. Under the light of Mozambican laws, termination of labor
contracts through recision with prior notice, by 1initiative of
the CFM, 1s only possible i1in the objective situation expressly
envisaged in the law for the adoption by it of technical-
organizational measures that impose the adequacy of the labor
force (Article 26)

In the latter case, the process followed 1s that of the minimum
90 day prior notice, followed by an opinion by the union body,
the right to an indemnity being guaranteed, calculated on the
basis of time of work rendered (three months for each two years)
and by communication to the Secretariat of State of Labor for the
preferential re-posting of workers (Article 26 of Law no 8/85 and
Article 7 of Decree no 9/89, of the 01 06 89)

4 2.23 1In cases where 1t 1s found that there exists a continued
rendering of service subject to a final term, in case of early
termination of contract the CFM would be obliged to pay an
indemnity equivalent to the remunerations due up to the term of
the stipulated peraiod

4 2 24. Workers whose work relation 1s fully ruled by the general
labor law, can be pensioned off due to age limit (60 years for
men, 55 for women), but can still be the object of early
retirement at the age of 50, in cases where they show premature
physical decay

4 2 25 The Social Security Institute 1s in charge of all
pensions and, due to the recent creation of the social security
legislation, they are born alternately or jointly, by that
organism and by the employer (CFM) (according to Decree no 46/
/89, of the 28 12 89, Decree no 5/89, of the 18 09 89)

Contributions to social security amount to 7%, the worker paying
3%, the CFM paying 4%
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4 2 26 Would 1t then be possible to extend to all the CFM
workers the early retirement legal regime of the General Labor
Law and to propose the respective retirement at 50 years of age?
If such decision regarding retirement had acceptance on the part
of workers would, after all, be another form of voluntary
retirement that seems legitimate At bottom, everything would
happen as 1f CFM workers were given the right to opt, for
retirement purposes, for the private right system, provided the
latter would not result in a less favorable consequence

The question 1s that contributions paid to the State Budget would
have to be transferred to the Social Security institute and such
transfer would imply a certain complexity seeing that the CFM,
although making the 7% discount on the remunerations earned, have
not really handed over such contribution

5. SOME REFLECTIONS ON THE CREATION OF A SPECIFIC
NORMATIVE FOR THE REDUCTION OF THE LABOR FORCE IN THE
CFM

5.1 Under the light of the present juridical ordination what 1is
the legitimacy of applying specific measures to the CFM sector
which contemplate the massive reduction of the labor force,
either through early retirement, or through recision with prior
notice (1n cases where this form was applied)?

5 2 1It i1s important to bear in mind that what stands out from
the legal texts 1s the principle of the causality of the
dismissal, to be legitimate, any termination of the labor
relation by employer's initiative needs to be well-grounded,
either for economic reasons or others, so that such cause, that
motivation, gains such a dimension 1t supersedes other values
such as, for example, the right of the enterprise and the
profitability thereof over the right to labor protection and
justifies the sacrifice of the latter

5.3 1In the case under consideration 1t 1s the causality
"restructuring, redimensioning, revitalization of the CFM" that
confers the legitimacy necessary for the reduction of 1ts labor
force and the inherent measures

5 4 But because the measures to be adopted prove to be
innovative, both as regards the situations covered thereby (early
retirement, temporary or definitive return to 1inactivity) and as
regards the reparative or compensative procedures to be followed
(bonus, indemnity, professional re-orientation, re-employment}),
the creation of a specific legal framework imposes 1tself no
longer as a question of legitimacy but of 1ts juridical and
practical efficacy, the advantages of which appear to be
undeniable

5.5 Let us see some of those advantages
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- Cénsecratlon of a concrete solution and, therefore, more
adjusted to the real situation i1in the enterprise and to the
peculiar situation of the CFM workers,

- It would endow the sector with greater dignity, fully
Justifiable due to 1ts economic importance,

- In 1ts execution 1t would comprise not only State bodies and
the enterprise's management but also the union structure, whose
opinion 1s compulsory throughout this process,

- It would contribute to the transparency of the criteria to be
followed,

- It would objectify the factual situations covered by the
reduction of the labor force which would give greater certainty
to those they aim at,

- It would consecrate the exceptional character of the
compensative or reparative measures (1ncentives) 1indispensable
for 1ts acceptability by those concerned

56 If it 1s not opted for the creation of a specific legal
framework contemplating these and other measures for the
reduction of the CFM labor force, only through voluntary
retirement, based on 60 years of age for men and 55 years, for
women, and 15 years service, will 1t be possible to continue to
invest i1n the labor force reduction For the very few cases of
workers, engaged after 01 01,89, recision with a 90 day prior
-—._notice will be possible, but always subject to a favorable
opinion by the union body and the attribution of an indemnity

5.7 The creation of a specific legal framework for the Railways
sector, legitimated by the causality of those measures (economic
reasons, reasons for the restructuring and redimensioning of the
sector) would also have to encompass preferential re-employment
measures

5.8. In cases where the permanent work relation 1s terminated,
either through early retirement or through recision with praior
notice, the CFM worker would not have a subjective right of being
re-employed in this or in any other sector of economic activity
but only the more general right, common to all citizens, of
access to work

However, with the creation of a specific normative, a public and
institutional commitment would be assumed (Ministry of Labor,
Ministry of Transports and Ministries with portfolios of the
economic areas eligible for re-employment, for example,
Agraiculture, Mineral Resources, Industry and Energy, Construction
and Water Resources) to preferentially re-employ in their sectors
workers falling under the reduction of labor force measures, or
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to give them preferential access to economic free initiative

(1 e small scale industry development fund, mining development
fund, agrarian and rural development fund, agricultural
hydraulics development fund, fishing development fund)

5 9 1In this way, CFM workers would not benefit from the right to
demand re-occupation of a work post in this or that sector But
they would benefit from a preference right to be re-posted or
re-oriented to employment 1nitiatives, new or under course

If not so, there will be social costs arising from a sector so
sensitive and the risk that the so-forced inactivity, 1in of
historical organisative tradition, will supersede the useful
purpose of the restructuring thereof.

5.10 To reainforce everything just stated above, as regards the
need of creating a specific juridical normative for the massive
reduction of the CFM labor force, 1s the fact that such reduction
may assume an unprecedented character not envisaged in the
juridical ordination in force

Therefore, such a reduction can hardly fit in the framework of
the labor rights legislation in force, be i1t within the scope of
public rights or within the scope of private rights, seeing that
same was created under the provision of solution of topical cases
of termination of the work relation and not for application in
situations of "collective dismissal"

6. CONSTITUTIONAL ECONOMIC SYSTEM A PLURI-FORM SYSTEM

6 0 Within the framework of the objectives outlined in this PP,
another central question 1s the redimensioning of the CFM
enterprise i1n the recent legal framework of pravatization,
through the total or partial transfer of the exploitation of the
rallways to a private entity and through the total or partial
transfer of ownership of the respective patrimony that, by
decision of the government, will be detached from public
dominion.

Then, let us see the legal implications of the re-dimensioning
(privatization) of the CFM state enterprise, under the light of
the new Constitution of the Republic of Mozambique and of the
—___economic legislation in force
6 1. The new Mozambican economic constitution, which came into
force on the 30 11 90, has consecrated the coexistence of various
economic forms in accordance with the respective ownership and
management of the means of production



Let us see each one of those economic forms

The State Sector - constituted by state enterprises, by publac
enterprises and other public entities, whatever their juridical
statute public enterprises in the strict sense, public capital
enterprises, public institutes, public funds),

The Co-operative Sector - which integrates the Co-operative
enterprises,

The Private Sector - rather heterogeneous, integrating from the
small artisan, passing through the family sector, up to large
enterprises;

The Mixed Sector - integrating public capital and private capital
enterprises

6 2. The essential characteristic of the Mozambican
constitutional economic system 1s not the existence of wvarious
types of ownership and management common to any market economy,
nor of the greater or lesser dimension of either one, although a
hegemonic tendency of the state sector results therefrom

But what 1s essential in the constitutional framework i1s the
guaranty of the pluralism of the different forms of ownership

6 3 In turn the guaranty of these three sectors of ownership
implies the existence of three forms of economic initiative

- public

- pravate

- co-operative.

The public economic initiative 1s one of the dominant aspects of
the Constitution of the Republic of Mozambique, because no
economic area 1s reserved thereto

6.4. On the contrary, there exists reservation of public
ownership of certain properties (Land, Natural Reservations, Air
Space, Maritime Zone, Water Resources, Mineral Resources) But
this does not necessarily signify reservation of public
exploitation, some of these properties being able to be the
object of exploitation by private entities (1. e concession
regime for land use and development, concession regime for
research and exploitation of mineral resources)

6 5. But 1n some sectors and fields of activity there 1s
conditioned access to private initiative Then which are those
sectors or those activities?

Such definition 1s a matter of the government's competence, under
the terms of Article 4 of Law no 15/91, of the 03 08 91, which
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diploma, 1n turn, has determined some of those sectors, only as
an example but not in depth and which are the following

- Attraibution of mining rights,

- Production and issue of currency,

- Exploitation of games of chance
These are forbidden to private 1initiative, the exercise of the
respective activities being only allowed to State enterpraises,
under the exclusivity regime

6 6. However, other sectors are partially forbidden to private
initiative, because they permit the exercise of the respective
activity in concurrence (public sector, praivate sector), 1t
behoving the State what the law calls "an economy regulating

T role".

The juridical forms of this conciliation between the public and
the private sectors are, normally, the joint ventures and the
public concession contracts

6.7 Although the Government has not yet expressly established
the further sectors the economic activity of which must be
exercilsed under the exclusivity regime by state enterprises, or
in concurrence with the private sector, Law no 15/91 has
established, as of now, the informative principles as which must
those sectors be

Thus the present state enterprises that "develop activities of a
strategic nature", considering as such "the rendering of publaic
services to the community" which, due to their essentiality, must
be rendered or controlled by the State, have to remain in the
State enterprise sector

6.8. But what 1s not yet identified and, therefore, 1s omitted
under the light of the recent legal economic framework, 1s which
are the economic activities of a strategic nature that have to
remain under the exclusivity regime in the State sector and which
are those that may concur with the private activity

7 THE CFM STATE ENTERPRISE PLACE THEREOF IN THE ECONOMIC
CONSTITUTIONAL FRAMEWORK

7.1. Juridically, the "Caminhos de Ferro de Mozambique"
(Mozambique Railways) are a state enterprise and, as such,

T Tintegrated in the state enterprise sector, the latter understood,
i1n accordance with the legal texts in force, in the economic
sense, as the set of enterprises under the Supervision or
management of Public Administration

The juridical forms that, in Mozambican economic rights,
characterize the State enterprise sector are,

— state enterprises

— public enterprises



- corporations of public capital exclusively

Unt1l a very short time ago, the state enterprise was the
dominant juraidical form to which the State took recourse to
intervene i1n the economic activity

However, with an internal structure similar to that of any publaic
service, markedly bureaucratic and administrative, connected to
the organisms of portfolio (ministries, Secretariats of State) by
hierarchic links strangling any management autonomy, these
economic units, organized more 1n administrative than in
enterprising moulds, today appear to be i1n a declining phase

In reality, with all the new Mozambican economic legislation on
public enterprises and privatization systems, state enterprises
w1ll necessarily tend to transform themselves into publaic
enterprises or public corporations, or to become extinct and give
place to private enterprises

7.2 The CFM state enterprise does not appear to be the exception
to this rule Although created recently, in 1989, under the form
of a state enterprise (1t 1s important to recall here that 1t was
the first step towards the transformation of what was and,
historically, has always been a public service), the next step
appears to be the transformation thereof into a public

enterprise

7.3 As a matter of fact, identical processes are being followed
1n the sector of transport, as 1s the case of the transformation
into public enterprises of the state enterprise "Correios de
Mozambique" (Mozambique Posts) and the state enterpraise
"Telecomunicacoes de Mozambigue "

7 4 Reasons of an economic order, on the one hand, but also
legal, have determined this transformation

7 5 1In reality, any of those enterprises, as well as the CFM,
render a public service to the community which inserts them in
the field of the activities of a strategic nature 1In the case of
the CFM, the diploma that created 1t expressly states that the
CFM enterprise renders a "public service for transport of persons
and goods" and constitutes an "important vehicle of national
unity" (Decree no 6/89, of the 11 05 89)

7 6 This means that we are faced with one of the activities that
must remain i1n the State enterprise sector (Law no 15/91)

The doubt that repains i1s 1f this activity 1s exclusive of the
State or 1f 1t can be exercised 1in concurrence with the private
sector.

But in whatever situation, state enterprises that have to remain
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1n the state enterprise sector, which 1s the case of the CFM,
either exclusively or 1in association with private parties, have
to be transformed into public enterprises before acquiring any
other juridical form

The public enterprise 1s as 1f the first step of the
restructuring and redimensioning of the state enterprise sector
(Article 3 of Law 15/91)

7.7 The advantages of the transformation of state enterprises
into public enterprises, although they both integrate the state

-- enterprise sector, lies 1n the drastic decrease of the
intervention of public powers in the internal management of the
latter For example, public enterprises, differently from state
enterprises, are able to freely transact the movable and
immovable property integrating the patrimony thereof, with the
exception of those that integrate public domain and which
constitute what the law calls "universality" Public domain
properties are those determined by law (1 e land) and those
attached to a public utility function, constituting an
universality (Article of the Civil Code)

Such 1s the case of the railway lines, with all 1ts components,
infrastructures and line superstructure, their annex buildings
and accessory works, "Buildings, signals, telegraph and telephone
lines and all the fixed material of any kind "

Such properties, when detached from their public activity, can
then be the object of transaction That 1s, 1f the rails, the
level crossings gates, the signals are separated, each one of
these things, 1i1ndividually, because they have autonomy when
subtracted from the universality they constitute lose the public
domain character and can be freely negotiated by the enterpraise,
with the exception of those that per force of the 1law are always
public domain property (1 e 1land)

7.8. Flexibility and autonomy 1n management, possibility to take
recourse to hetero-financing and self-financing schemes equal to
those of private economic agents, a management molded on the
image of corporations and the possibility of transacting goods
and services i1n the market for a price calculated according to
————economic criteria, are as much again advantageous aspects of the
transformation of state enterprises into public enterprises

7.9 It 1s also important to refer that subscription of the
statutory capital i1s not only by the State, the same being
understood as the State Budget, but 1t can be by other public
entities (1 e other public enterprises, public funds, publaic
capital corporations exclusively)

7.10. One of the difficulties in the transformation of state
enterprises i1nto public enterprises lies 1in the need of the
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internal financial reparation thereof, seeing that almost all of
them show a very high deficit 1n the State Budget

In the case of the CFM, there 1s the possibility that the State
may participate 1n the statutory capital through the
capitalization of the enterprise's debts

7 11. At this point 1t seems important to extract two
conclusions

a) The restructuring and redimensioning process of state
enterprises exercising an activity of a strategic nature, under
the light of the legal economic framework 1s a gradual and
consecutlve process because the state enterprise has first to be
transformed into a public enterprise and only after having
acquired this statute can 1t later assume other juridical forms
of enterprises of a private nature (trading companies)

b) State enterprises not situated i1n strategic sectors can be
privatized immediately

7.12 Having identified the juridical-economic forms to which the
State takes recourse when 1t wishes to intervene 1n the economic
activity, having analyzed the options possible within the legal
framework of the redimensioning of the state enterprise sector,
to totally or partially liberate the public component of the
titularity of the capital and the titularity of management
(public enterprises, public capital corporations, joint ventures,
private capital companies), let us see the concrete legal
1mplications of the redimensioning and restructuring of the CFM
state enterprase.

8 PRIVATIZATION OF THE CFM RELEVANT ASPECTS OF ITS
JURIDICAL REGIME

8. 13 Identified as an enterprise rendering public service to
the community and, therefore, exercising an activity of a
strategic nature, everything points out that the CFM enterprise
should remain i1n the state enterprise sector and, as such, assume
the juridical-economic form of a public enterpraise

8.14 But the restructuring process of the CFM can be preceded by
or simultaneously with measures of total or partial alienation of
the patrimony thereof

The laws in force on this matter (Law 15/91, of the 03 08 91,
Decree 28/91, of the 21 11 91, Decree 21/89, of the 23 05 89)
allow that state enterprises can be alienated totally or in part
and that such alienation may take two forms essentially

a) private negotiation

b) public tender



In the case of the CFM, simultaneously with i1ts transformation
into a public enterprise, 1t will be possible to alienate and
privatize the properties that are detached from their publac
utility function (closing down of lines and consequent sale of
buildings, workshops, etc )

The administrative procedure for this alienation 1s ruled by Law
15/91, of the 03 08 91, Decree 28/91, of the 21 11 91

The decision on the alienation of the CFM, through private
negotiation or public tender, behooves the Prime Minister,
assisted by the Inter-Ministerial Enterprise Restructuring
Commission, created by Decree no 27/91, of the 21.11 91

8.15 1In conclusion

8.15.1 Any pravatization of the "Caminhos de Ferro de
Mozambique" (CFM) 1s faced by this limitation the universality
of the railways and harbors system (railway lines with all the
components already mentioned above) 1s a public domain property,
seeing that 1t i1s attached to a public utilaity function the
transport of persons and goods

This means that such property cannot be alienated nor, for
example, be the object of sale or confiscation

8 15.2. Such alienation 1s only possible after these propertaies
have been subtracted from the statute of public domain property,
by authorization of the Government

(1ln addition, the universality of the properties constituting the
railways and which, under the light of Portuguese law were a part
of the public domain of the State, have maintained the same
statute under the light of the Mozambican legal framework, since
they integrated the patrimony of a public service (ex-National
Directorate of Railways and Harbors) and under this capacity of
property submitted to public domain were, later, transferred to
the CFM state enterprise, only a change of ownership having
occurred, which change will also take place 1f this enterprise 1is
transformed i1nto a public enterprise because the latter also
integrates the state sector).

8.16 It will then be possible to question which 1s the regime
applicable to things of public domain Under the terms of the law
in force (Article 1304 of the Civil Code), the things of public
domain may be the object of public rights, such as

- Concession to private entities for exploitation

- Ownership by other public entities only

— Public use and fruition (collection of tariff for utilization
of property).
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8 17 The exploitation concession 1s the privileged juridical
instrument to which public powers normally take recourse for the
management of public domain property

The concession of the railway sérv1ce, for example, implies the
transfer of the respective railway line to the ownership and
management of the concessionaire

But what 1s important to retain from this concession regime 1s
that the holder of the exploitation concession 1s a "manager" who
undertakes to manage, at his own account and risk, and provide
the public utility of the railways system (the operation), for
example, offering the use thereof in an adequate manner (1 e
charging tariffs, prices, drawing up regulations, supervising and
patrolling, 1f such 1s the case) \

8.18. The "exploitation concession" system allows a reciprocal
compromise between the fulfillment of the obligations of a public
service that cannot be dispensed (transportation of people, for
example) and the application of methods of private commercial
management, 1n accordance with the commercial opportunities made
evident for the transport market, giving the concessionaire
flexibailaity to temporarily or partially shut down some lines or
sidings granted or, eventually, reduced traffic stations,
whenever such exploitations do not prove to be commercially
viable, nor justifaied

8 19 The juradical instrument for the "exploitation concession"
15 the concession agreement through which the CONCESSOR (1 e

CFM) transfers to the CONCESSIONAIRE (1 e private entity) the
rights that, legally, have been attributed to him, so that the
latter can provide the use of the things that have been entrusted
to him and that the raights and obligations of both are strictly
defined i1in order to clarify the relations between CONCESSOR and
CONCESSIONAIRE and between them and the users of the railway
service

8.20 A decisive question for the validity of an agreement of
this nature 1s that of the authorization thereof by the
Government

Actually, 1f the CFM opt for granting to a private entity the
rights that have been attributed thereto by the government, in
the act of constaitution thereof (Decree 6/89, of the 11 05,89,
that created the state enterprise or, eventually, the legal
diploma that will determine the transformation thereof into a
public enterprise), such transfer can only take place, validly,
with the government's i1ntervention

And

- either the CFM enterprise 1is previously authorized by Decree or
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resolution by the Cabinet to celebrate a concession agreement
with a private enterprise, establishing, as regards the latter,
some statutory and share capital requirements and the capacity of
the Government to participate in the administration of the said
enterprise (1 e one delegate, one administrator)

- or the Government, through resolution by the Cabinet, a
posteriori ratifies the concession agreement celebrated between
the CFM and the concessionaire, so as to give 1t full validity
and efficacy

8.22 Only in this way can the private entity be validly invested
with the rights of the CFM enterprise that will allow 1t to
manage the public property which integrates the universality of
the railways and acquire, for example, title to the Use and
Development of the Land for industrial purposes or others
necessary for the concession thereof, or constitute rights in
favor of third parties, benefitting from the returns thus
obtained (1 e, leasing of i1mmovables)

8 23 Some aspects of the regime of a contract of this nature
seem expedient to refer

- The concession agreement can establish the evolutionary
character thereof, as the modernization of the railway network in
the territory 1s being carried out and in accordance with
technical progress

- The possibility of extending the contract to other
“iInfrastructures of land transport and which have technical
analogy to railway transport

- Period of concession

- Conformity with the transpqrt policy defined by the
Government

- modernization of the lines and of the equipment and
the i1nvestments i1n accordance with the technical
progress and market opportunities

~ Rights for the materialization of works that are not
the simple maintenance or renovation of the railway
lines and the buildings annexed thereto

- Financing of investments, returns and expenses

- Financial and patrimonial management

- Terms of concession within the juridical framework of
the guaranties in force for foreign investors

- Juraidical statutes of staff (national and foreign)
and professional training plans

8.24 It must be emphasized that in the case of foreign
concessionaires, 1t will be necessary to set down i1n the text of
the contract the rules of action for foreign investments, with
the observance of what 1is disposed 1n the legal framework in
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force (Law 4/84, of the 18 08 84 and Decree 8/87, of the
30 01.87), of which 1t 1s pointed out
- over the property and rights involved 1in the

investment,

- transfer abroad of the exportable profits and of the
re-exportable capital,

- general and special 1incentives (1 e fiscal)
compatible with the importance of the project within
the framework of national economy,

- 1n case of conflict, recourse to international
arbitration

8 25 Other juridical solutions may yet be outlined in the
privatization process of the CFM, such as the State desiring to
play a role of economic agent, intervening directly in the
production of services (transport of persons and goods)

Incidentally, concessions in areas such as the rail ways, when
requiring large investments for the re equilibrium thereof and
because they serve the rest of the industry, tend to cease
passing on to the State's orbit, which i1s favorable to private
interests.

8.26 A group strategy according to the logic state holding
(and/or sub-Holdings) and participated companies (holding +
private operators, national and foreign) 1in which the CFM workers
could have preference in the subscription of the share capital,
1s another eligible option within the framework of the economic
legislation in force

However, these or other alternatives depend on strategies and
options of public investment policies

8 27. It 1s important to mention that, in this last case, the

question of the detachment of property from public domain will
only take place in cases where, 1n the capital of participated
companies, the state holding holds a minority.
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