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PREFACE
 

This slidebook summarizes the findings of the second (implementation) phase of a 
project designed to address the problems of vegetable distribution in Russia. The 
project was carried out for Goskomimushestvo and sponsored by The United States 
Agency for International Development. 

The project focused on the privatization and restructuring of vegetable wholesalers in 
Perm and in particular on two "demonstration" enterprises, Permplodovoshprom and 
Kirovskaya. 

This slidebook is complemented by a prose report submitted separately to 
Goskomimushestvo and USAID. 
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OVERALL PROJECT OBJECTIVES
 

Identify bottlenecks in food distribution for 
2 products in each of 2 regions 

Diagnose
phase 

Diagnose root causes of distribution failure (completed*) 

Propose policy measures at regional and federal level 

Initiate pilot projects to address problems identified Implementationhase 

*See diagnostic phase report 
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PRIVATIZATION AND RESTRUCTURING OF PERM VEGETABLE WHOLESALERS
 
e Implementation Phase Objectives
 

Work with authorities to remove restrictions on privatization of vegetable wholesalers 

Execute privatization of Permplodovoshprom 

Devise and implement operational improvements to reduce losses in storage 

Repeat for a second wholesaler, depending on progress 

Expedite privatizatlon transactions for other wholesalers 

Recommend local and national policies to faciliate wholesaler privatization and 
restructuring 

Develop nationwide model and programme for privatization of vegetable wholesalers 

Tt e Boston Consulting Group 151o1f27 93.epo 1 I 
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The Boston Consulting Group 1510127.&93I,.ipon 12 



PRIVATIZATION MECHANISM FOR VEGETABLE WHOLESALERS
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Obstacles to privatization 

Subdivision 
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Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 
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THE SPECIFIC NATURE OF THE VEGETABLE WHOLESALING BUSINESS
 
INITIALLY OBSTRUCTED PRIVATIZATION 

* Perm example 

Vegetable supply is politically and socially sensitive
 

Current supply system is clearly inadequate
 

Local authorities were initially reluctant to privatise
 

Anti-privatization actions taken Arguments against privatization 

Prohibition to privatize wholesalers Vegetable supply will colapse 

Delaying the process Prices will rise dramatically 

Especially concerned about Farms will not have access to retail 
wholesalers who supply social market 
institutions 

Warning that subsidies will not be 
available for privatized companies 

The Boston Consulting Group s1ow027.A.2S.rpon 16 



DURING THE COURSE OF THE PROJECT VARIOUS OBJECTIONS AND
 
CONCERNS WERE RAISED REGARDING PRIVATIZATION (1)
 

Concerns about 
effect of privatisation 

Change of profile 
Wholesaler will increase 
sales of other products 
at the expense of 
vegetables 

I	Winter &spring supply to the 
city will be reduced 

Wholesalers will not survive 
without help from the state 

Subsidised loans 

Source: BCG Analysis 

Answer to concerns 

- Vegetables become profitable
 
as losses (up to 40% now) are reduced
 

* Privatization condition can be imposed 
- maintain sales of agreed volume of 

basic vegetables 

° Improved purchasing will increase trade with other 
regions 

° Profit orientation will motivate wholesaler to store 
- prices rise in sprinq (30%-100%) 

- Reduction in irsses makes storage profitable 
- losses can be reduced by 15-60% 

- Privatisation condition can be imposed 
- maintain sales of agreed volume in winter and 

sprinq 

- Increase in cash flow from operational and financial 
ihprovements will reduce dependence on 
subsidised loans 

- profit improvement can be >10% of 
sales 

The Boston Consulting Group 	 15lot/27.&913,1.pon 17 



DURING THE COURSE OF THE PROJECT VARIOUS OBJECTIONS AND
 
CONCERNS WERE RAISED REGARDING PRIVATIZATION (2)
 

Concerns about 
effect of privatisation 

Privatisation per se will not make 
any difference / is not necessary 
for operational improvement 

Farms will stop shipments 
to wholesalers 

9 Risk of non-payment due to 

change of ownership of 

wholesaler
 

Wholesalers will be purchased 
by outsiders / non-experts will 
run the company 

Answer to concerns 

• Privatisation addresses major problem: lack of 
motivation and ii-centives 

most solutions are known but there was no 
incentive to fix problems 

- eg. storing incompatible products together,
low utilization of warehouses, etc 

* Wholesalers buy most (90%-100%) supplies using 
pre-payment 

* Privatized wholesalers will improve financial 
performance and payment ability 

• If new owner is not a specialist, it is in his best 
interests to let a manager-specialist run the 
company. 

-	 ownership can be separated from
 
management
 

Source: BCG Analysis The Bostor,Consulting Group 	 15101/27.&9X.iepo 18 



DURING THE COURSE OF THE PROJECT VARIOUS OBJECTIONS AND
 
CONCERNS WERE RAISED REGARDING PRIVATIZATION (3)
 

Concerns about
 
effect of privatisation Answer to concerns
 

Farms will not be able to find 1 • Profile conditions will make wholesalers buy from farms 
buyers for their products • Farms now are increasingly selling directly to consumers 

J_ and retail shops 

Wholesalers will go bankrupt if 1 [ Wholesaling can be prcfitable without own retail shops
privatised without own shops (15-40% mark up) if restructuring implemented 

Prices to consumers will 1 Prices are already set by market mechanism 
increase (no regulation since Dec 92) 

• Higher price wholesalers will lose customers to other 
wholesalers (13 in Perm)

* Effeciency increase will reduce costs and prices 

Privatised wholesalers will j Inefficient municipal companies will lose their 
lay people off* business to private sector, and will have to lay people off 

Privatised wholesalers will survive and grow 

Source: BCG Analysis The Boston Consulting Group lSloi/27.L93(fePo" 19 



VEGETABLES WHOLESALERS MUST BE PRIVATISED
 
e Perm Small Council decision 56 is illegal
 

Perm's Decision No. 56 (23.03.1993) states that "the MKI is not to include in the program of 
privatization for 1993 certain enterprises engaged in trade, societal nutrition, and everyday 
service..." 

According to State Privatization Program of 1992 the following categories of enterprises are 
subject to mandatory privatization however 

* wholesale trade 
* retail trade 
* societal nutrition
 
" everyday service
 

Additionally, Presidential Decree No. 640 (May 8, 1993) specifies that all trade enterprises must 
be privatized by August 1, 1993 

* including vegetable wholesalers 

Decision 56 of Perm Small Coucil contradicts federal law 

Source: White and Case The Boston Consulting Group Ito1893e. ,POf 20 



PRIVATIZATION OF THE WHOLESALE SECTOR SHOULD BEGIN WITHOUT DELAY
 
e Decision 96 of the Perm Small Council is illegal
 

Decision 96 states that 60% of the retail shops supplied by a wholesaler must be 
privatized before the wholesale enterprise itself can be privatized 

Decision 96 misinterprets GKI letter OK-16/18 stating that wholesaler privatization 
should follow privatization of 60% of its retail customers only if: 

* the wholesaler has > 50% of storage space of a city 
and 

* cannot be divided for technical reasons 

GK! letter does not apply in Perm since: 
* no wholesaler has > 50% capacity
 
" most retailers have now been privatized
 

Source: White and Case 
The Boston ConsultingGroup lSlrh2.&,,pol 21 



WHOLESALERS SERVING SOCIAL INSTITUTIONS ARE NOT EXEMPT
 
FROM PRIVATIZATION
 

=Attempts to block or impose extra conditions are illegal
 

Local authorities fear that privatized vegetable wholesalers will not supply social 
institutions 

0 Hospitals, schools and kindergartens 

Local authorities therefore attempt to block privatization or impose extra product 
profile conditions, enforcing supply 

* Both of these measures are illegal* 

Fundumental assumption that privatized wholesalers will not find social institutions 
attractive clients is wrong however 

* Long term contracts 
* Large and stable purchases 
* High margins 
* Already pay market prices 

Not listed In law on Privatizatlon 

Source: White and Case 

the Boston Consulting Group 151OO7.&WS..epo 22 



A SUPPLY TENDER FOR SOCIAL INSTITUTIONS WOULD ALLAY
 
ADMINISTRATION FEARS
 

Alternative to illegal privatization conditions
 

City enterprises fear that privatized wholesalers would not supply social institutions 

In fact, social institutions will be attractive clients to privatized wholesalers 
" Long term contracts 
" -ligh and stable volumes 
* High margins 

To allay local administration fears, social institutions could issue tender for supply 
a Lowest price at specific quality level wins tender 

Would also reduce financial risk for vegetable wholesa!ers 

The Boston Consulting Group 1Sto1/27.8 9Xsepo 23 



PRIVATIZED COMPANIES CANNOT BE DiSCRIMINATED AGAINST BY FEDERAL
 
OR LOCAL AUTHORITIES
 

Subsidies and credits: 
"Any form of discrimination against a privatized enterprise in the 
distribution of subsidies from the budget of the RF is prohibited" 

- Presidential Decree 148t, 
* "All subjects of entrepreneurial activity have equal access to financial 

resources regardless of ownership status" 
- Law on Enterprises (25112/90) 

Taxation: 
SAii state organs, at all levels, "are forbidden to take actions that 

discriminate or create preferential conditions for any enterprise ... including 
differing levels of taxation" 

- Anti-Monopoly Law (23/9/91) 

Property rights: 
* 	 "Establishment of privilege or restriction on the exercise of the right of 

property based upon the status of property as state, municipal, or private is 
not permitted" 

- Law on Property (24/12/90) 

The Boston ConsultingGroup 	 1,1o127A93.,do 24 



Obstacles to privatization 

Subdivision 

Privatization route choice 

Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 
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SOME ENTERPRISES NEED TO BE SUBDIVIDED
 
e Subdivision decision is exclusive right of privatization commission
 

Necessary criteria Examples /explanation 

1. "Wholesale trade enterprises consisting of 
several warehouse complexes, territorially 
separate, are subject to division"* 

1. Former "Gorplodovoshtorg" subdivided 

2. Check if entity is composed of 2. - Wholesaler with pig farms 
independent unrelated businesses e Wholesaler with building brigade 

- Wholesaler with cafe 
- Wholesaler with school cafeterias 
- Wholesaler with pickling /packing facilities 

3. 	Check if these businesses are easily 3. - Separate access routes 
separated physically - Electricity, water, gas, etc. can be monitored separately 

4. Check if subdivision is legal 4. * Enterprises sold through tender have the right to buy 
out any property (after 1 year) held under lease or 
continue lease for at least 15 years"* 

e Assets to be separated must be put into separate 
balance sheet 
•Separated pieces must be privatized also 

•Instructional letter No OK 16/18 from GKI 16/4/1992 

Plan of Privatization 1992 

The Boston Consulting Group l5Ol.127.&49N',.po 26 
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PRIVATIZATIONS OF WHOLESALERS TOGETHER WITH THEIR RETAIL
 
NETWORKS CAN BE LEGALLY REVERSED
 

In some cases, torgs were not broken up sufficiently before privatization 
* Eg. Samara, where largest wholesaler was privatized with 31 retail shops 

Privatization can be reversed in such cases based on 
* Non-compliance with Presidential Decree 232 
• Violation of regulation on holding companies 
* Violation of anti-monopoly law, if evidence of monopolistic behaviour 

Reversal of privatization can be initiated by GKI, Anti-Monopoly Committee or the 
Procurator 

In practice, this would be a lengthy and difficult process 
* Beyond timeframe of roll out project 

Source: White & Case 
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PRIVATIZATION OF WHOLESALERS THAT ARE MULTIPLE SITE ENTERPRISES
 
CAN ONLY BE RE-ENGINEERED IF THERE IS
 

A VIOLATION OF ANTI-MONOPOLY STATUrE3
 

The GKI letter which called for the break up of warehouse / wholesale organizations 
by independent site was only an "instructional letter" 

" This does not have the rule of law 
* Cannot be enforced after privatization 

However, if an enterprise is in violation of Anti-Monopoly statutes (greater than 35% 
market share) the anti-monopoly committee can bring arbitration against the 
enterprise and seek a break up 

The Boston ConsultingGroup 1S1oI27..9,.,ofl 28 



LOCAL AUTHORITIES ATTEMPTED TO RETAIN CERTAIN PARTS OF
 
WHOLESALERS DURING PRIVATIZATION
 

Examples 

Enterprise Target property Local authority arguments 

"Office space located off site in - Fund for social defense needs building 
Permplodovoshprom city center 

"Warehouses on main site - District administration needed 
warehouse space 

Kirovskaya 
"Unfinished building - Construction used budget subsidies 

The Boston ConsultingGroup ,sll 2
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ALL PARTS OF ENTERPRISES MUST BE PRIVATIZED
 
v Forced separation of leased facilities is illegal
 

Authorities wrong to retain parts of enterprises in municipal ownership 
• 	 It is illegal for the municipal government to not privatize parts of a company 

going through privatization 
* 	 If there is subdivision, all pieces must be privatized 

Forced separation of currently leased facilities from a company undergoing 
privatization is illegal* 

* 	 "Owners after privatization have the right to conclude a lease in similar 
conditions, of not less than= 15 years" 

* 	 "Any changes of the new or current lease agreement can only be made by 
agreement of both parties" 

* 	 "New owners have the right to acquire these facilities after one year" 

* During tender sale, Privatization Program 1992 

Source: White & Case 
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Obstacles to privatization 

Subdivision 

Privatization route choice 

Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 
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A SIMPLE DECISION PROCESS CAN BE USED TO DETERMINE
 
THE OPTIMAL PRIVATIZATION MECHANISM
 

Subdivision Legal routes examined Data collection 

GKI subdivides if entity Route options determined GKI performs on site 
is composed of by collection of key company 
independent, unrelated - Capital balarce on -- characteristics 
businesses, separable i.1.92 
physically and legally - No of employees 

Analysis Conditions / route decision 

Criteria are placed into _ Privatization Commission 
analysis matrix to choose decides on route and 
optimal privatization route conditions for enterprise 

privatization 

The Boston ConsultingGroup tS1oI/7.8,,.,,o 32 



THE ROUTE CHOICE DECISION CAN BE MADE AT FOUR LEVELS
 

1. Use commercial tender as the preferred route in most cases 

2. Route choice determined from summary of typical scenarios 
* Eg. management incompetent 
0 Eg. high investment required 

3. Route choice determined after qualitative consideration of factors characterising 
investment need, management competence and local environment 

4. Route choice determined after quantitative assesment of factors characterising 
investment need, competence and local environment 

I Appropriate level will depend on specific local circumstances 

Detail, 
complexity 

The Boston Consulting Group 1O1027.893,. epor 33 



Fixed Asset Value 


as of 1-1-92 


and 


# of Employees 


SIZE AND LEGAL STATUS DETERMINE WHICH ROUTES
 
ARE LEGALLY AVAILABLE
 

Liquidation + 

Auction A 

l- Commercial tender CT 
s 
u Investment tender IT 

"Small" B 

< 1 M Rb and < 200 employees D 
I 

"Medium" 
vI 

All other enterprises 
s
I Joint-stock company 

"Large" 
0-
N Option 1 JSCl 

> 50 M Rb and > 1,000 employees iOption 2 JSC2 

"Leased" Option 3 (only available if 

Leased with right to buy enterprise > 200 emp) JSC3 

Purchase (fixed assets < 1 M Rb) L1
 

Joint Stock Company L2
 

(fixed assets > 1M Rb) 

The Boston Consulting Group l5luIr'? 89.-.P,4 34 



SLeveli
 
A COMMERCIAL TENDER IS THE BEST OPTION FOR VEGETABLE WHOLESALER 

PRIVATIZATION 

Fast and simple 

0 Ease of replication 

Transparent and without subjective interpretation required for investment tender 

Profile condition can be imposed 

Delivers majority control immediately to new owner 
-
 Strong management needed for difficult restructuring decisions 

Proceeds are maximized from sale 

A commercial tender delivers control to the owner with maximum speed 
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ECONOMIC VIABILITY OF THE ENTERPRISE IS THE MAIN PRIORITY
 
IN CHOOSING PRIVATIZATION ROUTE
 

Vegetable wholesalers must radically improve: 
* Facility management 
* Product handling 
* Marketing 
* Supply management 
* Organizational structure 

Therefore strong management is essential for clear, rapid decision making 

Joint Stock options are therefore undesirable 

The Boston Consulting Group 15101127.893.e.po. 36 
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OPTION THREE JSC HAS NOT BEEN UTILIZED VERY OFTEN 
* Only one example in Perm City 

Managers have no interest 
* Only acquire 20% stock guaranteed
 
0 Must put up 200 monthly salaries
 
* No guarantee of gaining full control of enterprise 

Workers also have little incentive 
* Only get 20 % of stock free (compared to 25% in JSC option 1) 
* Full collective gives up control to smaller group 

Option 3 is in any case only available to enterprises with > 200 employees, 
making most vegetable wholesalers ineligible 
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LOCAL AUTHORITIES WILL INSIST UPON SOME CONDITIONS ON PRIVATIZATION
 
TO ENSURE VEGETABLE SUPPLY
 

Historic and current vegetable supply inefficient and erratic 
0 High losses, poor quality, high prices, poor availability 

Alternative channels of distribution not yet developed 

Today, before restructuring, vegetable wholesaling is an unprofitable business 

Fear that vegetable supply will be undermined by wholesalers switching to alternative 
products 

This concern can be addressed by a minimal profile condition 

Therefore an auction, by definition without conditions, is inappropriate / 

The Boston Consulting Group I150oi27t&.9,3,,p 38 



ROUTE IS DEPENDENT UPON 
THE OPTIMAL PRIVATIZATION 

THE CHARACTERISTICS OF EACH WHOLESALE ENTERPRISE 

Key 

A 
CT 

- Auction 
- Commercial 

IT 
Tender 

- Investment 
Tender 

JSC1 - Joint Stock 

Var.1
 

JSC2 - Joint Stock 

Var.2 


JSC3 - Joint Stock 

Var.3 


Commercial tender preferred in most cases
 

Situation Optimal 
Priv. Route 

2nd order 
Priv.Route 

Undesireable 
Priv. Route 

Equipment in very poor 
condition, uneconomic to 
repair/invest. 

A All others 

Investment needed and 
essential for enterprise 
survival 

IT CT JSC 1, 2, 3 

Investment needed but not CT IT JSC 1, 2, 3 
essential 

Minimal investment needed CT - JSC 1, 2, 3 

Management incompetence CT IT JSC 1,2, 3 
extreme 

Possible problem with CT IT JSC 1, 2, 3 
management competence 

Collusion possible between CT All others ­
local wholesalers 

Local government CT All others 
"conservative" 

Conditions 

- Conditions illegal for 
auction 

- 3pecify investment 
condition to address needs of 
enterprise 
•Minimal profile condition 

- Possible investment cond. 
- Minimal profile condition 

* Minimal profile condition 

* Minimal profile condition 

* Minimal profile condition 

- Minimal profile condition 

- Minimal profile condition 
* Minimal amount of others if 
their omission will halt 
privatization 

Need for speed, transparency and strong management dictate route choice 

* Alternating routes a possible means to make collusion difficult The Boston Consulting Group lS10I2I89ag.,fpoa 39 



Level 3 
A SIMPLE SET OF COMPANY CHARACTERISTICS DETERMINE THE OPTIMAL 

ROUTE FOR VEGETABLE WHOLESALER PRIVATIZATION
F Company characteristics Implication 

Investment needed 
* 	 Refrigeration
 

- capacity available F
Lnvestment needed determines what 
- condition of equipment I condition on investment may be 

Type of ventilation system necessary for enterprise growth and 
* Insulation level / type 	 survival 
* Extra equipment needed 

Management competence 
* Losses of product in storage 
* Level of imports from other oblast / regions 	 Management competence 
* 	 Utilization of warehouse space determines whether desirable that 

- in comparison to past years current management should 
- in general continue. Options which ensure 

Management 	reputation strong/ motivated management gain 
- city administration control are preferred 
- GKI 

Local environment 
Local envirnmeniLocal political climate limits which* Local government interference I support routes are possible and advisible 

a Possibility of collusion with other wholesalers 

2 7 8 3The Boston ConsultingGroup 	 lSWO1/ . .9 ,po 40 



A WIDE RANGE OF FACTORS CAN BE USED
 
TO DETERMINE INVESTMENT NEEDS 

Factors determining investment need 

Amount of refrigerated capacity 

Condition of refrigeration equipment 

Type of ventilation system 

Type of insulation 

Level of insulation 

Equipment needs 
- Conveyors, unloaders, etc. 

Infrastructure condition 
* Roofs, roads, crates 

The Boston Consulting Group l lOl7..,e'n 41 



A WIDE RANGE OF FACTORS CAN BE USED 

TO DETERMINE MANAGERIAL COMPETENCE 

Factors reflecting management competence 

Losses during storage
 

Imports as % of total sales (from outside oblast)
 

Warehouse capacity utilization
 

Reputation / impression
 

Financial situation
 
" Debt level 

* Profits/losses 
" Accounts payable & receivable 

General tidyness of facilities 

New clients acquired 

Level of site activity (are people working?) 

Interest in privatization 

The Boston Consulting Group 1. 0t1127.89 .'sepon 42 
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A WIDE RANGE OF FACTORS CAN BE USED
 
TO DETERMINE LOCAL ENVIRONMENT
 

Factors determing local privatization environment 

Cooperativeness of local government in privatization process 

Possibility of collusion among wholesalers 

Acceptance of privatizaticn in population 

Degree of de-monopolization of "torg" or other large wholesalers 

The Boston Consulting Group SIoIA7.93.1sarpot 43 



Level 4 

A DETAILED SCORING SYSTEM CAN BE USED TO ANALYSE MORE PRECISELY
 
THE THREE MAIN CHARACTERISTICS
 

Characteristic Factor Point value Score
 

Refrigeration (repairs needed 	 X 

Refrigeraticn % of total X 
Investment needed Type of ventilation M() XI 	 M (2) 

Insulation "r" L (1) 	 X 

XEquipment :eeded 
Total 	 j- Investment Need 

1 - Index 
H (6) 

M (4) 
Losses / L (2) X 

Local sourcing vs. imports H (3) X 
Mgmt competence Warehouses not utilized L (1) 

Management reputation H (6) T 	 Management 

L (2)
 
H (3)


Loa enionetI Possibility of collusion M (2) X
,(1) 
Local environment Local government H (6) 	 Local Environment 

F igh 1 support / antagonism M (4) Total 	 Index
L (2)IM-Medium 

-Low 	 The Boston Consulting Group S Ol/27.8.9X.i, pon 44 



A SET OF QUESTIONS WILL DETERMINE THE LEVEL OF INVESTMENT NEEDED
 

Refrigeration Ventilation 
What % of warehouse space is refrigerated?

H< 20% -- 3 pt. 


20-40%-> 2
pt. 

Lt> ->1pt.
40 

What amount (if any) is needed to repair system? 

x_ amount in roubles to repair system
X total sales in current year (annualized) 

X > 3% sales -> 3 pts. 
X = 1-3% sales -> 2 pts. 
X < 1% sales ->1 pt. 
X = 0% sales -> 0 pt. 

Equipment 

What are the equipment needs of the enterprise? 

(R3 company has no conveyors or loaders -> 3 pts. 

company has only 1 conveyor per 2 

warehouses -> 2 pts. 


Q any other equipment needs -> 1 pt. 

® High investment need&)- Medium investment need& Low investment need,(]j-

What type of ventilation system is currently in use
 
at the company?

® roof and doors -> 3 pts.
 

( roof, doors and fans 

(wall mounted or free standing) -> 2 pts. 
(D centralized system 

(compressor and ductwork) -> 1 pt. 

Insulation 

What insulation material is used ? 

How thick is the material cm? 

Use these figures and attached table to determine"R" ialue 

/C "R" value < 10 -> 3 pts. 
"" value 10-20 -> 2 pts. 

3"R" value > 20 -> 1 pt. 

Not applicable 

The Boston Consulting Group 5tO1t/27.8.93,'al.epon 45 



RESISTANCE (R) VALUES FOR VARIOUS CONSTRUCTION AND INSULATION
 
MATERIALS FOR POTATO STORAGE 

Material Thickness (cm) 

Air space (enclosed by ordinary material) 1 
Air space (facing aluminum foil) 1 
Blanket insulation 1 
Concrete 1 
Concrete block 1 
Expanded polystyrene, moulded (bead board) 1 
Expanded polystyrene, extruded (styrofoam) 1 

Fill insulation 
" shavings or sawdust 1 
" rock wool, mineral or glass fiber 1 

Insulation board, typical fiber 1 
Plywood 1 
Pressed board (wood fiber ­ hardboard type) 1 
Roofing, roll (asphaltic) 1 layer 
Roofing, metal 1 layer 
Sheathing and flooring (softwood) 1 
Sheathing and flooring (hardwood) 1 
Shingles (asphalt) 1 layer 
Shingles (wood) 1 layer 
Siding, drop 1 
Siding, lap 1 
Urethane foam 1 
Urethane foam, after aging 1 
Window (as commonly used ­including air films) 1 pane 

The Boston Consulting Group 

R valuelcm 

0.48 

1.14 
1.46 

0.03 
0.05 
1.41 
1.97 

0.87 

1.46 
1.20 

0.49 
0.28 
0.18 
0.00 
0.48 
0.36 

0.15 
0.78 
0.41 
0.41 

2.76 
2.36 
0.88 
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A SET OF QUESTIONS WILL DETERMINE THE LEVEL MANAGEMENT COMPETENCE
 

Losses during storage Management reputation
 

What amount of vegetables* are lost during (Comparison to other companies)
 
storage? What is your impression and / or local reputation
 

(> 30% losses -> 6 pt. of management competence? 

S10 - 30% losses -> 4 pt. ) bad reputation/poor impression ->3 pts. 

< 10% losses -> 2 pt. ( medium reputation -> 2 pts. 

( minimal problems -> 1 pt. 

Import of products Warehouse utilization
 
What % of products are sourced not via oblast What % of warehouse space is not utilized**
 
suppliers? (including renting out)?
 

@<10% -> 3 pts. > 75% not utilized -> 3 pts 

10%-30% -> 2 pts. ) 40%-75% not utilized -> 2 pts. 

0 >30% ->1pt. < 40% not utilized -> 1 pt. 

(D. High need for change,@- Medium need for changeo -Low need for change 

" 	 Potatoes, cabbage, carrots and beets, September to May
 

May to September / average i.e. off season
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A SET OF QUESTIONS WILL DETERMINE THE LOCAL ENVIRONMENT
 

Possibility of Collusion 


Is there a chance that local wholesalers will 

attempt collude during privatization process? 

(® Yes, obvious signs of collusion visible-> 3 pts. 

( Possible collusion in process -> 2 pts. 

© 	 Many wholesalers, no signs of collusion 

activity -> 1 pts. 


Local Government support 

Is local government interference likely in the 
process of privatization? 

)Local government resistant to privatization and 
non JSC variant 2 p!ans -> 6 pts. 

( 	 Some government resistance to process -> 
4 pts. 

Local government support for quick and 
economically motivated privatization -> 2 pts. 

" High support and autonomy,(G - Medium support and autonomy, (D - Low support and autonomy 
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COLLUSION BETWEEN VEGETABLE WHOLESALERS IS A POSSIBILITY DURING
 
PRIVATIZATION 

Current legislation must be enforced to prevent this 

Scenario 	 Scenario 

Vegetable wholesalers agree not to bid Perm vegetable wholesalers begin 
during auctions to keep price low in acqusition of each other at tender auctions 
exchange for partial owneship in privatized 
entity or payment 

Legislation 	 Legislation 

"Any agreement to raise or lower auction * If an entity acquiring another enterprise
prices is illegal has > 35% market share* than purchase 

- Art. 6 Anti-Monopoly Law needs approval of AMC 
"Non-privatized enterprises cannot - Art. 50 Government Regul. 

participate in auctions /tenders •Non-privatized enterprises cannot 
- Art. 9 Law on Privatization participate in auctions /tenders 

* "Holding companies are illegal in any Art. 9 Law on Privatization 
form in the food sector" 

-	 Regulation on holding
 
companies
 

As defined by Anti-Monopoly Cu.jmlttee 

Source: White & Case 
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INDEX SCORES WILL INDICATE WHICH PRIVATIZATION ROUTE IS PREFERRED
 

Index level Investment needed Best* Second' Undesirable 

> 16 Investment need so high, it is uneconomical A - all others 

13-16 Considerable need and essential for enterprise survival IT CT JSC1, 2, 3 

9- 12 Investment needed but not essential, possible condition for sale CT IT JSC1, 2, 3 

0 - 8 Investment decisions not necessary to be made by privatisation commission, CT - all others 
not a factor for decision making 

Index level Management competence Best* Second* Undesirable 

> 12 Management competence is critically low. High need for empowered, motivated CT IT JSC 1, 2,3 
leadership. JSC Option 2 threatens enterprises viability 

9 - 12 Possible problem with management situation. JSC options are undesirable CT IT JSC 1, 2, 3 

0 - 8 Current management acceptable, CT preferred, but other options not excluded CT all others -

Index level Local enviroment Best* Second* Undesirable 

> 7 Political climate forces uneconomic decisions, but it is preferable to no CT all others ­

privatization 

3 -7 Inconclusive: follow other dimensions as guide (investment, management) CT IT JSC 1, 2, 3 

0 - 3 Speed and flexibility are possible, transparency of process CT - all others 

In cases of contradiction between 3 dimensions, the dimension which is graded with the highest point score should dictate the selected route 
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MINIMAL INVESTMENT REQUIREMENTS DETERMINED
 
COMMERCIAL TENDER AS THE OPTIMAL OPTION IN ALMOST ALL CASES
 

NSverdlovskaya is a possible exception
Necessary investet 

Enterprise %of Refrigerat. Ventil. Insulat. Equip. Score 
Privatization Route 

refrigerat. Best Possible Undersirable 

Kirovskaya 2 0 1 3 1 7 CT All others 

Sverdlovskaya 2 0 3 3 3 11 IT CT JSC 1, 2,3 
Ordzshonikid** 3 0 2 3 2 10 CT IT JSC 1, 2,3 
Industrialnaya 1 0 1 1 1 4 CT All others 

Motovilikh. 1 3 1.5 3 1 9.5 CT IT JSC 1,2,3 
Yunost 2 0 1 ? 1 4+ CT - All others 

Obshepit 3 0 1 3 1 8 CT - All others 

GKP 1 0 3 3 1 8 CT - All others 

Kirovskaya 2 2 0 2 3 2 9 CT - All others 

Kod* 2 0 2 3 2 9 Li -

PPOP 1 0 1 3 3 8 CT - All others 

Nagorny*** ???? ? 

* Lease and < 1 M fixed assets - only buy out is possible 
< 1 M fixed assets - JSC unavailable 
Uncooperative In supplying data 
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THE NEED TO EMPOWER MANAGEMENT DETERMINED COMMERCIAL TENDER
 
AS THE OPTIMAL OPTION 

Management competence 

Enterprise Losses Imports Utiliz. Reputation*** Score Privatization Route 

Best 2nd Undersirable 

Kirovskaya 

Sverdlovskaya 

Ordzshonikid** 

6 

6 

4 

2 

2 

2 

2 

2 

2 

2 

6 

2 

12 

16 

10 

CT 

CT 

CT 

IT 

IT 

IT 

JSC 1,2,3 

JSC 1,2,3 

JSC 1,2,3 

Industrialnaya 

Motovilikh. 

4 

4 

3 

3 

2 

2 

2 

6 

11 

15 

CT 

CT 

IT 

IT 

JSC 1,2,3 

JSC 1,2,3 

Yunost 4 3 1 6 14 CT IT JSC 1,2,Q 

Obshepit 

GKP 

4 

4 

3 

3 

2 

2 

4 

4 

13 

13 

CT 

CT 

IT 

IT 

JSC 1,2,3 

JSC 1,2,3 

Kirovskaya 2 

Kod* 

4 

4 

2 

2 

1 

2 

4 

2 

12 

10 

CT 

Li 

IT 

-

JSC 1,2,3 

-

PPOP 

Nagorny**** 

6 2 2 2 12 CT IT JSC 1,2,3 

? 

* Lease and < 1 M fixed assets ­ only buy 
< 1 M fixed assets - JSC unavailable 
Estimated by expert group 
Uncooperative in supplying data 

out is possible 
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LOCAL CONDITIONS IN PERM ALLOWED FOR THE ECONOMICALLY OPTIMAL
 
ROUTE CHOICE TO BE SELECTED 

Local conditions 

Enterprise 

Kirovskaya 

Sverdlovskaya 

Ordzshonikid** 

Industrialnaya 

Motovilikh. 

Yunost 

Obshepit 

GKP 

Kirovskaya 2 

Kod* 

Administration support 

4 

4 

4 

4 

4 

4 

4 

4 

4 

4 

Collusion 

2 

2 

2 

3 

2 

2 

1 

2 

2 

2 

Score 

6 

6 

6 

7 

6 

6 

5 

5 

6 

5 

Best 

CT 

CT 

CT 

CT 

CT 

CT 

CT 

CT 

CT 

L 

Privatization Route 

2nd Undersirable 

IT JSC 1,2,3 

IT JSC 1,2,3 

IT JSC 1,2,3 

IT JSC 1,2,3 

IT JSC 1.2,3 

IT JSC 1,2,3 

IT JSC 1,2,3 

IT JSC 1,2,3 

IT JSC 1,2,3 

--

PPOP 

Nagorny-** 

4 

?__ 

3 

?_ 

7 

?_ 

CT 

?_ 

IT 

?_ 

JSC 1,2,3 

? 

* Lease and - only buying Is possible 
< 1 M fixed assets ­ only buying Is possible 
Uncooperative in supplying data 
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Obstacles to privatization 

Subdivision 

Privatization route choice 

Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 
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PRIVATIZATION CONDITIONS ARE OFTEN DEVELOPED WITHOUT
 
CONSIDERATION OF LAW OR ECONOMIC RATIONALE
 

Privatization commission develops conditions in "bargaining atmosphere" 
* 	 Conservative members suggest very stringent conditions, opposed by 

progressives
 
- regardless of law or economics
 

* 	 Goal of conditions is usually unclear
 
- often simply to preserve control
 

District and Main City Council deputies follow same pattern 
* 	 Add conditions that are illegal 
* 	 Little thought to practicality or economic rationale 

Management attitude variable but generally not economically driven 
* 	 Generally oppose strict conditions 
* 	 In some cases, strict conditions favoured to discourage competitive 

bidders 
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FOR TENDERS* A LIMITED AND SPECIFIC CONDITION ON PROFILE MAY BE
 
NECESSARY TO ENSURE VEGETABLE SUPPLY
 

Preferred condition 	 Rationale 

* 50-60% of core vegetable sales** should be • A % higher than 60% would be burdensome for the 
retained enterprise due to: 

- incr-.asing direct farm sales 
- unrealistic sales in past years due to planned 

economy 

- measured in tons sold for sales to humans - Measuring in tons allows for a guarantee of specific 
amounts to be sold in the city. It motivates enterprise to 
reduce losses in storage that are disposed of as sales for 
fodder. 

- condition to be imposed for maximum of * A 3 year condition will give sufficient time for market 
3 years forces to develop and stabilize vegetable supply 

- with a review option that would allow for a - Allows trade and agricultural patterns to
 
decrease in % based on demand in be taken into account in subsequent years
 
subsequent years
 

* 	 Conditions illegal for joint stock companies 
Percentage sales of potatoes, cariots, cabbages, beets in recent 1-3 years to humans 
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MANY TYPES OF PRIVATIZATION CONDITIONS THAT HAVE BEEN SUGGESTED
 
ARE ILLEGAL OR UNDERSIRABLE
 

Type Condition Legal? Why undesireable ? 

Profile • 100% retention of current tonnes product range 
- 3 yrs 
- 5 yrs 
- 10 yrs 

- Yes 
• No** 
• No* 

- Wholesalers are being bypassed in supply chain by farms 
* A profile condition that is too restrictive will not allow 
entrepreneurial activity 

"x% of historic volume to be sold in a specific 
season (eg. first half of year) 

- No' - Sales should be based on demand, not planned supply 

"x% turnover in rubles to come from specific - Restricts ability to enter new businesses 
products 

- 3 yrs • Yes 
-5 yrs No* 
- 10 yrs No.. 

- x amount of product (veg/fruit) must be stored - No - Sales are important, not what is stored in warehouse 
each year - Disincentive to reduce losses 

- Sales condition based on total sales (including to * Yes * Sales to humans important. Reduces incentive to cut 
farms for fodder) :osses and improve operations 

Investment - Specific investment obligation - Yes * Privatization commission not qualified to judge investment 
needs. Tendency to overestimate needs 

Employment - Hold employment at 100% for lyr - Yes - New owner should decide his staffing needs, old staffing 
not economically rational 

Activities e Require sales to social institutions (not on B/S) * No - All social institutions pay full price for goods, no need to 
dictate client list - Require specific goods be provided to * No ° Demand of goods should dictate supply levels and variety 

social institutions 

° Perm GKI believes this conditions to be legal 
**Illegal dueto Decree64011108 
Legal source: According to White & Case 
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PROFILE CONDITIONS SHOULD BE ON SALES RATHER THAN STORAGE
 
VOLUME
 

Losses in storage currently a significant proportion of purchases 

Planned operational improvements will significantly reduce losses 

A lower storage volume will therefore be required to deliver the same sales 

A condition on storage volume would therefore be a disincentive to improve 
efficiency 

A condition on storage volume also does not allow for a paradigm shift towards a 
more "western" pattern 

* More storage on farms 
* A higher proportion of product traded between regions 
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PROFILE CONDITIONS SHOULD EXCLUDE SALES OF SPOILED PRODUCTS TO
 
FARMS
 

Currently high losses occur in storage 

Such products are often sold to farms at low prices 

With reduced storage losses such sales would be reduced 

Profile conditions should therefore exclude farm sales 

The ratio of losses to sales varies according to season 
* Any condition on seasonality should exclude farm sales specific to that 

season
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SALES FOR FODDER CAN CONSTITUTE A HIGH PROPORTION OF TOTAL SALES
 
* Example: Perm vegetable wholesaler
 

2.000 
1.800 

1.600 

1.400 
Tonnes 1.200 

61/ 10 1992 Sales for human consumption 

1.000 
800 

600 

400 120 

. 

82%5% 

El Other losses 

1992 Sales for fobber 

07 

Potato Cabbage Carrot Beet 

Other losses are determined as Inventory (beg of year) + Purchases - Sales (Human and Fodder) - Inventory (end of year) = Other losses 
Other losses may be due to drying, dirt, rotting, theft etc. 

The Boston Consulting Group ls5o1,27.85,a.w,pon 60 



PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES, 
NOT TOTAL SALES OR STORAGE 

* Example of Perm vegetable wholesaler, potatoes 

Sept /Nov 92 TradeSet 92/ Jun 93, 

Sales 
to humans 

Harvest 

(Stored) - Permplodovoshprom 
1563 /Low price sales 

< (fodder) 

Pure Losses43 
49
 

STotal Losses ' 

483 (3%) 

Stored + Trade = Sales to humans + Total Losses 

1563 = 1080 + 483 

Some figures are estimated due to lack of data May IJun 1993 
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PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,
 
NOT TOTAL SALES OR STORAGE
 

* Example of Perm vegetable wholesaler, carrots
 
Sept v Sept 92/ Jun 931N ' 

Trade___ 
1 5 3 

Sales
 
to humans
 

Harvest 

(Stored) Permplodovoshprom 
369 |Low price sales 

< (fodder) 
270 

Pure Losses 
18 - --­' 

3636132398 
Total Losses 

288 (5%) 

SStored + Trade = Sales to humans + Total Losses 

369 + 153 =234 +288 

Some figures are estimated due to lack of data May I Jun 1993 
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PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,
 
NOT TOTAL SALES OR STORAGE
 

• Example of Perm vegetable wholesaler, cabbage 

'Sept /Nov 92 Sept 92/ Jun 931 
____ Trade ____ 

Sales 
to humans 

(Stored) "b Permplodovoshprom 
653 /Low price sales 

Pure Losses 
IF<
I8 

(fodder) 

StrdStraeoraestehmns+ToadLse
73 

Total Losses 
6565323 6 261(140%) " 

Stored + Trade = Sales to humans + Total Losses 

653 = 392 + 261 

Some figures are estimated due to lack of data May I Jun 1993 
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PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,
 
NOT TOTAL SALES OR STORAGE
 

=Example of Perm vegetable wholesaler, beets
 

v Sept 92/J un 931 I 
_.._ StNv2Trade ___ 

Sales 
to humans 

Harvest 

(Stored)47"­ .._I Permplodovoshprom 
~Low price sales 

!Pure Losses 

< ~(fodder) 
0 

Total Losses 

15 (32%) 

Stored + Trade = Sales to humans + Total Losses 

47 = 32 + 15 

Some figures are estimated due to lack of data May / Jun 1993 
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INVESTMENT CONDITIONS ARE APPLICABLE ONLY IN VERY LIMITED CASES
 

An investment condition is applicable: 
• If investment is economically rational 
• And imperative to enterprise survival as a fruiti vegetable wholesaler 

In most cases new owner should have the right to make own investment decisions 
however 

" Privatization commission not qualified to determine investment needs and 
financial impact 

* 	 Strong tendency to overestimate the investment needs of vegetable 
wholesalers 
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CONDITIONS ON PROFILE CAN BE HELD FOR THREE YEARS BUT RESTRICTIONS ON
 
SEASONALITY OF SALES ARE NOT PERMISSIBLE BY FEDERAL LAW 

e Commercial tender 
GKI provisional regulations set the possible conditions* 

* 	 "Keeping commitments to produce specific goods, products, services, and 
preserving profile for a term to be determined by privatization plan" 

* 	 "Maintaining existing personnel levels and preserving existing social 
provisions for up to one year" 

* 	 "Continuing the bidder's obligation with respect to investments in 
purchased property during the first year after sale" 

* 	 "Funding up to one year for social facilities that are a part of the enterprise 
slated for privatization" 

Presidential Decree further defines the period of profile / conditions 
* 	 "Enterprises sold through commercial or investment tender must hold a 

profile of selected / specific goods, for 3 years with demand for sold goods 
taken into account" 

- Presidential Decree N 640 (May 8, 1993) 

However neither regulation allows for the imposition of conditions on seasonality of 
sales 

* "Other than those conditions enumerated in the privatization program no 
other conditions may be added" 

- Presidential Decree N 640 

* 	 "Conditions not stipulated shall not be permissible" 
- GKI Provisional Requirements* 

* Approved by Presidential Decree 66 (Jan 29, 1992) 
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EXAMPLE OF RECOMMENDATION TO PRIVATIZATION COMMISSION FOR
 
KIROVSKAYA 

Only a simple product profile condition needs to be imposed 

Profile 
* 	 50-60% condition on maintaining volume of commodity vegetables 

- reasonable for city and sustainable for the company 
- condition should not be unnecessarily complex 

Employment 
• Kirovskaya requires significant restructuring 
* Management should be free to determine size and structure of workforce 

Investment 
* No significant operational investment necessary 
* Utilization of existing capacity is low 

Supply to 	social institutions 
• 	 No condition on sales to social institutions is necessary 

- social institutions pay market prices for all products 
- social institutions are attractive clients for privatized 

wholesalers 
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LOCAL ADMINISTRATION INITIALLY BELIEVED THAT A PRODUCT PROFILE
 
CONDITION WAS UNENFORCEABLE 

Proposal that purchasing and storage conditions also necessary 

Both City Council and Property Fund can enforce profile conditions* 
" State Property Fund is empowered to enforce purchasers comp!iance with 

tender conditions 
" Council of Peoples' Deputies has the right ot appeal to a court to annul a 

privatization by tender if conditions are not met 

"A deal for acquisition is void if the conditions of the privatization tender are violated" 

- Article 30 Law on PrivatizationI 

Law on Privatization July 3, 1991 

Source: White & Case 
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PROFILE CONDITIONS COULD BE UNENFORCEABLE IF ASSET SALE AND
 
TRANSFERABILITY OF PROFILE CONDITIONS ARE NOT ADDRESSED IN
 

THE PURCHASER-SELLER AGREEMENT 

After privatization, enterprises are free to dispose of assets 

This could jeopardize ability to fulfil profile conditions 
* Profile conditions are not automatically transferable on asset disposal 

Asset sale should therefore be addressed in purchaser-seller agreement 
" New buyer inherits profile condition related to proportion of warehousing 

space acquired 
* Or property fund approves warehouse disposals 

Source: BCG Analysis, White & Case 
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Obstacles to privatization 

Subdivision 

Privatization route choice 

Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 
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250-

FINANCIAL CRISIS IS COMMON AMONG WHOLESALERS 
2 out of 5 largest wholesalers are in financial crisis 

Current financial situation 

....................... 

Debt/sales1 

(%) 
Financial 

crisis 

125­

0 

Average expected monthly 

Source: BCG Analysis 

sales over next 3 months 

1I Ill 

Perm wholesalers 
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FINANCIAL CRISIS LEADS TO OPERATIONAL COLLAPSE
 

Profits are not 
sufficient to 

cover interest 
Mo. 

Increase in 
debt 

(capitalization) 

Excessive 
debt level 

INo 

Operational 
collapse 

funds to 
support operations 

(purchases, 
wages, etc.) 

Increase in 
interest 
payment 

Source: BCG Analysis 
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INCREASE IN OPERATIONAL PROFITS FROM PRIVATIZATION AND
 
RESTRUCTURING IS NOT SUFFICIENT TO PREVENT COLLAPSE
 

*Example of large Perm wholesaler
 

40 

E 

-20 

IOperational 
/ / 

. 

..... 

..... 

i(status 
/ 

.. 

profits
LI before interest 

quo) 
Effect of restructuring on 

operational profits1 

-40/ 

-60 / 

/ Interest expense 

Net difference, 

i.e. debt increase 

-80 

Sept 93 Oct 93 Nov 93 Dec 93 

Optimistic estimates of impact of marketing, operational and financial Improvements 
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ACUTE FINANCIAL CRISIS WILL LEAD TO OPERATIONAL COLLAPSE
 
o Example of large Perm vegetable wholesaler
 

1993 1994 1995 
1000 

0­

-1000 _____________ 

-2000 
. Profit (excl. interest expense) 

l Interest expense 

-30 l Profit / Loss 

-4000 -_ 

-5000 

-6000 

Source: BCG Analysis 

The Boston Consulting Group 151o1/27A931'1 o1 74 



OPERATIONAL COLLAPSE OF LARGE WHOLESALERS COULD CAUSE
 
DISRUPTION OF VEGETABLE SUPPLY
 

Major wholesalers supply high share of basic vegetables 
• Share is particularly high in November - April 
* Direct sales low after harvest season 

New entry limited by need to build or acquire expensive facilities 

Quick redeployment of facilities unlikely upon financial failure 
* Inefficiency of bankruptcy laws and procedures 

E~j~z -Loss of supply of vital wholesalers will not be easily replacable in short term 

Source: BCG Analysis 
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OPERATIONAL COLLAPSE IS INEVITABLE WITHOUT SPECIFIC RESCUE
 
MEASURES 

Independent of ownership status 

Financial 
crisis 

Stay 
municipal 
ownership 

.0 
Threat ofPrvtzan 

operational 
collapse 

restructure 

Need for 
large 

subsidies 

Insufficient impact 
* interest 

increases faster 
than operational 
profits 

No funds in Operational Disorderly 
budget collapse asset sale 

Need for drastic debt reduction measures 

Source: BCG AnalysisTSol s rsThee C n Boston ConsultingGroup 51r27.8 , ep 76 



REDUCTION OF DEBT TO SUSTAINABLE LEVEL 1 FOR ALL WHOLESALERS
 
WOULD REQUIRE AT LEAST 500 M RB SUBSIDY
 

* Harvest purchase financing will require additional funds
 

M Rb 

700 

600 

500 

400 

680 500 

300 

200 

100 1 

53% of monthly sales 

Source: BCG Analysis 

0 

Combined debt 
of 9 Perm 

wholesalers 

Required Sustainable 
subsidy debt 
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SEVERAL PRIVATIZATION OPTIONS ARE AVAILABLE TO ADDRESS 

THE DEBT PROBLEM 

Option What does it mean? 

S p - Commercial tender
 
"Just privatize" • Let new owner reduce debt
 

b r c Commercial tender with investment condition
 
"Debt repayment condition" aWinning bidder has to repay debt immediately
 

- Enterprise* selects and sells assets before
 

"Asset sale before privatization" privatization used to retire debt
 

- Enterprise is privatized 

- MKI privatizes selected wholesalers under model
 
privatization plan
 

Subdivision" - subdivide and allocate debt to assets for debt
 
reduction
 

- privatization of debt absorbing and "debt free"
 
entities separately
 

"Liquidation" * MKI liquidates enterprise and sells off assets 

'With MKI proposal 
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SEVERAL PARAMETERS DETERMINE ATTRACTIVENESS OF
 
PRIVATIZATION OPTIONS
 

Solution should be feasible 
" L gally possible 
* Simple to execute and replicate 
* Fast / does not slow down privatization 

Solution should have sufficient impact on financial situation 
* Reduces debt to sustainable level 
* Has low risk of failure / unintended consequences 
* 	 Preserves operational viability 

- prevent "disorderly" asset sale 
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PRIVATIZATION OPTIONS DIFFER SIGNIFICANTLY ALONG SIX DIMENSIONS
 
OF ATTRACTIVENESS 

*Key issues 

Feasibility Impact 
Option Legality Simplicity / Speed Debt reduction Low risk Operational 

replicability potential viability 

"Just privatize" Standard Simple Low No control Outcome High chance 
procedure acceptability unpredictable of disorderly 

sale 

"Liquidate" Standard Complex Piece meal Value Predictable Full 
procedure administratively sale-slow maximising disintegration 

sale 

"Debt Standard Condition High Full control Chance of no Intact 
repayment procedure fulfilment acceptability bidders 
condition" mechanism 

"Asset sale Special Administration Two step Controlled sal. Result of sale Reduced 
before procedure of sale process process known before capacity 
privatization" privatization 

"Subdivision" Special Legal entity Parallel May be not No certainty Reduced 
procedure creation process anough assets about market capacity 

in debt value of units 
absorbing unit 
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"DEBT REPAYMENT CONDITION" IS THE MOST ATTRACTIVE OPTION 

Feasibility Impact Total 
Option Legality Simplicity Speed Feasibility Debt reduction Low Operational Impact points 

replicability total potential risk' viability total 

Just privatize 4 4 3 11 1 0 1 2 13 

Debt repayment 4 3 4 11 4 3 4 11 22 
condition 

Asset sale 
before 3 2 0 5 4 4 3 11 16 
privatization 

Subdivision 3 2 2 7 3 3 3 9 16 

Liquidate 4 0 0 4 4 4 0 8 12 

Scale 

Less attractive 0 1 2 3 4 More attractive 

I Certainty of debt reduction, preserving operational viability and chances of unintended consequences 
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"DEBT REPAYMENT CONDITION" IS THE MOST ATTRACTIVE OPTION 
• "Subdivision" and "asset sa~e before privatization" are second best options 

12 

9 

0 Just privatize Debt 
Detrepayment 
condition 

Feasibility 6 

3 

Subdivision 
Asset sale 

before. 
e privatization 

Liquidation 

0 
3 6 

I 
9 12 

Impact 

Source: BCG Analysis The Boston ConsultingGroup 15101127.&.9,', epol 82 



"JUST PRIVATIZE" OPTION, THOUGH FEASIBLE, HAS VERY HIGH RISK OF
 
DISORDERLY ASSET SALE AND LOW CHANCE OF DEBT REDUCTION
 

Auction price is low, since asset value is discounted by liabilities 

Management / workers collective are most likely to buy the company 
"May buy company even though lack funds to reduce debt 
"Low cash cost 
" Irrational desire to control own firm 

Financial distress and disorderly sale of assets 
"Existing management lack skills to restructure or manage company 
"Suboptimal or extensive asset sale => operations undermined 
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RECOMMENDED 


Preferred meciianism
 

ISpecify debt repayment conditioni 


Set control mechanism 

securityi
-imme-diate repaynient 

Privatize 


Rl
epay debt 

Source. BCCG Analysis 

PROCESS TO ALLOW FOR ORDERLY RESOLUTION 
OF FINANCIAL CRISIS 

Identify wholesalers 
* important for supply 
* in financial crisis 

Determine amount of required Select assets for "debi absoebing"
IIdebt reduction entity 

ect assets for sale Creai.: two legal entities7-

Allocate all debt Allocate all 

to "debt employees andSell assets and repay debt absorbing" entity conditions to 

"debt free" entity 

P r Uw',zePrivatizeI Privatize 
F Liquidate ________ 

F Repay debt 
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IMPORTANT WHOLESALERS IN FINANCIAL CRISIS CAN BE IDENTIFIED BY
 
SIMPLE OBJECTIVE CRITERIA
 

A wholesaler is operationally important if it has 
" A high local market share (say > 35%) 

- define market as district where enterprise located 
- share in post harvest season (highest in November - April) 

* 	 A high share of warehouse space
 
- specialized (refrigerated and ventilated)
 

A wholesaler is in financial crisis if 
• Ratio of debt to monthly sales exceeds 125% or 
* Ratio of monthly sales to monthly interest pF.Iment is less than 5 or 
* Profit before interest to interest (cover) ratio is less than one 
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GKI WILL DETERMINE AMOUNT OF CAPITAL THAT NEEDS TO BE RAISED TO
 
REDUCE DEBT TO SUSTAINABLE LEVEL
 

Identify current amount of debt 
" Wholesalers balance sheet 
* Information from banks 

Determine 	sustainable level of debt based on 
* Minimum interest cover of 2 
* 	 Operational and financial parameters
 

- margins, sales volume, interest rate
 

Necessary capital = Current debt - Sustainable level 

Source: BCG Analysis 

2 7 
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SUSTAINABLE LEVEL OF DEBT IS DETERMINED FROM INTEREST COVER AND
 
OPERATIONAL PARAMETERS 

Example calculation 

Inputs Calculation 

" Desired interest cover ratio 2:11 Profit before interest : 

"Annual sales: 1,400 M Rb 1,400 x 20% = 280 M Rb 

"Average profit margin before interest: 20% Sustainable interest payment: 

* Market interest rate: 200% 280 - 2 = 140 M Rb 

Sustainable debt: 
140 M Rb 200% = 70 M Rb 

Interest cover ratio Is a ratio sf profits before interest to interest payments 
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SELECTING ASSETS FOR SEPARATION SHOULD ALLOW PAYMENT OF DEBT
 
AND OPERATIONAL VIABILITY
 

Step 1 

Expected market value of selected 
assets should exceed debt level 

- Safety margin of say 10-20% 

-
Nj-

* Market value appraised by real estate broker 

Ideally assets should be "free standing" (eg. 
transport access, separation, separate water 
supply, electricity lines, etc.) 

Step 2 

New configuration should permit 
operational integrity 

o Enough warehouse space for profile condition 

-,J* Transportation access 
-Loading / unloading space etc. 
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SUBDIVISION WITH DEBT REALLOCATION SHOULD BE 
VIA MODEL PRIVATIZATION PLAN 
* Ensures legality and replicability 

Committees on Property Administration set terms of privatization for selected group 
of enterprises in Model Privatization Plan (MPP) 

" Select wholesalers that are in financial crisis 
" Prepare subdivision plans for wholesalers 

- no management consent or initiative needed 
- allocate all debt on balance sheets to "debt absorbing" units 
- allocate all employees to "debt free" units2 

- specify condition free status of "debt absording" units 

Privatization via MPP is recommended in recent GKI directive N 837, 13 May 1993 
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THE WHOLESALER SHOULD BE SUBDIVIDED INTO TWO INDEPENDENT LEGAL
 
ENTITIES WITH SEPARATE BALANCE SHEETS 

Current wholesaler 

- Burdened by excessive debt 

- Underutilized capacity 

Debt-absorbing entity Debt-free entity 

* All outstanding debt is * Balance sheet is cleared of all 
transferred to the balance sheet outstanding debt to ensure

financial and operational viability 

"Entity is explicitly freed from all 

conditions
 
- profile
 
- employment
 
- resale
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BY LAW DECISION ON ASSET SALE BEFORE PRIVATIZATION MUST HAVE
 
MANAGEMENT CONSENT
 

GKI regulation allows Committees on Property Administration to make decisions on 
sale of fixed assets of municipal property according to proposals of management 

If mangement objects options are to: 
* 	 Persuade showing economic benefits 

-	 100% proceeds go to enterprise vs. only 20-30% (to workers) 
during privatization 

* 	 Oblast Privatization Committee can pass a special regulation on 
wholesalers in financial crisis 

-	 wholesalers in "financial crisis" do not require management 
consent 

Source: BCG Analysis 
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METHODOLOGY AND PRACTICAL GUIDELINES FOR MODEL PRIVATIZATION
 
PLANS SHOULD BE DEVELOPED
 

Federal GKI recommends Oblast Privatization Committee to use methodology and 
guidelines of MPP for vegetable wholesaler 

* Identify important wholesalers in financial crisis 
* 	 Evaluate attractiveness of suggested rescue options
 

- debt repayment condition or
 
- subdivision and debt reallocation or 
- asset sale before privatization 

* 	 Specify process steps for each privatization option
 
- legal procedures
 
- logistics
 

This mechanism could be used as part of the vegetable wholesaler roll out project 
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Obstacles to privatization 

Subdivision 

Privatization route choice 

Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 
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BCG WORKED WITH ALL VEGETABLE WHOLESALERS THE PERM CITY MKI IN
 

Initial on site 
inspections with 
MKI reps. at all 
wholesalers, in 
cooperation with 
management 

Assistance and 
cooperation 
with State 
Property Fund 
for auction of 
demonstration 
enterprises 

Multiple on site visits 
to help wholesalers 
with document 
preparation and 
interfacir"g with 
governr -nt agencies 

ALL PHASES OF THE PRIVATIZATION 


Individual 
consultations on 
questions of 
subdivision, route 
choice, conditions, 
with "demonstration" 
wholesaler directors 

Detailed on site assistance 
to demonstration 
wholesalers for document 
preparation. 
Included: interaction with 
BTI, land committee, 
banks, and MKI 

Conducted seminar, in conjunction with MKI 
detailing operational improvement plans 
developed at demonstration enterprises and 
overview of privatization process. 
Distribution of document blanks, and 
instructions for all variants of privatization. 
Attended by all city wholesalers 

Ensuring that 
applications for 
privatization had 
been registered 
for all Perm City 
vegetable 
wholesalers 

PROCESS 

Support and assistance during 
privatization commission discussions 
on privatization plan and conditions 
for "demonstration"enterprises 
Formation of basic plan for all 
vegetable wholesalers and "decision 
tree" with MKI 

On site visits to discuss 
questions of privatization 
including subdivision, routes, 
coiditions, price, etc. with all 
city wholesalers. 
Meetings with regional 
officials to discuss 
privatization process 

Support and 
assistance to 
privatization 
commissions for all 
remaining enterprises 
regarding conditions, 
subdivision, etc. 

Cooperation with 
State Property Fund 
in expediting 
auctions of 
remaining 
wholesalers 
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BCG IDENTIFIED PERMPLODOVOSHPROM (PPOP) AS A DEMONSTRATION 
ENTERPRISE AND ASSISTED THEM TOWARDS PRIVATIZATION 

Route choice 
* 	 Met with director and top management to discuss options
 

- decision for commercial tender
 

Administrative support
 
" Liasion between GKI and accounting department
 
* Explanation of how to fill out documents 
* Expedited document flow for speedy result 

Privatization Commission support
 
" Recommendations on conditions, route, and entity
 
* Performed additional research at request of MKI and commission 

Political support 
* Obtained approval from administrative bodies 

State Property Fund 
* Met with leadership to speed process 
• Moved paperwork through in minimum time allowed by law 

The Boston Consulting Group 	 15lol,27.89a3a,epn 95 



KIROVSKAYA BAZA WAS IDENTIFIED AS THE SECOND PILOT ENTERPRISE 
- Example of wholesaler in financial distress 

Route choice 
• 	 Met with director and top management to discuss options
 

- decision for commercial tender
 

Documentation preparation 
• 	 Hands on document preparation assistance 
* 	 Liasion with MKI officials 
• 	 Worked with BTI to produce technical passports in shortest time at fair 

price 

Privatization Commission 

• 	 Recommended conditions, route, and entity 
* 	 Explained financial distress of enterprise and negotiated minimal
 

conditions
 
* 	 Assisted management during discussions 

Political support 
* 	 Secured support for privatization from city officials 
• 	 Secured agreement on asset disposal for financial rescue 

State Property Fund 
* 	 Assisted in setting auction date with minimum delay 
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THE ROLL OUT TO OTHER PERM WHOLESALERS BEGAN WITH A SEMINAR ON
 
PRIVATIZATION ARGUMENTS, PROCEDURES AND IMPACT
 

Hosted by BCG and the Perm City GKI 

Attended by all Perm vegetable wholesalers
 
° PPOP
 
* Kirovskaya 

* Motovilikhskaya 
* Sverdlovskaya 
* Ordzhonikidzevskaya 

* Kirovsky Trade Center 
• Yunost 

* Obshepit 
* GKP Baza 

* KOD 
* Pakt 

• Merkury 
• Industrialnaya 

Several other general food wholesalers also attended at GKI invitation 

"This was the first time many of the wholesalers had seriously thought about or discussed privatization" 

-MKI official 
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BCG AND PERMPLODOVOSHPROM DIRECTOR EXPLAINED THE OPERATIONAL
 
IMPROVEMENT PLAN
 

Identified and discussed key areas for improvement 
* Purchasing 
* Storage 
* Sorting 
* Marketing / sales 
• Financial / management 
* Organisational structure 

Comparisons were drawn with structure of US vegetable wholesaling system 

FPOP director discussed benefits of privatization and his personal experience with 
implementation 

* Need for strong management to make tough decisions 
* Financial benefiLs of operational changes 
* Progress in implementation 
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GKI OFFICIALS AND BCG PRESENTED PRIVATIZATION ROUTES
 
Prepared and distributed privatization documents with instructions
 

Legal limitations on route choice 

Economic rationale for commercia! tender as optimal route 

Blank documents prepared and distributed 

Each wholesaler given complete set of forms for all route choices 
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FOUR ENTERPRISES WERE IDENTIFIED AS
 
"SECOND WAVE" CANDIDATES FOR PRIVATIZATION
 

Enthusiasm for privatization and cooperativeness were the determining factors
 

Enterprise OCG assistance I activity 

Sverdlovskaya - Route choice discussion with director and top management 
- decision for commercial tender 

* Extensive document preparation assistance, especially BTI 
- Privatization commission support 

KOD - Discussions with all parties involved in lega! dispute on right to lease 
- Obtained vital document necessary to unblock impasse 
- Expedited document flow to ensure completion of privatization by lease 

buyout 

Kirovsky Trade Center 9 Route choice discussion with director and top management 
- Joint preparation of application for privatization 
- Extensive meetings with district officials concerning route, conditions, etc. 

- obtained support for privatization 
* Document preparation assistance 
- Privatization commission support 

Industrialnaya - Route choice discussion with director and top management 
- decision for commercial tender 

*Extensive document preparation assistance 
- including multiple BTI visits / discussions 

- Privatization Commission support 
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THE PRIVATIZATION PROCESS IS ALSO BEING EXPEDITED
 
FOR OTHER VEGETABLE WHOLESALERS
 

Remaining enterprises were more reluctant to privatize 
* Focus effort on persuasion and economic benefits 

Third party privatization applications for 4 enterprises not wiiling to apply themselves 

On going document preparation assistance 
• Focus on general "pre-route choice" documents 
* Ensure BTI process of technical passport preparation begun 
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THROUGHOUT THE PRIVATIZATION PROCESS VARIOUS CITY / OBLAST
 
OFFICIALS WERE CONSULTED ON A REGULAR BASIS
 

Institutions included 
* Oblast Administration 
o City Administration 
* Oblast GKI 
• City Council of Peoples Deputies 
• City trade officials 
* City agriculture officials 
" Peoples Deputies Trade Committee 
* Former torg management 
• State Property Fund officials 
• Land Committee officials 

Discussions directed at 
* Obtaining support for privatization 
* Expediting privatization process 
* Understanding and resolving object!inns 
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VARIOUS MEETINGS WERE ORGANIZED WITH THE BTI
 

Meeting participants Topic discussed Result / action taken 

BCG, BTI, GKI, e 800,000 Rb charge • 300,000 Rb reduction in cost 
Kirovskaya Baza for completion of Agreement to coordinate and instruct other 

passports wholesalers how to interact with the BTI 
•Kirovskaya received passports next day 

BCG, BTI - How BTI works and what • BCG to develop policy recommendations for 
improvements needed operational changes at BTI 

BCG, BTI, - How wholesalers will pay - Agreement on timing and cost of technical 
Sverdlovskaya Baza, / receive their passports passports for 2 wholesalers 
lndustrialnaya Baza 

BCG,BTI, GKI, - BTI valuation method - Special letter to come from MKI asking BTI to 
Sverdlovskaya Baza and need for Jan 1; 1992 produce both current and 1991 valuations 

valuation for MKI 
privatization - Each wholesaler will attach a letter to their passports 
commissions informing BTI about on the basis of their own 

valuations 

BCG, BTI e Why system - Recommendations on operational improvements 
continuously breaks 
down? 
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IN PERM, THE BTI WAS A BOTTLENECK IN PRIVATIZATION
 

Problem 

Delays in document preparation 

Erratic and often high pricing 

Valuations often inappropriate for privatization 
* Buildings not included 
• Base year 
* Coefficients 

Enterprises have insufficient information on 
prices, timing and information required for BTI 

Causes 

Lack of qualified staff and equipment 

Limited administrative control 
Self-financing status 

Legal requirements unclear 
Poor communication with MKI 

Poor communication between MKI, companies 
and BTI 
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VALUATION PROCESS WOULD BE MORE EFFECTIVE IF CONTROLLED BY GKI
 

BTI unit responsible for technical passports needed by enterprises undergoing 
privatization could become part of GKI 

" GKI budget control 
• GKI administrative control 

This would result in greater speed and efficiency 
" One organization rather than two 
* Consistency of aims and objectives 
* Reduced confusion over information requirements 
* Access to better facilities and equipment 
* Consistent, published price schedules 
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"HE LOW LEVEL OF ACCOUNTING SKILLS AND LACK OF MKI SUPPORT DELAY
 
THE PROCESS OF DOCUMENT PREPARATION FOR PRIVATIZATION
 

Since torg break up, work of accountants has become more demanding and complex 
0 Transition from "base book keeper" to "enterprise finaancial manager" 

Many accountants lack experience and qualifications to complete privatization 
documentation 

* Asset revaluation 
* Balance sheet preparation 
* Disorganized book keeping system (eg. inventories) 
* Financial calculations 

This is exacurbated by lack of support from GKI 
* Documents required 
* Instructions o~n how to complete them 

The Boston ConsultingGroup 151012?. 931Wpon 106 



THIS ISSUE COULD BE ADDRESSED VIA INSTRUCTIONAL MATERIALS, TRAINING
 
AND ADVICE
 

Each enterprise could be issued with a set of instructional materials 
" Set of blank forms 
* Model responses 
* Detailed instructions on format, information sources, calculation methods 
" Contacts for BTI, Land Committee, MKI, etc. 

Training scenarios could be given for accountants of small and medium enterprises 

An MKI accountant could be available to answer queries 
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LEGAL DISPUTES SHOULD NOT BE ALLOWED TO STALL
 
THE PRIVATIZATION PROCESS
 

Arbitration should be initiated if disputes not settled within say 3 months 

Examples of stalled wholesaler privatizations 

Lease buy out example Illegal asset sale example 

Right to buy out lease disputed Assets sold without MKI permission 

Original contract unavailable MKI demanded return of assets 
New owner refused 

Privatization stalled for 6 months Privatization stalled for 4 months 
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Obstacles to privatization 

Subdivision 

Privatization route choice 

Privatization conditions 

Privatization of wholesalers in financial crisis 

Privatization process 

Privatization results 

The Boston Consulting Group 5l101127.B93xsw,,rofn 109 



BCG AND THE PERM CITY GKI DEVELOPED AND IMPLEMENTED
 
A PRIVATIZATION PLAN FOR THE VEGETABLE WHOLESALING SECTOR
 

Subdivision I Prvatiztion Documentation DocsFim SbiiinPiaiainComm Rec Workers Region. Small at Privatizationrecommend. Application In prepn Finishd meeting route vote council council SPF 

PPOP '4 '4 '4 '4 CT '4 '4 Aug 19 

Kirovskaya Baza \ '4 CT ' Sep 15 

Kirovsky Comm. \I '4 CT '4 Sep 15 
Center 

Sverdlovskaya '' '4 CT/IT Sep 15 

Industrialnaya '4 'i '4 ", CT '4 Sep 15 

Sodruzhestvo CT1' 
Ordzhon;kidze CT1 
KOD" "4 '4 ' Li ,. Sep93? 

Nagorny* ' '4 '4 N.A. , 

Yunost -, CT 

Obshepit '4 '4 '4 CT 

GKP Baza '4 CT 

Pakt '4 '4 '' Li '4 Jul 93 

Mercury '4 '4 ' A/O Dec 
_ 11992 

Leased buyout was stalled due to legal dispute but problems now appear to have been resolved 
Legal problems with sale of state property 
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RESTRUCTURING PLAN FOR PERMPLODOVOSHPROM
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RESTRUCTURING PLAN FOR PERMPLODOVOSHPROM 

Page 
Operations 

* Operational problems and improvements 113
 
* Financial impact of operational improvements 134
 
• Organizational improvements 147
 
* Action plan and implemented results 167
 

Strategy 
* Market segmentation 172
 
* Pricing 197
 
* New products 204
 
* Financial management 209
 
* Financial impact of strategy and operational improvements 235
 
* Action plan and imp!emented results 238
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Operations 
o • Operational problems and improvements i 
• Financial impact of operational improvements 
* Organizational improvements 
• Action plan and implemented results 

Strategy 
• Market segmentation 
* Pricing 
* New products 
* Financial management 
* Financial impact of strategy and operational improvements 
* Action plan and implemented results 
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AN IMPORTANT FACTOR IN REDUCING LOS.CES IS TO BUY
 
HIGHER QUALITY PRODUCTS
 

Purchasing 
Preharvest 
Planning 

0-
Receiving 
Unloading 
Inspection 

oi Storage D Sorting N Sales/ 
Shipping 

Existing Practice Existing Problems Possible Solution 

"Contracts negotiated with 
limited number of suppliers 

Limited choice of quality * Investigate alternative sources 
of supply 

- increase competition of 
suppiers 

- increase quality 
- increase assortment 
- decrease prices 

"Product delivery is 
concentrated within a 
ashort period 

• Handling difficulties, 
unloading damage 

* Farm storage 
* Staggered contracts 
• Different varieties of product 

Increased inter-regional trade 

• Quality is determined by 
suppliers - no choice 

- Increased losses, 
low quality 

* Contracts specifying quality 
* Inspect product in field 

- diseases 
- maturity 

"Product suffers from 
disease 

* High losses, wasted 
utilisation of storage 
facilities 

* Reject and impose penalties 
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RELATIONS WERE ESTABLISHED BETWEEN PPOP AND THE ASSC'IATION
 
OF PRIVATE FARMERS
 

PPOP needs Private farms needs 

Sources of high quality Buyer for their produce 
products 

Stability in payment 
Low prices 

Fair price 
No intermediary (co-operatives) 

Basis for relationship 

PPOP can buy from private farmers at prices below intermediaries (30%) 

Private farms can sell for higher prices than to intermediaries 

High quality product 

Private farms expressed interest in growing products to PPOP 
specification (not only potatoes) 
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ONLY 5% OF ALL POTATOES, CABBAGES, CARROTS, AND BEETS ARE 
IMPORTED FROM OUTSIDE PERM OBLAST 

Origin of products sold by Permplodovoshprom 
Cabbage Potato Carrot Beet Apple 

CStredImport 

January Stored Perm product Stored imports-

February
 

March
 

April
 

M ay ...:.....................
 
.-..-. ........... ,.... .,.-....,..
June •:..Eo...i-...... .
 

July WUi.:
 

N~vemberStored 
Stored Perm productimos


December
 

LIII Stored product 

:::::::::::::::::::::::
Fresh product 

Source: Permplodovoshprom I I Product not available 
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VEGETABLES SHOULD BE AVAILABLE THROUGHOUT THE YEAR IN PERM
 

e Possible exception of April & May* 

Cabbage f Potato Carrot Beet Apple 

January Stored Perm product Stored 
Imports 

February
 

March 

April 

iiii; ~i~i-i s 
?i.i~i~iiii~i~i.?ii'iii.i~i.!iii.. ........................ ......?: i~ i:i 

J e .. mJm6. . ..ai?~'ii~i..................... ~ i'~'~iiii;i::D~ el~ : :';'
 
......... .. ?~i~i ~ :?
 

June .... q:.ni -az k sa ...........
rk .. 

...-..-. ..... .. . , . . . . . . .
,......°... .
July :.:-:.t(ra~i -X::-r 

.......... ....... ...............
.............:......... ........................... ::.... .............. :.
Sepe m er .:..................
O m:::... ... .....P...O' ... ....... .. .- o....... ...'.....
ctober................................
 

November StorodStored Perm product imports 
December 

EZ I Fresh product 

NovmI:: Stored product 

Poss.ble sources of products during april and May are: extended storage, greenhouse, F I Product not available 
or import stored products 

Note: Second harvest of southern republics coincides with Perm harvest 
Source: Permplodovoshprom 
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FINANCIAL AND INSPECTION CONSTRAINTS ARE THE ONLY SUBSTANTIAL
 
BARRIERS TO INCREASING TRADE WITH CIS REPUBLICS
 

Area of concern 

Cash shortage 

Barter goods unavailable 

Difficulty in transfering money to 
foreign banks 

Information about availability of 
products within CIS 

Customs duties 

Trade restrictions 

Transportation unavailability 

Transportation liability 

Mechanism for assuring quality 

Road transportation network 

Current situation 

Biggest problem for wholesalers 

Availability not a problem! 
Cash to purchase goods is 
the problem 

Cash clearing house in Moscow requires 2-3 
weeks to process transfer 

Agricultural fair in Moscow every February 
Ministry of Agriculture has a procurement 
department in Moscow 

0.15% of contract amount only 

No laws in place to restrict trade of 
vegetables 

Train utilization < 60% 

Liability is sufficient 

Limited 
* Product quality is listed at time of 
shipment by supplier 

Lack of long haul trucks and adequate roads 

Possible solution 

Privatize and restructure 

Privatize and restructure 

Speed transfer mechanism, allow large rouble 
withdrawals 

Procurement department sends a weekly 
availability report to agriculture department of 
each oblast 

Regional quality inspectors certify quality at 
origin and destination 

Important issue requiring further investigation 

Source: Railway, Perm City Trade Dept. Ministry of Agriculture quality Inspector, Perm Oblast Agriculture Dept, Perm region Dept of Trade and Consumer Defence 
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IMPORTING PRODUCTS FROM OTHER CIS REPUBLICS IS FINANCIALLY VIABLE
 
Example - shipment of cabbage from Uzbekistan in April
 

Cost of refrigerated
 
wagon
 

725,000 Rb Unit transportation Storage, labour,
 

costs interest, etc.
 
Tonnage 26 Rblkg 33 Rb/kg
 

28 t / wagon
 

Sales price out of Purchase costs Gross Operational Net profit 
season (high) & duty = margin expenses = 41 Rb/kg 

220 Rb/kg 120 Rb/kg 100 Rb/kg 59 Rb 18% sales 

I Imported cabbage results in 18% net profit on sales 

Source: Permplodovoshprom 
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1993 DELIVERY SCHEDULES WILL SPREAD RECEIPTS OVER A LONGER INTERVAL
 
9 Negotiated into some existing contracts
 

Tons received 
per day 1992 harvest 

200 receipts 

180 

160 I \ Amount of product 
that can be140 I presorted per day 

120 

100 

80 .............. ........... ........................... ........ .. .... .... .......... 

60 

40 

20 IIII II 

0 I I I I I 
9/15 9/22 9/29 10/5 10/12 10/19 

Date 

The delivery window will be extended by two weeks to reduce strain on1
sorting and handling capacityI 
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THE NEW SUPPLY CONTRACT RELATES ACCEPTANCE AND PRICE TO
 
DELIVERED QUALITY 

* Contract has been developed and is being used* 

0% Minimum acceptance 100% 
standard level: standardI I 

Non-standard/Contract tolerances I Standard rte 

non-standard
 

(wholelsaler choice) 

Quality Price 

Standard P 

Non-standard x% P 

ZZ Rotten 0 

* This Is now the standard contract of Permplodovoshprom 

The Boston Consulting Group l510l/27.B.93/sa/lepo4 121 



THE NEW SUPPLY CONTRACT SETS PRECISE QUALITY AND
 
DELIVERY TARGETS
 

= Provides a mechanism for linking quality and price 

Dimension 

Quality level 

Latent diseases 

Differences in contracted quality 
vs. received quality 

Minimum quality ie've!s 

Temporary farm storage for part 
of the harvest 

Delivery schedule (t/day) 

New contract 

;pecific quality targets 

Provides a period to renegotiate 
price if diseases develop 

Mechanism to vary price 
according to received quality 

Reject the shipment or accept and 
pay non-standard price 

Clause that includes farm storage 

Provides a clear delivery schedule 

Old contract 

No explicitly stated quality targets 

No contingency for disease 

Quality verbally agreed and if 
different from received quality no 
mechanism to change price 

No rejection clause 

No specific statement 

No clear delivery schedule 
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THE PURCHASING PROCESS WILL BE RATIONALISED 

[ Purchasing informs warehouse manager of 1 
incoming goods

I
 
Warehouse manager determines which
 

warehouse to store product
 

Product arrives at the warehouse 
I
 

Weigh product to verify order 7 

Test fails Reject 

Sample test the quality Contact Gov Ag. Determinequality and Send back 
Inspector appropriate action to supplier 

Test accepted Accept with penalties 

Damaged,Non saleable
Unload truck and sort produce diseased Remove bad produce roductFodder sale 

produce or losses 

conditions cure all root crops j

Identify as quick sl

itemsS Monitor conditions constantly 

T 
SHeat or refrigerate to maintain optimumtm 

and humidity
 
Ventilate to control temp
 

Identify spoiling products II- Non-saleae pFodder sales of losses 

Identify quick sale items Perform monthly physical inventories 

The Boston Consulting Group lSlC1/27.a9 ,.V,,epon 123 
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PRE-SORTING PRODUCT PRIOR TO STORAGE WILL REDUCE THE INCIDENCE
 
AND SPREAD OF DISEASE
 

Purchasing Receiving 
Preharvest w Unloading w Storage D Sorting Sales/ 
Planning Inspection Shipping 

Existing Practice Existing Problems Possible Solution 

* Quality of product is -Supply ol low €luaiity product * Use acceptance testing procedures 
not controled before unloading 

- acceptance or rejection 

* Emphasis is placed on - Mechanical damage and losses - Use alternative handling techniques 
unloading speed and drop - conveyer 
height exceeds 15 cm - chutes 

•Large amounts of damaged - Losses are amplified, space is - Pre-sort product as it arrives 
and diseased product are wasted - cull rotten, diseased and damaged 
placed in storage product 

- identify quick-sale items 
- decrease losses 

Data Source: BCG Analysis The Boston Consulting Group 151O27.693'.'report 124 



STORING PRODUCT UNDER THE CORRECT CONDITIONS WILL DRAMATICALLY
 
INCREASE SHELF LIFE
 

Purchasing Receiving
 
Preharvest o Unloading P Storage Sorting - Sales/
 
Planning Inspection Shipping
 

Existing Practice Existing Problems Possible Solution 

" Lack of specialisation of • Product is not stored at the - Segregate product according 
warehouses correct temperature to storage requirements 

" Rotten products are not - Losses are amplified - Remove containers with rotten 
culled product immediately 

- sell what can be salvaged 
- remove the rest 

" No curing period • Losses are increased - Effective utilization of curing 
period 
- heal mechanical damage 
- dryrotten product 
- increase resilience 

" Refrigeration and ventilation * Inadequate storage * Repair facilities 
equipment need repair conditions - refrigeration and ventilation 

Data Source: BCG Analysis The Boston Consulting Group l151o127.8.93.'V.po 125 
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A QUICK REFERENCE PRODUCT STORAGE CONDITION CHART IS NOW BEING
 
USED BY PPOP WAREHOUSE MANAGERS
 

Product 

Potatoes 

Cabbages 

Carrots 

Onion 

Horseradish 

Beets 

Tomatoes red 
green 

Cucumbers 

Apples 

Orange/mandarin (mature) 
(not mature) 

Lemons (mature) 

Bananas 

Peaches 

Watermelon 

Stora9g, Tempen. ure 

-20 - 40C 

-10C -0°C 

0°C - 10C 


0 0C 


00C 


00C - 10C 


70C - 10°C 

110C - 130C 


80C - 100C 


20C - 30C 


10C - 20C 

30C - 40C
 

20C - 30C 


120C - 140C 


I0C - 40C 


20C - 30C 


HumkJity 

90%-95% 

90%-95% 

90%-95% 

65%-75% 

95% 

90%-95% 

85%-90% 
85%-90% 

85%-90% 

90%-95% 

85%-90% 

85%-90% 

80%-85% 

90% 

80%-90% 

Storage ilfa 

5-8 months 

5-6 months 

5-9 months 


1-8 months 


2-4 months 


4-6 months 


2-4 weeks
 
3-4 weeks
 

10 days
 

2-6 months 


4-6 months 

4-6 months 

4-10 eays 

1 month 

2-3 weeks 

Compatibility 

Products with same temperature and humidity
requirements 
Preferable separate from other vegetables and fruits 

(esp. apples) 

Store with beets, horseradish 

Preferable separate from other vegetables and fruits 
(due to humidity and odor) 
Store with beets, carrots 

Store with carrots, horseradish 

Store with other fruits. Separate from cabbage and 
other leafy green products 

Store with other fruits 

Store with other fruits 

Store with other fruits 

Store with other fruits 

Data Source: USDA Agricultural Handbook # 66, USSR Guidebook for purchasing vegetables, USSR wholesaler guidebook 
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A CHART ILLUSTRATING THE CORRECT CURING CONDITIONS FOR POTATOES
 
IS NOW BEING USED BY WAREHOUSE MANAGERS 

Quality Curing temperature(humidity) Curing period 

Dry, ripe potatoes stored for 
5-7 days after being gathered 

Dry, ripe, recently harvested 
potatoes 

Not very ripe or highly 
damaged (50%) potatoes 

Potatoes affected 
by ring rot disease 

Potatoes with high 
phytophthora 

12-18 0C 
(90-95%) 

12-18 0C 
(90-95%) 

12-18 0C 
(90-95%) 

10-12 0C 
(85-90%) 

Cooling to 1-20C 
(85-90%) 

7-10 days 

10-12 days 

up to 15 days 

up to 15 days 

No curing period because disease 
propogates rapidly at high 

temperature 

Data Source : Russian Department of Agriculture The Boston ConsultingGroup iSli/
27.Be.-,,.'pot 127 



GRADING, SORTING AND CLEANING VEGETABLES ARE EXAMPLES OF
 
VALUE-ADDING SERVICES THAT CAN INCREASE REVENUE
 

Purchasing Receiving 
Preharvest op Unloading o Storage m Sorting_ Sales/ 
Planning Inspection Shipping 

Existing Practice Existing Problems 	 Possible Solution 

"Only 2 sorting grades of * Missed opportunity to 	 ° Introduce different product grades 
vegetables differentiate product and for vegetables eg. 

- standard maximize revenue - market quality 
- non-standard - standard quality 

- non-standard 

"	No soting from mid-September - Lack of space during period - Rationalize space 
to early November 

- No washing and packaging * Technical difficulties 	 - Wash and package products 

Data Source: BCG Analysis The Boston Consulting Group 	 IslolI27.8.9 iVsepon 128 



THE RETAIL QUALITY STANDARD CONTAINS AN ADDITIONAL HIGHER QUALITY
 
LEVEL COMPARED TO FARM AND WHOLESALER STANDARDS
 

* Not widely used however
 

Responsibility 

Ministry of Agriculture• 
quality inspector• 

Responsibility 

Perm region 
Department of Trade, 
Quality and Defence of 
Consumer Rights 

Farms 

/Quality 

F Wholesalers 

Retailers 

Consumers 

The Boston Consulting Group 

standard 

Standard
 
Non-standard
 

Quality standard 

• Standard 
• Non-standard 

Qualiiy standard 
* Standard 

_"selected (higher quality) 
- ordinary 

* Non-standard 

15127.R.9V,, poI 129 
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THE "SELECTED" QUALITY LEVEL COINCIDES WiTH THE HIGHEST U.S. GRADE
 
e Potato example
 

Dimension 

S!7e 

" Round 
"Oblong 

Mechanical damage 
oDepth (> 5mm) 
•Length (> 10 mm) 

Disease 

Frozen 

Soil 

Smashed and cut tubers 

Damaged by agricultural 
pests 

Standard grade 

> 4.5 cm 
>3cm 

< 5% 

.5% 


< 2% 


0% 


<1% 


0% 


< 2% 


Selected grade 

> 5.0 cm 
> 4.0 cm 

< 2% 
< 2% 

0% 

0% 

<1% 

0% 

0% 

United States Extra No 1
grade 

>5.7cm 
>5.7cm 

< 5%
 
< 5%
 

< 2%
 

< 0.5%
 

0%
 

0%
 

< 2%
 

Source: Russian Ministry of Agriculture, United States Department of Agriculture 
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THE HIGHER RETAIL QUALITY STANDARD COULD BE APPLIED TO FARMS AND
 
WHOLESALERS 

* Essential component of quality segmentation strategy 

The implementation steps are: 
* Ministry of Agriculture and Perm region Department of Trade, Quality and 

Consumer Defence determine suitability of existing "selected" quality 
standard 

* Modify the selected quality standard, as appropriate 
* Modify testing procedures 
* Communicate standard to inspectors and conduct training 

Inspection and regulation could be performed by the Ministry of Agriculture (farms) 
and Department of Trade, Quality and Consumer Defence 

* No additional inspectcrs necessary 

Essential to adopt new standard to permit market segmentation by wholesalers 
* Match product quality with consumer needs 
* Maximise profit potential 
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A MOTIVATED SALES FORCE IS THE EASIEST WAY TO INCREASE SALES AND
 

Purchasing 
Preharvest No-
Planning 

Existing Practice 

" Manager can sell only products in 
their warehouse 

" No incentives to increase sales and 
find new customers 

" Passive sales method 
- limited advertising 
- limited sales visits 
- reliance on phone and personal 
connections 

- lack of product information 

" Don't take into account demand 
and customer needs 

" No sales planning 

Data Source: BCG Analysis 

OBTAIN NEW CUSTOMERS
 

Receiving 
Unloading P Storage 0 Sorting Sales/ 
Inspection Shipping 

Existing Problems Possible Solution 

* Do not utilize selling * Aggressively begin to promote 
opportunities the company via 

- visits 
- mailings 
- phone conversation 
- advertising 

- Warehouse managers not - Create financial incentive 
motivated to sell - new customer bonus 

- sales bonus 

- Lack of co-ordination - Create a sales force that sells all 
between warehouses Iproducts 

• Miss market trends - Sales team provides daily market report 

• High transportation costs - Consolidate orders 2 days prior to delivery 
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THE SALES AND DELIVERY PROCESS WILL BE RATIONALISED
 

Product is limited or on restricted list 

(3 options) ­

" Salesmen gets allocated quantity 

" Customer gets allocated quantity 

" Whoever sells first 

Definition 

Limited 	 not enough product 
to satisfy demand 

Unlimited enough product to 
satisfy demand 

Quick sale 	 product that is 

spoiling 


Regular order 	 to be delivered in 1-2 
days 

Rush order 	 must be delivered 
same day - additional 
cost 

Warehouse provides weekly availability report
 
" unlimited
 
" limited
 
" quick sell
 

Product Available 

Salesman allows customer to order desired amount 

Normal order 

Prepare order and send to warehouse each evening 

I 
Warehouse manager receives the order 

I 

Warehouse manager priorities and schedules orders and releases to 
warehouse in waves 

* customer determines schedule 
* warehouse determines schedule 

1 
Warehouse stages each order segment 

I 

F Trucks receive and combine each order segment 

Delivery is made to each customer 

Product not av 	 lable 

r e 
Prepare daily stock out report -


Produce to purchasing
FPP 
"Did not have" report 

Rush order 

Prepare order and phone warehouse 

I 
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Operations 
• Operational problems and improvements 

I • Financial impact of operational improvements I 
* Organizational improvements 
* Action plan and implemented results 

Strategy 
* Market segmentation 
* Pricing 
* New products 

* Financial management 
* Financial impact of strategy and operational improvements 
* Action plan and implemented results 
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FIVE OPERATIONAL IMPROVEMENTS THAT CAN BE IMPLEMENTED OVER THE
 
NEXT SIX MONTHS WILL INCREASE PPOP'S PROFITS BY 44 M RB
 

Improvements Estimated impact (M Rb) 

Action 1 - Improve the purchasing process 8.9 

Action 2 - Improvements in inbound sorting 1.8 

Action 3 - Improvement in storage 5.9 

Action 4 - Introduce outbound sorting and grading 15.1 

Action 5 - Recruit new customers 12.2 

Note: All figures are In March 1993 Rbs 
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ACTION 1. IMPROVE THE PURCHASING PROCESS
 

Actions Estimated impact 2 Financial effect 

New supply contract enforcing
 
quality 15% reduction in losses 8.9 M Rb
 
Inspection of product in the
fiel 30%reduction in purchasing (11of92prit

field 30% prc % of 1992 profits
 
Purchasing potatoes directly price adjusted for inflation)
 

from rural residents1 LI
 
Potential impact 

Reduction in losses 
* 50% of total !osses happen in the first month 
of storage primarily due to bad inbound quality 
=> First month losses can be potentially reduced 
by 50% by buying better quality produce 

Reduction ir purchasing price 
* Octyabrskaya RZK buys potatoes from rural 
residents at half the price that it sells potatoes 
to PPOP => purchase price can be reduced by 50% 

1 Purchases of cabbages and carrots are also possible in small amounts 
2 Estimated Impact Is conseriative 

Note: All figures are In March 1993 Rbs 
2 7 9Source: BCG Analysis The Boston Consulting Group Il01 B41-sepon 136 



ACTION 1. IMPROVE THE PURCHASING PROCESS 

* Estimate of financial results 

Loss reduction by 15% 

Tons 15% impact Purchase Reduction inProduct Planned Total 
purchases losses = lost x loss reduction x Price = Purchase Costs 

(t) (%) (t) (t) (Rb/kg) (Rb)' 

Potato 1,500 34 510 76.5 40 3 M 

Cabbage 800 32 256 38.4 70 2.7 M 

Carrot 400 50 200 30 40 1.2 M
 

Beet 300 25 75 11.25 40 0.5 M
 

Total: 7.4 M Rb
 

Purchase price reduction by 30% (potato only) 4ci. 

Financial effect 
Purchase 30% reduction Reduction Transport, Net financial 8.9 M Rb 
from rural x in purchase = in purchase _ labour = results 
residents2 price cost costs2 (Rb) (11% of 1992 profits 

(Rb) (Rb) adjusted for
 

300 t 12 3.6 M 2.1 M 1.5 M Rb inflation)
 

Loss reduction will allow to buy less and sell the same amount (conservative approach vs. buy same amount but sell more) 

2 Based on 75 truckdays and 75 mandays needed at prices 25,000 Rb per truckday and 3,000 Rb per man 

Note: All figures In March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group 15101127.8.93Vsarepo137 



ACTION 2. IMPROVEMENTS IN INBOUND SORTING
 

Actions Estimated impact' Financial effect 

Sorting on chute 5% reduction in losses 1.8MRb 

Identifying products for 
immediate sale 

I 
(2.4% of 1992 profit 

adjusted for inflation) 

Potential impact 

Reduction in losses 
* 50% of losses happen in the first month of storage 
* Identifying and immediately selling vegetables prone to 
spoilage can potentially reduce first month losses by 25% 

* Potential impact is 12.5% (50% x 25% = 12.5%) 

Based on conservative assumption that reduction In losses allows to buy less and sell the same amount (vs. buy same, and 
sell more). Reduction in storage costs and alternative use of freed capacity may Improve financial results as well 

Note: All figures are In March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group 15Iol,27.9a3,se- on 138 



ACTION 2. IMPROVEMENT IN INBOUND SORTING 

* Estimate of financial results 

5% loss reduction 
Product Planned Total = Tons 5% impact Purchase Reduction in 

purchases losses lost x loss reduction x Price = Purchase Costs 
(t) (%) (t) (t) (Rb/kg) (Rb) 1 

Potato 1,500 34 510 25.5 40 1 M 

Cabbage 800 32 256 12.8 70 0.9 M 

Carrot 400 50 200 10 40 0.4 M 

Beet 300 25 75 3.75 40 0.2 M 

Total: 2.5 M Rb 

IBased on conservative assumption that reduction in losses allows to buy less and sell the same amount (vs. buy same, and sell more). Reduction in storage costs and 
alternative use of capacity may Improve financial results as well 

Note: All figures are in March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group l11Ol27.B93'.,eo t 139 

Increased labor and equipment costs Financial effect 

2 chutes @ 0.2 M = 0.4 M 1.8 M Rb 

8 additional @0.04 M people = 0.3 M (2.4% of 1992 profit 

Total 0.7 M Rb adjust for inflation) 



ACTION 3. IMPROVEMENTS IN STORAGE 1
 

Actions Estimated impact Financial effect 

Separate products according to storage requirements s5.9 M Rb 
Immediately weed out containers with rotten products 20% ioss reduction (7% of 1992 p.:ofits 

Efficiently use curing period - V 
adjusted for 

inflation) 

Repair and maintain ventilation and refrigeration 

Potential impact 

Loss reduction 
* Losses that happen after the first month of storage are mainly due to bad storage 
conditions and account for 50% of total losses 

* 80% o these losses can be potentialiy eliminated by improving storage conditions 
* Potential loss reduction is 40% (80% x 50% = 40%) 

Includes only Improvements that do not require significant capital investment 
Note: All figures are In March 1993 Rbs 
Source: BCG Analysis 5 7The Boston Consulting Group 1 loh/2 .893',epo.1 140 



ACTION 3. IMPROVEMENT IN STORAGE 1 

Estimate of financial results 

20% loss reduction 

Pror;uct Planned Total Tons 20% impact Purchase Reduction inpurchases losses = lost x loss reduction x Price = Purchase Costs 
(t) (%) (t) (t) (Rb/kg) (Rb)2 

Potato 1,500 34 510 102 40 4.1 M 

Cabbage 800 32 256 52 70 3.6 M 

Carrot 400 50 200 40 40 1.6 M 

Beet 	 300 25 75 15 40 0.6 M 

Total: 9.9 M Rb 

Includes only improvements that do not require significant capital investment 
2 Based on conservative assumption that reduction in losses allows to buy less and sell the same amount (vs. buy same amount and sell more). 
Note: All figures are in March 1993 Rbs 
Source: BCG Analysis 

The Boston Consulting Group 	 151i01
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Costs Financial effect 

Ventilation repair 2 M 5.9 M Rb 

Refrigeration repair 2 M .\ (7% of 1992 profits 

Total 4 M Rb adjusted for inflation) 



ACTION 4. INTRODUCE OUTBOUND SORTING AND GRADING 

Actions Estimated impact' Financial effect 

3 grades instead of current 2 
(market quality, standard, non-

50% increase in sales 
for 20% of tonnage 

price 
15.1 M Rb 

standard) 

Wash produce before shipping 
I 20% increase in sales price 

for 10% of tonnage 
(19% of 1992 profit adjusted 

for inflation) 

Packing 

I_ 

Potential impact 

Market quality grade 
* 20% of produce can be sold as market quality grade 
* Market grade vegetables can be sold at 70% premium over standard grade price 

(from interviews with retailers) 

Packaging 
• 10% of produce selected form standard grade can be packaged and sold at 40% premium 
over standard grade price 

I Increase in price is fully supported by increase In quality and does not cause volume reduction 
Note: All figures are In March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group 
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ACTION 4. INTRODUCE OUTBOUND SORTING AND GRADING 
e Estimate of financial results 

Impact: 50% increase in price for market quality 

Product Planned Mkt quality Sales price Sales 50% price
sales x 20% = sales X (Rb/kg) = revenue x Increased 

(t), (t) (Rb) increase = revenue2 

Potato 1000 200 50 10M 5 M
 
Cabbage 544 109 100 11 M 5.5 M
 
Carrot 200 40 55 2.2 M 1.1 M
 
Beet 225 45 55 2.5 M 1.3 M
 

Total: 12.9 M Ru 

Impact: 20% increase in price for packed goods 
Product Planned Packed Sales price >Sales revenue 20% Increased 

sales sales (Rb/kg) (Rb) x price = revenue
(s)e (1% increase Financial effect 

Potato 1,000 100 50 5 M 1 M 
Cabbage 200 20 55 1.1 M 0.2 M 15.1 M Rb 

10.2 M R 
Fruit 2,000 200 300 60 M 12 M (19% of 1992 

profits 

adjusted for 
inflation)Costs 

Packing 3 (10 M) 
Labor (4 people) (IM) 
Toiai (11 M) Rb 

Planned sales are estimated on the basis of planned purchases minus losses. Sales exclude sales of spoiled product for fodder 
2 No additional costs, since grading Is already in place, however, only on standard and non-standard grades 
3 Part of the packaging costs should be allocated to market quality grade revenue since some of that produce will be packed 
Note: All figures are In March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group ISl~lO2.&9J,,po. 143 



ACTION 5. RECRUIT NEW CUSTOMERS
 

Actions Estimated impact 

Create sales force 

Payment on commission basis A Add 10 new retailers A 
Bonus for new accounts 

Collect orders 2 days in advance 

Sales reps report weekly on 
planned sales 

I 
Potential impact 

There are 30 retailers that are currently not served by 

PPOP 

They are not satisfied with their suppliers (from interviews) 

Potentially PPOP can start selling to all 30 stores 

I Estimated on basis of March 93 average sales adjusted for Inflation and size of retailers that are not served 
Note: All figures are In March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group 

Financial effect 

12.2 M Rb 

(12.5% of 1992 profits 

adjusted for inflation) 
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ACTION 5. RECRUIT NEW CUSTOMERS 
* Estimate of financial impact 

Revenue 

Average sales 
volume per retailer' 

(Rb) 

25 M 

x 10 retailers = 
Increased 
revenue 

250 M 

x 
Net profit 
margin2 

5% 

= Cash inflow 

12.5 M Rb 

Costs 

Comissions 
(0.1% of sales) 0.3 M Rb 

Net effect 

12.2 M Rb 
(12% of 1992 profits 

adjusted for inflation) 

I Estimated on basis of March 1993 average sales adjusted for Inflation and size of retailers which are not served 
2 Based on historical 5% net profit margin on sales 

Note: All figures are In March 1993 Rbs 
Source: BCG Analysis The Boston Consulting Group 1510127.493,',epor 145 



TWO CONVEYORS SHOULD BE PURCHASED AND THE REFRIGERATION AND
 
VENTILATION SYSTEMS NEED TO BE REPAIRED
 

Equipment 

Chute 

Refrigeration repair 

Ventilation repair 

Conveyer 
- electric 
- gravity 

Insulated storehouse 
gates 

Insulation 
- 50 mm 
- 100 mm 
- 200 mm 

Assuming net interest rate of 20%/year 
Data Source: BCG Analysis 

Cost (000's Rb) 

400 

I Benefit (000's Rb) 

1,900 

2,000 3,100 

2,000 2,800 

4,500 
3,000 

2,450 
1,900 

800 270 

3,900 
7,800 

15,600 

160 
320 
540 

The Boston Consulting Group 

Payback* 

1/4 year 

<1 year 

<1 year 

2.5 years 
2 years 

5 years 

>20 years 
>20 years 
>20 years 
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Operations 
• Operational problems and improvements 
* Financial impact of operational improvements 
*° Organizational improvements 
* Action plan and implemented results 

Strategy 
* Market segmentation 
* Pricing
 
- New products
 
* Financial management 
* Financial impact of strategy and operational improvements 
• Action plan and implemented results 

The Boston Consulting Group IS1t17.8.93.,jepo,t 147 



ORGANISATIONAL IMPROVEMENTS ARE THE MOST IMPORTANT ASPECT 
OF RESTRUCTURING 

Necessary for all other operational improvements 

Solution 

Restructure 

- responsibilities 

Current practice - roles New practice 

Correct operational practices 
known but not executed 

Salary is not dependent on 

results 

> 
• functions 

Improve 

accountability 

Workers have a clear 
understanding of expectations 

Pay is based on performance 

Correct practices will be observed 

Minimum effort is expected of - incentives 

workers - motivation 

The Boston Consulting Group 15101/27.8.9,ma/,epor1 148 



THERE ARE MANY CHALLENGES ASSOCIATED WITH RESTRUCTURING 
THE EXISTING ORGANISATION 

Challenge 

Prior to privatisation, 
management is reluctant to 
restructure 

Challenge Challenge 

Management focused on 
building a partnership to buy 
company 

Restructuring scares 
employees 

E 

Result 
Management's tendency is 
tomanain t e ncyats 
to maintain the status quo 

Concepts such as 
accountability, pay for 
performance, and motivation 
are not understoou 

Challenge 

Some members of the 
management team have their 
power reduced 
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DEPARTMENTAL RESPONSIBILITIES NEED TO BE REDEFINED 
* Existing structure 

Director 

F Commercial Director 

Purchasing Trade Accounting 
Lawyer Manager Manager Manager 

(+ 2) (+3) (+3) 

uPay not based on -Control only 15-20% of sales! 
quality or savings 9No pay for performance 

* Do not look for new
 
suppliers and products
 

Warehouse 1 &2 Warehouse 3 &4 Warehouse 5&6 

* Manager preoccupied Manager Manager Manager
with selling Supervisor Supervisor Supervisor
Nc pay for Merchandise -Merchandise °Merchandiser 
performance expert expert expert 

The Boston Consulting Group lslol/2,.8.9Vmpon 150 



BY THE END OF THE YEAR THERE WILL BE A NEW WAREHOUSE
 
CO-ORDINATOR, TWO EXTRA SALESMEN, AND A WAREHOUSING ASSISTANT
 

New organisational structure
 

Purchasing 
Lawyer Manager 

(+2) 

Unit Manager 

Unit 1 
(warehouses 

1&2) 

* Supervisor 

Director
I 

Commercial Director 

Warehouse 
Manager* 

Sales Manager 

(+3) 

Assistan 

Accounting 
Manager 

(+3) 

Unit Manager 

Unit 2 
(warehouses 

3&4) 

• Supervisor 

Unit Manager 

Unit 3 
(warehouses 

5&6) 

• Supervisor 

The Boston Consulting Group iSioi/27.ZB2,3tspo 151 



RESPONSIBILITIES, INCENTIVES AND 

Problem 

"Lack of accountability at all levels 

"Managers can sell only a limited range of products 

"Managers are not directly responsible for losses 
and quality control 

"Purchasing does not actively seek new suppliers 

* There are no financial incentives for purchasing 
better quality products at lower prices 

"Trade department is not motivated to seek out 
new customers 

" Little communication between purchasing and 
sales resulting in missed market needs 

COMMUNICATION WILL BE IMPROVED 

Solution 

* Make personnel directly responsible for 

performance 

* Allow sales team to sell all products 

* Salary incentive based on loss reduction 

* Create awareness and motivation to reduce 
product cost 

- Reward buyers based on savings and quality 
levels 

• Reward salesmen based on sales volume 

, Provide daily feedback between departments 
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THE NEW WAREHOUSING INCENTIVE SYSTEM CONSISTS OF A BONUS FOR
 
LOSS REDUCTION IN STORAGE*
 

* Warehouse employees receive proportion of net savings 

Bonus machanism' 
Warehouse 

50 Bonus 

3 year average 
loss by 

Current year 
loss (%) 

Loss reduction 
(%) 

Total tons 
purchases (t) 

Purchase 
price 

Savings 
M 2 M Rb 

product (%) Ix X (Rb /kg) 

1990 -1992 = 34% 1993 = 25% 1993 = 9% 1550 100 rb/kg 13.5 M rb 

8% Savings 

11.5 M Rb 

Bonus is expected to comprise approximately 10% of annual salary and will be allocated by: 

- Unit 
- Product 
- Year 

Beets , carrots, cabbage, potatoes 
t lmpact is conservative due to neglect of revenue enhancement (buy less, sell same amount vs. buy same, sell more) 

Source: BCG Analysis 
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THE NEW SALES INCENTIVE SYSTEM HAS BEEN AGREED
 
AND TAKES EFFECT SEPTEMBER 1, 1993
 

50 Expected salary A Top salesmen have 
no upper salary limit 

Basic salary40 

Salary 30 A salesman can double actual salary by 
('000 Rb/
month)doubling real sales 

20 

10 

I I I I I ,I­
10 20 30 40 50 60 

Sales I salesman (M Rb/month) 
Base salary 16 75% of expected salaryr 

Commission begins at 38 M Rb and the commission level is 0.1% of sales 

May change on monthly basis 
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A NEW PURCHASING INCENTIVE SYSTEM HAS BEEN PROPOSED AND IS UNDER
 
CONSIDERATION 
•Potato example 

100% 
Incentive calculation2 

"Price saving" 
80% -- "Price saving" "Quality costs" "Net saving" 
Actual............................ ........ Price decrease x Quality decrease Net cost savings4:ctuali 
 quality level x actual price 
60% costs 30% x 70% =21% 10%x70% = 7% 14% 

Purchase
 
price

(% max) 1 
(%ma) Incentive Company benefit 

40%/ 4%2%x 
 19% = 98%x 19%= 

0.28% 13.72% 

20% 

Actual Target Incentive principle 

_ __ _ __• 

20% 40% 60% 80% 

Quality (% of standard) 

I"Maximum" price Saies price - added costs - 3% profit margin 

100% 
*Reduction in purchase prices offset by decrease in 
quality 

- Purchasing staff receives 2%of net saving on top 
of base salary 

* Company keeps 98% of net saving 

2 Calculated as %of maximum price per kg of standard product 

Source: BCG Analysis 
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THE SUCCESS OF A NEW ORGANISATION WILL DEPEND ON INTERACTIONS
 
BETWEEN DEPARTMENTS 

Can you sell it? 

Purchasing Sales 
Daily report on customer 

needs 

Feedback on quality of Daily list of products available 
products and order fulfilment status 

Information on products Daily orders
 
bought + timing of receipts
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AN EMPLOYEE SUGGESTION SCHEME WAS INTRODUCED 

Sample comments 

"Change the system of payments; introduce bonus system to provide incentive" 

"The quality of products sold to retailers is poor; increase the quality which will lead to 
increased sales" 

"Build refrigeration systems in all storehouses" 

"Build a railway to the warehouse" 

"Use containers to transport potatoes from the field to the warehouse" 

"Buy 2 new forklifts" 

"Improve the quality of inbound products" 

"Install additional telephone line" 

"Buy new mechanisms (conveyers) to use for loading and unloading" 
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PURCHASING DEPARTMENT JOB DESCRIPTION (1)
 

Job Description Activities Performance Measure 

• Responsible for contacts • Periodic visits to supplier Min number of visits 
with key suppliers - phone calls and written contacts • Quotas 

- investigate future prices/quality and • Quality assessment 
products - pre-harvest 

- encourage supplier to grow certain products - harvest 
- visit farms before harvest to assess quality 

* Investigate alternative • Visit to other farms/regions - Purchase price/quality vs. 
sources of supply - investigate price/quality historical prices 

- availability - Loss reduction 
- variety - Quality assessments 

* Investigate direct buying from private sector 
* Analyze price vs. quality/possible losses 
(including transport costs) 

- use information from warehouse 
management 

* Coordinate with other - Keep warehouse management informed of * Timely reports 
departments products bought + timing of receipts 

"Use feedback from warehouse management on 
products with low losses 

" Keep sales department informed of special 
purchase opportunities 
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PURCHASING DEPARTMENT JOB DESCRIPTION (2)
 

Job Description Activities Performance Measure 

* Negotiate contracts and - Verify quality/price comparison - Savings vs. historical prices 
prices with suppliers - Determine payment terms - Extended receiving 

- Negotiate quality contract window 
* Storage location (wholesaler or farm) 

* Assess quality - Verify quality of purchased products * Warehouse quali. determinations 
- Assess quality to determine price * Amount of losses 

Incentives 
Salaries based on reduction of 

prices by grade of product 

The Boston ConsultingGroup 15101-
93 
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WAREHOUSE MANAGER JOB DESCRIPTION (1)
 

Job Description Activities Performance Measure 

"Ensure correct warehouse - Allocate products to warehouse upon receipts 
segmentation 

"Responsible for facilities * Supervise Unit Managers * % loss reduction compared 
maintenance - look out for possible problems to last year average 

- supervise repairs/construction 
- buy new machines when needed - k-acility conditions 

- refrigeration 
- ventilation 
- other 

* Supervise storage • Check that correct storage conditions are kept in - % of loss reduction 
all warehouses - Utilization of space 

- temperature/humidity 
- physical inventory vs. projected inventory 
- curing period 
- space utilization / proper lay out 

* Coordinate with • Written feedback on which products have better * Timely feedback 
purchasing department storability 

- % of losses by product type/supplier 
* Receive information on timing of receipts 

- plan warehouse segmentation 
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WAREHOUSE MANAGER JOB DESCRIPTION (2)
 

Job Description Activities 

* Coordinate with Sales 
Department 

* Provide Sales Department with a weekly list of 
products specifying limited or unlimited amounts 

- in tonnes 
- by product/grade 
- list of quick sell items 

* Receive orders from Sales and prioritise and 
schedule delivery 

- customer specific delivery date 
- warehouse specifies delivery based on 
location demand 

* Monitor order picking and shipping 

* Arrange transportation and monitor delivery 

Incentives 

Salary based on 

" Loss reduction 
"Timely delivery 
- Correct shipment of products 

The Boston Consulting Group 

Performance Measure 

* Timely report / list 

* Adherence to delivery 
schedule 

- customer service 
- cost 

e Adherence to delivery 
schedule 

- customer service 
- cost 
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UNIT MANAGER JOB DESCRIPTION (1)
 

Job Description Activities Performance Measure 

Maintain proper storage * Daily check and adjustment of temperature/ e % loss reduction compare 
conditions humidity to last year's average 

- either heat, refrigerate, or use outside air 
* Supervise curing period - Utilisation 
- Supervise pre-sorting into losses, quick sell, - Physical inventory vs. 
storable products planned inventory 

* Daily warehouse inspection - remove rotten 
products 

* Identify quick sale items 
- Maximize space utilization 
* Inform management of space availability 
• Keep account of goods available / spoiled 

* Coordinate with Deputy - Goods availa me to be sold -Losses 
Commercial Director - good condition 

- poor condition 
- Perform monthly physical inventory 

- saves (quick sales) 
* Physical inventory 

matches accounting 
records of inventory 
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UNIT MANAGER JOB DESCRIPTION (2)
 

Job Description Activities Performance Measure 

* Supervise workers - Pre-sorting 
- Grading 

- Productivity 

* Ship orders - Loading - unloading 
- Receive orders from warehouse manager 
- Pull the orders from storage => weigh 
- Verify quantity and quality - weigh and visual 

inspection 
oStage at entrance of warehouse 
* Load trucks 

- Adherence to schedule 
- Productivity 

Incentives 

Salary based on: 
"Loss reduction 
"Maintenance of proper conditions 
"Physical inventory vs. projected 
inventory 
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SALES DEPARTMENT JOB DESCRIPTION (1) 

Job Description Activities Performance Measure 

" Responsible for a given set 
of customers 

- Daily contact by phone with existing customers to inform 
them of products available and take orders 

e Meet quotas 
- Minimum sales level/product 

- based on last year's sales 

" Assess demand and needs 
of market and specific 
customers 

e Visits with customers to assess their needs/problems 
- investigate which products they are buying from 
other suppliers 

- investigate which products/prices they want now/ 
near future 

- investigate which services they need/desire 

- Customer satisfaction 
- periodic phone call by the 

deputy director to 
customers 

" Keep purchasing 
department informed of 
market trends and specific 
customer needs 

• Write daily reports based on customer interviews 
• Informal meetings with Purchasing Department 

- Timely feedback 
- generated sales 
opportunities 

"Expand the customer base - Personal visits to possible customers to establish 
relationships 

- Promote PPOP through phone calls and letters with 
information on products/ prices/ services 

* Advertising 

- # of new customers added 
- # of new calls/week 

* Negotiate contract / prices - Negotiate and sign contracts when needed 
- negotiate prices and payment terms 
- inform Accounting Department 

- Payment history 
- Price realization 

The Boston Consulting Group tSo10127893.,,epon1 164 



SALES DEPARTMENT JOB DESCRIPTION (2)
 

Job Description 

Coordinate with warehouses 

* Coordinate with Accounting 
Department 

Activities Performance measure 

• Receive weekly list of products available in the 
warehouses 

- if > 5 tonnes of a certain product, can sell it 
without checking with warehouses 

- if < 5 tonnes of a certain product 
* salesmen gets allocated quantity 
* customer gets allocated quantity 
* whoever sells first 

- a list of products with special bonus (that will 
spoiled/damaged quickly) 

- a list of products that can only be sold after 
consultation with Director 

Keep warehouses informed of products sold and delivery o Feedback from warehouses 
requirements 

- phone orders to inform and arrange delivery/ 
transport 

- queue regular orders and inform in the evenings 

* Arrange payments and delivery dates * Prompt payment 
- delivery dates not set by customer will be set by => 5 days after delivery 
warehouse 

Incentives
Salary based on sales 

• Bonus for new customers 
" Bonus for certain products 
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PERSONALITY PROFILE AND SKILLS 

Position Skills Profile 

" Sales Department - Communication skills 
- Knowledge of the market 
(product knowledge) 

- Energetic 
- Convincing 
* Articulate 

* Self confident 
- Initiative 

" Purchasing Department * Knowledge of quality/ 
standards 

* Communication skills 
- Know!edge of contract law 
- Knowledge of the market 

* Negotiatior 
- Motivated 

*Team player 
* Energetic 

" Warehouse Manager - Management skills 
- Knowledge of storage 
(conditions, quality 
testing, facility 
maintenance, order 
scheduling) 

- Organised 
- Team player 
- Energetic 

- Motivated 
- Common Sense 

" Unit M'anager * Knowledge of storage 
conditions 

- Quality testing knowledge 

*Team player 
* Motivated 
* Common sense 
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Operations 

* Operational problems and improvements 
* Financial impact of operational improvements 

* Organizational improvements
 
I * Action plan and implemented results
 

Strategy 
* Market segmentation 
* Pricing 
* New products 
* Financial management 
* Financial impact of strategy and operational improvements 
* Action plan and implemented results 
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IMPLEMENTATION IS WELL UNDERWAY AND WILL CONTINUE AT PPOP 

Restructure the organization 

Restructure the incentive system 

Develop new supply contract Obtain new sources of supply 

Re-segment warehouse
 

Utilise correct storage condition
 

Repair refrigeration and ventilation equipment
 

Prepair warehouses for harvest 

Obtain new customers 

Introduce new value added services* 

SI I I I I II 
7/12 7/19 7/26 8/2 8/9 8/16 8/23 Harvest 

15 Sept 

EI II Complete 

Z j Underway 

" Purchasing of chute, and setting up washing and packaging machine The Boston Consulting Group 15,0,127.8.9Xaepol 168 



SUBSTANTIAL PROGRESS HAS BEEN MADE INALL AREAS 
_ Implemented results 

Organization 

Employee suggestion scheme
 
Kick-off meeting, site clean up and kick-off party
 
New job responsibilities
 
New organisational structure
 

Purchasing 

New supply contracts developed and signed
 
Relationship established with association of private farmers
 
New farmers visited, quality inspected, and new contracts signed
 
Advertising for new suppliers
 
Harvest receipts leveled out over time
 

Receiving 

Using acceptance testing procedures 

Storage 

Warehouses re-segmented by product

Products stored under correct conditions with proper curing period
 
Refrigeration and ventilation equipment repaired
 
Electrical system repaired
 

Sorting / grading 

Outbound sorting introduced 

Sales 

New sales team
 
New incentive system
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TO ENSURE THE SUCCESS OF RESTRUCTURING IT MUST BE THOROUGHLY
 
EXPLAINED TO ALL WORKERS
 

e Approach used for PPOP
 
Work with management to 
develop restructuring plan 

Clearly explain new
 
roles and
 
responsibilities to
 
workers
 

Obtain feedback 
from workers on 
proposed changes 

Communicate 
salary system 

Begin 
implementation 

I I I I I I I I = 
7/12 7/19 7/26 8/2 8/9 8/16 8/23 8/30
A A A A A A 

General Work day and Initial meeting Final meeting New work New salary
meeting with kick-off party with each with each contracts structure 
all workers department department signed takes effect 
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SEVERAL IMPORTANT LESSONS WERE LEARNED DURING THE OPERATIONAL
 
IMPROVEMENT PROCESS
 

Director's support is the most essential ingredient
 

Problem Solution 

Management does not buy into change Show clear financial benefits of improvements 

Have management make all presentations to workers, city officials, and 
privatisation committee 

Management involvement in solution generation 

Conduct a customer survey of perceived strengths and weaknesses 

Implementation tasks were not performed in Assign specific tasks to specific individuals 
a timely manner 

Agree a detailed work plan 

Monitor progress closely 

Perform hands on training/assistance, eg. make sales calls with sales 
department 

Workers are sceptical of change Work day and kick-off party 

Implement performance pay scheme 

Suggestion scheme 
- incentive for best suggestions 

Management presentations of restructuring program 
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Operations 
* 	 Operational problems and improvements 
* 	 Financial impact of operational improvements 
* 	 Organizational improvements 
* 	 Action plan and implemented results 

Strategy 
Market segmentation 

* 	 Pricing 
* 	 New products 
• 	 Financial management: 	 Financial impact of strategy and operational improvements 

Action plan and implemented results 
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BY FOCUSING ON SELECTED SEGMENTS AND SERVING THEIR NEEDS PPOP
 
CAN INCREASE TOTAL REVENUES
 

Current Practice 

* All customers receive 
products of same quality 

* Segmentation 

Problem 

* Loss of revenue 
- low end customers would 

buy more if they could find 
cheaper vegetables evon of 
lesser quality 

- high end customers would 
buy more if they could find 
better quality even at higher 
price 

The Boston Consulting Group 

Solution 

• Identify different segments 
- group customers with similar 

needs 
- separate groups that have 
different needs 

* Evaluate attractiveness of the 
segments
 

- size
 
- growth
 
- margins
 
- competition
 

* Assess the requirements of serving 
the segment 

- how the needs of segment can 
be satisfied 

"Evaluate the task for PPOP 
- is it profitable for PPOP to 

serve the segments? 

* Focus on selected segments 
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PPOP SHOULD FOCUS ON SERVING THE SELECTED SEGMENTS
 

Identify segments 

Z Evaluate attractiveness 

S Assess requirements 

Evaluate fit with PPOP 

Focus on selected segments 
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PPOP IS CURRENTLY SELLING 
TO SEVERAL DIFFERENT GROUPS OF CUSTOMERS 

' Without differentiating them, however 

1992 Sales 283 M Rb 

Retailers Sti 

Institutos 
Restaurants, 

Cafes 
Regional 

Wholesalers 
Others2 

oPrice: No difference 

•Quality: No difference 

* Service: No significant difference 

'Through intermediaries (retailers) 
2
lInclude sales to farms (barter for vegetables) and truck sales to consumers 

Source: BCG Interviews 
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THE CENTRAL RETAILER SEGMENT IS THE BIGGEST IN PERM CITY
 

Central* 

-tRetailers (52,000 t) 4300 

Retailers for social 1 
institutions 

(11,000 t) 

Suburbs* 
9,000 t 

Non-seasonal 

1 

Perm 
/ 

Large social
Institutions 

(hospitals)
7,000 t 

(8,000 t) 

Regional 
wholesalers 

(5,000 t) 

Seasonal 
(summer camps) 

1,000 t 

Restaurants 
(3,000 t) 

3,000 t - segment size (tons of vegetables/year) 
is currently served through 

L= retailers for social institutions 

60% of population lives in central part of Perm city. Central part has significantly better developed Infrastructure. Population
 
In suburbs buys vegetables either from farms or in daily commutes to work In the center
 

Source: BCG Analysis (estimated figures) 
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CENTRAL RETAILERS MAY BE FURTHER SEGMENTED BY QUALITY
 

* Segmentation should be based on sales force reports1 

Quality segment Characteristics 

High quality mix e 20-25% of central retailers' sales 

> 35% - market quality Facing center streets with high traffic 

rest - standard - Privatized 

Medium quality mix20%duma quality - Located on lower traffic streets 
60% - standard ai * Some still in municipal ownership
60% - n-standard 75-80% of central retailers 
20% - non-standard 

Significant differences were observed in retailers located closely one to each other => direct estimate ot requirements is needed 

Source: BCG Interviews ard Analysis 
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SEGMENTS OF LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND
 
RESTAURANTS ARE MOST ATTRACTIVE
 

Large social institutions (seasonal and non-seasonal) are attractive due to high 
margins (up to 20% net profit margins), low competition and long term contract 
purchasing 

This segment was buying 100% of its large volumes at retail prices until 
recently 

- currently start buying directly from wholesalers 

Central retailers is a large growing segment, with healthy margins 
* Central retailers buy four times more produce than next largest segment 

Restaurants, cafes, canteens have high margins and are fast growing 
0 Growth rate is 10-12% a year 

Source: BCG Interview and Analysis 
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FOUR MAIN FACTORS DEFINE SEGMENT ATTRACTIVENESS
 

Segments 
(Nof units) 

Central (41) 
Retailers 

Remote (19) 
Retailers 

Big Social (11) 
Institutions 
(non-seasonal) 

Big Social (12) 
(seasonal) 

Retailers for (9) 
Social Institutions 

Regional (5-15) 
Wholesalers 

Restaurants', (85) 
cafes,canteens 

Size 
(000's t/yr) 

Big 
(43,000) 

Average 
(9,000) 

Average 
(7,000) 

Small, but 
concentrated in 

summer 
(1,000) 

Average 
(11,000) 

Small 
(5,000) 

Small 
(3,000) 

Growth (% of sales per 
year in constant Rb) 

2-3% 

-3-5% 

-2-4% 

0% 

5-7% 

-4-6% 

Margins 

Average 
(quality mix) 

Low 
(cheap produce) 

High 

Competition 

High 
(all wholesalers + direct farm 
suppliers) 

High from other channels 
(direct saies from farms) 

Low 

I Segment 
Attractiveness 

Averagehigh 

Low 

High 
(15% retailer margin + wholesaler (old structure of supply through 
margin, 100% prepayment, stable 

demand)
 

High 

(retail 15% margins + 100% 

prepayment) 


Low 

(quality mix) 


Average 

(use PPOP as last resort, hence, 

price is usually high, however
 
demand is spontaneous)
 

High j
(pay high price for high quality 
products) 

retail/wholesalers) 

Low 
(no commercialization of supply 
yet; old structure) 

A 
A 

High 
(from direct suppliers) 

Low 

Average 
(from farms, other wholesalers) 

Low 

High 
(from private rural residents, food 
wholesalers that also carry some 
frvt,*) 

Averagethigh 

1 There is a potential of further quality segmentation between high quality restaurants and lower quality canteens. Resulting subsegments 
are, however, not very significant due to small size. The Boston Consulting Group 51l1270 9,.. 179 



GROWING DIFFERENCES IN INCOMES WILL DRIVE DIFFERENCES 
IN SEGMENT GROWTH 

Demand for vegetables will stay unchanged in 1993/94 
Segment 	 Growth Estimate' Rctionale 

Central Retailers 

Remote Retailers 

Large Social Institutions 
(Non-seasonal) 

Large Social Institutions 
(Seasonal) 


Retailers for Social Institutions 

Regional Wholesalers 

Restaurants, Cafes, Canteens 

Overall Market 

All growth estimates are In real Rbs 

(%I year) 

2-3% - Gaining most from quality grading due to highest diversity of clients
 
- Capture some of fast growing demand of high
 

income clients (1st quarter- 0.5% growth 2)
 

-3-5% - Demand from low income clients is going to decline 
(decline) 

-2-4% •Consumption is regulated by norms per person 
(decline) - Decline in budget financing 

- No increase in people served by institutions 

0% - Increase of supply to summer camps of some industrial plants (eg.
 
Permorgsintez, cable plant) offsets general decline in budget financing
 

-5-7% •Social institution demand is not growing 
(decline) - Increased bypassing 

-4-6% - Increased sales from farmers directly 
(decline) 

10-12% 	 - Increase in number of restaurants and cafes (11 new private opened last year)
 
- Population (especially higher income groupes) is going to eat out more
 

0% - Segmentation on quality offsets demand decline (low income population buys 
more cheap products, high income groups buy more since quality is good even if 
moro expensive) 

2 Growth is estimated comparing weekly sales of Interviewed retailers of products that were available throughout the 1st quarter 

Source: BrG Interview and Analysis The Boston ConsultingGroup 	 lst0I/27.&9a, epol 180 



SEGMENTS OF LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND
 
RESTAURANTS ARE MOST ATTRACTIVE
 

Best combination of size, growth and margins
 

Matrix of segment attractiveness 

High 25% 

Large Social J 
Inst. (Nonseasonal) Large Social Inst. Size (10,000's t/yr)

0 (Seasonal) 0 x% PPOP's share 
25% 

Retailers for Social 
Institutions 0 2% 

SRestaurants, 

canteens, cafesMargin 

20% Regional Retailers (Center) 

Wholesalers 7 

Retailers 

0 (suburbs) 
_ 

3%
 

L o w 

Low Growth High 

Source: BCG Analysis 
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ASSORTMENT, QUALITY GRADING AND FLEXIBLE PRICING ARE KEY FACTORS
 
IN SERVING CENTRAL RETAILERS 

What they need? 

"Assortment (fruits, cannpd lood, sugar, rice etc.) 

"Quality (20-25% high quality, 60% - standard, 15-20% - non-standard) 

"Packaging (20-30% of products should be packed in plastic bags or nets) 

"Availability in spring, summer 

How to serve it? 

B asic PPOV's Task 
* Increase assortment and out of season Increase trade, speed up turnover 

availability by trade/better storage Establish quality mix u 
Supply products of different quality mix Etih qsait mix 
Provide quantity discounts (high - 20%, standard - 60%,* Supply packaged products ncrk-standard ­20%)

"Introduce flexible pricing 

Plus extra Install equipment for washing[ Deliwa packaged produce shortly before * Install equipment for sorting 
evening peak hours 

*Flexible price-payment scheme 
---

Somrce: BCG Ana!ysis 
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PPOP HAS CAPABILITES TO SUPPLY
 
NON-SEASONAL LARGE SOCIAL INSTITUTIONS
 

What they need? 

" Reliability (truck should arr.-e every day at agreed time) 

" Convenience (they do not want to spend time and effort dealing with ordering, 
delivery, unloading, etc.) 

" Constant supply of basic vegetables ( need to fulfil the norms year around) 

" Quality ( quality requirements are high for diseases, dryness, but low for 
shape and size1 ) 

How to serve it? PPOP's Task 

Basic Leverage resources for quick
 
" Long term contract of supply entry into the segment
 
* Reliability of supply (mix, quantity, quality - sufficient volume
 

and delivery schedule) - cwn transport
 
"Contact with municipal authorities - management talent
 

(they pay) - contacts with city
 
administration 

Plus extra ° Develop contacts with
 
"Provide discounts on sales volume (or management of large social
 
rebates on quarterly sales) institutions
 

• Free delivery 

Eg. can take "firm" non-standard, I.e. produce with cuts, that is not taken as standard by retailers 

Source: BCG Analysis The Boston Consulting Group 1stol,(27.A9,,po1 1 83 



LARGE SOCIAL INSTITUTIONS (SEASONAL) REQUIRE HIGH TRADE AND 

DELIVERY CAPABILITIES 

What they need? 

"Availability in summer (there are norms that they have to fulfil) 

* Reliability of supply (products must be delivered in time) 

"Quality(qualit, requirements are high for diseases, dryness, but low for shape and size. 
Eg. can take produce with cuts, that is not taken as standard by retailers') 

- Price (a factor for parent organizations allocating moey) 

How to serve it? 
PPOP's TaskBasic 

" Long term contract of supply Leverage resources for quick 
" Reliability of supply of basic vegetables in entry 

summer -best intrade 
" Contacts with parent organizations (plants, -management talent 
factories) -contacts with parent

\ companies / 

Plus extra Develop contacts with 
* Discounts on sales volume (or rebates on management of institu 

summer sales) 
* Occasionally fruits at discount 

ISo called 'firm"non-standard 

Source: BCG Atialysls 

The Boston Consulting Group Sl01/27.A.93'., pod 1 84 
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RESTAURANTS AND CAFES ARE VERY KEEN ON 
HIGH QUALITY FRUITS AND VEGETABLES 

What they need? 

"High quality' 

"High need for fresh fruits out of 
season (even at high price) 

"Purchase high quality vegetables fromprivate residents 
"Introduce money back or product change 
guarantee against internal damage (potato) 

"Test product for internaleabedamage hih& 

Increase trade to supply fruits andvegetables (esp. out ofseon 
- Develop a supply source from rural 
residents 
Introduce market grade products 

/ 

"Preselected fruits and veealsof hg 
quality 

SHigh quality includes the requirementof supply only from private farmers and ruralresidents. Restaurarts do not want 

to buy products coming from big farms due to Internal damage 

Source: BCG Analysi3 
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PPOP SHOULD NEUTRALIZE NEGATIVE REACTION FROM RETAILERS FOR
 
SOCIAL INSTITUTIONS THAT WILL BE BYPASSED 

What they need? 

" Assortment (assorted fruits, vegetables, flour, rice, sugar, tea, salt etc.) 

* Quality ( can take some non-standard products with cuts, shape defects, but keen on 
freshness and dryness') 

" Daily delivery, reliability 

* Price 

How to serve it? 

Basic 
"Match their quality mix PPOP's Task 

(90% - standard or "firm" non-standard', • Maintain the contacts and do not 
10% - high quality) allow a break of relationships 

"Provide better assortment and availability in 
spring, summer (trade, better storage) 

when PPOP starts to bypass them 
(sell to large social institutions 

Plus extra 
"Offer special selection of quality for social 
institutions at lower price 

'"Firm" non-standard - vegetables with cuts of shape defects, but good otherwise 

Source: BCG Analysis The Boston ConsultingGroup I5Iot,27.59 .po,1 1 86 
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REMOTE RETAILERS NEED LOW QUALITY CHEAPER PRODUCTS 
* May be used as an outlet for non-standard products 

What they need? 

°Low price (more cheap non-standard products) 

* Availability (esp. cheap potato in spring, summer) 

°Supply on credit (5 days after supply or longer, since it takes them 
longer than central retailers to sell products) 

'W""PPOP's Task 

How to serve it? e Use as an outlet for non-standard 

Basicproducts 
* Supply cheaper standard and non-standard Solve the small scale /slow turnover I 

produce long delivery / low margin problem 
" Flexible price-payment terms scheme - payment in advance 

- grouping small retailers orders to filtuks etc. _ 

Source: BCG Analysis 
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REGIONAL WHOLESALERS' DEMAND IS SPORADIC 
AND MAINLY FOR NON-VEGETABLES 

What they need? 

- Fruits and other products (not available in regions due to weaker trade contacts) 

- Discount on quantity 

- Information on products/prices 

PPOP's Task 

How to serve it? - Use them to offset imbalances 
between city and oblast demandBasic o Eliminate them as competitors on city 

* Provide advance information on products market 
and prices -Neutralize influence of their 

" Order size discounts sporadic demand 
avaiabiity utf seson- advance order taking 

* Trde t incease- information on future product
availability 

Source: BCG Analysis 
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LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS HAVE
 
BEST COMBINATION OF ATTRACTIVENESS AND POTENTIAL FIT
 

High I Central Retailers ® 

0 CD -Selected 
Segments 

Potential Fit 
for PPOP 

Retailers for social Lesocial Inst. 

institutions e o 

Regional Wholesalerscanteens, 

Large Social Inst. 

(Nonseasonal) 

Restaurants, 

cafes 

Retailers 
(suburbs)

S 

Low e 

Low Attractiveness High 

Source: BCG Analysis 
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PPOP SHOULD FOCUS ON SELLING TO 
LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS 

S PPOP 

Remote - Regional 
Retailers Wholesalers 

Retailers Retail for Social 
(Center) Institutions 

Large Social Institutions Restaurants, 
(seasonal) Cafes 

Large Social Institutions 1 
(non-seasonal) 

- Expand (increase sales) 
Enter the segment (start selling and try to increase 
the presence) 

Source: BCG Analysis .	 Serve passively (no aggressive selling, just order 
taking) 
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ENTERING SEGMENTS, EXPANDING IN THEM AND SERVING THEM PASSIVELY
 
IMPLY DIFFERENT SALES STRATEGIES
 

Entering segments 

"Aggressive entry pricing and 
discounting 

* Favourable payment terms for new 
customers 

* Aggressive frequent direct sales 
calls 

"High bonuses to sales force for 
new accounts 

*Direct mail advertising 

"Samples and free deliveries 

"Full assortment 

"Order priority 

Expanding in segments 

* Favourable pricing 

"Flexible payment terms 

* Direct sales calls 

* Bonuses to sales force for new 
accounts 

* Full assortment 

* Advertising 

Passively serving segments 

- Opportunistic pricing 

- Passive order taking 

* Low priority for delivery 

- Limited assortment 

- No advertising 
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DIRECT CALLING, FLEXIBLE PRICING AND GRADING CAN INCREASE SALES TO
 
CENTRAL RETAILERS IMMEDIATELY 

Plan of sales to centrPI retailers 

Products: - Full range of food products 

Quality: * High, standard, non-standard 

Prices: - Flexible prices depending on order sizes and payment terms 
(see example of price list) 

* Rebates based on monthly sales 

Promotion: * Direct calling (visits and telephone calls of sales force) 

Order taking: * Orders are taken by sales department via visits or by 
phone 

Delivery: - By PPOP's truck unless agreed otherwise 
(delivery is paid by customer) 

* Weekend delivery for largest retailers 

The Boston Consulting Group O1/1 192 



PPOP WILL PROMOTE CONVENIENCE, RELIABILITY AND LOW PRICES TO 
LARGE SOCIAL INSTITUTIONS 

Plan of sale to large social institutions 

Products: * Basic vegetables, apples 

Quality: - Standard, firm non-standard1 

Prices: - Prices are set in monthly supply agreements and are equal 
to prices set for retailers minus 10% discount 

Promotion: e Management meets with city administration personnel in 
charge of hospitals and other social institutions 

- discuss prices 
- get blessing for long-term contracts 

- Sales force visits social institutions weekly or biweekly and 
makes sales pitches emphasizing convenience and reliability 

Order taking: - By trade department over the phone 

Delivery: - By own transport with PPOP workers loading/unloading 
* Weekend delivery 

Firm non-standard vegetables are dry, non-rotten vegetables that are small or have cuts, other defects of shape 
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HIGH QUALITY AND ASSORTMENT ARE THE KEY SUCCESS FACTORS IN SALES
 
TO RESTAURANTS AND CAFES 

Plan of sales to restaurants and cafes 

Products: - Vegetables out of season, exotic fruit 

Quality: * High (close or equal to "city market" quality) 

Prices: - 70%-100% over prices of standard products 
(see price list) 

Promotion: - Direct calls by sales force (weekly visits) 
* Provide samples of products available 
- Information ( by telephone or by mail) on 
products coming 

Order taking: °By salesforce during visits or by phone 

Delivery: - By own customer's transport twice a week 
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MARKET SEGMENTATION WILL IMPROVE 
PPOP'S REVENUES AND PROFITS IMMEDIATELY 

Higher impact is expected in consecutive years 

Actions Estimated Impact' Financial Effect 

Focusing on selected Increase in segment share3 

segments 2 From 7% to 12% - central 
retailer 20.9 M Rb 

*Quality segmentation of retail From 20% of "indirect" share 
stores to 25% "direct" share4 - social i (26% of 1992 profits adjusted 

-finding out and institutions (large) for inflation) 
delivering the required From 2% to 7% - restaurants, 
quality mix cafes, canteens 

I 
Potential impacts 

Retailers 
* Central retailers will increase purchases by 25% if given 

needed quality mix (interviews) 
Social Institutions 

* 5-6 social institutions are easy to switch to PPOP 
- closer located 
- are not satisfied with current suppliers 

Restaurants, cafes, canteens 
e Keen on market quality products, ready to buy (interviews) 
- Potential sales within next 12 month to 10-20 restaurants,cafes 

Estimated Impact is conservative 
See market segmentation slides for detailed set of actions 
Incremental Increase in share 

4 By starting bellng directly to social institutions PPOP captures a 25% share (direct share). Currently PPOP sells 20% of large social institutions consumption, but indirectly 
'The other potential Impact - price ircrease - Is reviewed In operational improvement plan 
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IMMEDIATE FINANCIAL EFFECT OF MARKET SEGMENTATION 1 

* Detailed calculation 

Seauiment Incremental sales x Net profit margin en Net financial effect3 

increase to segment 2 sales (%) 
(next 12 months) 

Central Retailers 168 M Rb 5% 8.4 M Rb 

Social Institutions 150 M Rb 10%4 I 15 M
i(_4M )5 

i11M 

Restaurants, Cafes, 21 M Rb 7% 1.5 M 
Canteens 

Total effect 
20.9 M Rb 
(26% of 1992 profits 
adjusted for inflation) 

I Includes Impact only for next 12 months 
2 Sales forecasts are adjusted for Inflation 
3 Expenses of grading, washing and packing are Included In operational Improvement plan and, hence, are e;cluded from analysis here 
4 10% margin Is conservative estimate of potential margin 
s Offsetting effects of Icst sales to retailers for social Institutions (80 M of lost sales @ 5% margin = 4 M Rb) 
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Operations 

* 	 Operational prcblems and improvements 
* 	 Financial impact of operational improvements 
* 	 Organizational improvements 
* 	 Action plan and implemented results 

Strategy 
* 	 Market segmentation 
S* 	 Pricing
 

, New products
 

* 	 Financial management 
Financial impact of strategy and operational improvements 

* 	 Action plan and implemented results 
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A PROPER PRICE SCHEME CAN GREATLY STRENGTHEN
 
THE SALES POSITION OF PPOP
 

Pricing
 

Current Practice Problem 	 Solution 

- Same price for all • Sales volume is not * Develop a system of quantity based discounts 
order sizes stimulated 	 - discounts based on order size of a specific p;'oduct 

- discounts based on long term purchase agreements 
- rebates based on monthly, quarterly, or annual 

purchases 

- Price is not affected - Higher losses due to * Order size discounts should be differentiated by products 
by volume of total longer storage - higher perishability - higher discount 
sales to customer 

- No stimulation of - Sales volume discounts may be based on total sum of 
customer loyalty purchases, or on sum of purchases of certain products 

(eg. only fruit and vegetables sales qualify for rebates) 

Source: BCG lntervicws and Analysis 
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HOW ORDER SIZE DISCOUNTS WOULD WORK
 
° Eg. carrots
 

Order size discount 

Order size (kg) 

< 100<100200 
100-200 
200-400 

400-800 
800-1,600 
1,600-3,200 

3,200-7,400 
7,400-15,000 
> 15,000 

% of basic price 

100
99-
99 
98 
97 
96 
95 

94 
93 
Negotiated with 
sales department 

How to use it? 
- 1-2% discount curve1 (discount is 

increased by 1-2% with every doubling of 
volume) 

Basic price is set by director, deputy
 
director, or chief of sales department
 

- Salesmen can not discount more than is 
set by the scheme 

1 Discount scheme should be tested on 
limited orders before adopting it 

• Discount scheme should be periodically 
reviewed and adjusted for seasonal 
differences and other changes 

All numbers are illustrative 

2 Usual retail practice Is approximately 2% discount per each doubling of volume. However, it Is recommended 
to start with smaller 1% scale 
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HOW REBATE WOULD WORK
 

How to use it?
Rouble based' 

Purchase volume 

< 30 MRb 3 

30,000,001 - 100 M Rb 
100,000,001 - 300 M Rb 

Tonnage based 

Purchase Volume 

< 1,000kg 

1,001 kg - 2,000 kg 

Rebate2 % 

0% 

3% 
5% 

Rebate 
(% of total payment) 

0% 

3% 

- Customer receives money back from PPOP if 
customer's purchases exceed the agreed volume (in 
roubles or tonnes) for agreed period 

- The rebate may be paid to customer or credited 
towards future purchases 

Purchases of all or only certain products may be 
included (eg. only fruits and vegetables due to 
perishability) 

* Rebate discounts may be used together with long 
term purchase contracts 

I Rouble based rebate may be less useful In high Inflation environment 

2 Rebate is paid only on amount above 30 M Rb and corresponding percentage Is applied to each volume bracket 

3 All numbers are for Illustrative purposes only 
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DISCOUNTS SHOULD BE REGULARLY CHECKEDAND ADJUSTED IF NECESSARY 
o How to achieve optimal discounts? 

Determine the floor (lowest possible level of price after discounting)0 Floor = purchase costs + transportation costs + other variable costs 
Start with giving small discounts to check the reaction of buyers 
It is profitable to discount more if increase in profits due to increased sales is morethan loss on margin 
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NEW PRICING WILL HAVE A SIGNIFICANT IMPACT ON PROFITS
 

Actions Estimated impact Financial effect 

* Introduce order size * 15% increase in sales 
discounts volume to retailers 87.3 M Rb 
Introduce rebates • 10% reduction in (101% of 1992 profits 

* Different prices for losses adjusted for inflation) 
different payment 
terms I
 

Potential impact 

* 30% increase in sales to retailers (interviews) 
* 30% increase in turnover speed => 30% reduction in losses for fruits 

and 15% reduction in losses for vegetables 

Estimated impact Is conservative 
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EFFECT OF NEW PRICING POLICY 
* Detailed calculation 

Sales volume increase 
Sales 

volume 
Net profit 

X margin 
Net profit 

New Pricing 1,650 M Rb 6%1 99 M Rb 

Status Quo 1,435 M Rb 5% 72 M Rb Financial effect 

Incremental: 27MRb 
~(101% 

87.3 MRb 
of 1992 profits 

Purchases 
of fruit and X 

Loss reduction2 

Loss 
reduction = 

Decreased 
costs 

adjusted for inflation) 

vegetables 

603 M 10% 60.3 MRb 

I Increase In profit margin results in spreading fixed costs that are currently 20% of sales over higher volume. This effect Is offset by discounting, however. Thenet Increase of 1% is conservative estimateEffect Is calculated under conservative assumption that you buy less but sell same amount If losses are reduced (vs. buy same - sell more) 
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Operations 
* 	 Operational problems and improvements 
o 	 Financial impact of operational improvements 
* 	 Organizational improvements 
* 	 Action plan and implemented results 

Strategy 
* 	 Market segmentation 
• 	 Pricing 
"* 	 New products 
o 	 Financial management 

Financial imp3ct of strategy and operational improvements 
* 	 Action plan and implemented results 
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PPOP SHOULD ACTIVELY SEARCH FOR NEW PRODUCT OPPORTUNITIES
 

Current Practice 

Slow introduction of 
new products into 
PPOP 

- only 6% of 
products were 
outside of fruit­
vegetable 
profile in 1992 

* No system of 
evaluation of fit of 
new products to 
PPOP's profile and 
capacities 

Problem 

* Loss of potential 
revenue and profits 

Solution 

• Weekly report from chief of sales department to director 
on new product opportunities
 

- what products are in demand
 
- purchase and sales prices
 
- forecasts of major shifts in demand (monthly)
 

* Evaluate new product fit 
- storage conditions (temperature, humidity, 
volume per ton) 

- capacity utilization (What are the delivery 
months? Is demand seasonal? etc.) 

° Assess profitability 
- purchase price 
- sales price 
- direct expenses
 
- losses
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INTRODUCTION OF MORE NEW PRODUCTS WILL INCREASE PROFITABILITY 
New products include imported fruits, preserved vegetables and fruits, 

sugar, flour, rice, canned food, non-food products 

New products allow to increase capacity utilization in "low utilization" months
 
0 New products mostly are non-seasonal
 

Losses on other food products and fruits are lower 
* 30% on vegetables vs. 3-5% on other food products, 15% on fruits 

Run down period on "fruits and other products" is usually shorter, hence, quicker 
turnover 

4-6 months for vegetables, 2 weeks for fruits, 1 month for other food 
products 

Storage is cheaper 
* Storage conditions are less demanding 

New products allow increase in customer base 
* Eg. exotic fruits - restaurants, cafes; food products - general food stores, 

etc.
 

Source: BCG Analysis 
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ATTRACTIVENESS OF A PRODUCT SHOULD BE EVALUATED
 
ACCORDING TO SEVERAL PARAMETERS
 

* Eg. sugar
 

Attractiveness of product 

Mar -up Transport Storage Handlin 1 Seasonality of1 Volume Other 
20% costs costs Costs Supply/Demand important issues 

*Sales * Distance [• No refri-	 * Packed in -No seasonality f Orders Price is likely to 
price 	 to source geration sacks are large increase due to
 

(50kg) - Some control (>1000t) difficulties with
 
* Purchase 	 -Tonnes - Humid. very over timing of import from 

price 	 per control cheap to supply Ukraine
 
wagon, load
 
truck •Availability of 
(3 times * Easy to sugar increases 
more than handle other sales 
fruits, - complimentary 
vegetables) products (tea, 

dry fruits) 
- one stop 
shopping 
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THERE ARE VARIOUS INTERESTING PRODUCTS TO INCREASE PPOP
 
ASSORTMENT
 

Summarised product evaluation matrix for some products 
Products Mark up* 

Apples 70% 

Canned 10-15% 
Products 

Sugar 20% 

Flour 20% 

Coffee 10-15% 

Net of losses
 
Source: BCG Analysis 


Storage 


Conditions 


Refrigeration 

None 

Humidity control 

Humidity control 

None 

Seasonality, 

Control of Supply 
Timing 

Seasonal, low 
control over 
supply timing 

Full control, 
no seasonality 

Some control of 
supply timing, no 
seasonality 

Significant control 
of supply timing, 
no seasonality 

Full control, 
no seasonality 

Transport 

Costs 

High 
(long 
distances) 

Low 

Very low 
(3 times less 
than fruits and 
some 
vegetables) 

Same 

Low 

Other 

Very quick sale is required 
(< 2 wks, sorting and grading is 
necessary) 

High value per volume and 
weight 

Price will likely to go up (cut off 
of Ukrainian imports) 
Sales of sugar increase other 
sales 

- One stop shopping 
- Complementary 
products 

High value per volume and 
weight 
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Operations 
* 	 Operational problems and improvements 
* 	 Financial impact of operational improvements 
* 	 Organizational improvements 
* 	 Action plan and implemented results 

Strategy 
* 	 Market segmentation
 

Pricing
 
* 	 New products 
o Financiai management
 
* 
 Financial impact of strategy and operational improvements 
* 	 Action plan and implemented results 
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MANY OF PPOP'S PROBLEMS COME FROM IMPRUDENT FINANCIAL MANAGEMENT
 

Current Practice 

" Excessive borrowing 

"No planning of overall cash 
position 

- borrowing is based on 
separate purchases 

"All loans are taken from one 
bank 

"No mechanism for evaluating 
financial aspects of business 
decisions 

e Finance 

Problem 

* Level of debt is too high 
- drains cash needed for 
operations 

- Defaults on debt payments 
- increased interest costs 
- no availability of external 

funds 

- Weak bargaining position 

e Vulnerability to bank 
performance 

* Suboptimal allocation of 
financial resources => loss of 
potential profits 

Solution 

* Reduce the debt level 
- sale of inventory 
- collection of receivables 
- sale of one of six warehouses 
(last resort measure) 

- Develop financial plan (overall cash 
position of the comp;,..y) 

- Identify possible sources of 
financing 

- Solicit financing by presenting 
financial plan 

- Use of simple methods of financial 
analysis (eg. payback period) 

TPrioritising projects 
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FINANCIAL DISTRESS CAUSED BY LACK OF FINANCIAL PLANNING AND
 
EXCESSIVE BORROWING LEADS TO LOSSES
 

* PPOP lost 25 M Rb 1st Qtr '93 ( first time in history)
 

No financialplanning 
t Deal tncosts H igh interestI No internallytgenerated funds ) NfudfrLse 

Exesie debt service purchases 
EcsieCredit No external 

borrowing) watch funds 

Financial distress 

Source: BCG Analysis 
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EXAMPLE OF IMPRUDENT BORROWING: 140 M Rb DECEMBER LOAN
 

Only 60% of loan could be used for purchasing (within a week) 
* 	 There was no advanced preparation and planning of how to spend the 

money 

Desperate to use money PPOP advanced 35 M Rb to unknown supplier that did not 
ship the goods 

* 	 PPOP lost at least 10 M Rb, as a result 

Slow turnover and low margins of purchased products impeded debt service 
* 	 Less than 10% monthly return on products purchased on December credit 

Source: BCG Interviews and Analysis 
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REDUCTION OF DEBT TO SUSTAINABLE LEVEL MINIMIZES
 
PROBABILITY OF DEFAULT
 

M Rb 	 Cash s ' 

Cavailable for 
-avinterest f Current debt level is 100 M Rb 

paents * Monthly interest is 16 M Rb (200%Dannual 
ayments 	 rate)Defaults , 	 Cash available for interest 

payments comes from profits from 
operations before interest 

16 Actualinterest du 	 •On two occasions there is no enough- cash to pay interest due => Defaults 

Sustainable interest 

0 	 * Company will not heve defaults if itsinterest payments are 8 M Rb or less 

Aug Sep Oct Dec oCompany can sustain only 50 M Rb of
debt' 

18 M Rb x 12 = 96 M Rb roughly equal annual nterest payments on 50 M Rb of debt @200% Interest rate 
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CURRENT LEVEL OF DEBT IS MUCH HIGHER THAN MAXIMUM DEBT THAT CAN
 
BE SUSTAINED UNDER STATUS QUO EFFICIENCY
 

Factors defining sustainable debt (Status Quo) 

- Desired interest coverage ratio I 2:1 

Status Quo Situation e Average turnover cycle2: 1.5 months 

• Average margin before interest3: 15% 

161 * Sales volume for i.5 months: 180 M Rb 

64 
+61% 

............... Sustainable 
debt level 

e Current interest rate: 170% 

Current 
debt 

Sustainable Debt 4 

64 M Rb 

(39% of current debt) 

I Interest cover Is the ratio of profit before Interest costs to Interest costs 

2 Average turnover Is calculated as a weighted average of turnover of typical PPOP's product range 

3 Margin before Interest equals profits before Interest divided by sales 

4 180 M Rbx 15%.- 2= 13.5 M Rb- Interest for 1.5 months [(13.511.5) x 12] + 1.70= 64 M Rb 
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HOW POP SHOULD REDUCE ITS DEBT TO SUSTAINABLE LEVEL 
WITHOUT RESTRUCTURING 

Step 1
 
Immediate sale of current inventory
 

* Estimated proceeds are 96 M Rb' 

Step 2
 
Speed z:p collection of receivables
 

" Reduce average credit period from 5 to 3 days
 
(see recommended price-payment terms schedule)
 

* Estimated proceeds 7 M Rb 

Total cash proceeds of 105 M Rb are sufficient to reduce debt to sustainable level 

Next harvest options
 
Sell one of six warehouses if historical purchasing practices are not changed
 

* Estimated sales proceeds are 50-60 M Rb (small, not refrigerated) 

Agreements on consignment with farms 

Net of VAT and profit taxes, 15% discounted to account for "fire sale" 
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RESTRUCTURING WLL ALLOW A SIGNIFICANT INCREASE
 
IN THE SUSTAINABLE DEBT LEVEL
 

• Even at higher interest rates of commercial banks
 

Factors defining sustainable debt level 
(after restructuring) 

* Interest coverage ratio 2:1 
161
 

"Average turnover: 1.1 months
 

100 ----------------------------------- Sustainable debt level * Average margin before interest": 20% 
(after restructuring) 

r - Average sales for 1.1 months: 202 M Rb 
Sustainable debt level---------------------...........
64. . (current) - Expected interest rate: 220% 

Status Quo 

Sustainable debt level 2 

100 M Rb 

Increase in margin results mainly from spreading fixed costs over higher volume, reduced losses and more profitable product mix 

2 202 x 20% - 2 = 20.0 M Rb - Interest payment for 1.1 months [(20.0/1.1) x 12] , 220%= 100 M Rb 
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DEBT REDUCTION WITH RESTRUCTURING WILL ALLOW FINANCING OF
 
HARVEST PURCHASES KEEPING DEBT BELOW SUSTAINABLE LEVEL
 

- Restructuring allows to increase sustainable 
180 debt level to 100 M Rb
 
160 ­
140 _
 
120 -­
100 	------ -............... . ... .........
 

r 	 80 -­
60 ------------ ­ - 61 	M Rb are used to keep debt in a20 -- sustainable level' 

0 
Currently 	 After restructuring 

Il Rest of restructuring benefit can go for 
Debt level without newh arv est purchasesI0 harvest purchases 	 I purchases 

Debt for new harvestpurchases 

-----Sustainable debt level 

1If restructuring does not proceed fast enough and resulting Increase of debt capacity Is delayed, more than 61 M Rb will be needed to bring actual debt below 

sustainable debt level 
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THE FINANCE /ACCOUNTING DEPARTMENT SHOULD EVALUATE 
THE FINANCIAL IMPACT OF DECISIONS 

Eg. purchasing decision 

General management 

Monthly sales General purchasing 
forecasts (volume, guideline (capacity 

price) constraints, seasonality etc.) 

Sales 	 Purchasing 

Sales price, volume, Best purchase 
turnover time Bspra 
(by product) offers •Purchase /no purchase 

decision (large orders)
* Financial guidelines 

Finance I Accounting 	 (small orders) 

Evaluate profitability of 
purchases
 

I 	Finance department evaluates only purchases of new products, large purchases or other non-typical purchases. For other purchases financial department 
formulates guidelines that are used by purchasing department 
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE 
* Evaluation of product profitability index 

Sales price 
forecast Sales revenue 

Sales volume 
forecastd I 

forecast 

Purchase' 
[ Inventory , Purchasevoue costs 

vom 2 Select products with 
Expected Variable' highest profitability 

losses 
losses 

Purchase price operational 
costs 

index: 
Revenue = Index 
Costs, 

CapacityDistance 
constraints Transpo r t ation' 

Fare _ _ _ _co sts 

Expected Expected 
turnover time interest costs 

Only variable costs directly resulting from purchases of product are to be Included into calculation. Labour, electricity and other costs are fixed with respect to
 
single purchases
 

2 Purchase volume = Sales forecast + Expected losses - Existing Inventory 
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE
 
9 Cabbage purchase example
 

Sales department estimates that 150 t of standard quality cabbages can be sold 
at 250 Rb/kg from Jan 1 to Jan 14 i 

Purchase department solicits best offers and reports that the require, purchase volume 
of 165 t can be purchased at 150 Rb/kg 

* Source: Uzbekistan 
* Transportation costs: 4.35 M Rb (725,000 Rb per wagon, 27 4.max load) 

Expected interest costs: 1.2 M Rb (@ 250% rate over 1 week of average turnover) 

37.5 M Rb 
Profitability Index: = 1.5 (compare with other products)

24.8 M Rb 
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NEW FINANCIAL MANAGEMENT WILL POSITIVELY IMPACT PROFITS 

Actions 	 Estimated impact' Financial effect 

" Debt reduction to -• Reduced interest K
 
sustainable level costs 2 (no penalty 34.1 M Rb
 

* Faster collection of charges) 	 (42% of 1992 profits 
receivables 	 - Reduction in adjusted for inflation) 

receivables by 2 days 
of sales I
 

Potential impact 

Debt reduction 
* Penalty interest charges of 1.17 M 	Rb per month are expected over next 

12 months if nothing changes
 
" Penalty charges would be totally eliminated
 

Collection of receivables 
• Potentially receivables can be reduced from 7 days of sales (current 
average) to 3 days of sales 

Estimated Impact is conservative
2 

Only reduction of excessive interest (penalty Interest) is included. Overall reduction of interest due to reduction of debt should not be considered 
since Its effect is already accounted for In debt reduction 
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NEW FINANCIAL MANAGEMENT WILL HAVE POSITIVE EFFECT ON PROFITS 
• Detailed calculation 

Debt reduction to sustainable level 

Average monthly 
penalty charge 

(based on 6 months 93) 
x 

Adjustment for interest 
rate increase' = 

Expected monthly 
penalty charges x 12 = 

Reduction in penalty 
charges (annualized) 

0.83 MRb 1.42 1.18 M Rb 14.1 MRb 

Faster collection of receivables 

Reduction in days of Expected Reduction of Market interest Reduction in interest 
sales of receivables x daily sales2 = working capital x rate = costs 

2 days 5MRb 10M 200% 20 M Rb 

Financial effect 
34.1 M Rb 

(42.6% of 1992 profits 
adjusted for inflation) 

On average penalty charges In 1st half 1993 were based on 140% annual Interest, hence adjustment for Increase of Interest rate to 200% (200% : 140% = 1.42). Penalty 
charges equal 100% Interest due 

2 Conservatively estimated from annual sales of 1,435 M Rb (Status Quo annual expected sales) 
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DEVELOPING A BASE FOR PRIVATE FINANCING WILL PROVIDE ACCESS TO
 
CAPITAL AND REDUCE FINANCING COSTS 

* Plan of purchases (amount, source, price) by month 

Develop financial plan < : Plan of sales (amount, source, price) by month 

• Expenses by month 

•-Taxes 

Identify possible 1 - List of commercial banks with offered terms of financing 
sources of financing j ° Contacts with loan officers of banks 

Solicit financing - Present financial plan
 
(amount, terms, timing) e Apply for needed funds
 

[ Evaluate offers and 
select the most valuable 
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PPOP HAS SEVERAL ALTERNATIVE SOURCES OF BANK FINANCING
 
e Currently deal with one bank, however
 

Bank Size of statutory fund Commercial credits terms 

AB "ZapadUralBank" 1.5 B Rb • 210-220% annual rate for 
3-4 months maturity 

* Business plan is required 

"PermComBank" 2 B Rb * 240-250% annual rate for 
3-6 months maturity 

* Insurance and guarantee 
are necessary 

"Perm-Avers" 120 M Rb - 220-240% annual rate for 
2-4 months maturity 

• Collateral is required 

"PermStroibank" 116 M Rb o220-230% annual rate for 
3 months maturity 

o Insured contract is 
needed 

Management Attitude 

• Ready to discuss a business 
plan 

* Appreciate problems with 
vegetables in the city 

- Stopped opening new accounts 
to serve their clients better 

- Exceptions for big enterprises 
with solid business plan 

o Looking for big clients 
o Ready to deal with vegetables 

° Very interested in big clients 
- Understand the seasonality of 
business and ready to 
discuss loan's terms 
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CENTRAL BANK REGULAT!ON PROHIBITING COMPANIES FROM OPENNING
 
MORE THAN ONE ACCOUNT SHOULD BE REPEALED
 

e Instruction N 28 30.10.86 is still enforced
 

Current regulation Problem Solution 

§ 1.9 "Every company ... must 
have only one checking 
account..." 

* Greatly re
companies 

duces flexibility of 
in payments 

Repeal of Instruction N 28 § 1.8, 1.9, 
i.e. 

* Account terms should be 
"Reduces fl
borrowing 

"Limits com

exibility in 

petition in banking 

negotiated between banks 
and companies on 
competitive basis 

§ 1.8 "Checking account ... must 
be opened in the bank 
office closest to company's 
location" 

• Any company should be free 
to open checking or other 
accounts in any bank 
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MANDATORY DESPOSITING OF CASH SHOULD BE REPEALED 
o "Law on Monetary System" 10.92, Instruction N 23 10.12.87 

Current regulation 

Companies must use only bank 
transfer for most transactions 

"maximum limit for cash 
transaction 0.5 M Rb 

"	cash purchases in excess 
of 0.5 M Rb allowed 
only for buying 
agricultural products 
from individuals 

Companies must deposit all 
cash in excess of maximum 
limits set by Central Bank 

Problem 

oTransfer mechanism slow, 
especially for inter-CIS 

. Wholesalers cannot make 
rapid purchases due to lack of 
cash 

- long clearing delays 
(1 week - 2 months) 

- not enough working 
capital 

• Limits competition in banking 
- bank deposits should be 

attracted by banks but 
not granted to them 

Solution 

Repeal regulations on mandatory 
depositing and / or allow 
wholesalers make cash purchases 
from all suppliers 
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PRO FORMA CASH FLOW STATEMENT IS A VITAL PLANNING TOOL THAT WILL
 
ASSIST IN SOLICITING FINANCING FROM BANKS 

Oct Nov Dec 

Cash flow from operations 
Inflow:Cash from sales 

Returns from suppliers 
Cash from other activities 
Total inflow 

Outflow: 

Purchases 

Transportationg 

Labour 
Utilities 
Returns to customers 
Other (eq. replacement reserves) 
Total outflow 

Net cash from operations 

Cash flow from financing 
Inflow: 

Interest received 
Loans received 
Total inflow 

Outflow 
Interest paid 
Loans paid 
Total outflow 

Net cash from financing 

Cash flow from investments 
Inflow - disposition of assets 
Outflow - acquisition of assets 

Net cash from investments 

Major indicators 

Positive net cash flow from operations 

shows that company is generally
healthy and can grow using internally 

e ra d fu s
generated funds 

Growing company may have negative 

cash flow from investments 

Cash from financing should be a 
function of target growth and cash 
from oper.tions

Financing provides cash that is 

needed for growth if operations
cash flow is not sufficient 

Total cash flow 
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LOCAL AUTHORITIES SHOULD RE-EXAMINE SUBSIDY POLICY FOR VEGETABLE
 
WHOLESALERS
 

After privatization and restructuring vegetable wholesalers will become profitable 
* 	 Change of strategy
 

- more trade less storage
 
* 	 Marketing improvements (segmentation, pricing, advertising, etc.) 
• 	 Operational improvements (storage, refrigeration, handling, etc.) 
* 	 Financial management improvements (shorter payment cycle, planning, 

etc.) 

All subsidies will become unnecessary 

In short term, selective subsidies may help solve payments gridlock 
* 	 Wholesalers lack fun 1s to purchase next harvest 
* 	 Banks refuse to lend to indebted wholesalers 

If local authorities insist on distributing subsidies, rational allocation mechanism 
should be used 
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IN SHORT TERM, SUBSIDISED LOANS MAY HELP RESOLVE PAYMENTS CRISIS
 
IN WHOLESALING
 

Banks refuse to credit basic vegetable purchases 

Wholesalers do not have funds for harvest purchases 

Farmers refuse to supply on credit 

Rapid privatization and 
restructuring of Payment crisis ( I Consignment sales 

wholesalers 

Subsidised loans can break 
gridlock 
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ALLOCATION OF SUBSIDISED LOANS BETWEEN WHOLESALERS IS CURRENTLY
 
AT FULL DISCRETION OF ADMINISTRATION 

No systematic allocation criteria 

Central Bank 1 central Bank allocates subsidised credits to 
(Moscw) <= Perm oblast 

Administration decides which of 
Bank City Oblast wholesalers get the money 

•*No system or rules exist 

ean Commercial Banks distribute the loans 

Wholeslers Lucky" wholesalers receive subsidisedloans through their commercial banks 

Impact 

" Subsidised loans do not stimulate efficiency 

" Money is allocated suboptimally => city does not receive as many 
vegetables as it needs 

Source: BCG Interviews and Analysis 
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A BIDDING SYSTEM LEADS TO FULFILMENT OF CITY NEEDS IN BASIC
 
VEGETABLES AT THE LOWEST SUBSIDY COST
 

Example: potato bid Main steps 

SAdministration Administration invites wholesalers to bid 

Wholesaler 

Loan asked 

Tons offered 

Bid (t1M Rb) 

Loans 
received 

A 

100 MRb 
2,500 t 

258-]
Bd(tig)I

0 bl 

Sbid 
B 

150 M Rb 
3,000 t 

130RbI 
I 

t 
dloan 

C 

80 M Rb 
1,500 t 

-

* Bid specifies tons to be supplied and total 
required 

MAdministration allocates loans to highest 
bidders 

-_Accepted bids become contracts between 
the city and wholesalers 

-Administration controls the contract 

performance of the wholesalers 
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ALLOCATION OF SUBSIDISED CREDIT TO SPECIFIC 'EGETABLES SHOULD BE
 
A FUNCTION OF CONSUMPTION AND PURCHASE PRICE 

Example calculation 
~~~Cit Irece ive is 

2 

~~subsidised / 

Potato Carrot Cabbage 

Expected purchase price (Rb/kg) 50 60 60 

Target consumption (tons) 40,000 6,000 6,000 
(last year + adjustments)
 

Target purchases (M Rb) 2,000 360 360
 

Percentage of total (%) 74% 13% 13%
 

Subsidised loans allocated (M Rb) 1,480 260 
 260 
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THE BIDDING MECHANISM SHOULD BE CLEAR FOR PARTICIPANTS
 
*Suggested bidding scheme
 

What products should be included in e Potato, cabbage, carrots of standard quality 
bidding? 

e One bid for one product type 

What will be the ,-,sponsibility of wholesaler - To sell out of season only ( to be defined) the 
whose bid is accepted? amount of product specified in the bid to 

population of Perm 

What should be specified in the bid? - Total amount of sales offered (in tons) 

* Total loan required 

- Amount of tons of product 
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POSSIBLE DANGERS CAN BE AVOIDED
 

Dumping product during harvest season • Qualification that September - October sales do 
not qualify for contract performance 

"Sale - buy back - sale" schemes, or other - Administration can check books and facilities 
fake sales 

Misuse of subsidised loans (purchase of * Wholesaler must sell the contracted amount of a 
other products) vegetable product irrespective of its actual loan use 
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Operations 
* Operational problems and improvements 
* Financial impact of operational improvements 
* Organizational improvements 
* Action plan and implemented results 

Strategy 
* Market segmentation 
• Pricing 
* New products 
* Financial management 
* Financial impact of strategy and operational improvements• 

* Action plan and implemented results 
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MARKETING, OPERATIONAL AND FINANCIAL MANAGEMENT IMPROVEMENTS
 
MORE THAN DOUBLE PROFITS
 

Area of Improvements Effect on Profits 

(over next year) 

Marketing 

"Segmentation 20.9 M Rb 

"Pricing 87.3 M Rb 1 

Operations 43.9 M Rb 

Financial management 34.1 M Rb 

Total 186.2 M Rb 
(233% of 1992 profits adjusted for inflation) 

Effect of pricing operational and financial improvements are sustainable in the long term 

Effect from segmentation will be higher in consecutive years 

Lagged effect of advertising, customer awareness of new qualit etc. 

Relatively high Impact since there Is no lagging between implementation and effect 
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PRIVATIZATION AND RESTRUCTURING WILL ALLOW TO TURN PPOP AROUND
 

AND RECIEVE AT LEAST 80 M Rb OF PROFITS NEXT YEAR 

Pro forma income statements for next 12 months1 

Status Quo Quick Operational Operational, Marketing, Financial 
Fixes' Improvements 

Sales 1,435.0 1,622 2,211.0 
Purchasing costs (1,070.0) (1,185) (1,547.0) 

VAT ( 80.3) ( 96.1) (146.1) 
Operational Expenses (351.0) (363.3) (398.0) 
Profit (Loss) Before Tax ( 66.3) ( 22.4) 119.9 
Profit Tax -- -- (38.4) 

Poit After Tax (66.3) (22.4) 81.5 

IUnder assumption of 15% per month general inflation, 20% per month rise in fuel and electricity prices. Interest rate of 250% per year. No subsidized credits. All 
estimates are based on conservative, least favourable assumptions of Impact of the restructuring 
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Operations 
* Operational problems and improvements 
* Financial impact of operational improvements 

* Organizational improvements 
* Action plan and implemented results 

Strategy 
, Market segmentation 
° Pricing 
* New products 
* Financial management 
0 Financial impact of strategy and operational improvements 
* Action plan and implemented results 
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SEVERAL RECOMMENDATIONS HAVE ALREADY BEEN IMPLEMENTED
 

Direct mail promotion 

New system of sales 
" Customer visits 
• 	 Transfer of sales functions from warehouses to specialized sales
 

department
 
* Sales force training 

New pricing system 

Direct supply offers to large social institutions 

I and practical insights were obtained on possible problems of implementation process 
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PPOP's LETTER TO EXISTING AND POTENTIAL CUSTOMERS WAS THEIR FIRST
 
EXPERIENCE OF DIRECT MAIL PROMOTION
 

Customers were informed that PPOP is becoming a private wholesaler and 
restructuring its business 

* Positive image of "change" 
* Removing association of municipal wholesalers with bad quality 

New approach to quality, grading and marketing 

Inform about changes in sales system 
* No direct sales from warehouses
 
" Date of introduction of new system
 

Source: BCG Analysis 
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PPOP's NEW SALES DEPARTMENT VISITED 10 POTENTIAL CENTRAL RETAILER
 
CUSTOMERS
 

Introduced customer driven approach of "new private" PPOP 

Explained how the new system of sales would work 
• 	 All sales are done through sales department, i.e. no direct sales from 

warehouses 
* 	 Sales reps are going to visit retailers regularly 
* 	 New pricing (discount and rebates, payment terms) 
* 	 How to place orders, set delivery time, etc. 
* 	 Procedures on solving customer quality complaints 

Made a sales pitch 
* Products currently available and arriving
 
a Superiority of PPOP's price-delivery-service package
 
* 	 Dropped literature (price lists, rebate prk. .osals, order forms) 

The Boston Consulting Group 	 15101/27.8931.aeport 241 



VISITING NEW CUSTOMERS GENERATED INTEREST IN NEW APPROACH AND
 

Retailer 

Store 19 

Store 14 

Store 12 

Store 13 

Store 24 

Gastronom 1 

Gastronom 10 

"Commersant" 

Store 7 

Store 53 

,RESULTED IN NEW SALES 

Management attitude I reaction to 
new proposals 

• Keen on work with sales department 
• Liked ideas of price discounts 

• Very interested in rebate system 
• Keen on quality complains procedures 

• Indifferent (good contacts with other wholesalers) 

- Very keen on packing 
* Liked idea of rebates and discounts 
* Keen on dealing with private supplier 

• Very keen on packing 

• High quality products - high price needs 
• Higher variety of non-vegetables 
* Interested in rebates 

• Interested in quality complaints follow up 
procedure and rebates 

• Are very keen on dealing with private supplier 

• Keen on quality grading 
* Liked idea on rebates and discounts 

= Not interested (passive management) 

The Bos.on Consulting Group 

New sales 
(for 2 weeks of Augus\t) 

4.5 M Rb 

1.3 M Rb 

0.85 M RB 

0.75 M RB 

0.72 M Rb 

1.5 M Rb 

Total: 9 M Rb
 
(10% of expected sales
 

for August 1993)
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TRANSFER OF ALL SALES RESPONSIBILITIES FROM 'VIAREHOUSES
 
TO SALES DEPARTMENT REQUIRES A TRANSITION PERIOD
 

Current practice Transition period practice New practice 

sWarehouses r Sales 1 Warehouses 1 DeSales Warehouses SaDep
Department j[Department Dprtment 

Exsisting New 1Exsisting [ Nw 1Exsisting New 
customers customers L customers customers customers customers 

During transition period (1-2 months) 

All customers are informed about proposed change (see advertising letter) 

Orders from new customers are taken only by sales department 
- Warehouses must refer all new customers to sales department 

Sales department people visit all customers to establish personal contacts 

[II > Transition period avoids breaking off existing customer contacts I 
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TRANSFER OF ALL SALES FUNCTIONS TO SALES DEPARTMENT MAY BE
 
STRONGLY RESISTED BY WAREHOUSE PERSONNEL
 

Resistance: reasons and 
possible actions 

Authority loss 

Loss of opportunity to make 
side money on quality-price 
manipulations of perishable 
products 

Warehouse personnel will 
ship better quality to 
"warehouse" customers and 
worse quality to "sales 
department" customers 
during transition period 

o See Order N 60 in Appendix 

Arguments for new system 

Sales and warehousing cannot be 
done properly by same people 

- Sales require frequent 
customer visits while 
warehousing requires constant 
attendance 

- Profile of sales force (mobile,
energetic, good
communication skills) is 

different from profile of 
warehousing personnel 
(technical knowledge, book 
keeping skills) 

Sales practice requires supply of 
different products to same customer 

* Warehouse personnel is only 
responsible in his "own" 
warehouse 

How to overcome resistance 

Ensure and publicly announce 
committment of top 
management to new system 
and irreversability of changes 

Specify and distribute in 
writing new responsibilities of 
warehouse personnel and
sales department 

Set up the procedure to follow 
on customers' quality 
complaints and specify 
responsibilities 
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SETTING FOLLOW UP PROCEDURE ON QUALITY COMPLAINTS WILL PROTECT
 
"SALES DEPARTMENT" CUSTOMER DURING TRANSITION PERIOD
 

AND IMPROVE CUSTOMER SATISFACTION
 

Complaints on quality of perishable products should be addressed to sales
 
department within 24 hours from receipt of shipment
 

Upon receipt of complaint sales person must visit complaining customer within 4
 
hours
 

During the visit, sales person and customer examine the shipment, determine quality 
and sign examination certificate1 

If the actual quality (certified by examination certificate) is worse than the quality

stated in shipping documents, then the quality expert and warehouse manager who
 
signed shipment documents are held responsible
 

• They can be fined for up to 50% of price difference 

Customer receives a reimbursement of 125% of price difference between quality in
 
shipping documents and quality received
 

1 Sales department Is to Inform all customers about this procedure 
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BASIC SALES TRAINING IS NEEDED FOR NEW AND EXISTING PERSONNEL
 
OF SALES DEPARTMENTS
 

Customer driven approach to sales should be explained 
* Constant attention to customer needs
 
" Maintaining good relationship
 
* Search for opportunities of improving customer satisfaction 

Basic sales techniques should be explained 
* How to introduce oneself and the company 
* How to present products and services offered 
* How to negotiate price, payment terms, etc.
 
" How to close the sale
 

Basic tools of sales forecasting should be explained 
* Use of historic data 
* Monitoring changes in customer behavior
 
" Monitoring competitor activity
 

Source: BCG Ar.alysls 
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SALES TRAINING SHOULD BE DIFFERENT FOR NEW AND OLD EMPLOYEES
 
e Reversal of attituu.. to retailers of old employees is most important
 

Type of sales person 

Current employee of 
sales department 

New employees with no 
experience in 
wholesaling 

Source: BCG Analysis 

Strengths Weaknesses 

Knowledge of current Treat retailers as 
retail structure subordinates 

- Many retailers were 
Knowledge of products subordinated to 

wholesalers under 
Existing contacts with planned economy 
customers 

Soife customers might have 
had bad experience with 
sales person in the past 

Used to old work methods 
(no active selling) 

Energetic, motivated No product knowledge 

Mobile No knowledge of retail 
structure / operations 

No work habits inherited 
from "old system" 

The Boston Consulting Group 

Required specifics in 
training 

Emphasize that customers 
are the highest value for 
wholesaler 

Educate that no mechanisms 
other than good service can 
influence customers' choice 
of supplier 

- Customers are 
completely 
independent 3nd may 
choose suppliers 
freely 

Extensive product training 

Familiarization with retail 
operations / structure of 
retailers 
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IMPLEMENTATION REVEALED MAJOR MISTAKES
 
THAT WHOLESALERS MAY TEND TO MAKE IN SETTING NEW PRICING SYSTEM
 

Possible mistake 

Sales department has full control 
over price setting 

Prompt payments are stimulated 
by penalty charges (as opposed 
by quoting higher prices for 
longer payment terms) 

Problem 

Prices are set too low 
• Commissions motivate 

sales force to generate 
sales volume even at 
"loss making" prices 

Penalty charges have negative 
connotation and discourage 
customers 

Penalty charges are paid after 
tax => customer pays more than 
wholesaler receives 

How to avoid it 

Floor prices (base prices) must 
be approved by general 
management 

Provide flexible price-payment 
terms schedule 

• Customer may choose to 
pay higher price later or 
pay lower price sooner 
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SOME RESISTANCE TO IMPLEMENTING NEW PRICING SYSTEM
 
MAY BE ENCOUNTERED
 

Reasons for resistance 

Short-term profits are 
currently made by charging 
as much as customer can 
bear (by some wholesalers) 

"	Central retailers that 
are richer are charged 
higher price though 
they make bigger 
orders 

" Remote retailers may 
pay lower prices 
though they take small 
orders 

Arguments for new pricing 

Privatisation => increase in competition 
among wholesalers => undercutting of 
artificially high prices to rich retailers 

Loss of profits fronWhigher prices 

Loss of best customers 

Need for new pricing scheme 
"Ensure sustainable profitability 

(high volumes => economies 
of scale) 

"Makes it unprofitable for 
competitors to undercut prices 

How to overcome resistance 
to change 

Eliminate perceived 
complexity 

• Develop a template for 
order size discount and 
rebates 

Inform customers about 
proposed new pricing and 
communicate their opinion to 
management 

Persuade sales department 
• Sales people have the 

most to gain from new 
pricing (payment based 
on volume) 
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PPOP STARTED TO OFFER DIRECT SUPPLY TO LARGE SOCIAL INSTITUTIONS
 

Sales department and BCG visited three large social institutions 
" Introduced "new private PPOP" 
* 	 Collected information on current purchases and needs
 

- suppliers
 
- products, prices, delivery etc.
 
- unsatisfied needs / concerns
 

PPOP evaluated possibility of direct sales to institutional customers 
* Possible reaction from bypassed retailers for social institutions 
* Profitability and volumes 

PPOP made an offer of direct supply to one large social institution 
* Emphasizing lower price and reliability of supply 
* Agreement of exclusive rights to supply basic vegetables was offered 

Source: BCG Analysis 
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LONG TERM SUPPLY AGREEMENTS SHOULD INCLUDE AN EXCLUSIVITY
 
CLAUSE INSTEAD OF COMMITMENTS TO FIXED VOLUMES
 

Current practice Problem Solution, 

Attempt to force customers to 
commit to buying fixed volumes 
over period up to 1 year 

Customer is not prepared to 
make firm committments to 
volumes 

Secure exclusive rights to supply 
customer without specifying any 
volumes (see example in 

Specifying purchase 
volumes by product (in 
tons) in long term 

• High uncertainty of 
business conditions or 
budget financinj (for 

Appendix) 
• No limitation of upside 

- all volumes that 
agreements social institutions) customer buys go to 

the exclusive 
supplier 

• Customer is not forced to 
buy excessive volumes 

* May be product specific 
(eg. only basic vegetables) 
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PRIVATIZATION AND RESTRUCTURING OF VEGETABLE WHOLESALERS
 
Perm Pilot Project
 

Final Report
 

Part iI
 

2 September 1993 



RESTRUCTURING PLAN FOR KIROVSKAYA
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RESTRUCTURING PLAN FOR KIROVSKAYA 

Page 
Operations 

• Operational problems and improvements 254 
* Organizational improvements 264 
• Action plan and implemented results 278 

Strategy 
* Financial rescue plan 281 
* Market segmentation 292 
" Pricing 315 
* Advertising 321 
* New products and services 326 
* Financial management 330 
" Financial impact of strategic and operational improvements 338 

The Boston ConsultingGroup 15101 27.8.9.1 a',pon 253 



Operations 
*• Operational problems and improvements 
• Organizational improvements 
• Action plan and implemented results 

Strategy 
* Financial rescue plan
 
" Market segmentation
 
• Pricing 
• Advertising 
* New products and services 
* Financial management 
* Financial impact of strategic and operational improvements 
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THERE ARE 5 MAIN OPERATIONAL IMPROVEMENT AREAS
 

Improve the quality of incoming products 

Modify handling and receiving techniques 

Optimise utilisation of storage space and maintain proper storage conditions 

Introduce new value-added services 

Improve the sales and distribution process 
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MORE EMPHASIS ON BUYING HIGH QUALITY PRODUCTS WILL REDUCE
 
LOSSES
 

Purchasing Receiving 
Preharvest m Unloading o Storage o Sorting Sales/ 
Planning Inspection Shipping 

Existing Practice Existing Problems 	 Possible Solution 

" Products/quantity bought according to - Inefficient planning and - More interaction with sales department 
last year's sale consideration of customer needs 

"Contracts negotiated with - Limited choice of quality due to - Create a dedicated purchasing team with 
limited numbers of suppliers insufficient attempts to look for financial incentives and a good knowledge of 

- only 1 for carrots and cabbage new sources quality 
- 2 for potatoes - Perm district farms dictate 

their conditions 

" Not enough emphasis on quality when - Low quality and increased - investigate alternative sources 
choosing suppliers losses of supply 

- more emphasis on distance/ - look for suppliers in other districts 
historical relationship regions 

"	Minimal emphasis on quality in ° Suppliers are not responsive to - Introduce new contracts specifying quality 
contracts wholesalers needs standards 

" Product delivery is concentrated Handling difficulties, * Specify delivery schedules in contract 
within a short period unloading damage - spread timing of receipts 

" Products suffer from disease • High losses * Inspect produce in field prior to harvest 
- disease 
- maturity 
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THE FARM TO WHOLESALER PURCHASING PROCESS WILL FOCUS ON QUALITY
 

Purchasing informs warehouse manager of 
incoming goods R

I 
Warehouse manager determines which Cn 

warehouse to store productI 

I 
S Product arrives at the warehouse
 

S Weigh product to verity order
 

Test fails Reitect 

SSample test the quality 1 Contact Gov Ag. Determine quality and Send back 

Inspector appropriate action to supplier 

Test accepted I1 Accept with penalties 

Damaged, Non saleable
Unload truck and sort produce diseased Remove bad produce products Fodder sale 

orlossesI produce 

Store product at correct temp, humidity and 
conditions -> cure Identify as quick sale 

items 

Monitor crop conditions constantly 
y 

Heat or refrigerate to maintain optimum temp 
and humidity

Ventilate to control temp 

Identify spoiling products Non-sale e p s NoFodder sales or losses 

Identity quick sale items - Perform monthly physical inventories 
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PRE-SORTING PRODUCT PRIOR TO STORAGE WILL REDUCE THE
 
INCIDENCE AND SPREAD OF DISEASE
 

Purchasing 
Preharvest 
Planning 

m 
Receiving 
Unloading 
Inspection 

w Storage Do Sorting Sales/ 
Shipping 

Existing Practice Existing Problems Possible Solution 

"Limited quality checks of 
incoming products 

•Low quality •Use acceptance testing procedure 
before unloading 

- acceptance or rejection 
- penalties and price reductions 

" Emphasis is placed on 
unloading speed and drop 
height exceeds 30 cm 

•Mechanical damage and 
losses 

- Modify existing handling techniques 

•Large amounts of damaged 
and diseased product are 
placed in storage 

- Losses are amplified, 
space is wasted 

• Introduce and increase pre-sorting, 
especially for carrots and potatoes 

- increase the number of sorters 
-slow down and extend conveyor 
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STORING PRODUCT UNDER THE CORRECT CONDITIONS WILL DRAMATICALLY
 
INCREASE SHELF LIFE
 

Purchasing 

Preharvest w 
Planning 

Existing Practice 

" Products allocated to 
warehouses according to 
historical principles 

- profitable products divided 
between warehouses 

" R!.rigerated facilities are not fully 
utilised 

" Rotten products are not 
culled 

- Insufficient monitoring of storage 
conditions 


- temperature 

- humidity 

- curing period 

Receiving 

Unloading P Storage 
Inspection 

Existing Problems 

• Incorrect allocation of 
products 

* Products are stored at 
incorrect temperatures 

- Rotten products are stored 
together with healthy products 

- No incentives for managers to 
reduce losses 

- insufficient 
accountability 

- no financial incentives 

D Sorting 	 Sales/ 
Shipping 

Possible Solution 

• Re-segment the warehouse 

* Refrigerate as many carrots and 
cabbages as possible 

- Remove rotten/diseased products 

- Create incentives for managers to 
control losses 

- target loss % for each 
product 

DtClearly define responsibilities 
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GRADING, SORTING AND CLEANING VEGETABLES ARE EXAMPLES OF
 
VALUE-ADDED SERVICES THAT CAN 
 INCREASE REVENUE
 

Sorting 	 Sales/ 
Shipping 

Possible Solution 

* Introduce different product grades 
for vegetables eg.
 

- market grade
 
- standard grade
 
- non-standard
 

- Sort products as far in advance of 
shipment as possible 

• Wash and package products 

Purchasing 
Preharvest P 
Planning 

Existing Practice 

"Only 2 sorting grades of 
vegetables 


- standard 

- non-standard 


"Sorting done a few hours before 
selling 

- products sometimes sold 
without sorting 

" No washing and packaging 

Receiving 
Unloading N Storage 
Inspection 

Existing Problems 

* Missed opportunity to 
differentiate products and 
maximize revenue 

* Missed opportunity to 
differentiate products and 
maximize revenue 

• Potato washing machine is not 
utilised 

Data Source: BCG Analysis The Boston Consulting Group 	 1510127.&9N/..epo 260 



A DEDICATED AND MOTIVATED SALES FORCE WOULD BE ABLE TO SEEK
 
NEW CUSTOMERS AND INCREASE SALES
 

Purchasing 
Preharvest m 
Planning 

Receiving 
Unloading 
Inspection 

Existing Practice 

"No one is directly responsible for sales 

"	Warehouse managers can only sell the 
products in their warehouses 

"Phone calls as the primary sales mechanism 
- only 2 phones available with direct 
lines 

"Not enough coordination with purchasing 

"Passive sales methods 
- limited sales visits 
- no information on customer needs 
- no incentives to look for new 

customers 

Data Source: BCG Analysis 

sm Storage 

Existing Problems 

- No accountability 

- Lack of coordination 
between warehouses 

* Limited contact with 
customers 

- Missed market trends 

eSelling opportunities are 
not maximised 

- no motivation to sell 

rhe Boston Consulting Group 

Sorting m Sales/ 
Shipping 

Possible Solution 

- Create sale team
 
- they can sell all products
 
- they will look for new
 
customers 

• Create financial incentive to increase 
sales
 

- % of sales
 
- new customer bonus
 
- sales bonus
 

* Install additional phones 

* Sales team to provide daily reports 
on customer needs and missed sales 
opportunities 

* Engage in pro-active selling
 
- personal visits
 
- mailings
 
- advertising 
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THE WHOLESALER TO CUSTOMER ORDER FLOW WILL BE RATIONALIZED
 

Warehouse provides weekly availability report 
" Unlimited 
" Limited 
"Quick sell 

Salesman receives customer order 

Product is limited or on restricted list 

(3 options) j Product Available

• I
"Salesmen gets allocated quality I Salesman allows customer to order desired amount 

Customer gets allocated 

" Whoever sells first 

Definition 

I Normal order 

J Prepare order and send to warehouse each evening 

Limited not enough product 
to satisfy demand Warehouse manager receivres the order 

Unlimited 

Quick sale 

enough product to 
satisfy demand 

product that is 
spoiling 

I 
Warehouse manager priorities and schedules order and releases to 
warehouse in waves 

- Customer determines schedule 
- Warehouse determines schedule 

Regular order to be deliverec 
days 

in 1-2 1 
Warehouse stage each order segment 

Rush order must be delivered 
same day - additional 
cost 

I 
Trucks receive and combine each order segment 

I 

Product not av~lable 

trchasin
rdueopuPrepareocdaily stock out report - I 
I 

"Did not have" report 

10.1 Rush order 

Prepare order and phone warehouse 

Delivery is made to each customer G 
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THE MOST FEASIBLE INVESTMENTS ARE TO INSTALL THE CONVEYOR IN THE
 
ONION STOREHOUSE AND COMPLETE THE INSTALLATION 


THE REFRIGERATION SYSTEM
 

Equipment 

Install conveyor in the 
onion warehouse 

Finish installation of the 
refrigeration system 

Install two wells 

Purchase four forklift 
batteries 

Insulation 
-50 mm 

- 100 mm 

- 200 mm 

Cost (000's Rb) 

21 

800 

2,100 

2,000 

3,900 
7,800 

15,600 

Benefit (000's Rb) 

240 

8,000 

1,800 

600 

160 
320 
540 

OF
 

Payback * 

1 month 

1.5 months 

1.5 years 

6 years 

>20 years 
>20 years 
>20 years 

* Assuming net Interest rate of 20%/dyear 
Data Source: BCG Analysis The Boston Consulting Group 151otrO7.&4931fepxd 263 



Operations 
" Operational problems and improvements 
• Organizational improvements 
• Action plan and implemented results 

Strategy 
• Financial rescue plan 
• Market segmentation 
• Pricing 
* Advertising 

* New products and services 
* Financial management 
" Financial impact of strategic and operational improvements 

The Boston Consulting Group 151ol0
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KIROVSKAYA HAS VACANCIES IN TWO KEY POSITIONS AND PROCESSES ARE
 
FRAGC"AENTED BETWEEN DEPARTMENTS 

*Existing organizational structure 
S Director 

SLawyer Engineer 
. . . . .. ... ...... . . . .... 


Position is Deputy Director Psitin is 
currently vacant currentl vacant 

The sales process is fragmented 
between 4 different departments 

Unit 1 Ui2Unt3Unit 4 Ui 

" Manager * Manager * Manager - Manager * Manager 
"Quality specialist - Quality specialist - Quality specialist - Quality specialist - Quality specialist 
"Storage manager - Storage manager - Storage manager - Storage manager * Storage manager 

The Boston Consulting Group 1510127893.5.,ep. 265 



REDEFINING JOB RESPC NSIBILITIES AND PROVIDING INCENTIVES WILL
 

IMPROVE COMPETITIVENESS
 

Problem 

* Lack of accountability at all levels 

"There is a lack of leadership in upper 
management 

"Sales is fragmented across four different 
departments within the organization 

"Purchasing does not actively seek new suppliers 

"	There are no financial incentives for purchasing 
better quality products at lower prices 

"Sales department is not motivated to seek out 
new customers 

"Managers are not directly responsible for losses 
and quality control 

Solution 

- Make personnel directly responsible for 
performance 

• Hire a Deputy Director and a Chief Engineer 

- Consolidate the sales function into one 
department focused solely on sales 

- Create awareness and motivation to reduce 
product cost and increase availability 

- Reward buyers based on savings and quality 
levels 

- Reward salesmen based on sales volume 

- Salary incentive based on loss reduction 
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THE SUCCESS OF A NEW ORGANIZATION WILL DEPEND ON INTERACTIONS
 
BETWEEN DEPARTMENTS 

Can you sell it? 

PurchasingSae 
Daily report on customer 

needs 

Feedback on quality of Daily list of products available 
products and order fulfd ment status 

Information on products Daily orders 
bought + timing of receipts 

Warehouses 
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THE NEW ORGANIZATION WILL CONSOLIDATE THE SALES PROCESS AND WILL
 
INCLUDE A WAREHOUSE MANAGER 

* Recommended organization structure 

S Director 

l LayerI Accounting manager 

S Deputy director 

Purchasing Warehouse mananger Sales 
Manager Manager

(+2) Engineer ­

- Phone 

-Salesmen (2)l n. IOn [n. Ulunit 4 Init 5 
* Unit manager - Unit manager * Unit manager - Unit manager - Unit manager 
* Unit quality - Unit quality • Unit quality e Unit quality - Unit quality
 

specialist specialist specialist specialist specialist
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PURCHASING DEPARTMENT JOB DESCRIPTION (1)
 

Job Description 

* Responsible for contacts 
with key suppliers 

* Investigate alternative 
sources of supply 

- assess different 
sources 

* Coordinate with other 
departments 

Activities 

* Periodic visits to supplier 
- phone calls and written contacts 
- investigate future prices/quality and 
products 

- encourage supplier to grow certain products 
- visit farms before harvest to assess quality 

- Visit to other farms/regions 
- investigate price/quality 
- availability 
- variety 

- Investigate direct buying form dachas 
- Analyse price vs. quality/possible losses 
(including transport costs) 

- use information from warehouse 
management 

• Keep sales department informed of possible 
products to buy 

- analyse sales department daily 
reports 

- Keep warehouse management informed of 
products bought + timing of receipts 

- Use feedback from warehouse management on 
products with low losses 

The Boston Consulting Group 

Performance Measure 

- Min number of visits 
• Quotas 
- Quality assessment 

- pre-harvest 
- harvest 

- Purchase price/quality vs. 
historical or farm prices 

- Loss reduction 
- Quality assessment 

• Timely report 

1l5o127.8 9a'-.,o. 269 



PURCHASING DEPARTMENT JOB DESCRIPTION (2)
 

Job Description Activities 

* Negotiate contracts and - Verify quality/price comparison 
prices with suppliers * Determine payment terms 

- Negotiate quality contract 
- Storage location (wholesaler or farm) 

* Assess quality * Verify quality of purchased products 
- Access quality to determine price 

Incentives 
Salaries based on reduction of 
prices by grade of product 

Performance Measure 

* Savings vs. historical 
* Availability 
- Extended receiving 

window 

- Warehouse quality determination 
- Amount of losses 
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WAREHOUSE MANAGER JOB DESCRIPTION (1)
 

Job Description 

"Ensure correct warehouse 
segmentation 

"Responsible for facilities 
maintenance 

"Supervise storage 

"Co-ordinate with 
purchasing department 

Activities 

- Allocate products to warehouse upon receipts 

- Supervise Unit Managers 
- look out for possible problem check 
- supervise repairs/construction 
- buy new machines when needed 

• Check that correct storage conditions are kept in 
all warehouses 

- temperature/humidity 
- physical inventory vs. projected inventory 
- airing period 
- space utilization / proper lay out 

* Written feedback on which products have better 
storage conditions
 

- % of losses by product type/supplier
 
* Receive information on timing of receipts

-plan warehouse segmentation 
The Boston Consulting Group 

Performance Measure 

% loss reduction compared 
to last year average 
(including sales for fodder) 

- Facility conditions 
- refrigeration 
- ventilation 
- other 

- % of loss reduction 
- Utilization of space 

- Timely feedback 
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WAREHOUSE MANAGER JOB DESCRIPTION (2)
 

Job Description Activities 

Co-ordinate with Sales • Provide Sales Department with a weekly list of 
Department products specifying limited or unlimited amounts 

- in tonnes 
- by product/grade 
- list of quick sell items 

* Receive orders from Sales to prioritise and 
schedule delivery 

- customer specific delivery date 
- warehouse specifies delivery based on 
location demand 

* Monitor order picking and shipping 

* Arrange transportation and monitor delivery 

Incentives 
Salary based on 

* Loss reduction 
* Timely delivery to customers 
* Correct shipment of products to customers 

Performance Measure 

* Timely report ! list 

• Adherence to delivery 
schedule 

- customer service 
- cost 

* Adherence to delivery 
schedule 

- customer service 
- cost 

The Boston Consulting Group 15101/27.8 
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UNIT MANAGER JOB DESCRIPTION (1)
 

Job Description Activities Performance Measure 

Maintain proper storage - Daily check and adjustment of temperature/ - % loss reduction compare 
conditions humidity 

- either heat, refrigerate, or use outside air 
to last year's average 

* Supervise airing period - Utilisation 
- Supervise pre-sorting into losses, quick sell, - Physical inventory vs. 
storable products projected inventory 

* Daily warehouse inspection - remove rotten 
products 

- Identify quick sale items 
- Maximize space utilization 
* Inform management of space availability 
- Keep account of goods available / spoiled 

• Coordinate with Deputy - Goods available to be sold -Losses 
Commercial Director - good conditions 

- loss condition 
- saves (quick sales) 

* Physical inventory 
- Perform monthly physical inventory matches accounting 

records of inventory 

The Boston ConsultingGroup io7.S9X ,, 273 



UNIT MANAGER JOB DESCRIPTION (2)
 

Job Description Activities Performance Measure 

* Supervise workers 

* Ship orders 

* Pre-sorting 
- Grading 
- L)ading - unloading 

- Productivity 

- Receive orders from warehouse manager 
- Pull the orders from storage => weigh 
- Verify quantity and quality - weigh and visual 
inspection 

&Stage at entrance of warehouse 
- Load trucks 

- Adherence to schedule 
- Productivity 

Incentives 
Salary based on 

" Luss reduction 
* Maintenance of proper conditions 
" Physical inventory vs. projected 

inventory 
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SALES DEPARTMENT JOB DESCRIPTION (1) 

Job Description Activities Performance Measure 

" Responsible for a given set 
of customers 

• Daily contact by phone with existing customers to iniirm 
them of products available and take orders 

e Meet quotas 
- Minimum sales level/product 

- based on last years sales 

" Assess demand and needs 
of market and specific 
customers 

• Visits with customers to assess their needs/problems 
- investigate which products they are buying from 

other suppliers 
- investigate which products/prices they want now/ 

near future 
- investigate which services they need/desire 

- Customer satisfaction 
- periodic phone call by the 

deputy director to 
customers 

' Keep purchasing 
department informed of 
market trends and specific 
customer needs 

- Write daily reports based on customer interviews 
- Informal meetings with Purchasing Department 

- Timely feedback 
- generated sales 
opportunities 

• Expand the customer base - Personal visits to possible customers to establish 
relationships 

- Promote Kirovskaya through phone calls and letters with 
information on products/ prices/ services 

- Advertising 

- # of new customers a3dded 
e # of new calls/week 

" Negotiate contract / prices - Negotiate and sign contracts when needed 
- negotiate prices and payment terms 
- inform Accounting Department 

- Payment history 
- Price regulation 
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SALES DEPARTMENT JOB DESCRIPTION (2)
 

Job Description Activities 	 Performance measure 

*Co-ordinate with warehouses * Issue weekly list of products available in the 
warehouses 

- if > 5 tonnes of a certain product, they can sell it 
without checking with warehouses 

- if < 5 tonnes of a certain product 
"salesmen gets allocated quantity 
" customer gets allocated quantity 
"whoever sells first 

- a list of products wit;i special bonus (that will get 
spoiled/damaged quickly) 

- a list of products that can only be sold after 
consultation with Director 

Keep warehouses informed of products sold and delivery * Feedback from warehouses 
requirements 

- phone of such order to inform and arrange delivery/ 
transport 

- queue regular orders and inform in the evenings 

* Co-ordinate with Accounting * Arrange payments and delivery dates 	 * Prompt payment 
Department 	 - delivery dates not set by customer will be set by => 5 days after delivery
 

warehouse - prepaid
 

Incentives 
Salary based on sales 

" Bonus for new customers 
• Bonus for certain products 
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PERSONALITY PROFILE AND SKILLS
 

Position 

"Sales person 

"Purchasing agent 

"Warehouse Manager 

• Unit Manager 

Skills 

- Communication skills 
* Knowledge of the market 
(product knowledge) 

- Knowledge of quality/ 
standards 

- Communication skills 
- Knowledge of contract law 
- Knowledge of the market 

° Management skills 
- Knowledge of storage 

(conditions, quality 
testing, facility 
maintenance, order 
scheduling) 

- Knowledge of storage 
conditions 

- Quality testing knowledge 

- Energetic 
=Convincing 
° Articulate 

- Negotiatior 
° Motivated 

• Organized 
- Team player 
• Energetic 

- Team player 
- Motivated 
° Common sense 

Profile 

- Self confident 
° Initiative 

- Team player 
- Energetic 

- Motivated 
- Common Sense 
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Operations 
" Operational problems and improvements 
• Organizational improvements 

* Action plan and implemented results 

Strategy 
" Financial rescue plan 
* Market segmentation 
* Pricing 
* Advertising 
* New products and services 
* Financial management 
* Financial impact of strategic and operational improvements 
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AN IMLEMENTATION PLAN HAS BEEN DEVELOPED
 
AND IS PARTIALLY UNDERWAY
 

Actions F Restructure the organisation 

Restructure the incentive system 

Hire Deputy Director and Chief Engineer 

I Resegment warehouse
L 

Utilize correct storage 
conditions 

I Obtain new sources of supply "III 

LI-- Implemented 

Underway 

Finish installation of refrigeration system 

'Ciean warehouse site 

L Orain new customers 

Aug 2 Aug 9 Aug 16 Aug 23 
Harvest 
Sep 15 
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SEVERAL RECOMMENDATIONS HAVE BEEN IMPLEMENTED OR ARE UNDERWAY
 

Organization 

Employee suggestion scheme 
Kick off meeting, site clean up and kick of; party 
Proposed job responsibilities 
Proposed organizational structure 

Purchasing 
Harvest window extended 
Harvest receipts leveled out over time 

Storage 

Warehouse resegmented by product 
Installation of refrigeration system underway 
Installation of conveyor in onion warehouse underway 
Site is being cleaned up 

5 27 89The Boston Consulting Group 1 1o0, . ,9..,ep, 280 



Operations 
* Operational problems and improvements 
• Organizational improvements 
• Action plan and implemented results 

Strategy 
* • Financial rescue plan 
* Market segmentation 
* Pricing 

* Advertising 
* New products and services 
* Financial management 
• Financial impact of strategic and operational improvements 
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THE MAJOR ISSUE FOR KIROVSKAYA IS EXCESSIVE DEBT
 

Very high level of debt at 280 M Rb 

Even with restructuring, operational cash flow insufficient to cover interest changes 

Urgent need to explore drastic remedial measures to ensure survival 
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KIROVSKAYA CANNOT PAY INTEREST ON CURRENT DEBT,
 
MUCH LESS AMORTISE IT
 

*Viability threatened without resolution of the debt crisis
 

30 

20 

10 

U Profit (excl. interest expense) 

0 Interest expense-El 

El Het profit/loss 
-10 

-20 

-30 

Jan Feb Mar Apr May 
1993 1993 1993 1993 1993
 

Source: BCG Analysis The Boston Consulting Group isioii2.. ,of 283 



__ 

WITHOUT RESTRUCTURING, FINANCIAL POSITION OF KIROVSKAYA WILL
 
DETERIORATE RAPIDLY REGARDLESS OF OWNERSHIP STATUS
 

aStatus Quo - 3 year projection
 

199519941000 1993 

0 

-1000 _____________ 

U Profit (excl. interest expense) 
. -2000 

cz [Interest expense 

-3000 1] Profit/ Loss 

-4000 

-500 

-46000 

Restructuring is impossible without debt reduction 

0 Debt drains all cash needed for operations 

Assumptions: 280% annual Interest (penalty rate), 120 M Rb of 1992 sales, 10% gross margin before tax ard Interest 
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SALE OF PROPERTY AND REFINANCING AT A SUBSIDISED RATE ARE THE
 
ONLY POSSIBILITIES TO REDUCE INTEREST BURDEN
 

4 options I 

Operation - Without debt reduction, no cash for operations.
improvements Even drastic improvements will not be sufficient 

alone 

Lease Low amount of cash raised 
- 100% of Kirovskaya's facilities have to be 

leased to cover the interest expense 

Refinancing at a lower rate Debt service expense is significantly reduced if 
(temporary reduction of interest) interest rate cut from 170-280% to 50%

I. 
I. 

IAsset sale 	 Sale of 1 large refrigerated warehouse reduces 
debt service expenses by cutting debt by at least 
250 M Rb 
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REDUCTION OF INTEREST RATE IS ONLY A TEMPORARY SOLUTION HOWEVER 
* It also generates additional negative effects 

Negative effects 
20 

1 0 	 Level of debt remains the same 

0- t Other wholesalers will ask for 
-1. LT' the same loan terms 

-20° Sets up a precedent for city 
-30 administration to finance private 

0 	 Lienterprise-4 

0 0 03o 
G) 0 0 	 Distorts competition 

Sa Budetburden140MRb 
0) z 0 1 

Net profit Interest expense EJ Profit/loss 

Optimistic assumptions: r 	 5 months sudsidised credit at 50%; then 170%
 

Very high sales projections (800 M Rb In 5 months)
 

15% profit after alloperational expenses
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REDUCTION OF DEBT TO SUSTAINABLE LEVEL 1 FOR ALL WHOLESALERS
 
REQUIRES AT LEAST 500 M RB SUBSIDY
 

• Harvest purchase financing will require additional funds
 

7004 

600 -

500 
680 500 

Debt 400 
(M Rb) 

300 

200 

100 

0 

Combined debt Required Sustainable 
of 9 Perm subsidy debt 

wholesalers 

53% of monthly sales 
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SALE OF A WAREHOUSE, HOWEVER, WILL SOLVE KIROVSKAYA'S DEBT 
PROBLEM EVEN UNDER CONSERVATIVE ASSUMPTIONS 

300 

200 280 250 

Debt 
(M Rb) 

100 

0 

Current debt Proceeds from Remaining 
sale* debt 

With the new debt level Kirovskaya has good chances of success 

Ji - Debt can be amortised in 6 months I 
- Possible to obtain further financing for purchases 

2Conservative estimate of proceeds from sale of 1,850 m refrigerated warehouse in average condition. Proceeds are net of all sales expenses and taxes 
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CAPACITY AFTER WAREHOUSE SALE FAR EXCEEDS LEVEL NEEDED EVEN TO 
MAINTAIN CURRENT LEVEL OF ACTIVITY 

lo~ .: ...... .. ......~~ii~!
 

. . . . . . . ... ..... .. . .... . ....
 

) 5 ton
('000 .,................,.,..
.......... ~i~i~i.!~i
 
.:- . . .. ..... . . . . ....:.-.. .:..:.. 

. .. . . . . . - . . . 1 0 0 0;;:.:­.................ii~i...i~ .... ::.,..:::: ,,
..i~ii~i . .::,.


.....:::: .....
...:::::.... :: ;'.';;;.';:....;: 
.... .-...... .... :"
10: .i.i.:::::::::::::::::::::.i.. ............. i...: :::: .. . :. :.:. :'.: .::.::::.::::.:::. .:.::.:.
3. ....: .......::::: . .....
. .. ............ ...

,:.:.:........ .:..;.:.: ..-.. .... .
.:. .:.:.: ... ..... ......: 


...,..:..
.:...: ...... .:. '.:.; '.:.;.;.:.'.
2~ ~ .....!!!!~i~i!! .....................
 

......... Wareho se....iningCapacty.fo
 
ca act 99......... ypek 


......... ..... ... ................
 

...... Th. Co s ltn Gro p ....... ', 28
 



IRRESPECTIVE OF CHOSEN RESCUE MEASURES, KIROVSKAYA WILL HAVE TO
 
CHANGE CURRENT SEASON PURCHASES 

No funds for outright purchase of usual volumes 

Kirovskaya needs to 
* Arrange deferred payment terms to suppliers
 
" Use consignment sales rather than outright purchases
 
" Increase the share of high margin products (eg. fruits)
 
" Speed up the turnover of inventory
 
* Become a buying comissioner for large customers 

Kirovskaya also needs to apply for exemption from profile condition for 1 year 
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A CONSIGNMENT AGREEMENT AVOIDS BORROWING TO FINANCE PURCHASES 
* Sample sale on consignment contract 

I as a director of Kirovskaya wholesaler will keep the below 
mentioned products for the maximum period of months 

and will attempt to sell them alongside my own at the minimum price mentioned below 
Product Quality Price 

1) 

2) 

3) 

4) 

For services rendered, and taking into account selling, handling and administrative
 
costs, Kirovskaya will keep % of the sales revenue.
 

Products unsold by expiration date are returned to the owner.
 

Loss in transportation to / from the warehouse are covered by the owner.
 

The contract can be terminated prior to expiration only through a mutual agreement.
 

• Due to price instability, the owner reserves a right to adjust the price on the 1st of
 
each month
 

Kirovskaya Director Owner 
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Operations 
• Operational problems and improvements
 
" Organizational improvements
 
* Action plan and implemented results 

Strategy 
• Financial rescue plan 
i Market segmentation
 
" Pricing
 
• Advertising
 
" New products and services
 
• Financial management 
" Financial impact of strategic and operational improvements 
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BY FOCUSING ON SELECTED SEGMENTS AND SERVING THEIR NEEDS
 

KIROVSKAYA CAN INCREASE TOTAL REVENUES
 

Current Practice Problem Solution 

• All customers receive • Loss of revenue • Subdivide market into different segments 
products of same quality - low end customers would - group customers with similar 

buy more if they could find needs 
cheaper vegetables even of 
lesser quality 

- separate groups that have 
different needs 

- high end customers would 
buy more if they could find • Evaluate general attractiveness of the 
better quality even at higher segments 
price - size 

- growth 
- margins 
- competition 

• Evaluate company - specific attractiveness 
of the segments 

- what is the fit with Kirovskaya's 
potential competitive advantages? 

* Choose the most attractive segments 

* Focus on selected segments 
- how the needs of each segments can 

be satisfied 
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SEGMENTATION PROCESS WILL ALLOW KIROVSKAYA TO FOCUS ON
 
SERVING THE SELECTED SEGMENTS
 

I Identify segments 

Evaluate general attractiveness Evaluate company-specific 

I attractiveness 

Choose attractive segments 

Focus on selected segments 
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KIROVSKAYA IS CURRENTLY SELLING
 
TO SEVERAL DIFFERENT GROUPS OF CUSTOMERS
 

*Without differentiating them 

S Kirovskaya 

1992 Sales - 128 M Rb 

Retailers Soci Restaurants, Regional Others2 

Institutios Cafes Wholesalers 

"Price: No difference 

"Quality: No difference 

- Service: No significant difference 

I Direct and through Intermediaries 

2 Include sales to farms (barter for vegetables) and truck sales to consumers 

Source: BCG Interviews 
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CENTRAL RETAILERS SEGMENT IS THE BIGGEST IN PERM CITY
 

1Retailers (52,000 t) 

Retailers for social 

institutions 
(11,000 t) 

Perm Large social 
institutions 

(8,000 t) 

Regioanl 
wholesalers 

(5,000 t) 

Restaurants 
(3,000 t) 

Central*
 
t
 

43,000 


Remote*
 
9,000 t
 

Non-seasonal
 
(hospitals)
 

7,000 t
 

Seasonal 
(summer camps) 

1,000 t 

3,000 t - segment size (t/year) 
Majority currently served 

j through retailers for social 
institutions 

* 60% of population lives In central part of Perm city. Central part has significantly better developed Infrastructure. Population 
In suburbs buys vegetables either In farms or In daily commutes to work to the center 

Source: BCG Analysis (estimated figures) 
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FOUR FACTORS DEFINE THE SEGMENT GENERAL ATTRACTIVENESS 
* General segment attractiveness criteria 

Segments Size 
(#of units) (000's tlyr) 

Central (41) Big 
(43,00) 

Remote (19) Average 
(9,000) 

Big Social (11)1 Average 
Institutions (8,000) 

Retailers for (9) [ Big 
Social Institutions I(1,000) 

Regional (5-15) Small 
Wholesalers (5,000) 

Restaurants2, (85) Small 
cafes,canteens (3,000) 

Includes seasonal and non-seasonal 

Growth 
(% of sales per year 

in constart Rb) 

2-3% 

-3-5% 

-2-4% 

-5-7% 

-4-6% 

High 
10-12/ 

Margins 

I Average/high 
(quality mix) 

Low 

(cheap produce) 


Average I high 

(100% prepayment, stable 

demand) 

Average / high 

Avorage 

(use Kirovskaya as last resort,

hence, price is usually high,
however demand is spontaneous) 

High 
(pay high price for h!gh quality
products) 

Competition 

High 
(all wholesaler + direct farm 
supplier) 

High from other channels 

(farms direct sales)
 

Low 

(old structure of supply through

retail/wholssalers)
 

Low 

(old structures of supply)
 

Average 

(from farms, other wholesalers)
 

High 

(from private rural residents, food
 
wholesalers that also carry some
 
fruits)
 

Segment 
Attractiveness 

Averagelhigh 

Low 

High 

High 

Low 

Average/high 

2 There is a potential of further quality segmentation between high quality restaurants and lower quality canteens. Resulting 
subsegments are, however, not very significant due to small size. 
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GROWING DIFFERENCES IN INCOMES WILL DRIVE DIFFERENCES 
IN SEGMENT GROWTH 

Demand for vegetables will stay unchanged in 1993/94 
Segment Growth Estimate' Rationale 

Central Retailers 

Remote Retailers 

Large Social Institutions 
(Non-seasonal) 

Retailers for Social Institutions 

Regional Wholesalers 

Re:itaurants, Cafes, Canteens 

Overall Market 

(% / year) 

2-3% , Gaining most from quality grading due to highest diversity of clients
 
- Capture some of fast growing demand of high
 

income clients (1st quarter- 0.5% growth 2)
 

-3-5% o Demand from low income clients is going to decline 
(decline) 

-2-4% - Consumption is regulated by norms per person 
(decline) * Decline in budget financing 

- No increase in people served by institutions 

-5-7% * Social institutions demand is no' growing 
(decline) o Increased bypassing 

-4-6% * Increased sales from farmers directly 
(decline) 

10-12% - Increaso in number of restaurants and cafes (11 new private opened last year) 
* Population (especially higher incomu groupes) is going to eat out more 

0% - Segmentation on quality offsets demand decline (low income population buys 
more cheap products, high income groups buy more expensive products since quality is 
good even if more expensive) 

All growth estimates are In real Fibs 
2 Growth Is estimated comparing weekly sales of Interviewed retailers of products that were available throughout the 1st quarter 
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SEGMENTS OF CENTRAL RETAILERS, SOCIAL INSTITUTIONS (DIRECT AND VIA 
RETAILER) AND RESTAURANTS ARE MOST ATTRACTIVE 
Best combination of size, growth, margin and competition 

Attractiveness 

High 

Factor
 

ZZ] Lack of 
competition 

Margin 

Average '. ..... 

ZjGrowth 
SSize 

Low 

Central Suburb Big Social Retailers Regional Restaurants
 
Retailer Retailer Institutions for Social Wholesalers and Cafes
 

Institutions
 

Segments 
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SEGMENTS OF LARGE SOCIAL iNSTITUTIONS, CENTRAL RETAILERS AND
 
RESTAURANTS ARE MOST ATTRACTIVE 

* General attractiveness 

Large social institutions (direct and through retailer) attract by low competition, 
prepayment and long term contract purchasing practice 

This segment was buying most of its large volumes at retail prices 
- increasingly starting to buy directly from wholesalers 

Central retailers attract by segment size and healthy margins 
0 Central retailers buy four times more produce than next largest segment 

Restaurants, cafes, canteens have high margins and are fast growing 
* Growth rate is 10-12% a year 
* This segment is currently small - it should be viewed as an investment 

Sourc-!: BCG Interview and Analysis 
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KIROVSKAYA HAS A RANGE OF POTENTIAL OPERATING ADVANTAGES OVER
 
OTHER WHOLESALERS
 

Kirovskaya Typical wholesaler 

Good/plentiful sorting equipment No / few sorting machines 
- 10 machines in use 
- 3 idle 

Washing equipment No washing equipment 
- 1 machine 

Reliable refrigeration system Unreliable refrigeration system 
- each warehouse has own cooling - one cooling apparatus for several 

equipment warehouses 
- cooling equipment backups - no back-ups 

Existing exotic produce import contract No import contracts 
- international trade contract through 

Moscow 
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KIROVSKAYA ADVANTAGES MAY BE USED TO SERVE THE MOST DEMANDING
 
CUSTOMERS 

Potential advantage... 	 ...should result in 

Sorting equipment Improved quality segmentation 
- cleaned and high quality produce

Washing equipment 

Reliable refrigeration Reliability of supply, low losses, high 
system quality 

Import contracts [ 	 Assortment / variety, out of season 
availability 

Kirovskaya has an advantage in serving customers interested in high quality, / 
reliability of supply and assortment I 
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THREE FACTORS DEFINE SPECIFIC SEGMENT ATTRACTIVENESS 
* Company specific segment attractiveness criteria 

Segment Requirements Kirovskaya fit to 
Segments Reliability of serve segment 

Quality supply Assortment 

Central Retailers High Avg Avg /high Avg /high 

Remote Retailers Low Low Low Low 

Big Social Institutions Low / avg Very high Avg Avg / high 

Retailers for Social Institutions Low / avg Very high Avg Avg / high 

Regional Wholesalers Avg Avg Low Low / avg 

Restaurants, Cafes Very high Avg High High 
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NEEDS OF SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS
 
ARE MOST COMPATIBLE WITH KIROVSKAYA'S POTENTIAL CAPABILITIES
 

Drivers of competitive advantage
 

Superior machinery Reliable refrigeration system Import contracts 

Quality F Supply reliabilit Assortment 

Is the key Is the e I Is thekey 

need ofnedonedf 

"Central Retailers • Social Institutions - Restaurants, cafes 

"Restaurants, cafes - Central Retailers 
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SOCIAL INSTITUTIONS, CENTRAL RFTAILERS AND RESTAURANTS HAVE BEST
 
COMBINATION OF GENERAL AND COMPANY-SPECIFIC ATTRACTIVENESS
 

High 

* 
Restaurants, 

cafes 

Central Retailer 

Q - Selected
Segments 

Company-specific 
attractiveness 

* 

Regional Wholesalers 

Large Social Inst. 
(Seasonal) 

0 0 

Large Social Inst. 
(Nonseasonal) 

Remote Retailers 

Low 

Low General attractiveness High 

Source: BCG Analysis 
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ASSORTMENT, QUALITY GRADING AND FLEXIBLE PRICING ARE KEY FACTORS
 

IN SERVING CENTRAL RETAILERS 

What they need? 

* Assortment (fruits, canned food, sugar, rice etc.) 

" Quality (25-30% high quality, 60% standard, 10-15% non-standard) 

" Packaging (20-30% of products should be packed in plastic bags or nets) 

" Availability in spring, summer 

How to serve it? 

Basic 
" Increase assortment and out of season 

availability by trade/better storage 
" Supply products of different quality mix 
" Provide quantity discounts 
" Supply packaged products 

Plus extra 
" Deliver packaged produce shortly before 

evening peak hours 
- Flexible price-payment scheme 

Source: BCG Analysis 
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DIRECT CALLING, FLEXIBLE PRICING AND GRADING CAN INCREASE SALES TO
 
CENTRAL RETAILERS IMMEDIATELY
 

Plan of sales to central retailers 

Products: - Full range of food procucts 

Quality: - High, standard, non-standard 

Prices: - Flexible prices depending on order sizes and payment terms 

- Rebates based on monthly sales 

Promotion: e Direct contact (visits and telephone calls of sales force) 

Order taking: - Orders are taken by sales department via visits or by 
phone 

Delivery: - By Kirovskaya's truck unless agreed otherwise 
(delivery is paid by customer) 

- Weekend delivery to biggest clients 
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LARGE SOCIAL INSTITUTIONS REQUIRE RELIABLE SUPPLY
 

OF STANDARD QUALITY PRODUCTS
 

What they need? 

" Reliability of supply 

"Availability 

" Quality (quality requirements are high for diseases, dryness, but low for shape and size. 
Eg. can take produce with cuts, that is not taken as standard by retailers') 

" Price (price *s a factor for parent organizations allocating money) 

How to serve it? 

Basic 
"Long term contract of supply 
"Reliability of supply of basic vegetables 
"Contacts with parent organizations (pla.,ts, 
factories) 

Plus extra 
"Discounts on sales volume 

So called 'firm" non-standard 

Source: BCG Analysis 
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KIROVSKAYA WILL PROMOTE CONVENIENCE, RELIABILITY AND LOW PRICES
 
TO LARGE SOCIAL INSTITUTIONS 

Plan of sale to large social institutions 

Products: - Basic vegetables, apples 

Quality: • Standard, non-standard 

Prices: 

Promotion: 

• Monthly supply agreements will lead to substantial 
discounts 

• Management meets with city administration personnel in 
charge of hospitals and other social institutions 

- discuss prices 
- long-term contracts terms 

- Sales force visits socia; institutions weekly or biweekly and 
makes sales pitches emphasizing convenience and reliability 

Order taking: - By sales department over the phone 

Delivery: 
products 

e By own transport with Kirovskaya workers unloading 
upon delivery 

- Weekend delivery to biggest clients 
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RESTAURANTS AND CAFES ARE VERY KEEN ON 
HIGH QUALITY FRUITS AND VEGETABLES 

What they need? 

" High quality1 

* High need for fresh fruits out of 
season (even at high price) 

How to serve it? 

Basic 
"Purchase high quality vegetables from 

private residents 
" Introduce money back or product change 

guarantee against internal damage (potato) 
- Test product for interna! damage 
"Preselected fruits and vegetables of high 

quality 

High quality Includes the requirements of supply only from private farmers and rural residents. Restaurants do not want 

to buy products coming from big farms due to internal damages 

Source: BCG Analysis 
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HIGH QUALITY AND ASSORTMENT ARE THE KEY SUCCESS FACTORS IN SALES
 
TO RESTAURANTS AND CAFES
 

Plan of saleJ%to restaurants and cafes
 

.Products: - Vegetables out of season, exotic fruit 

Quality: e 50% standard, 50% high quality 

Promotion: * Direct calls by sales force (weekly visits) 
* Provide samples of products available 
- Information ( by telephone or by mail) on 
products coming 

Order talking: - By salesforce during visit s or by phone 

Delivery: - By own customer's transport twice a week 
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QUALITY MIX REQUIRED BY SELECTED SEGMENTS CAN BE RECEIVED FROM
 

SUPPLIERS 

Selected segments needs 

30% 10% 
high 60% standard non- 0 

quality / standard 

Enabling capabilities 

Market segmentation 

Grading, sorting Kirovskaya 

Quality driven purchasing -

20% n 
f 80% standardon 

and high quality sadr 

Historical purchase mix 
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QUALITY DIFFERENTIATION WILL IMPROVE KIROVSKAYA'S REVENUES AND
 
PROFITS
 

Potato calculation 

Actions Estimated Impact (volume) Financial Effect 

Quality differentiation to serve selected Overall 15% 2M 
segments volume increase' 20 M Rb 

Assumptions 

Quality Volume Price 

High quality - New segment represents 30% of total (1250 tons) 70 % premium vs.
 
- switch from standard (850 tons) standard
 
- additional demand - those who did not
 

buy because of poor quality (400 tons)
 
Standard - 30% lower than current- 60% of total (2500 tons) as is
 

- more prosperous switch to high quality
 
- less prosperous switch to non-standard
 

Non-standard - 10% of total (400 tons) 40% discount vs.
 
- switch from standard (250 tons) standard
 
- additional demand - those who could not
 

afford enough potatoes before (150 tons) 

Total 1250 + 2500 + 400 = 4150 vs 3,550 (current) => 15% increase 
'Klrovskaya will attract a large portion of market volume increase (selected segments grow at 3-4% a year) 
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QUALITY DIFFERENTIATION WILL IMPROVE PROFITS BY 20 M RB 
e Potato calculation 

Qua:ity grade Volume change X Profit = Net financial effect 
(tons) (R / ton) 

High quality +1250 21,000 26.2 M Rb
 

Standard -1100 7,000 -7.7 M Rb
 

Non-standard + 400 3,000 1.2 M Rb
 

Total +550 19.7 M Rb
 

Profit (RPtn) (detailed calcuation) 

Quality Sales price Purchase price Costs Profit 
(Rkg) (R/kg) (R/kg) (R/kg) 

High 106 701 15 21,000 

Standard 63 51 5 7,000 

Non-standard 38 30 5 3,000 

1 Purchase price for high quality product will Increase (from 51) as farmers realize the differences in sales price 
2Costs Include: 

- 1 M Rb In capital expenditures (fixing washing machine) 

- labour costs for washing 

- electricity, water, etc. 

Source: BCG Analysis, Kirovskaya and Interviews The Boston Consulting Group IlolI27.3.e~=,eo 314 



Operations 
* Operational problems and improvements 
• Organizational improvements
 
D Action plan and implemented results
 

Strategy 
* Financial rescue plan 
* Market segmentation
 
" Pricing
 
• Advertising
 
" New products and services
 
* Financial management 
* Financial impact of strategic and operational improvements 
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THE PRICE SHOULD REFLECT ORDER SIZE, ANNUAL PURCHASES AND 
PAYMENT TERMS 

* Pricing 

Current Practice Problem Solution 

Same price for all 
sales 

* Sales volume is not 
stimulated 

* Develop a system of quantity based discounts 
- order size discounts 
- rebates based on monthly, quarterly, or annual 

purchases 
- payment terms discounts 

* Higher losses due to 
longer storage 

- Order size discounts should be differentiated by products 
- higher perishability ­higher discount 

* No stimulation of 
customer loyalty 

- Sales volume discounts (rebates) may be based on total 
purchases, or on purchases of certain products 
(eg. only fruit and vegetables sales quality for rebates) 

* Delays of payments 
from customers 

- Introduce price discounts and premiums reflecting 
attractiveness of payment terms 

Source: BCG Interv:ews and Analysis 
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ORDER SIZE DISCOUNTS WILL STIMULATE PURCHASE VOLUME 
* Example for cabbages 

Order size discount How to use it? 
- 1-2% discount scale (discount is increased 

Order size (kg) % of basic price* by 1-2% per every doubling of volume)' 

< 200 100 - Basic price is set by director, deputy 

200-400 99 directcr, or chief of sales department 

400-800 98 • Salesmen can not discount more than is 
800-1,600 97 set by the scheme 
1,600-3,2003,200-7,400 

7,400-15,000 

995 

94 
= Discount scheme should be tested on 
limited orders before adopting it 

>15,0000 Negotiated - Discount scheme should be periodically 
with Deputy reviewed and adjusted for seasonal 
Director differences and other changes 

"Usual discountscale for consumer products Is approximately 2%, however, It is better to start with 1% scale to check the reaction of buyers 
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EXAMPLE OF QUARTERLY SALES VOLUME REBATES 

Rebate discount on total purchases How to use it 

Rouble based' - Customer receives money back from Kirovskaya if 
Customer: Retail Store N14 customer's purchases exceed the agreed basevolume (in roubles or tonnes) for agreed period 

Period: Jan 1, 1994- April' 1994 
Actual volume over base Rebate 2 % APurchases of all or only certain products may benlddi ucae

included in purchases 

< 0.2 M Rb 0.5% (eg. only fruits and vegetables due to perishability) 
0.2 - 0.5 M Rb 0.75% 0 The rebate may be paid to customer or credited 
0.5 - 1 M Rb 1% towards future purchases 

1-2 MRb 2% 

etc. 

Rouble based rebate may be less useful In high inflation environmenL 

2 All numbers are for Illustrative purposes only 
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PENALIZING LATE PAYMENT WILL ENCOURAGE PROMPT TRANSFER OF FUNDS
 
AND ELIMINATE INFLATION LOSSES
 

Payment terms 

Days after delivery 1-5 6-10* 

% of base price 100% 110-112% 

j-I 

* Higher % of customers 1 • Penalty covering 
pay within the first 
5 days ] interest losses and 

illiquidity 

If debt is not paid within 10 days, an additional daily change of 1.5% is applied 
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DISCOUNTS SHOULD BE REGULARLY CHECKED
 
AND ADJUSTED IF NECESSARY
 

° How to achieve optimal discounts
 

Determine the floor (lowest possible level of price after discounting) 

* Floor = purchase costs + transportation costs + other variable costs 

Start with giving small discounts to check the reaction of buyers 

It is profitable to discount more if increase in profits due to increased sales is more 
than loss on margin 
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Operations 
" Operational problems and improvements 
* Organizational improvements 
• Action plan and implemented results 

Strategy 
* Financial rescue plan, 
• Market segmentation
 
a Pricing
 

F 	 " Advertising
 
S New products and services
: Financial management
 

Financial impact of strategic and operational improvements 
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KIROVSKAYA'S ADVERTISING HAS BEEN SUBOPTIMAL 
oThe message and the means should be improved 

Current Practice Problem Solution 

Radio and TV - Advertising is not - Prepare a cost analysis of advertising campaign 
advertising of 
"extraordinary 

targetted to specific 
segments => low o Develop custom-made promotional brochures 

product" availability cost effectiveness for selected segments 

" "Fire sale" ads - Regular advertising of branded high quality, everyday 
stimulate sporadic value and service 
rather than 
continuous demand 

" Stock-outs* during 
and after advertising 

Customer complaints - since advertised product is sold out within hours/days of the announcement 
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FINANCIAL VIABILITY OF EVERY ADVERTISING CAMPAIGN MUST BE
 
EVALUATED (1)
 

Step 1: Estimate profit impact I 

Fr y D Average Estimated x G s r customers x Purchase x Margin profit 

Reach2 Pe osize increase 

effect" 

Step 2: Dismiss non-cost effective campaigns /medium 

Increase in profits must be greater than expenditures Estimated Cost of 
Profit >campaign 

increase 
Step 3: Select the best 

profit increaseMaximazing ratio of 
cost of campaign 

'How many total times an ad is placed/shown
 
2 How many potential retail decision makers see/read/hear each ad (depending on day and time)
 
3 % of audience that sees the ad more than once (repeated at same or different time)
 
'Quality of the ad - What % of audience Is persuaded to buy (estimation and historical experience)
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FINANCIAL VIABiLITY OF EVERY ADVERTISING CAMPAIGN AND MED!UM MUST
 
BE EVALUATED (2) 

• Radio advertising example weekend mornings 

Step 1: Estimate profit impact 

>Frequency__ __ I#of 	 # o Frequency = 	 Duplication 50% 

10 times Gross reach= customers Average Margin Estimated 
-V x =[ 100 people making a purchase x profit 

Reach'= purchase= size 5% increase 

10 people Persuasiveness 20 250,00ORb 250,000 Rb 

40% 

Step 2: Dismiss non-cost effective campaigns/mediums 

Profit increase Cost of campaign 
250,000 Rb < 300,000 Rb 

So, do not advertise 

LIZ i I Search for alternative advertising sources 

1	300 potential customers In Perm (100 retailers x 3 decision makers In each) 
300 Rb/word X 100 words X 10 times = 300,000 Rb 
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BRANDING 

Differentiation 

+ 
+ 

O 

* 

HIGH QUALITY PRODUCTS COULD RESULT IN DIFFERENTIATION, 
ALLOW HIGHER PRICING AND IMPROVE PROFITABIITY 

Branding could bring 10 M Rb additional profit 

Step 2 

* 
SStep12 
Step 1 

.... . . . . . . . . . . . 

.Branded 

high quality 

High quality •	Step 1 -put brand name sticker on 
high-quality product and start 
promotional activities 

- continue advertising and 
promotional activities 
mentioning brand name 

Step 2 - (1/2 year 'ater) increase 
price 

Price 

Other wholersalers 

Kirovskaya 

I Alternative path to avoid abrupt Increase in prices 
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Operations 
• Operational problems and improvements 
* Organizational improvements 
* Action plan and implemented results 

Strategy 
* Financial rescue plan 
• Market segmentation 
* Pricing 
• Advertising 
* New products and services 
* Financial management 
* Financial impact of strategic and operational improvements 
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IN ORDER TO SURVIVE IN THE LONG RUN, WHOLESALERS MUST PROVIDE
 
ADDITIONAL CUSTOMER BENEFITS 

New value added services 

Current practice Problems Solutions 

Wholesalers increase 
price, but provide few 
added benefits 

• Retailers have an incentive 
to skip the wholesaling step 
altogether 

* Add value at wholesaling level 
- provide transportation 
- urgent orders 
- weekend delivery 
- store unripe product 

* Diversify away from the role of passive 
storers 

- import produce not grown in the 
region 

- import out of season 

* Exploit economies of scale to lower costs 
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DIRECT FARMER - RETAILER LINKS HAVE BEEN DETRIMENTAL TO
 
KIROVSKAYA'S SALES* 

12 

- 10 

.0 8L° 
oo 

b 

E 

> 4 

.......... .... 

/ /U 

[l 

Cabbage 

Beets 

Carrots 

Potatoes 

Cr) 2// 

0~ 
1988 1989 1990 1991 1992 

I 1992 sales of 4 basic vegetables were 55% of 1989 

Includes sales to humans 
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IN THE MARKET ECONOMY, THE WHOLESALER MUST PROVIDE
 
ADDITIONAL VALUE
 

Collective farm Municipal wholesaler value MMunicipal retailer 

Collective and 

private farms 

Municipal 
wholesaler 

Private 

retailer 

Private farms F Private wholesaler 
n 

Value added-
services 

Private retailer 

Imports 
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Operations 
* Operational problems and improvements 
* Organizational improvements 
* Action plan and implemented results 

Strategy 
" Financial rescue plan 
* Market segmentation
 
" Pricing
 
* Advertising
 
" New products and services
 
* Financial management 
* Financial impact of strategic and operational improvements 
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MANY OF KIROVSKAYA'S PROBLEMS COME FROM 
IMPRUDENT FINANCIAL MANAGEMENT 

* Finance 

Current practice Problems Solutions 

"Misunderstanding of - Excessive purchasing * Educate the management about principles
basic financial principles - Unjustified investments of financial decision making 

- fixed vs. variable * Unnecessary losses - irrelevance of sunk costs 
costs - fixed vs. variable costs 

- allocation of - rationing of fund allocation by
funds etc. profitability of options 

- other principles 

"No mechanism for * Create a model for evaluating purchasing
evaluating financial and borrowing decisions 
decisions 

"No planning of overall * Defaults on debt, payments • Introduce quarterly and annual financial 
cash flow - higher than plans 

- only separate necessary
 
purchases are interest costs
 
analysed
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SELLING DECISIONS SHOULD NOT BE AFFECTED BY ORIGINAL PURCHASING
 
COSTS
 

• Misunderstanding of sunk costs could have been sold in October 
____Product__ 1Financial losses 

Product 1.2 M Rb 
rotting 

Product
 
Refusal sprouting * I
 

to sell 300 tons of 5.3 M Rb 
potatoes I l i 

below cost nflation* 3 M Rb 

Extra I 05MR 

refrigeration 

300 tons of potatoes which could have been sold in October were not sold until June 

Kirovkaya should not base its selling decisions on costs of already
 
purchased products
 

- to avoid product deterioration, inflation losses and extra
 
refrigeration costs
 

>1 Sales price should be based on scarcity, competitor pricing, perishability, etc. 

18% monthly inflation The Boston Consulting Group 332 



FINANCE / ACCOUNTING DEPARTMENT SHOULD EVALUATE 
FINANCIAL IMPACT OF DECISIONS 

Eg. purchasing decision 

General management 

Monthly sales General purchasing 
forecasts (volume, guideline (capacity 

price) constraints, seasonality etc.) 

Sales Purchatsing 

Sales price, volume, Best purchaseturnover timeBetprhs
(by product) 

offers - Purchase I no purchase(by prdecision 
(large order.) 

• Financial guidelines 

Finance / Accounting (small orders) 

Evaluate profitability of 
purchases 

I Finance department evaluates only purchases of ,iew products, large purchases or other non-typical purchases. For other purchases financial department
 
formulates guidelines that are used by purchasing department
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE 
* Evaluation of product profitability index 

[ Sales price 
forecast Sales revenue 

Sales volume 
forecast 

forecast 

Inventory 

Expected 
losses 

IF 
Purchase 

volume2 

Purchase price 

F 

Purchase' 
costs 

Variable' 
operational 

costs 

Select products with 
highest profitability 

index: 
Revenue = Index 
Costs1 

Capacity 
c 

DistanceTransportation 
Fare 0 costs 

Expected Expected 
turnover time interest costs 

I Only variable costs directly resulting from purchases of product are to be included into calculation. Labour, electricity and other costs are fixed with respect to 

2 
single purchares
Purchase vc!u-e = Sales forecast + Expected losses - Existing inventory 
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE 
* Cabbage purchase example 

Sales department estimates that 150 t of standard quality cabbages can be sold 
at 250 Rb/kg from Jan I to Jan 14 I 

Purchase department solicits best offers and reports that the required purchase volume 
of 165 t can be purchased at 150 Rb/kg 

• source: Uzbekistan
 
e transportation costs: 4.35 M Rb (725,000 Rb per wagon, 27 t max load)
 

Expected interest costs: 1.2 M Rb (@ 250% rate over 1 week of average turnover) 

37.5 M Rb
Profitability Index: = 1.51 (compare with other products)

24.8 M Rb 
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DEVELOPING A BASE FOR PRIVATE FINANCING WILL PROVIDE ACCESS TO
 
CAPITAL AND REDUCE FINANCING COSTS 

* Plan of purchases (amount, source, price) by month 

Develop financial plan K Z a Plan of sa!es (amount, source, price) by month 

* Expenses by month 

"Taxes 

"Pro forma cash flow statement 

F Identify possible - List of commercial banks with offered terms of financing 
sources of financing < = Contacts with loan officers of banks 

(aonct financing - Present financial plan
 

(amount, terms, timing) <* 
 ° Apply for needed funds 

Evaluate offers and 1
 
select the most valuable
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•RO FORMA CASH FLOW STATEMENT IS A VITAL PLANNING TOOL THAT WILL 
ASSIST IN SOLICITING FINANCING FROM BANKS 

a Nov Dec 

Cash flow from operations
Inflow: Cash from sales 
 Major indicators
 

Returns from suppliers 
Cash from other activities Positive net cash flow from operations 
Total inflow 

Outflow: shows that company is generally
Purchases healthy and can grow using internallyTransportation 

Lab3ur generated funds 
Utilities 
Returns to customers Growing
Other (eg. replacement reserves) company may usually have 
Total outflow negative cash flow from investments

Net cash from operations 

Cash flow from financing Cash from financing should be a 
Inflow: function of target growth and cash 

Interest received from operations
Loans received Financing provides cash that is 
Total inflow

Outflow needed for growth if operations
Interest paid cash flow is not sufficient 
Loans paid 
Total outflow 

Net cash from financing 

Cash flow from investments 
Inflow - disposition of assets 
Outflow - acquisition of assets 

Net cash from investments 

Total cash flow 
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Operations 
* Operational problems and improvements 
* Organizational improvements
 
" Action plan and implemented results
 

Strategy 
* Financial rescue plan 
* Market segmentation 
* Pricing 
• Advertising 
* New products and services 
* Financial management
F Financial impact of strategic and operational improvements 
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ASSET SALE FOLLOWED BY PRIVITAZATION AND RESTRUCTURING WILL MAKE
 
KIROVSKAYA PROFITABLE 

• Pro forma income statement for next 12 month 

Status Quo Rescue plan+ 
Operational 
quick fixes 

Sales 640 704 

Purchasing costs (465) (512) 

VAT (39) (42) 

Operational expenses (100) (95) 

Interest expeses (780) (60) 

Profit (loss) (744) (5) 

Profit tax 0 0 

Net profit (loss) (744) (5) 

Effect 741 
(105% sales) 

Rescue plan+ 
operational+ 

strategic improv 

880 

(607) 

(60) 

(120) 

(60) 

33 

(11) 

(22) 

extra 27
 
(6% of sales)
 

Drivers of change 

- Volume boosted by targeting rebates 
- higher average pricing 

(segmentation) 
- direct purchasing benefits partiaily 
offset by higher purchased quality 

- debt reduction 
- lower interest rate } Major factors 

- reduction of idle capacity 
- reduction of losses 
- fixed costs spread over higher 

volume 

Under assumption of 15% per month general inflation. Interest rate of 280% per year (current) and 200% after restructuring. Estimates are conservative. 
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APPENDIX 
* Project working documents 

Privatization 
* Privatization document checklist and instructions 
* Sample of privatization applications for some wholesalers 
* Advertisement for PPOP auction Aug 19 

* Copy 	of Decision 56 
* Dimitriev letter to Khlebnikov that decision 56 is illegalVI 
* Copy 	of Decision 96 
• 	 White & Case legal opinion on
 

- Decision 56 and 96 

- Commercial tender conditions 

- Office eviction and privatizing entities serving 

social institutions 
- PPOP conditions 
- Discrimination of subsidies to privatized enterprises 
- Monopolistic and collusive practices 
- Conditions for joint stock companies 
- Reorganization of privatized enterprises 
- Privatization routes and special circumstances 
- Draft repeal for Perm City Council Decision 56 
- Financial rescue measures 

" Draft GKI instruction on optimal privatization mechanism 
for vegetable wholesalers 

The Boston Consulting Group 
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APPENDIX 
* Project working documents 

Page 
Strategy 

* Letter to PPOP's customers explaining the restructuring I 
* Rebate mechanism li 
* Volume discount price list lii 
* Order 60 - Regulation of product shipments from warehouses liii 
* Customer supply contract with PPOP liv 

Operations 
* English copy of new supply contract Iv 
* New contract signed with new supplier Ixii 
* PPOP storage condition chart Ixviii 
* PPOP curing period instructions lxix 
* Private Farmer Association contact list lxx 
* PPOP advertisiment for new suppliers lxxi 
* Employee suggestion initiative instructions lxxii 
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JAOKYMEHT16L HEOBiXOAHIMM6E AAR~ HPHBATH3AUIHH 
[WPEMUPHHUTHR 

OBOuMjiSI 6a38 
ApmIHoH/ Koincypc 

CHHcocOKOYmeHTOB OTMeT"a LaTa 

1.3aABrna Ha nrpuH a alo E 
2. BbUnHCKa H3 llPOTOKoJInEa 

3.HroMMCHOA cr r7 

4. Knirraiu o6 onna~e c6opa E 

1. TexuwiecKae nacnop'ra (ETH) 

2. Banaiic + 2-io #~pmy E 
(O'rieT 0 4)lHiaHCOBbIX pe3y~lbTaTax) 

3. MimHTapwmaguomna OIIHCb OCHOB. CPeACTa E 
4. Mnmapwm~aoiniasi ormcb MBfl, E 

marepHaJIOB, Tapbl, T0HaP0B 

5. AKT CHSITEW Kaccb1 [ 
6. BbUmlCKa H3 6aHca 0 cpex~cTaax, E 

HaXOASHCR Ha cqe're 

7. PacUIi#poaia KPeAM'OPCKOtk HiAe6HTOPCKoft j 
3agonxCemocT 

8. CntpaBKa 0 Kpegwrax E 
9. IJITaroe pacrmicane 

10. YCTaB myHmhi. npe-THRJ~orOBOp. E 



11. Kpaixocponmie 4)HHaHCO~bie aBioxemi 

12. JoJnrocpotumie cj3HfaHCOBbie BnoxeHl 

13. He3aaepweinbie KaIIanJLHbIC Bjio&,eHHA 

14. O6opy~oBaHHe KycTaHOBKe 

15. JIoroBOp apeHjbI Ha 3aIH~Maembi~ 


nomeigemi
 

16. ,LIOepetuiocmh (21uT.) 

17. IHpOTOKOJI o peuemu C03AamH 4,om~a 

B Aicmi no oiletuce cToaimoc1'H o6ieKra 
UpHBaTH3awmH 

- Hpn~noIcem~e 1-9 

- Bnaiix onpegenem u enmi 
rimnaionr #Hgna 
(Foc. nporpama no inpa~am, 11.5.2) 

ED 

EJI
 
EJI
 
ED
 
EDI 

MJ 

E
 

j
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AYKIIHOH / KOHKYPC 

3amegnhimsi HO 3anoJ1HmHHo 1IOKXXCHTflf 

A 1.	3aBep.Re'rcs nogrmc~io 3asirnx. HaripannserCs B MK4 
yn. K. Mapicca, 14) 

2. JI1 iIpHnwmHS peweImsl Heo6xogamo 2/3 rOJIOCOB flPH rO3IOCOBBH 
3. Heo6xogIimoe 'LHCJIo noj~mceft 6onjmwe, lieM 50% pa6orlmloB 
4. Onniam H8JIwffimH (KB rraniws o6 owxa're), 6e3naIHuMxMD4 

(nnaTexa)(500py6.) ua p/cq 000609803 PKLU r. nepia MFDO 185011 EKI'! 
r. rlepmix 

0'rBeT Bn~chmeHHofk qopme (o6brxiO yKaabEnaewrH Aa~a cocrannennsi o'riocmH) 

1. 3asnmxa BB14- yJI. OCtrpoBCKOfo, 27; arm K~poBcKIIA pafio-a, 
BTI'! Ten: 55 85 03 
Texnwieciaie nacnop'ra 3anomrnuciow na 3aimaeibie nomeu~ennm (apeima H 
T.A.) c.v;6oA 13Th 

2. Heoftxom 6ananc 3a nipouuImif rolt H6ananic, cocranjieHHI& Ha jga'y, 
onpe~enempyo 1 3acewlnlem Kom.4xccffu, Hcoom~e'rc'ryjoige "0'rtemi o 

cpi)naiHCoBb]X P3y~TTaT 
3 - 8 CoriaCHO M[CMpYiuMi "06octioninix nojio)Kernui no Hj~HaHam 

o'r 30.12.82 
9. 06aenuie pageimi (Romxiiocm;caBKa) 
10. Kormu Yc'rana, KOriuIS JoroBopa.
 
11-15. Flo #at JRokweirram.
 
16. 	3ROBepeiocrb 3ano~nisieTCs i a 2 mma(omm npegcrana'renh oar TpyAonoro 

KojU1eKTH13a Hogjmi npegc'raBwreni or agmc'pagm) 
17. Co6paime KOJUICKTHBa. 

B Axmhi no oileince 

rIHnOX-eIMs 1-9 3BfloJimIoTCR COBmecTHo c 3KOHOMmcT8mH IKH' 
( K. MapKca,14)
 
flpnnoweitae 13anoxme'rc cornraclno gaimbi1 13Th
 

flpam: )IoKymeh-i pa3Acna A cm~aio'rcsi BUKM (K. Mapxca, 14) Bmec're c 3IaRBKOA1 
)IoKymeHlmi pa3Aj~eia F3,nogrroawmajorcs npegnpasrreM K1 3ace~amuo 
Koiiccnii 
JIo~ymeni pa~gena B cocTaBm=slcrC COBmecmro c 3KOHOMHCTM[K' 
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Poccidicia.i cpejepaitHn 

AAmHHitcTpaqitIS r. rHepMH 

HoMHreT no ynpanneHlno0 
timyUi~eCTBOM 

(c ripa~amit TepplITopianbiwoo 
areHCTBa) 3anawrejuo: 

liaHmellonamic ptaIHaUH IOPHllPCKoro JAHLa, 

TPYA-)BOI-0 KOAAJCKTHBanpe~nPHRTHR 

uaJpUp a~4JaiHia, )OPWl~tecKoro jnua, KOnAJ1LTHlna 

ICOMIITeT no ynpanxenmo HmyuteCTBom r. IHepmH. paccmo'rpen Bamy 3anwxy Ha nptaimtti 0T 

a, "~,99r.,perHCTpagHoHHbiHt X* !1??41 1ftIHI pemeH~e 0 InjH82Tlf3aqiX 

aqDjieHHora o6ibewra (npeJ~npl(RTHfSI) C nepeAattert 3anmBI KOMHCCHto no npHnh1Ti(3aIgIil. 

Halanmi.iiN OTJ~eaa upHiBaTmauixN B. A. CEIHHHHA 
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flPe~ee~ATeA rOPOACKOPO 
COBeITSap UenryTOBSOAW 

~ Xze6HNxoBy BOIl. 

lie 3aiu 1,'05/32? OT I8.CG.93 r. coo~maeu, M1TO 
CCrxscHo peneHHA4 MBJIOPO CoBeTS POPOAP~Koro Coae'ra HEPO~bX 
genyT8TOB P 56 CT 23.02.0-2 r. npeflPZHTHR T0op0B3IM, o6lneCT-
BHHoro nMTBHIIR M 6blTOBOrO O6CAIV7-.;B8HHR 110 YJB3aHHOMy 
ne-Pet'w 
 He 6WIH DIC 'eWL B UCORw~o ' 6R3MeHWX K npHBBTIH­
3sij.u ofbeKTOB B 1993 ropy.
 

HO B 3TOT cnimoox ncnaxm~ pJJx fl KOTOpue 6L~IAH. npo­
I'pamme 0OSI38Te~tbHUX K{flpvM Tmsaij o6seKTOB B 19912 rog3y H
 
HE HvX eCTb 3a5{BRTeJIm. H8 .',BHHwe npegrnPLRTHR OCSOHOBI4Tb
 
flpotecc flpmeaTXSSLflXni 1OTMB038KOHHO.
 

Kpome Toro, COI'ASCHo n.2.4*. 'rocynepcTen-oA npo..
 
rpni/mb npz~aTxsaijHx" orpaHvtleHMR HS pWBSTXS8UM, YCTSBln-

Kzitaemue nporpammO, R~xmcR o~nsaTeIbvMM BcexAMJJL OprSHOB 
r-ocygapcmeHH~ij BriacrmM 1ypSBxern4 x opIBHoB ileeTHoro caiio­
jrmp8FxeHJ R. :HeneHVO Y1(8!8 -IWA CprBHBMlH AOflO1Te~bHIWX
 
orpBmwtieHI4 Hs flpvs8TZ38ix0 He Aonycxcaeq'cR. C6-BeKTbi m4npeAn­
11pMRTJK O1TOJROP 
 4 VpOHMOI~ TOproBZMl, o 6UieCTBeH1-wro flHTBHKiH 
Z46LITOBOl'O 06CXY EAi9HXR flO,J.Jle~xmT 05I38TCJ~bHoA flp3B8T938qVHi. 
(nl.r2. . "POCyXajlCTBeHHO'. PpcrpamMNu rhpmBsTv3BLIul"). 

Tpeiouai!,i, %.cTBaHB.ieW- 2lporpammott O6 )i3BTe~bHW 
AJ1YR5
mci~cJeHM54 Opr8HSM4 rOCF;BpcTBeHHOP BJISCTI4 MylpaBBxeHMR 
peCny'6.rn..., KpaeB, oCASCTeA.... opr8HBUK JmeCTHoFo camo1­
ynpa HJeHHR. liporpBM1.1. TB epKge-i nTCT8 HCBxIeHmem BepxOBl-oro 
CoBeTa K~ 11.06.1992 IP2960-1. 

B8aUe flOCTSHoBJ~eHve 1.'56 OT 23.03.93 r. 11p0TKBD0eqlT 
BbrineymsmmoaHo flporpomle. FRpOCIJA OTmeHI4Tb gal-moe flOCTSHOBJxeHi4O 
HAm npL4HeCTR ero B COOTBeTCTBHe C Tpe6BBHHRM4 nporpummw. 

flpel~cegASezb xOUMTeTa 
no YIIPBB~eHMNE MUYMOCuB -~ 
r .Ilepim z I' .4JnpweB 

http:23.03.93
http:peCny'6.rn
http:I8.CG.93


flEMMA rPOO11ROA ,dtT Rkofig AMTAT 
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CTP~yiT~yp, Ex3II4aImflx c~aacie
 
1iomemeHt1ji, obcni.y imaiowiie m~yH-w- 6 ' 
U~na.IbHbie npgnI1T,9 

Bnl.ouecce 
T~ecxiix CTP5.VXT.YF) HiotiaMA1~X cilaacme nomeweHvR, obcyxiaalOwME' 
MyHWi!t4nanbHhe zenV 9TI1R T0l PO-.A, 6bI'TOEOPO o6CJy4BmaHW1F A4,
 
OOLweCT~eHHOPO nwaHMi~ Ha 0CFOflaHVA njbuoi o.:eHHoPO Aip.yxOLoI-
CTBYRCb H'HCTpVFTAEHbMI4 ya3HMT4'OC.YaPCTheHHOr'O IoMVTeTra 
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MEMORANDUM
 

June 29, 1993
 

To: Mr. Edward Kaufman
 

the 	
You have asked us to review the following two decisions of
Perm 	Maly Soviet and consider the application of Russian


privatization law to such decisions:
 

1. 	 Decision No. 56 of the Perm Maly Soviet of March
23, 1993 "On a list of enterprises of trade,

societal nutrition and service not subject to

privatization in 1993" ("Decision No. 56").
 

2. 	 Decision No. 96 of the Perm Maly Soviet of July

9, 1992 "On privatization of commercial
 
structures, including warehouses, serving

municipal enterprises" ("Decision No. 96").
 

Discussion of Decision No. 56
 

Section 1 of Decision No. 56 provides:
 

The City Property Committee (Dmitriev G.S.)

is not to include in the program of

privatization for 1993 enterprises engaged

in trade, societal nutrition and everyday

service of the population as listed in the
 
attachment.
 

The above provision appears to be inconsistent with Article
2.5.1 of the State Privatization Program for State and Municipal
Enterprises for 1992 (the "State Program"), which was adopted by
the Supreme Soviet on June C, 1992. 
 In accordance with Article
2.5.1 
 of the State Program, the following categories of
enterprises are subject to mandatory privatization: "objects and
enterprises of wholesale and retail trade 
 (including the sale

of products of productive-technical definition), societal
 
nutrition and everyday service."
 

To the extent that Decision No. 56 represents a local
 program of privatization, which local governments are authorized
to adopt in accordance with Article 
11 of the State Program,
Section 11.2. 
expressly prohibits local privatization prcgrams 
fr:: contradicting provisions of the 	State Program, such a 

1U
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Section 2.5.1.
 

In addition, a recent decree of the President, Decree No.
 
640, date May 8, 1993, "On government guarantees of the right of
 
citizens of Russia to participation in privntization," specifies
 
a timetable by which enterprieis engaged i- trade and subject to
 
mandatory privatization inaccordance with he State Program must
 
be privatized before August 1, 1993. Section 15 of such Decree
 
imposes permonal responsibility on government officials acting

in violation of such Decree.
 

Discussion 0Z Decision No. 96
 

Decision No. 96 states that privatization of warehouses in
 
Perm will take place only after completion of privatization of
 
not less than 60 percent of the municipal retail trade
 
enterprises using their services, based on Instructional Letter
 
No. OK-16/18 of the State Property Committee of April 10, 1992
 
"On the division of levels of property, the order of
 
commercialization and the privatization of state (municipal)

enterprises of wholesale trade of people's demand" (the

"Letter").
 

The Lettar sets forth a procedure for privatizing certain
 
wholesale warehouses. This procedure is only activated, however,

after several findings of fact have been made. These findings

and the results triggered are set forth as follows in points 6
 
and 7 of the Letter:
 

6. 	 Wholesale trade enterprises (associations), considered
 
property of the district (region, republic in
 
composition of the Russian Federation), or city and
 
consisting of several warehouse complexes,

territorially separate from one another, are subject 
to division into several (according to the number of 
such complexes) independent wholesale-warehouse
 
enterprises with the status of legal entity. 

7. If one wholesale enterprise has at its disposal more 
than 50 percent of the area of product warehouses 
(volume of specialized warehouses) on the territory of 
a district (city) and cannot be divided into several 
independent wholesale-warehouse enterprises for 
technical reasons, its privatization will follow the 
privatization of not fewer than 60 percent of the 
retail trade enterprises using the services of the 
given wholesale enterprise. In this event, the 
wholesale enterprise is privatized as a joint stock 
company. Shares are to be sold by tender under the 
condition that each of the participants in the tender 
is an owner of a retail trade store (enterprises of 
societal nutrition).
 

Hence, the provisions of Decision No. 96 would appear to be 
consistent with the Letter, only to the extent that a sin;le 
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wholesale enterprise in Perm controls at least 50 percent of the

city's warehouse capacity 
and that such wholesale enterprise

operates in a unitary location and is not subject to mandatory

division pursuant to Section 6 of the Letter.
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MEMORAND'M
 

July 7, 1993
 

To: Boston Consulting Group
 

You have asked us to consider those provisions of Russian 

privatization laws that concern terms on which enterprises 

subject to privatization may be sold via commercial tender. 

Specifically, you have asked us to examine the legitimacy of 

laying down commercial tender terms for the sale of farm produce 

wholasaler, with regard to: (1) preserving the sales volume of 

certain produce for three years, (2) maintaining a minimum sales 

volume of certain produce for the first six months annually, and 

(3) mandatory purchases of produce from certa!n agricultural 

organizations and its sales to certain retailers and other 
parties. 

Anal 'v!
 

The commercial tender procedure for the sale of enterprises 
to bt privatized is regulated by the Interim Regulations "On 

Privatization via Tender of State and Municipal Enterprises in 
the Russian Federation," approved by Presidential Decree #66 of 

January 29, 1992. Article 2.8 of said Regulations stipulates, 
among other things, continued "obligations to produce specific 
types of product., goods and services and retention of the 
enterprise's specialization for a period defined in the
 

privatization plan." The laying down of any terms not listed in
 

Article 2.8 is "not allowed."
 

The procedure established by said Regulations is
 
supplemented by Presidential Decree #640 "On State Guarantees of
 
RP.ssian Citizens' Right to Take Part in Privatization" of May 8,
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1993 and by State Property Management Committee Order #837-r of
 
X&y 17, 1993, issued with a view to implementing said Decree.
 
Undir Article 6 of Decree 0640, terms "on preserving, for three
 
years, the production (sales) level of specific types of products 

with due regard for existing de.nand" shall apply, except in 
c.ertain cases, to sales via commercial tender of enterprises 
subject to privatization. Imposition of terms not stipulated 
under Decree #640 or Russian laws on privatization is deemed 
inadmissible pursuant to Article 7 of State Property Management
 
Committee Order #837.
 

g.QVCLUSION 

In accordance with the above standards of applicable law it 
appears that the commercial tender torms requiring preservation 
of the sales volume of certain fatu, ;.r,.d.uce for three years is 
legitimate, providad thiE term ls r t.d in the enterprises 
privatization plan and takes the demand fon: the prnduce thus sold 
into account. At the same time, thA tarrs thnt rsgulate the 
schedule of produce salas on an annual basis and those that 
determint the sellers and buyers of prcAuce are not provided for 
under the laws currently in force and appear to have no legal 
validity. 

White & Case 
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DRAFT 

MEMORANDU 

July 7, 1993
 

To: Mr. Edward Kaufman
 

in our prior
This memorandum addresses two issues raised 

aiscussions and correspondence. These issues are the status of
 

on
the Perm wholesaler's office and the potential limitations 
privatization of an entity serving social institutions. 

Status of enterprise offlc
 

You have asked us about the status of certain office space
 
used by, but not located on the balance sheet of, the entity to
 
be privatized.
 

Privatization regulations issued by the State Committee on 

Property Administration (the "GKI") and confirmed an attachments 
to the President's Decree N. 66 suggest that not all property of 
an enterprise undergoing privazization need appear on such 
enterprise'a balance sheet. Attachment N. 2 to Decree N. 66 
describes the method of valuation of assets of an entity 
undergoing privatization. Such assets after privatization become 
the property of the private enterprise. This valuation method 
is to be used exclusively, according to Article 17 of the Law on 
Privatization. Attachment N. 2 envisions that property uncovered 
during an enterprise's inventory check but not included on its 
balance sheet may nevertheless be subject to privatization. We
 

do not, however, believe that office space is subject to much
 
"uncovering" and inclusion on the balance sheet.
 

The State Privatization Program of 1992, however, does make
 

provision for municipal, non-residential property occupied by an
 

entity undergoing privatization by tender or auction but not
 
Section 5.7 of the Privatization
located on its balance sheet. 


that natural and legal persons, having becomeProgram states 

property owners after privatization, have "the right to conclude 

a long-tvrm (not less than 15 years) lease agreement for non­
residential state or municipal property occupied by the 

but not part of the property acquired (byenterprises 

changes in theprivatization)." Section 5.7 continues that any 

terms of a lease agreerent in.corparison with earlier concluided
 
t:e
lease agreeen:s is permi.tted cnly by mutual agreement of 
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parties. Further, this section provides that these property

owners have the right to acquire such property not earlier than
 
one year after the execution of sale of the enterprise.
 

service of social institutions
 

You have also asked about the existence of legal regulation

of the privatization of enterprises serving social institutions. 
Our research has uncovered one ouch regulation. The President's 
Decree N. 8 (January 10, 1993 "On the use of objects of social­
cultural and corrmunal-common function of privatizing

enterprises") attempts to address the future 
 of certain
 
institutions of social welfare located on the balance sheet of
 
a privatizing entity. Soviet enterprises (especially large ones)

often founded and operated clinics, schools, bathhouses, etc.
 
Decree N. 8, however, does not address the issue of supplying

outside social welfare institutions, as we understand to be the
 
case for the Perm wholesaler.
 

Leonid Rozhetskin
 
Richard Kaplan
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MEMORANDUM
 

July 19, 1993
 

TO: Mr. Edward Kaufman
 
(The Boston Consulting Group)
 

You have asked us to review the proposed conditions to be
 
placed on Permplodovoshchprom (the "Enterprise*) in light cf our
 
previous memoranda on conditions that may be placed on future
 
operations of an enterprise undergoing privatization by commercial
 
tender. You have also asked us to describe the enforcement
 
mechanism for such conditions.
 

Analysis of imposed conditions
 

We understand that the following conditions have been placed
 
on the Enterprise:
 

Condition 1. 	For three years, the annual sales volume in
 
"ons for four vegetables (potatoes, carrots,
 
cabbage, beets) must not fall below 80 percent
 
of the 1992 sales volume.
 

Condition 2. 	For three years, one half of the above 80
 
percent sales volume must be achieved between
 
January I and July 1.
 

Condition 3. 	For five yeaxe, at least 50 percent of the 
Enterprise's revenue must be generated from 
the sale of fruits and vegetables or fruit and 
vegetable products. 
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Condition I 

Condition 1 appears to be based upon the legal concept of 
maintenance of profile. As we have discussed in previous 
memoranda, profile is not defined in the law. That profile does 
include a volume of production may be inferred from Presidential 
Decree N. 640 ("On state guarantees of the right of Russian 
citizens to participate in privatization" of May 8, 1993), which 
requires a three-year maintenance of level of production for 
enterprises privatized by tender. This decree requires that 
current demand (a concept also not defined by law) be taken into
 
account. For these reasons, it would appear that Condition 1 is
 
consistent with the law, to the extent that an allowance is made to
 
take into account the current demand.
 

Condition 2
 

Maintenance of profile appears to be the justification of
 
Condition 2 as well. As noted above, profile is not defined in
 
Russian law. We believe that the body of Russian privati2ation
 
law, however, favors a narrow interpretation of conditions which
 
may be imposed on future operations of a privatized enterprise. We
 
base this interpretation in part on certain provisions of
 
privatization law cited in prior memoranda forbidding imposition of
 
conditions not specifically allowed and more generally on the
 
policy goals of privatization. We believe that restrictive 
operating conditions which have the effect of subjecting a 
privatized enterprise to do facto administrative control by the 
selling property fund are contrary to privatization legislation.
 
Monthly, quarterly or semi-annual sales requirements in our view
 
exceed the boundaries of profile maintenance and act as restrictive
 
operating conditions which undermine the autonomy of the privatized
 
enterprise.
 

Condition 3
 

Condition 3 also seems to rest upon the legal foundation of
 
profile maintenance. In our view, although the substance of this 
condition is consistent with the law an a maintenance of profile, 
the condition's term exceeds that which is permitted by 
privatization legislation. In our previous memoranda, we have 
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stated 
 that, according to the Temporary Regulation
privatization "On
by tender 

(confirmed by Decree N. 66), 

of state and municipal enterprises­
maintenance of profile extends for a
term to be determined by the privatization plan. 
 Decree N. 640,
however, states that in privatizations by commercial tender (with
certain exceptions 
detailed 
in prior memoranda), of
the terms
tender must stipulate the obligation of the buyer to preserve for
three years the level of production of specific goods or services,
taking into account the existing level of demand. 
We believe that
Decree N. 640 establishes a
mandatory three-year term for a 
profile
maintenance condition which is not subject to either an increase or
a decrease. 
 Therefore, we 
conclude 
that a five-year profile
condition contradict* Decree N. 640. 
We note, however, that Decree
N. 640 refers to requirements related to a level of production and
not profile maintenance. 
 While we believe that these terms
used interchangeably, are
such inconsistency 
in the legislative
language does provide ground for interpretation.
 

Also, we note that Condition 3,
as we understand it, does not
prevent the Enterprise from establishing a wholly owned subsidiary
to engage in a 
buniness not related to fruit or vegetable products.
Such subsidiary's revenues would not be considered revenue of the
Enterprise for purposes of Condition 3.
 

Summary
 

The three conditions imposed on the Enterprise all relate to
maintenance of 
profile. 
 Given that profile in
is not defined
privntization 
law, the determination 
of the legality of
specific conditions any
in subject to interpretation.
that the We also note
GKI is 
solely authorized 

clarifications to issue dispositive
on the legality of 
any specific conditions 

category of conditions. 

or a
 

Condition enforcementmechaniso
 

Section 7.1 of the Temporarl Regulation "On privatization by
tender 
 of state 
 and municipal enterprises 
 of the Russi&n
Federation" specifically empowers 
the selling property fund to
enforce the purchaser's compliance with the conditions.
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We also note that the Law "On privatization of state and 
munizipal enterprises of the Russian Federation" (July 3, 1991)
authorizes numerous parties, including local councils of people's
deputies, to appeal to a court to annul a privatization by tender
 
on the grounds of failure by the purchaser to adhere to conditions.
 
Article 30 of this law states that a deal for the acquisition of a
 
privatized enterprise will be declared void if conditions under
 
which an enterprise was sold by tender are violated.
 

Leonid Rozhetskin
 
Richard Kaplan
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MEMORANDUM
 

July 19, 1993
 

TO: Mr. Edward Kaufman
 
(The Boston Consulting Group)
 

You have asked us to review the legality of discrimination in 
the awarding of government credits and subsidies at the non­
federal' level. Credit discrimination against private enterprises

by non-federal state organs appears to be in contradiction to
 
Russian law.
 

This conclusion is based upon provisions of the following 
laws: the Law "On Enterprises and Entrepreneurial Activity" 
(adopted December 25, 1990) (the "Law on Enterprises"); the Law "On 
Property" (adopted December 24, 1990 and amended June 24, 1992 and
 
May 14, 1993) (the "Law on Property"); and the Law "On competition

and restriction of monopolistic 
activity product markets"on 
(adopted March 22, 1991 and amended June 24, 1992) (the "Anti-
Monopoly Law"). 

The Law on Enterprises
 

Article 20 of the Law on Enterprises forbids discrimination 
against enterprises by the state, its organs and its officials. 
This article further guarantees to all subjects of entrepreneurial 
activity the right of equal acceor to financial resources 
regardless of the form of ownership or organization. 

1 We previously sent you a copy of Presidential Decree N. 1483 
of November 27, 1992 ("On the impermissibility of discrimination 
against privatized enterprises in the giving of state financial 
support"), which forbids credit discrimination against privatized
enterprises by federal organs.
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The Anti-Monopoly_Law 

2
The Anti-Monopoly Law, which applies to state organs at all
 
levels, also forbids certain types of discrimination. Article 7 
states in part, "(State organs] are forbidden to (pass acts] or 
take actions that limit the independence of economic entities 3 and 
create discriminatory or preferential conditions on the activities
 
of distinct economic entities, if such acts or actions would have
 
as their result either the material restriction of competition or 
the impairment of the interests of the economic entities
 
This article continues that state organs may not unjustifiably give 
tax or other privileges to certain economic entities, thus placing
 
them in a favored position in relation to other economic entities
 
working in the same product market. Thus, the Anti-Monopoly Law
 
would forbid the discriminatory extension of credit in
 
circumstances where such action may lead to a restriction of 
competition or the impairment of the interests of certain
 
enterprises.
 

TI& Law on Property
 

The Law on Property also includes an anti-discrimination 
provision. Article 2 states in part, "The establishment by the 
state of any kind of restriction or privilege on the exercise of 
the right of property (based] upon the status of the property as 
private, state or municipal ...is not permitted."
 

Leonid Rozhetskin
 
Richard Kaplan
 

2 The Anti-Monopoly Law defines state organs as organs of 
state authority or administration of the RSFSR, republics thereof,
 
autonomous oblasts, autonomous circles, oblasts and cities.
 

The Anti-Monopoly Law defines economic entities as private,

state, municipal or other enterprises, joint-stock companies,

partnerships, unions, associations, concerns, regional and other
 
associations of enterprises, organizations and institutions
 
operating as legal persons and citizens engaged in independent

entrepreneurial activity that are engaged in the production,

realization or acquisition of products.
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XMORANDUM
 

July 19, 1993
 

To: Mr. Edward Kaufman
 
(The Boston Consulting Group)
 

You have asked us to consider the treatment under Russian
 
law of certain issues concerning monopolies, collusion and
 
holding companies. In addition, you have described several
 
possible scenarios of monopolistic or collusive practices and
 
asked for our legal views thereon.
 

The legal framework
 

Konopel
 

The Law of the RSFSR "On competition and restriction of
 
monopolistic activity on product markets" (adopted March 22, 1991
 
and amended June 24, 1992) (the "Anti-Monopoly Law") creates the
 
framework for state policy toward monopolies. The law restricts
 
monopolistic activities and unfair competition. Article 3 of the
 
Anti-Monopoly Law states that there shall be created an Anti-

Monopoly Committee of the RSFSR whose purpose shall be 
implementation of the government's anti-monopoly policies. The 
Anti-Monopoly Committee shall form territorial adninistratlons. 
Among other functions, the Anti-Monopoly Committee is empowered
 
to order enterprises to cease monopoly activities, to break
 
themselves up, or to cancel or amend agreements contrary to the
 
Anti-Monopoly Law. The Committee also is empowered to issue
 
mandatory instructions to organs of authority. The Anti-Monopoly
 
Committee may impose fines on enterprises, their managers, organs
 
of authority and their officials for failure to obey such
 
mandatory instructions. The committee may also appeal to a court
 
or the procurator.
 

Article 4 of the Anti-Monopoly Law defines monopolistic
 
activity as action or inaction in violation of such law by
 
enterprises or organs of government authority with the effect of
 
prohibiting, restricting or eliminating competition or impairing
 
consumers' interests.
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Article 5 of the Anti-Monopoly Law states that, except in
certain cases, action by an enterprise occupying a dominant
market position1 is forbidden if such action has or might have
 as its result material restriction of competition and/or damage
to the interests of other enterprises or individuals.
 

Specifically, Article 6 
form 	

states that any agreement in any
between competing economic subjects (or potential
competitors), 
 occupying in the aggregate a dominant market
position is forbidden and void if such agreement (or cooperative
actions) has or might have as 
its result a material restriction

of competition. Such agreements include those aimed at:
 

1. establishment (support) of a price, discount,
 
surcharge, or price increase;
 

2. 	 raising, lowering or support of price at auctions;
 

3. 	 division of a market territorially, by volume of sales
 
or purchases, by range of 
realized products, or by

circle of sellers or buyers;
 

4. restriction of access to the market elimination
or 

from it of other enterprises working as sellers 
or
 
buyers;
 

5. 	 refusal to conclude an agreement with certain sellers
 
or buyers.
 

The 	Anti-Monopoly Law in addition limits actions of
government bodies tending to restrain competition or interfere
 
with free trade.
 

Article 18 of the Anti-Monopoly Law states that certain
purchases of ownership interests in an enterprise must receive
prior approval of the Anti-Monopoly Committee. 
 An enterprise
controlling more that 35 percent of a product market may not
acquire an ownership interest in the equity of another enterprise

in the same product market without the prior approval of theAnti-Monopoly Committee. Furthermore, such prior approval is
also required for a purchase by any legal entity or citizen of
 

1 The Anti-Monopoly Law defines a dominant market position
 
as an exclusive position of an economic entity in a market for
 a certain product, giving it the opportunity to exert decisive
influence on competition, to complicate access to the market of
other economic entities or 
in any form to restrict the freedom
of their economic activities. The position of an economic entity
is considered dominant the share
when market for a ctrtaiii

product exceeds the boundary established annually by the Anti-
Monopoly Committee of the RSFSR except in those cases when the
economic entity proves that, in spite of exceeding the boundary,

its position on the market is not dominant. A market position
may not be considered dorinant if the market 
share does no:
 
exceed 35 percent.
 

.' I 
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a controlling equity stake in 
an enterprise that has a dominant

market position.
 

In addition, Articles 49, 50 and 51 of Government Regulation
No. 78 (adopted December 
28, 1991, "On confirmation of the
regulation on 
issuance and circulation of shares") ("Regulation78") address issues of monopoly practices in the context ofjoint-stock company share acquisitions. According to Article 49,"Acquisition by a legal or natural person or group of such peoplelinked by agreement or controlling property of one another ofmore than 15 percent of the shares of any issuer requiresnotification of the Ministry of Finance ... within 5 days."Article 50 adds that "acquisition [by such persons or linked
 groups referred to in Article 50] 
of 35 percent or more of the
shares of an issuer or acquisition of (shares creating a majority
voting bloc) requires the permission of the State Anti-Monopoly
Committee." Article states any
51 that transaction made in
violation of Article 49 
or 50 is void.
 

Finally, the State Program of 
Privatization of State and
Municipal Enterprises of the Russian Federation of 1992 (the
"State Program") provides that local privitization programs must
contain concrete measures for de-monopolization.
 

Hcld nogomDani es
 

Holding companies are regulated by the Interim Regulation
"On holding companies created during the transformation ot stateenterprises into Joint-stock compunies" (the "Regulation onHolding Companies") confirmed by Decree of the President N. 1392
of November 16, 1992 
"On measures toward the realization of
industrial policy during the privatization of state enterprises."
 

The Regulation on Holding companies applies only to holding
companies created during the transformation of state enterprises
into Joint-stock companies. Section 2.4 
states that hr'ding
companies may not 
be created in certain fields of ac 'mic
activity, much as trade in 
consumer goods and in the field of
general nutrition and everyday service of the population. This
section suggests that holding companies of food wholesalers may

not be created.
 

Section 2.2 of the Regulation states that holding companies
are created 
with the agreement of the State Anti-Monopoly
Committee. Holding companies may not be created if such creation
would lead to the monopolization of production of a certain type

of product or service.
 

A~nalysis of certain scenarios
 

You have described five scenarios involving the Perm
wholesaler and 
have asked for a ,jal analysis of each.
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Scenario i Postulatesworkers that a dealof an is struck by which theenterprise undergoing privatization sellshares in such enterprise to a party that has loaned them 
theirfor the purchase of money
such chares.
Worker-shareholders According 
to Russian
may re-sell their shares freely. 
law,
time, acquisition of shares is generally regulated by both the
 

At the same
 
Anti-Monopoly Law and Regulation 78.
 

To the extent that (i) the privatized enterprise occupies
a dominant market position or 
(ii)the acquiring lender controls
more than 35 percent of such enterprise's product market, such
postulated acquisition of shares would require the prior approval
of the Anti-Monopoly Committee according to 
the Anti-Monopoly
Law.
 

Furthermore, to the extent that the acquired enterprise is

a Joint-stock company, an acqulsition of more than 15 percent of

the shares of such issuer would require notice to the Ministry
of Finance according to Regulation 78. 
Acquisition of 35 percent
or more of the shares or acquisition creating a majority voting
bloc would require 
the prior permission of 
the Anti-Monopoly
Committee according to the same regulation.
 

ScenarioQ2 
In scenario 2, several wholesale enterprises agree to 
low for the privatizing wholasale entarprise. bid
of the Anti-Monopoly Law appears First, Article 6
purpose is to to forbid an 
agreement whose
et a low price at an auction. 
Second, Article 9


of the Law on Privatization states that an enterprise must be no
 
more 
than 
25 percent 
state-owned 
in order 
to qualify 
as an

eligible purchaser of an enterprise undergoing privatization in
a privatization auction or tender.
 

Third, 
to the extent
Occuples a dominant 
that (i) the privatized enterprise


enterprise controls 
market position or (ii) the
more than 35 acquiring
percent of such 
enterprise's
product market, such postulated acquisition would require the


prior approval of the Anti-MonopolY Committee according to the
Anti-Monopoly Law.
 
Fourth, to the extent that the auction was one of shares of
 

a joint-stock 
company, 
share acquisition would be governed by

Regulation 78. 
 Thus, as noted above, an acquisition of more than
15 percent of the shares of the issuer would require notice to
the Ministry of Finance. 
 Acquisition of 35 percent or more of

the shares or acquisition creating a majority voting bloc would
require 
the prior permission 
of the Anti-Monopoly
according to this Committee
 same regulation.
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Scenario
 

Scenario 3 envisions 
all the Perm wholesalers forming a
holding company controlling the Perm fruit and vegetable market.
The Regulation on Holding companies allows the creation of
holding companies on the basis of existing state enterprises with
the approval of the Anti-Monopoly Committee only in certain
industries. The Regulation on Holding Companies forbids creation
of a holding company in the retail 
 and food sectors.

Furthermore, creation of such a 
holding company by share
acquisition would have to adhere to the reporting and approval

requirements of Regulation 78.
 

Scenario 4
 

In scenario 4, the Perm wholesalers agree to divide the
wholesale market. 
Such an agreement would violate the provisions

of Article 6 of the Anti-Monopoly Law.
 

Scenario 5
 

Scenario 5 postulates that advertising of the privatization
is limited to discourage participation. Advertising

privatization by commercial tender is the responsibility of 

of 
the

a
 

tender commission, according to Section 
2.3 of the Interim
Regulation on Privatization by Tender of Government and Municipal
Enterprises in the Russian Federation (confirmed by the Decree
of the President of January 29, 
 1992 N. 66). Such commission
 must arrange publication of information about the tender in the
local press and special bulletins not later than one month before

the announced date of the tender.
 

Leonid Rozhetskin
 
Richard Kaplan
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MEMORANDUX
 

August 9, 1993
 

To: Mr. Edward Kaufman
 
(The Boston Consulting Group)
 

You have asked us to consider in light of Russian
 
law the circumstances under which conditions may be placed on
 
the future operations of an enterprise undergoing
 
privatizatlon by transformation of such enterprise (the
 
"Enterprise") into an open joint-stock company
 

("corporatization"). Pursuant to the State Program for
 
Privatization and Decree of the Premident N. 721 ("On 
organizational measures for the transformation of state 

enterprises and voluntary associations of state enterprises 
into joint-stock companies," adopted July 1, 1992) ("Decree 
721"), large enterprises must and medium enterprises 1may 

transform themselves into open joint-stock companies,


Conditions imposed through privatization documents
 

The documents necessary to privatize an Enterprise
 
by corporatization are the privatization plan (including a
 

valuation of the Enterprise) and the charter of the joint­
stock company.
 

The first issue is whether conditions on.future
 
operations of the Enterprise may be imposed through provisions
 
of the joint-stock company's charter. Section 3 of Decree
 
721 states that all state and municipal enterprises undergoing
 

an
corporatization must use the model charter included as 

We note that this model charter
attachment to the decree. 


contains no restrictions or conditions on future operations of
 

1 Generally, a large enterprise is one with more than
 

1,000 workers or a balance of more than 50 million rubles as
 
of January 1, 1992. A medium enterprise is one that is not
 
large and has either 200 or more workers or a charter capital
 

of one or more million rubles as of January 1, 1992.
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Article 3 of the model charter states 
that
 

the 	Enterprise. 

the goal of the Enterprise is the 

receipt of profit and that
 

the Enterprise may engage in any lawful pursuit in accordance
 

with such goal. Therefore, conditions on future operations
 

may 	not be imposed on the Enterprise in its charter.
 

The second issue is whether conditions 
on future
 

operations of the Enterprise nay bq 
imposed through provisions
 

Government Resolution N. 547
 of the privatization plan. 

("Resolution 54701)2 requires that 

all state and municipal
 

enterprises undergoing corporatization 
adopt the model
 

an attachment to the
 privatizatlon plan included as 

The model privatization plan contains 

among other
 
resolution. 

things a description of the Entarprisa, 

its valuation and a
 
The 	model plan
 

description of the disposition of its shares. 


does not contain any provisions for 
the imposition of
 

future operations of the Enterprise. 
According


conditions on 

any deviation from the model privatization
to Resolution 547, 


plan must be approved by the federal 
State Property Committee
 

(GKI). Therefore, conditions on future operations 
may not be
 

imposed on the Enterprise in its privatization 
plan.
 

-- errse
cad 	on shares of 
con 	itio 


The 	final issue is whether conditions 
on future
 

an Enterprise undergoing corporatization 
may be
 

operations of 

imposed during the di;tribution of its 

shares.
 

note that some
 In the course of corporatization, wB 
a closed subscription to
 shares are necessarily distributed in 
The 	law makes no provision for
 the workers of the Enterprise. 


the imposition of future operating conditions 
during such
 

subscriptiron.
 
(nOn additional
Decree of the President N. 1108 


meacures for the defense of the right 
of citizens of Russia to
 
July 26, 1993) provides


participate in privatization," adop~z
2 


that at least 29 percent of the shares of an Enterprise
 
No
 

undergoing corporatization be sold by 
voucher auction. 


conditions may be imposed on a purchaser 
by auction according
 

to Article 21 of the Law on Privatization.
 

The remaining shares (typically less than 20
 

percent) may be sold by any means provided 
for in Russian
 

legislation, including auction, commercial 
tender and
 

As noted above, no conditions may be
 investment tender. 

imposed upon a purchaser by auction.
 

2 "On measures for the fulfilment of Russian Federation's
 

Decree of the President 'On organizational measures for the
 

enterprises and voluntary associations
 transformation of state 

of state enterprises into joint stock 

companies,'" adopted
 
1993.


August 4, 1992, and amended July 12, 


/~i
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course of both
 Conditions may be imposed in the 

Those conditions that may
commercial and investment tender. 


be imposed during a commercial tender 
have been discussed in
 

prior memoranda. In an investment tender, a somewhat 
broader
 

•ange of conditions may be imposed, including 
conditions on
 

We note
 
the nature of future investments 

in the Enterprise. 


that in practice it would be unreasonable and futile 
to impose
 

conditions on an investor who will at 
most obtain 20 percent
 

As a practical matter, no
 of the shares of the Enterprise. 


likely purchase: would agree to conditions 
that such investor
 

imposing on the enterprise as a minority
would be incapable of 

Were such a purchaser to agree to any
shareholder. 


conditions, he would nevertheless ba 
incapable of imposing
 

them.
 

Oonclusion
 

Bsed on the foregoing, no restrictions 
on future
 

imposed on an Enterprise undergoing
operations may be 

corporatization in its charter or privatization plan.
 

shares of such
 
Furthermore, conditions may not be placed 

on 

sold at auction. The
 

Enterprise distributed to workers 
or 


placing of conditions on shares sold 
by commercial or
 

investment tender would be both unreasonable 
and futile.
 

Leonid Rozhetskin
 
Richard Kaplan
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MEMORANDUM
 

July 29, 1993
 

To: Mr. Edward Kaufman
 
(The Boston Consulting Group)
 

You have asked us to consider in light of Russian
 
law the method by which a municipal enterprise undergoing
 
privatization may be reorganized. We understand that certain
 
Perm wholesalers have or. their balance sheets school
 
cafeterias and would like to privatize separately from such
 
cafeterias.
 

Analysis
 

First, Article 14, section 6 of the Law "On
 
Privatization of State and Municipal Enterprises in the
 
Russian Federation," dated July 3, 1991 (the "Law on
 
Privatization"), provides that the privatization plan of an
 
enterprise may incorporate a plan of reorganization. Such
 
plan of reorganization is prepared by the enterprise
 
privatization commission and confirmed by the local committee
 
on property administration in the same manner as the plan of
 
privatization, of which it forms a subpart. Pursuant to
 
Article 16 of the Law on Privatization, enterprise

reorganization is carried out as a preparatory step to
 
privatization.
 

Second, pursuant to Article 14, section 6 of the Law
 
on Privatization, a plan of enterprise reorganization may
 
include, among others, the following elements: (i)the
 
separate privatization of a division of the enterprise, or
 
(ii)the sale of certain assets of the enterprise. In
 
addition, Article 16 of the Law on Privatization requires that
 
in preparation for privatization the future status and use of
 
the objects of social infrastructure be determined. (Itmust
 
be understood that Article 16 refers to objects of social
 
infrastructure included on the enterprise balance sheet.)
 
Article 16 further implicitly provides that the objects of
 
social infrastructure may but need not be privatized together
 
with the enterprise.
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Finally, the treatment of objects of social
 
infrastructure is specifically regulated by Decree of the

President No. 8, dated January i0, 1993, "on the use of
 
objects of social-cultural and communal-comon function of 
enterprises undergoing privatization" ("Decree No. 8"). With 
one exception, Decree No. 8 is directly applicable only to
 
federal enterprises undergoing privatization and, in the case
 
of municipal enterprises, acts as a recommendation. In
 
accordance with Decree No. 8, the workers' collective shall
 
decide whether to privatize an object of social infrastructuL'a
 
together with the enterprise by including ouch object on the
 
balance sheet of the enterprise, or to exclude such object.
In the case of exclusion, the object of social infrastructure 
is subject to separate privatization in accordance with 
applicable legislation. Decree No. 8 further advises that, in 
the case of exclusion, the privatized enterprise and the local 
administration may enter into an agreement for the joint

operation and financing of such object.
 

Conclusion
 

The privatization legislation generally permits
objects of social infrastructure to be separated from the 
enterprise in the course of privatization, but a definitive 
answer in the case of the Perm wholesalers will depend on the 
following factors: (i) are the school cafeterias formally
established as subeivisionv of the enterprise (noppa3geneHHH),
which would provide the clearest basis for their separation;
(ii) are the cafrterias located on the grounds of the
 
enterprise; (iii) are the cafeterias serving an orphanage or a
 
"boarding school"; and (iv) is the Perm administration or the
 
local committee on property administration preparel to follow
 
the recommendations of Decree No. 8.
 

Leonid Rozhetskin
 
Richard Kaplan
 

1 In accordance with section 1 of Decree No. 8, buildings
 
and premises occupied, among others, by entities supplying meals
 
to orphanages, "boarding schools," hospitals and certain other
 
institutions shall be: (i) barred from privatization, (ii)

considered federal property, until formally transferred to
 
municipal or oblast ownership, and (iii) administered by the

local administration. With respect to these entities, Decree No.
 
8 appears to be obligatory in cases where such entities 
are
 
included on the balance sheet 
 of federal or municipal
 
enterprises.
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MEMORANDUM
 

August 20, 1993
 

To: Mr. Edward Kaufman
 
(The Boston Consulting Group)
 

In connection with the privatization of vegetable
 
wholesalers and retailers in Perm, you have asked us to
 
consider the application of Russian law to the questions
 
discussed below.
 

1. Leased buy-outs
 

We understand that a number of warehouses were
 
leased to their workers' collectives pursuant to lease
 
agreements, concluded in 1990 and 1991, which include lease­
to-own or buy-out provisions. You inquire whether these
 
warehouses may be privatized by any method other than one that
 
will result in their transfer to the workers' collectives.
 

Privatization of leased property is governed by the
 
Law on Privatization, the Decree of the President No. 12301
 
("Decree No. 1230") and GKI Letter N. A9-2\586 ("Letter No.
 
2586").
 

Decree No. 1230 and Letter No. 2586 create several
 
distinct procedures for the privatization of leased
 
enterprises depending on (i) the date of lease execution, (ii)
 
the book value of the enterprise on such date, (iii) the
 
enterprise's connection to retail trade, and (iv) the
 
inclusion of a buy-out option in the lease agreement.
 
Generally, the workers' collective is entitled to acquire the
 
enterprise by following the procedures specified in Decree No.
 
1230 and Letter No. 2\586, unless (i) the relevant lease
 
agreement was executed after July 3, 1991 (the date of the
 
adoption of the Law on Privatization), or (ii) the relevant
 

1 "On regulation of lease relations and the privatization
 

of leased property of state and municipal enterprises," dated
 
October 14, 1992.
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lease agreement (x) was executed prior to July 3, 1991, (y)
 
valued the leased property at above one million roubles, and
 
(z) did not include a buy-out provision. In the two
 
exceptional cases described in the preceding sentence, the
 
enterprise is privatized as a state enterprise in accordance
 
with generally applicable rules upon the expiration or
 
termination of the lease agreement.
 

In view of the complexity of the >,eatm-'t of leased
 
enterprises under Russian privatization law, we must analyze
 
the specific circumstances of the leased enterprise in
 
question in order to give i definitive view on the
 
privatization regime appli:able to such enterprise.
 

2. Lease buy-out and conditions on futuie operations
 

You also asked what conditions, if any, may be
 
placed on the fut[ue operations of an enterprise undergoing
 
privatization by lease buy-out.
 

As noted above, three acts govern lease buy-outs.
 
These acts provide for certain conditions that might be placed 
on an enterprise
 

Provisions in the original lease agreement may
 
include conditions as one of the terms of the buy-out. In
 
theory, such conditions might include conditions on future
 
operations of the property. The law provides that such
 
conditions would be incorporated into a.he buy-out of the 
property.
 

The law also provides for the relevant property
 
committee to enter into a supplemental agreement with the
 
lessor in the eveiit that the buy-out provision lacks a 
necessary term. It is unclear whether property committeea 
could in a supplemental agreement include conditions on future
 

operations of the property.
 

A privatization by lease buy-out may also occur by
 
corporatization. We refer you to our previous memorandum on
 
conditions that may be imposed on an enterprise undergoing
 
privatization by corporatization. We concluded therein that
 
in practice, no effective future operating condit.ions could bc
 

imposed on sucz, at, enterprise.
 

3. *,arehouses ari shops privatized together 

You have asked ,isabout the legal procedure for 
breaking up shops and warehouses privatized together as one 
entity.
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This issue is governed by Decree of the President N.
 
232 ("Decree 23211)2, the Interim Regulation on holding
 
companies (the "Regulation on Holding Companies),3 GKI 4
 
Instructive Letter N. OK-16/18 (the "Instructive Letter")


and the Anti-Monopoly Law.
5
 

Decree 232 required administrative bodies at every
 
level to reorganize before January 1, 1992 state and municipal
 
enterprises of retail trade and social catering by separating
 
them into structural units organized as legal entities (ie.,
 
individual stores, cafes, cafeterias, etc.).
 

The Regulation on Holding Companies, as discussed in
 
a Jilly 19 memorandum, allows for the creation of holding
 
companies only during the transformation of state enterprises
 
into joint-stock companies. Section 2.4 states that holding
 
companies may not be created in certain fields of economic
 
activity, such as trade in consumer goods and in the fields of
 
social catering and everyday service of the population.
 

Section 2.2 of the Regulation on Holding Companies
 
states that holding companies may be created only with the
 
agreement of the State Anti-Monopoly Committee. Holding
 
companies may not be created if such creation would lead to
 
the monopolization of production of a certain type of product
 
or service.
 

The Anti-Monopoly Law provides a means for breaking­
up entities engaged in imoncpolistic activities. This law
 
authorizes the Anti-Monopoly Committee to break up enterprises
 
occupying a dominant market position (as defined by the Anti-

Monopoly Committee) and engaged in monopolistic activities.
 

It would appear that the failure to subdivide the
 
w.rehouses and stores prior to January 1, 1992 violated the
 
provisions of Decree 232 requiring the division of such
 
enterprises into their structural units. To the extent that
 

2 "On the commercialization of the activity of trade
 

enterprises in the RSFSP.," dated November 25, 1991.
 

3 The Interim Regulation "On holding companies created
 
during the transformation of state enterprises into joint-stock
 
companies," confirmed by Decree of the P:esident N. 1392, dated
 
November 16, 1992 "On measures toward the realization of
 
industrial policy during the privatization of state enterprises."
 

4 "On the division of levels of p*operty and on the
 
procedure for the commercialization and privatization of state
 
(municipal) enterprises of wholesale trade in consumer goods,"
 
adopted April 16, 1992.
 

5 The Law of the RSFSR "On competition and restriction of
 
rmnopolistic activity on product markets," adopted March 22, :991
 
and amended June 2.,, 1992 (the "Anti-Monopoly Law").
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the enterprise occupies a dominant market position and is
 
engaged in monopolistic activities, the Anti-Monopoly
 
Committee is empowered, among other remedies, to take steps to
 
break it up.
 

4. Privatization of warehouse on multiple sites
 

You have asked about the corrective procedures
 
available in the case of a warehouse privatization in
 
contradiction of GKI Instructional Letter N. OK-16/18 (the
 
"Instructional Letter")6. We understand that the warehouse in
 
question is located on multiple sites and operates more than
 
50 percent of storage space of the city.
 

Our memorandum of June 29 set out the provisions of
 
the Instructional Letter. In brief, this enterprise should
 
have Ibeen divided prior to privatization unless for technical
 
reasons such division was not possible. To the extent that
 
such division was not technically possible, the enterprise
 
should have been privati;;ed by corporatization only after the
 
privatization of 60 percent of the retail outlets served by
 
such enterprise.
 

Given that the enterprise was comprised of
 
warehouses on multiple sites, it would appear that division of
 
the enterprise would have been technically possible according
 
to the terms of the Instructional Letter.
 

If the privatization process is not yet complete,
 
the relevant state property committee could amend the
 
privatization plan to bring it into conformance with the
 
Instructional Letter.
 

Also, to the extent that the resulting enterprise
 
occupies a dominant market position (as defined by the Anti-

Monopoly Committee) and engages in monopolistic activities,
 
such enterprise would be subject to sanction, including forced
 
break-up, by the Anti-Monopoly Committee.
 

5. Enterprise restructuring and debt
 

You have asked us several questions concerning the
 
reorganization of an enterprise undergoing privatization.
 

As a general matter, an enterprise may be
 
restructured along divisional lines only. Pursuant to Article
 
14, section 6 of the Law on Privatization, a plan of
 
enterprise reorganization may include, among other things, the
 

6 "On the division of levels of property and on the
 

procedure for the commercialization and privatizatior of state
 
(municipal) e.,terprises of wholesale trade in consumer goods,"
 
adopted April 16, 1992.
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following elements: (i) the separate privatization of a
 
division of the enterprise, or (ii) the sale of certain assets
 
of the enterprise. 7 Section 5.1 of the State Privatization
 
Program and a Regulation confirmed by Decree N. 7218 reaffirm
 
the general principle that only divisions of an enterprise may
 
be "spun off" in the course of privatization.
 

Divisions are created by the enterprise and have
 
separate management and usually separate balance sheets and
 
employee rolls. The fact that divisions generally have
 
separate balance sheets prevents the privatization commission
 
from arbitrarily shifting assets and debts among divisions of
 
the enterprise.
 

Likewise, the fact that divisions generally have
 
separate employee rolls prevents the commissions from
 
arbitrarily shifting employees among divisions.
 

Given that enterprises can generally be separately
 
privatized by divisions, each of which having its own balance
 
sheet of assets and debts, it would appear unlikely that the
 
privatization commission is authorized to gather all the debt
 
of an enterprise and attach it to one asset. Notwithstanding
 
the general rules discussed above, we must consider the
 
specific circumstances of each enterprise, including its
 
organizational structure, in order to give a definitive
 
response.
 

In all cases, the property committee must approve
 
the privatization plan, including any reorganization,
 
developed by the commission.
 

6. Neciative value
 

You have inquired whether the law restricts the
 
creation of an enterprise with negative value.
 

Valuation of enterprises undergoing privatization is
 
governed by Article 17 of the Law on Privatization and the
 
Interim Methodological Instruction (the "Interim
 
Instruction"). 9 Pursuant to the Law on Privatization, the
 

7 In practice, we know of only one instance of such an
 

asset sale. This instance occurred in the trucking sector.
 

8 Decree of the President N. 721 "On organizational
 

measures for the transformation of state enterprises and
 
voluntary associations of state enterprises into joint-stock
 
companies," dated July 1, 1992.
 

9 The Interim Methodological Instruction for the Valuation
 
of Objects of Privatization, confirmed as Attachment N. 2 to
 
Decree of the President N. 66, "On the acceleration of
 
privatization of state and municipal enterprises," adopted
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determination of a starting price for the sale of an
 
enterprise by tender or auction or the determination of the
 
charter capital of an enterprise to be privatized by
 
corporatization is to made exclusively in accordance with the
 
Interim Instruction. This instruction provides that debts of
 
an enterprise are to be subtracted from its assets in order to
 
determine a starting price for auction or tender or the size
 
of the enterprise's charter capital. The Interim Instruction
 
would not appear to restrict the creation of an enterprise
 
with negative value.
 

We note that two decrees of the President make
 
provisions for heavily debt laden enterprises. Both Decree
 
64010 and Decree 1108 provide that in the event the debt
 
of an enterprise exceeds 50 percent of the value of its
 
assets, such enterprise may be privatized only by commercial
 
tender in which one of the conditions of sale shall be the
 
assumption by the purchaser of the debts of the enterprise.

12
 

7. Consequences of no-sale
 

You have asked us to consider the case of an
 
enterprise not sold in a commercial tender due to heavy debt.
 

Commercial tenders are governed generally by the Law
 
on Privatization and Attachment N. 513 to '2cree 66.
 
Pursuant to Article 20 of the Law on Privatization, the
 
privatization commission shall remove from a tender and review
 
the privatization plan of any enterprise not sold during a
 
commercial tender. Section 4 of Attachment N. 5 states that
 
the tender commission shall declare a tender void if the sale
 
price of the enterprise is more than 30 percent below the
 

January 29, 1992.
 

10 Decree of the President N. 640 "On state guarantees of 

the right of citizens of Russia to participate in privatization," 
dated May 8, 1993. 

11 Decree of the President N. 1108 "On supplementary 
measures for the defense of the right of citizens of Russia to 
participate in privatization," dated July 26, 1993. 

12 We note that each of these decrees has been suspended by
 

the Supreme Soviet pending review by the Constitutional Court.
 
Similar provisions, however, are expected to be adopted soon by
 
government resolution. We also note that merely the requirements
 
that debt laden enterprises be sold by commercial tender and that
 
such tender include the condition that the purchaser assume the
 
debt have been suspended.
 

13 The Interim Regulation "On privatization by tender of
 

state and municipal enterprises of the Russian Federation."
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starting price. In such case, the committee shall review the
 
enterprise's privatization plan.
 

Both the Law on Privatization and Attachment N. 5
 
provide for the review of the enterprise's privatization plan,
 
albeit by different bodies. Such review would presumably
 
include a review of the starting price of the enterprise.
 
Such review might also include review of conditions placed on
 
the future operations of the enterprise.
 

8. Resale of enterprise with operating conditions
 

You have asked us about the legal consequences of
 
the resale of an enterprise privatized by commercial tender in
 
which certain operating conditions were placed on the
 
enterprise.
 

Russian privatization law does not address this
 
issue directly. Therefore, one must look for guidance to
 
general sources of Russian law. The Fundamentals of Civil
 
Legislation of the USSR (the "Fundamentals") operates in
 
Russia and provides such guidance on matters of contract law.
 

Russian law does not precisely distinguish property
 
rights from contractual rights. As a general matter, a
 
primary purchaser of an enterprise on which operating
 
conditions are placed takes that enterprise subject to the
 
conditions. His rights are limited by the operating
 
conditions, and as we discussed in a prior memorandum, failure
 
to fulfil the conditions may result in the declaration of the
 
sale of the enterprise void.
 

Pursuant to Article 78 of the Fundamentals, a seller
 
is obligated to transfer property to a purchaser free of any
 
third party rights to such property about which the seller
 
should have known. A buyer can of course agree to assume such
 
obligations. In the event the purchaser is not informed of
 
such burdens on the property, he may sue the seller for
 
damages or cancel the contract of sale.
 

Whether a subsequent purchaser of the enterprise
 
would be bound by the conditions or have hio possession
 
disturbed depends upon his knowledge of such conditicns. To
 
the extent that a person purchases in good faith property in
 
which the seller's rights are limited, such good faith
 

14 
purchaser as a general matter may not be deprived of the
 
property and would take the property fully, not bound by any
 
conditions (Article 54 of the Fundamentals).
 

14 Article 54 of the Fundamentals does allow an original
 
owner to recover stolen or lost property from a good faith
 
purchaser.
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The property fund's remedies in such a case would
 
appear to be limited to suit against the primary purchaser for
 
damages.
 

Leonid Rozhetskin
 
Richard Kaplan
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RIDER 9A 

I Privatization of enterprises engaged in wholesale trade is
 
mandatory in accordance with section 2.5.1 of the State Program
of Privatization of 
State and Municipal Enterprises for 1992

(which remains in effect in 1993).
 

2 Investment in the enterprise in the form of debt repayment is
 
a permissible condition of commercial tender in accordance with
section 2.8 of the Provisional Regulation "On the Privatization

of State and Municipal Enterprises by Tender."
 

3 Sale of assets of the enterprise before privatization is
carried out, in the case of 
federally-owned enterprises, in
accordance with Directive No. 73 of the State Committee on State
Property Administration, dated 12 
March 1992. In the case of
municipally-owned enterprises, the relevant committee on property
administration 
may follow the recommendation of the federal
 
regulation.
 

4 Privatization plan of an enterprise may incorporate a plan of
its reorganization, including the 
separate privatization of
divisions of ait enterprise or the separate sale of certain assets
in accordance with Article 14, section 
6 of the Law on
 
Privatization.
 

5 Liquidation of an enterprise followed by an 
auction sale of
its assets is a lawful method of privatization in accordance with

Article 21 of the Law on Privatization.
 



RCV BY:AEROSTAR HOTEL MOSCOW ;26-
 8-93 ; 19:44 ; ERROR CORRECT- BUSINESS CENTRE:#15
 

xlv
 

RIDER 15A
 

1 
Directive No. 73 of the State Committee on State Property
 
Administration, dated 12 March 1992.
 

2 Municipal committees on property administration are authorized
 
to administer municipal property generally 
and the property

managed by municipal enterprises specifically, in accordanca with
Resolution of the Supreme Soviet No. 3020-1, dated 27 December

1991. Pursuant to such resolution and Directive of the State
Committee on State 
Property Administration No. 73, municipal
committees on proporty administration would be authorized to

promulgate regulations on the disposition of assets by

financially-distressed 
 municipal enterprises prior to

privatization.
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RIDER 22A
 

1 The debt-absorbing entity can represent a division of the 
enterprise, in which came it will be registered as a separate 
legal entity in the course of privatization, or a specific asset 
of the enterprise, such as a warehouse, which will be separated
from the enterprise in the course of privatization and sold in 
a commercial tender, subject to the condition that the purchaser
shall repay the debt associated therewith, in accordance with 
Article 14, section 6 of the Law on Privatization. 

-J)
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LInstructional Letter of the State Committee on
 
State Property Administration)
 

In response to inquiries concerning the application
 
of provisions of legislation relating to the privatization of
 
vegetable wholesalers and conditions that may be imposed in
 
connection with the privatization thereof by tender, the State
 
Committee on State Property Administration, acting on the
 
basis of Article 4 of the Law "On Privatization of State and
 
Municipal Enterprises in the Russian Federation" and section 5
 
of Decree of the President No. 322, dated 2 April 1992, and
 
implementing Articles 2 and 11 of the State Program of
 
Privatization of State and Municipal Enterprises for 1992,
 
section 5 of Goskomimushchestvo Directive No. 837, dated 17
 
May 1993, and Goskomimushchestvo Instructional Letter No. OK­
16/18, dated 16 April 1992, instructs as follows:
 

1. TO ESTABLISH that state and municipal enterprises
 
engaged in the wholesale trade of vegetables ("vegetable

wholesalers") are subject to mandatory privatization in 1993
 
pursuant to Section 2.5.1 of the State Program of
 
Privatization of State and Municipal Enterprises for 1992, the
 
application of which in 1993 was extended by section 3 of
 
Resolution of the Supreme Soviet No. 4831-1, dated 28 April
 
1993.
 

2. TO RECOMMEND that vegetable wholesalers are to be
 
privatized by means of sale in a commercial tender. Pursuant
 
to section 5 of Goskomimushchestvo Directive No. 837, dated 17
 
May 1993, as amended ("Order No. 837-R"), regional and
 
municipal state property committees are advised to adopt model
 
plans of privatization and reorganization applicable to the
 
privatization of vegetable wholesalers; such plans shall
 
provide for privatization by means of sale in a commercial
 
tender and shall include other provisions consistent with this
 
Instructional Letter and Instructional Letter No. OX-16/18,
 
dated 16 April 1992.
 

3. TO RECOMMEND that vegetable wholesalers not undergo
 
privatization by means of transformation into a joint-stock
 
company.
 

4. TO ESTABLISH that, in accordance with Provisional
 
Regulation "On Privatization of State and Municipai
 
Enterprises by Tender," adopted by Decree of the President No.
 
66, dated 29 January 1992, and Decree nf tho President No.
 
1108, dated 26 July 1993, conditions of a commercial tender
 
relating to the obligations of the purchaser to maintain a
 
specified level of production (sales) of certain goods or
 
services or to maintain the "profile" of the enterprise, may
 
be established for a term not to exceed three years. Other
 
allowable conditions may be established for a term not to
 
exceed one year.
 

http:08.25.93


xlviii
 

2
 

For purposes of this Instructional Letter, the
 
maintenance of the "profile" of a vegetable wholesaler shall
 
mean the following: the maintenance of sales of not more than
 
four specified vegetables, which were regularly sold by the

enterprise prior to privatization, at a level not exceeding 60
 
percent of the 1992 volume of sales for human consumption

(excluding animal feed) in tons of each such vegetable,

subject to existing dbmznd during the effective term of the
 
purchaser's obligation. Such level shall be expressed in the
 
form of an annual volume of sales in tons. Any such
 
condition, the term of which exceeds one year, shall be
 
reviewed by the relevant property fund annually in order to
 
review the level of existing demand for the relevant
 
vegetable; such property fund, in light of existing demand or
 
a showing of economic hardship by the enterprise, may reduce
 
volume sale requirements, but may not increase them.
 

5. TO CONSIDER unlawful the imposition of Ay conditions
 
regulating the business operations of a vegetable wholesaler
 
other than as provided in this Instructional Letter.
 
Conditions which may not be imposed include, but are not
 
limited to, the following:
 

-- sales requirements computed as a percentage uf the
 
total sales of the enterprise;
 

-- seasonal, quarterly, monthly or any other non-annual 
sales requirements; 

-- sales requirements measured by the value of
 
vegetables sold or ir.roubles;
 

-- sales requirements measured as a percentage of value 
of prior sales; 

-- restrictions on the manner of use of productive 
assets, including warehouses; 

-- restrictions on the amounts of vegetables bought or 
stored measured in volume or value; 

-- restrictions on the allocation of warehouse capacity;
 
and
 

-- obligation to sell to, or purchase from, specified

entities.
 

6. TO RECOMMEND that conditions relating to the
 
maintenance of specified levels of employment not be imposed.
 

7. TO RECOMMEND that highly-leveraged vegetable

wholesalers which are important to the local vegetable supply

(as defined below) be privatized by means of sale in a
 
commercial tender, a mandatory condition of which shall be the

assumption of the total indebtedness of the enterprise by the
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purchaser and the repayment thereof by him prior to, or at the

time of, execution of the purchase and sale agreement for the
 
acquisition of the enterprise.
 

For the purposes of this Instructional Letter, a

highly-leveraged vegetable wholesaler is an enterprise, for
 
which total value of its debts exceeds 125 percent of its
 
monthly sales revenues measured in roubles. An enterprise

shall be considered important to the local vegetable supply if
 
such enterprise possesses a share greater than 35 percent of

the local market for (a) vegetables (in sales volume), or (b)

general warehouse capacity (in square meters), or (c)

refrigerated or other specialized warehouse capacity (in

square meters). For the purposes of this section, the local
 
market shall have the meaning assigned to it in the Law "On

Competition and the Restriction of Monopolistic Activities."
 
In view of the definition of the "local market" provided in

the Resolution of the Supreme Soviet No. 5207-1, dated 17 July

1993, for the purposes of this Instructional Letter, "local
 
markot" shall correspond as a rule to the district in which
 
the relevant enterprise is located.
 

8. TO CLARIFY that the sale of an enterprise in a
 
commercial tender shall be made in the form of a purchase and
 
sale agreement. In accordance with Article 27 of the Law on
 
Privatization, such agreement shall incorporate the conditions
 
of the tender and may incorporate such additional conditions
 
upon which the parties thereto may agree. In the absence of
 
agreement between the parties on the incorporation of
 
additional conditions, the seller of the object of
 
privatization and the winning bidder in the tender shall enter
 
into a purchase and sale agreement incorporating the
 
conditions of he tender and additional information provided

for in Article 27.
 

(Signature]
 



Dear Mr., Mrs. 

I am pleased to announce that PPOP is in the process of big changes. The 
purpose of this letter is to describe how you can benefit from these changes. 

PPOP is going to become a private company August 19,1993. Being private 
for us means that we care to please you with our products and servises. We 
are going to work hard to satisfy your needs offering you : 

1. quality based discounts (order size discounts and monthly rebates). 
2. a personalized service by our sale force (that will help you if any 

questions arise). 
3. an additional extra quality grade for certain fruits and vegetables. 
4. a better assortment of products (including fruits, vegetables, canned 

products. sugar. rice etc.) 

Part of our new approach is to make contacts with our customers an 
exclusive responsibility of our new Sales Department. Our Sales Department 
headed by Mrs. Suetina N.I. is ready to inform you about our products.to 
take your orders, to arrange delivery, and to help with quality related issues. 
No order will be accepted and no sales made directly by warehouses starting 
from October 1,1993.Please take a note of this important change. 

If you have any questions. please, call our Sales Department at # 33-40-62. 
we are ready to help you. 

Thank you. 

Kasimov A.V. 
Director "PPOP" 

Attachments: Order Size Disconts and Rebate Forms. 

http:products.to


Rebate Calculation of "Permplodovosheprom" 

"Permplodovosheprom" will pay the amount stated in line "Rebate to be paid" within 5 banking days to 

Product:
 

Actual purchases of fresh fruits and vegetables from PPOP In August 1993 (Rb): 


Base Purchases (Rb) (1): 


Excess of actual purchases over base purchases (Rb): 

[line 2 minus line 1] 

% discount applied: 

[from table]
 

Rebate to be paid (Rb): 

[line 3 times line 4] 

Table ot discounts 
Excess of amount purchased % of average price to be Excess of amount purchased 

over base tonnage paid back over base tonnage 

<1 M Rb 1% 15-17 M Rb 
1-3 M Rb 2% 17-19 M Rb 
3-5M Rb 3% 19-21 M Rb 
5-7 M Rb 4% 21-23 M Rb 

7-9 M Rb 5% 23-25 M Rb 

9-11 M Rb 6% 25-27 M Rb 
11-13 M Rb 7% 27-30 M Rb 

13-15 M b 8% ->30 M Rb 

Director of "Permplodovosheprom" 


't)Base purchase numbers should be changed every mor,'h to account for inflation and seasonality.
 

(company/retailer) 

[i] 

[2] 

[3] 

[4] 

[5] 

% of average price to be 
paid back 

9% 
10% 
11% 
12% 

13% 

14% 
15% 

17% 

Kastmov A.V. 



Price List of "Permplodovoshprom" 

Effective 27 July 1993.
 
All quotes are subject to product availability.
 

Product: 

Packaging: 

Base Price(Rblkg) (1): 

Order Size Payment Terms % of B~se Pice Unit Price Payment Terms % of Base Pice Unit Price 

< 200 kg 3 days 101% 8 days 111% 

201 kg - 2,000 kg 3 days 100% 8 days 110% 

2,000 kg - 3.000 kg 3 days 99% 8 days 109% 

3,000 kg - 5,000kg 3 days 97% 8 days 107% 

5,000 kg 3 days Negotiable 8 days Negotiable 

If payment is not made within time specified in colomn "Payment Terms" additional charge of 1.5 % of total payment per day is applied. 

Director o "Permplodovoshprom" Kasimov A.V. 

(1) Base price is different for every quality grade. 
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CONTRACT ON SUPPLY OF VEGETABLES TO SOCIAL INSTITUTION 

t, 1993 

(city, village, settlement) 

OZP"Permplodovoshprom" in the person [if 

(name of enterprise) 

directorKasimov A.V. officiating on the grounds of The Chater. 

further tided as Seller from one party, and 

(name of enterprise) 

officiating on the groundsin the person of 
, further titled as Buyer from theof 


other party, concluded this contract on the following:
 

Seller is obliged to supply Buyer with basic vegetables (potato, cabbage, carrot, 
and beets) at wholesale price that are not higher than the prices quoted to etailers. 

The volumes and schedule of shipments are to be agreed upon between the chief 
of Buyer.of trade department of Seller and 

(responsible officer title, name) 
Buyer is obliged to purchase all of its purchases of basic vegetables (potato, 

cabbage, carrot, and beets) excuivdy from Seller. 
Basic vegetable,; are supplied by Seller in quantities specified in purchase orders 

issued by Buyer. 
Seller is obliged to give Buyer's purchase orders for fruit , canned products, 

other food products beside basic vegetables a priority over orders from customers that do not 

have contract with seller. 
Payment for shipments is to be transferred by Buyer to Seller's account 

#00441123 in Dzerzhinski Commercial Bank MFO 185583.
 
The contract is effective immediately as signed and is valid for 12 months.
 

For BuyerFor Seller 

Director of
 
"Permplodovoshprom"
 

Kasimov A.V. 
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Storage disbursements before che time when the products are delivered 
to the Purveyor , shall be covered by 

(Producer, Purveyor or jointly in the f.ilowing percentage: Producer 
- _ %, Purveyor % ) at the price of 

(rate of 
payment for a week, month, the whole period) 

2.2. The obligation to provide the Producer with containers for
 
transportation of picked up products under the terms of p.3.1. lies
 
on
 
( Producer, Purveyor; at his own expense, at the expense of the other
 
Party under the Contract or joint payment in the following
 
percentage: Producer - %, Purveyor- _%)
 

2.3. The obligation to provide means of transportation to deliver
 
picked up products to the receiving point under p.3.1. lies on
 

(Producer, Purveyor; at his own 	expense; at the expense of the other
 
Party under the Contract or joint payment in the following 
percentage: Producer - %, Purveyor ­

2.4. Producer shall duly notify the Purveyor that the products were
 
dispatched and of other aspects (quantity, availability and types of
 
containers, the time when the products are expected to arrive to the
 
Firm's warehouse, the required quantity and tonnage of transport
 
means and etc.). Purveyor requires such an information to take
 
necessary measures to accept the products.
 

2.5. Purveyor shall undertake an obligation to accept the products
 
delivered by the Producer unider the terms of the present Contract in
 
conformity with the range and quality of the supplied products and
 
the terms and volume of their delivery.
 

2.6. The place of acceptance by the Purveyor of the products supplied
 
is regarded
 

(storage
 
of the Producer; storage of the Purveyor; other place)
 

2.7. The date of products' acceptance by the Purveyor is considered
 
to 
 be
 

(the acceptance of the products by the Purveyor's representative at
 
the Producer's storage, finishing of loading at Producer's storage to
 
the means of transportation by the Purveyor, the delivery of the
 
production by the Producer to the Purveyors'storage, the finishing of
 
unloading of the products provided by the Producer at the Purveyors'
 
storage; other date; In each case the date is specified in a relevant
 
document (waybill, consignment note).
 

2.8. All risks of loss and damage of the products supplied under
 
p.2.7. of the present Contract before their accepting by the Purveyor
 
shall be carried by the Producer; after this - by the Purveyor.
 

2.9. 	Producer shall notify the Purveyor of possible latent defects of
 
2
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the products delivered.
 

2.10. The Producer's representative shall enjoy the right to be
 
present when the products are being weighed, sorted and graded. The
 
results shall be put down in the written form by the both Parties
 
representatives and relevant documents shall be valid when signed by
 
the both Parties only.
 

When the Parties cannot agree upon the quality of prcducts delivered,
 
they submit it for consideration of the State Inspector of Perm
 
evaluating quality and the decision rendered by him is final binding
 
for the both Parties.
 

When a Representative of one of the Parties is absent when the
 
products are being accepted then a Representative of the other Party
 
who is present performs this operation in cooperation with the State
 
Inspector of Perm evaluating quality and the relevant documents are
 
valid when signed by both a Representative of one of the Parties
 
and by a State Inspector.
 

2.8. Purveyor shall submit to the Producer copies of all formal
 
documents (weight receipts, certificates of quality, sanitary
 
inspection, faulty production receipts and etc.) with regard to the
 
picked up Contacting products.
 

3. TERMS OF DELIVERY AND PAYMENT UNDER CONTRACT
 

3.1. 	 Producer shall undertake the obligation to sell Purveyor
 
tons of picked up products including. 1.
 

GOST grade tons price
 

for one ton of the standard quantity of the products
 
sum of delivery_ container
 

type
 
(containers, crates, pallets, fabric and string sacks, without
 
packing) time of delivery
 

(from to quantity/tons
 

daily, monthly, quarterly and etc.: if necessary a more detailed
 
schedule of delivery is made out in each particular case; is signed
 
by Representative of both Parties and is regarded as an integral part
 
of the Contract).
 

2. 

GOST grade tons price
 

for one ton of the standard quantity of the products
 
sum of delivery container
 

time of
type 

delivery
 

3.
 

3
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GOST .grade 	 tons
 
price for one ton of the standard quantity of the products
 

sum of delivery container
 
time of
type 


delivery
 

4.
 
GOST grade tons
 
price for one ton of the standard quantity of the products
 

sum of 	 delivery container
 
type 
 time of
 
delivery
 

5.
 
GOST grade tons
 

price for one ton of the standard quantity of the products
 
sum of 	 delivery container
 

type 
 time of
 
delivery
 

6.
 

GOST grade tons
 
price for one ton of the standard quantity of the products
 

sum of delivery container
 
time of
type 


delivery
 

3.2 The Parties have agreed that the price for contracting products
 
depending on their quality shall amount to:
 
- 100% of the stipulated amount 
when __% quality level is observed
 

in conformity with the State Standard;
 
- when the quantity level is decreased by each %, the price of
 

the products delivered automatically decreases by
 
In such cases the products are valued without taking into
 
consideration the GOST's allowances.
 

Non-standard products shall be paid for on the basis of % of the 

standard products. When the quantity level of the products delivered 
is below _ %, the production shall not be accepted and considered 
as non-delivered. 

When the packing/container terms are not observed by the Producer,
 
the Purveyor shall be entitled to refuse to accept the products
 

this the deemed as
delivered. In case products shall be 

non-delivered.
 

3.3. When the Purveyor's representative accepts products with latent
 
defects, the Purveyor shall ensure that the value of damage is
 
defined by the State Inspector on Quality or by any other competent
 
body within the period of one month from the date of acceptance of
 

the products. The Parties have agreed that the losses arising thereof
 

shall be 	 carried by them jointly on th basis: Producer ­

%, Purveyor _ 
4 
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After the total sum of damage has been defined, the Producer shall
 
transfer to the Purveyor's account a due sum to cover his part of
 
damages within from the moment of his being
 
notified of the results of Quantity Test of the products.
 

(Pattern: "3.3. In case of the Producer delivering the products being
 
infected, the damage caused as a result of a disease developed within
 
one month from the last delivery of the products shall be reimbursed
 
in full by the Producer. Similar damage cases as a result of a
 
disease developed after the expiry of this period shall be reimbursed
 
in full by the Purveyor".)
 

3.4. The Purveyor shall pay the Producer for the Contracting products
 
by means
 
of (bank
 
transfer, transfer with bank confirmation, L/C opening and etc) as
 
follows: % of the sum shall be paid for the period of
 
6ays till the delivery in advance of future delivery and further, as
 
far as the delivery is accepted at the rate of % of the
 
stipulated amount during the period of days from the date of
 
products' acceptance, % during the period of from the
 
date of acceptance. The date of payment stated in the stamp of the
 
agency's ba:k on the accounting document shall be considered the date
 
of payment of the Purveyor.
 

3.5. The sum of payment for the Contracting production shall be
 
calculated basing on weight and sorting acts and the contractual
 
prices of Contracting products (pp.3.1.-3.2.). agreed upon by the
 
Parties.
 

4. LIABILITIES OF PARTIES
 

In the case of non-fulfilment or undue fulfilment of the obligations
 
provided by the present Contract, the Parties shall be liable:
 

4.1. In case of delayed delivery or underdelivery of products within
 
the established terms, the Producer shall pay to the Purveyor a
 
penalty of % of the value of non-delivered (underdelivered) 
products for each day of a delay. (Possible ammendment: "When the 
delay in delivery exceeds _ days ':he calculation of a penalty 
shall be ceased and in addition to the calculated penalty the 
Producer shall pay to the Purveyor a fine at the rate of __ % of 

the value f."non-delivered (underdelivered) products". 

4.1.1. Despite the paid penalty (fine) the Producer shall reimburse
 
to the Purveyor the damage caused by violation of the terms of the
 
present Contract (due to underloading of warehouse, in case the
 
Purveyor does not keep its obligations before other counterparts and
 
due to penalty payment for the violationr made and etc.).
 

4.1.2. Penalty (and fine) at the stated above rates shall be
 
recovered from the Producer for non-delivery (underdelivery) of
 
separate items of products of the range provided by the Contract.
 

5
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4.1.3. The Producer shall 	 not bear the responsibility for
 
non-fulfilment of any of its respective obligations provided by this
 
Contract if this non-fulfilment is due to force-Majeure (such
 
circumstances include Acts of God, social disturbances, military
 
actions, Acts of State bodies and etc.) or through the fault of the
 
Purveyor. Should any of the above-listed circumstances exist, local
 
authorities or any other competent body shall officially confirm the
 
same.
 

4.2. In case the Purveyor refuses to accept the products offered for 
by the Producer that was in conformity with the terms of the present 
Contract with regard to quantity, quality and date of delivery or for 
the delay in its acceptance, the Purveyor shall pay to the Producer a 
penalty at the rate of __ % of value of non-accepted or accepted 

with a delay products and shall reimburse the costs for delivery in 
the both ends and the expenses incurred by the Producer 
(deterioration of the products' quality, idle time of means of
 
transportation when awaiting delivery and ect.).
 

4.3. In case of delayed payment of accepted products the Purveyor
 
shall pay to the Producer a penalty of % of non-paid sum for
 

each delayed day.
 

(In case under the terms of the present Contract containers are to be
 
provided by the Purveyor it is possible to make an addition: "4.4. If
 
the Purveyor does not provide proper containers to the Producer, then
 
the Purveyor shall pay to the Producer a penalty of % of the
 

value of non-delivered containers".).
 

5. TERMS OF UNILATERAL DISSOLUTION OF CONTRACT
 

5.1. The Purveyor shall enjoy the right to terminate the Contract
 

unilaterally in case the Producer more than once violates the terms
 
of the Contract agreed upon by the F.rties concerned (does not
 
observe assortment of products, its quality, quantity, types of
 
containers, terms and volume of delivery).
 

In this case the Producer shall recover the damage caused to the
 
Purveyor by violation of the present Contract (in conformity with
 
p.4.1.1. of the present Contract).
 

5.2. The Producer shall enjoy the right to terminate the present
 
Contract in case the Purveyor violates more than once the order of
 
acceptance and appraisdl of the delivered products and the date of
 
payment. In this case the Purveyor shall undertake the obligation to
 
reimburse the Producer the damage caused by non-fulfilment (undue
 
fulfilment) of his obligations under this Contract.
 

6. YDDITIONAL CONDITIONS
 

6.1.All alterations and supplements to the present Contract are valid
 
only if made in written form and signed by the both Parties.
 

6.2. 	All disputes which may arise out of the present Contract and
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cannot be solved 
Arbitration. 

amicably, shall be subject to settlement in the 

6.3. 

7.LEGAL ADDRESSES AND BANK REQUISITIES OF PhRTIES 

7.1. Purveyor: 
settlement account No. with Bank 

7.2. Producer: 
settlement account No. with Bank 

The Contract is signed: 

For the Purveyor: For the Producer: 

7 
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XOHTPAlRTAL~IM CEJ!bCROX03RRCTBEHHO~g flPO)Y(l.fl 

6.9'(Hax ifexoBaHxH a~'e.7oHHOrO -rYHPTa) 

B JZHLte
 

t9C'ef j? AerICTByKLI4e'o Ha
ocoaH~ 
 xmeiyemoe B zfaJIMehem "I)I1pma",c OajQy-CTOPOxHI, H
 

Hii3B Hm mooniepaTXa, O~epmepcxo-o xO3&Ti
 

B JT14Le 
 _______________er 

F~a ocHo~aHli 
 e2__________ , RmeHyeMbrf a AanbHeg~uemfl7OCTaBu4%", 
 CTOpoHNb, 14jux
c g 'yrog 3a1~i( i Hac Onu414t =Cuiosop, B zzanbi­me14wem Zor'oBop, o x4~ecJrextymogem: 

1.- pegm~eT I40roBopa 
1.2. UCTaBL4KX peaj!HsyeT 'HpMe ripoHBe.~eHHyI3 rP0AYxut4IO (KoHTpaXTyemaRqnpogyx.ug), xojiwqeCTBO, 
xaqeCTSo x4accopTHmeXT
ni3. 1. HacToaWeno AoroBopa, a 

XCTOPOVI 0rpegeneHj B
 
B COOTBeTCTBH c yc3IoBx1Rm 

Ompma ripHimaeT np0AyxI.1110, nOCTaBjieHHyio

HaCronjwero AoroBopa, 
x yfl3iaqHBa8T IIOCTaB-
LI14X 
 CYMMY S COOTBeTCTBH4 C LgeHO9, corJlacoaH.uog CTopoHam41
flOCTaBneHHaR npoxzyx1gw (n.3.2.).


oLueH14aeTCR rno RorxqecTBY 14 xatleCTSy B COOT-
BeTCTBHZ C YCnJZfxMlf HaCToR!4ero AIoroEaopa x CYueCTByOHMH npaBmxEiM. 
1.2. Cpom geACTBHTR )JOZOBopa A4IZTCq c AaTw ero flogncax%, CTOpoI~aMXgo aw1roji~emR CTOPOHaMH CBOHX 00 R3aTeIbCTB nio HaCTOR1UeMy ALor'oBopy. 

2. flpaBa m o6R3aHHOCTH CTOPOH
 
2.1. flocTaBu4%X OOR3aH o~ecneti14Tb cOop 3bupawemHogee fpo~yxuIxz, a Taxxemagiiesau~eG xpamexHe cpoiRHa Aro _ -- I m~
qTO flpOAr7 ZME HYcoxpaHHiT C8O% 1IOTPeOZ'Teai,,cx1e CBOACTBa M COOTBeTCTBI
c ycia~A HaCTomuero AZoroBopa.
OnJlaTa pacxogoz no xpaxeH=i npo,~y1xu~ Ao ero flepe~Qat(H cI4pme fl~p013B0­Jal4TCR ___________ 

(flo.oTaBW14XOM, I'HpMOA JIZ60 C0JIZap1{O B r1POz.eHTHOM OTHowe14H:flOCTaBumm ­ ____ lHPMa ­

(paBmep niiaTM. 3a He2gem7o, mecRnz, 5a mecb rneptiog)
 

2.2. O0ecneqemxe flOCTaBwaxa Tapog =~fTpaHCnoPTXpoB)XH co~pamHog flpo-
Ax4HH B Co ~0TCTB%% ypoHnmv n 3.1. n6)KXT Ha
 

(flocT 
 xe. cPxpme; 3a cBog ctie'r, sa 
CnieT APYr-o CT0POHN
nio OA'oscpy .ji6o Onna2Ta conz~aPHaR, COCTas uLaRi M flPOLeTHOMOTHOWeHHH: TTOCTaBa~im - ____ ~pmax 
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2 3 OC)?e4eIl1e pAH(-noPTa 9,7P RMF303a co6paHog' npoayxwZKH Ha ripmem­
14bifl~I~ aBCOOTDGT(C Bmm cy,J7oB!VWAl n.3.1. JnXT Ha _______
 

(7(TcBwxxe. DHpme, 3a caq3A cgeT, 3a cqeT apyrog CTOPOHI 
n~o Zoroaopy .rw6o onna~a coimzap~iaR, COCTaBj~itOulaR B npiOleHTHOhi 

.1)JHWH , OCTaBWI4X - ____%, I)Hpma -%) 

2.4 	 flocTaBwIV nGs3aH Ha~JneKatWHm o~pa3om YBeaoMHITb (PHP)Y 00 oTripase
 
MP~r:".4MK nPOTX aCnRTexax (xoneCTBo, HanHl,4e H xapaX~eP Ta ph,
 

.qana~ceBpemn floCTyrIV1GH npogyiu.mm Ha cixnaR Ompmiw Heo6xogm-
MO ! BonkIMeCTPOc v TOHHaB# aBTOTpaHCrI0pTHhX CpeiiCTB H Tn.). HH4,Opmauzg~ 
o YoTnpwx HeC~)xozvma ttpme g~uiR flPiHHT~ COO)TRIerT3yEW14X mep no npmem-

Ne fPO~yli"1H
 

2 5 ( XPMO o6R3y -TCR npvHzmaTb npogyx-.1o, rnocaBslRemyiO NOCTaBIAHXOM B 
r0'SPT,-TSVI y'fl.roxmv HacToRuip-n Aoro~sojm, rio accop-T4MeHry. !<at4. 

ipog~yliu~kl7 	 j cl*u,[TaeTC~q 

(npxleM np2c aPze4pmbi npor~yi<tvvw a c~ciage flocTaBusia, oxoHtiaHe 
nporPy3X" -:lpoJiyxuL4 Ha ci~naae IIOCTaswmxa Ha npegCTca~jieHxwe (Pmop. 
3BT0TPaHCI~pT~bwe cpeXACTB, A1OCTaaExa riPUA HLHH fl0CTaBWZHX0M un na 
0v1pmb!,oxoHqaHze Pa31'py3x14 rnoc'THuHxOm nPOAYI<Qmzl Ha cxuiaze 4'HPMWjHOe; 
zn'ra onpe~enReTCH B cocTaBJInevom B Fx;flom caiyae COOTBeTCTByowem go­
1yMeHTe- ripmemo-cJ~aTo4HOM ZO1<YMeH~e, ToBapHo-7Tpa1HCnopTHO~i Haxiag~H,-) 

2.8. PHcx YTPaTl H4flOPWV TCTaB3IRemoA IIpoayxlKH go momeHTa fPHHRTZR 
(DmpmoA 5pojgyxuzH.i onpe~eneH~oro B li.2.7. HaCTORigero Itorosopa, HeceT 
flOCTaBwv~x, nocn~e haCTynjieHza gaHHoro MoMeHra - Ovpma. 

2 9 flocvasuu4 OORsaH npejgynpeAM~b 4HPMY 0 B03MOMlHLIX CHPZTbX .zec(exTaX
 
n':CraBnem0oi npozy~tu;im. 

2.10.flPe2TaBMTeaib flocTastumxa !4MeeT npaBO IPHCYTCTBoBaTb ip% flPOBege-
HZA S3Bew4aai~IR, COPTHpoSHR M oT6paxo~x4 npOAIyKNHH. Pe3ynbTaTbi ZfaHHblX 
unepauvA 4HXCHdpyIoTCS B n21cbmelHHOM BA~e npegCTa14TenM4 o~3eMx CTOpOH, 
Z COTeCB11H 9OHYMFeHTI AetACTB1Ten6HU~ TOJnbxo flpH Hajuu14xii floI~flIc( 
CJ6eHX CTOPOH. 
Rlpm me8o3Mo*IroCTV nPH~RI4H x egzHomy pewXeHImn OTHOC4TenbIHO xaq4eCTBa no-
CTaBi7QHHo~ tipo~yxuvmn CTOPDHI OCTaBnJOT peuweHIe zaHHorO Boripoca 3a 
flepmlHmm t'opozcKHm roCygZaPCTBeHnM I4Hcnx1Topom nTo xa4CTY t7b
 
peweHme C'4ITaIOT 4n ce~a 0MHOH4aT9lHM. 
B cnytae OTCYTCTB14R np1 flpzemxe no~~<LxH npegCTaBHTe~iR cgxoj m3 
CTOPOH rnpeACTaB14TeJb gpyrogi CTOPOHbl IPOH3BOAI4T AaHHYO onepauxino coame-
CTMO C 17epmcxvm lopo~lcxImm I'ocygapCTBeNXLIM HmcI16XTopom nio mateCTSy, M4 
COOTBercrPW~e AoxymeHTi JAeACTBTeJlbHi TOnbX0 riPH HaJIm44m flogflce i 
n'.pII~yTTyjowero rnpeAlCTaPZTeJ4q OlHOP ',13 CTOPOI-I m rocyJg8prTB(eHiiorc 

http:npogyx-.1o
http:npogyiu.mm
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21 p4aoF~~ Flpaar fICa4x on~ Bcex' o~manmuizx golxy-
M8HT5pMOR B~ xsiauHA, ,CePTZ4WHTOB' 11 1ale CTBYV, cePTH flaToSCaH~a~o' Rn*cn7exzu~f, KBsiiiaid o npoL~eHTe OTXoga H OpamainTgxIaC'R)w;xcR co6paRHoi XKTpaxTyekOA npo~yxiirn~x. 

3. Yc~~zw rlcaK H pac'leTOB rno )orOBOPY 

FIQCpaBalH ,ey_______________4Cp meTOHH Co0paH-~
HOt O~XA;r4 J iO '4HCjze:
 

C77 COPT TOHH 5 
z ~a TOUHay cTaHJTHApgTHnrpagxH18I 

cymma flocTaBM_________ B HA Tapwi___________ 

~'~~j (xoI~~z.ep!.u~i, AT~,~T~a~RI.e 
vceqawe memif, ez ynamcoBj.:.
v
 

Crno yg&exl.J! HoileCTsg-- *TI)
7 ~ e4 eMecHqino.,ie. exnap A.lb.9o X T,n.~ rp~ixnoe'~~F cJrytiae zieobxoi4moc OCTcas-nrq e~~ iorM c&;Aec .. Pe,4TaBXTeRFMZ OO8HX CTO OH H1RIBnleT:;'h'1111*mp 4 c P~aCTOPIer lorOB pa) ~ ~ 

FCCOPT

LUezia _ TOHH ________3a 1 TOH~Y CTaH.gapTMogi 'aCTli YPOYMLUHH___________­
cymma nOCTaBHU4. 
 BHA TapW__________
 

~CJPORH nOCTaBxH ___________________________ 

lleHa 3a 1TOHMYLcTaH,~aPTH0A 4aCTH flPO~yX9LHH____________ 
$IBH Tapw"
 

SCPOXH rlocTaBpXR ______________________ 

T>OCT 
' COPT _ _____TOHM
ueta,3a 1 TOMHY CTaHAapTHOA qacTR npAH1;
 

.cymma nOCTasxH' 
 BjZA a
 

<CPOXH rOCTaBXH 

~rocT IC~-'-COPT
ixT a 3a__ TO 

~ L~easa1 TOHY.CTaHgaPTHO9 qaCT3l _ __ _ TOHH ____ ____ ___flPOAyw4xH__________cylma rdCTax S''ap
 

CPOXH: n-OcTa15l _____ 

'A t ..-------­ '------------------__ ___ ___ ___'U 

http:xoI~~z.ep


07-28-1993 05:06PM FROM INIURCOLLEGUIA TO 8--3422344926 P.01
 

Lxv 

______ TOHH_________ToCT ____________COPT 

ileHa 3a 1 -roHHy CTa~zaPTHOA tiaCTH flPOAYHLMM
 

cy1mma foCTaB1X ___________ BHAt Ta pbpu.
 

CpOFZ nOCraSHM _______ 

3.2. CTOPOIMJ .7OI'OP144IHCB, Uro xjexa H& KOHTpaHTyeMyO flPOAYXL11O 5 3a-
BHCI4MOCTM4 OT ee xa4eCTBa.COCTaBHT: 
npx co6AnconeHsH ___Y-HOrO YPOBHR Xa~eCTaa D COOTBeTCTB1HM C rocygnap­

CTBeH1-WM CTaH~aPToM -% OrOBOPeHHOA LxeHbi, flPH CHmmeHM9 YPOBHl 

xa'leCTBa Ha Xa*Ae ____% geHa nOCTaBJIgemor 1Ipo.gyHilH aBTOMaTxtiecx4 
_____. fpH 3TOM CTO-

IMOCTb TIPOAY1{LHM oL~eHMBaTcn' 6e3 YqOe~a gonyxoHB T'OCTa.
 
HeCTaHgapTHaR nPOAYMUHR Onnia~MaeTCff M3 paCneTa %OT CTaHgapTHOA.
 

flpH rnOCTaBxe npo~yxLuHH c yposxem matqeCTsa HHH nZ 


CHw*maeTCRl Ha 

rpoZgyxgR He npxH 

HZMaETCFA H CtIHTaeTCR ilerioCT8BJneHHOAL 
Tpx neco63VOgeHHH 7CTaBWI4HOM yCJnOBZA 110 YflaX0Bie, Tape OHpma anpaae 

oTxa~aTbCS OT TIpzemxz npoxgymumm. B 3TOM cnxyqae npo~yxiuFi CqXTaGTCR 

HenoCTuBnleHHOA. 

3 3. B CJnyqae TIpmemxz npegCTaRMen'em (Pxpmh flpogxuxxIH Hmei3wei CHPb2ThI 

,ne(eX<TL, (?)mpma npzHmaeT mepbw X TOMY, qTO~b1 pasmep ywep6a 6un onpe.ge­
nieH IoCygfapCTBeHHbIM 14HCflXTOPOM no0 xaqeCTBY JnH60 HHIUM 1HOMfeTe2ITHUM 

opramom B eox rAo I mecRLga . momeHTa Ipxemxz flpogyHLIH. CTOPOHW Qoflo­

!3OPI4JHCB 0 TOM, nT0 COOTBeTCTByrioWe YOb2TEH OHM HeCYT conmga~pHo H13 
pac1neTa: flOCTaBuI!H - --- O Y, OTAPMa - - % 

flocne onpegeem o~uieg cymmu.ywuep6a flOCTaawumm nepeqImcnaseT Ha CqeT 

4'LPMP COOTBeTCTBYCoWY4 CYMMY B CneT Y1OKPbITHPR csoeig .goni ywep6a B cpoi< 
c momQHTa ero YBe.AOm3ieHmFi o penynwra~ax atia.7U3a 

Ra~qeCTBa fpogyxu12. 
(BapmaXT: "3.3. B cziy'ae noCTaBxHi fOCTaBWHMHOM 3apameHHOli nIpoAyKUZV 

ywepG, 11pH41HeHHm9 s pe3YAbTaTe PaSBZTHR GOnfe3HK B TeqeH~e 1-ro mecg-
La c momeRTa riociiegHeg nOCmsEH, BO3mewae-' 1 oji{og *mepcFlocTaBusHx 
COOTBeTCT~ynoJAMD ywep6, npxnxHeHU B pe3ynzbTaTe pa3BHTHR 6oJne3HX 110 

XCTetieHXH zamHoro cpoxa. HeceT 13 11OJHOA mepe Opa" 

rppz~i op Tnaili~e rOcTa~aIRMy KOHTpamTye y03.4. ~0P ,ypmo mytH~e JYLIK)11C~T0 

(ripo~jioro 6aHxOSCY<orO flpeBo~Ai 2,D ac ax~cHf~2e~ 
OTXHb!THR aMXPegMT14Ba H T.A .e~ )A& 
a cn1egyiowem. lopngxe: ____% cymMu onnammbaeTCH 3a ___ CYTOX 90 

ocyweCTBn~eHRR n-OCTaBxl4 a CqeT npeAnC'onweig nOCTanKH, H ganee nio mepe 

ee noHmem m3 pacqeTa: __% OrOBOPeGHOA CYMMh! B TenleHxe ____Heg c 
14OMeliTa 1pHemu1 npogymuzz, %- B Te'leHme _______ C MoMeHTa 
ripzeMa. 
MoMewroM onna~Thl npOrXLgHH 4HPMO9 C'UHTaeTCR .naTa onnjaTUi, yi~a3aHXag s 

WTam11S yqe~e 6aHma Ha pacq.WTHOM .Q0Hymen~a. 

3.5. OCHOBaHmem Ann~pacqe~a CYMMNi OIV1aTb 3a KOHTpaXTyeMyO nPOAYMU~n 

C31yH8T aKTN~ 53BBIUHBaHMiI, COPTHPORXH M OT6paxOBXI4 H .QOCT~rHyTLue CTOPO-
Hamm lO:'OBOPHwle Luomw (n.n.3.1.-3.2.) Ha KoHTpa<Tyemyio npo~yx4H~o. 

4
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4. OT]BGTCTBeHHOCTb CTOPOH. 

3a He14cflo31H14e 1431 HeHaAiex~auee mcITojiHeHie o6FI3aTeJlbCTB, npeAycMOT­
peHHbIX HaCTORUI14M AlOrOBOPOM, CTOPOHbl HeCYT cjie~yioWyic OTBeTCTBeHHOCTb' 

4.1. 3a rzpocpotumy 1431 Hec.~ativ nIPOAYX414 B YCTaHcB31neHHhla 40lrosopOiM 
cpoxx focilasum ynam~e Ixpme rxeHID B pa~mepe )L.Y" C'rOMMOCT 

Hen0CTaSaIeHHIOA (HeAonocTaB.IGHHoP) npoAyzXz.H 3a IMEAIAl QeHb ripOCPOqiH. 
(BosMOX(HO gonzonHeHxie: "lipH npocpo4Hme CBbi _ gnet Ha44cIeHI4 rreHy 
npexpaluaeTCA, M4floc'aBwIx ynnaqza~aeT cO~pme £Iommmo mH1c3eHH0i9 fleH
 
W'rpaq, B pa~mepe CTOMMOCTH
X___ H8T1oCTaBIe142og (HeAnoc'aaaneHHOA) 
flpogZYmH ") 
4.1.1. He~aB14czmo OT yruxaTM fleM1 (uvrpaqa) flocTaBW14x BO3me~uaeT $ixpxe 
flp14qZHHHbA B pe3yJIB~raTe HapyteisA yC3OBZ9 HaCToRLeIO )Ao!oBopa yi~ep6 
(no npiqZe Henorn{oi 3arpy~xi cxjaBzcx14 nom.eweHzg, xapyueHH (DPO 
cBo14x oGR3aTeJ~bCTB flepeg~ KHbIMH XO~ae~m Z4 ynn3aTU~ WTpaj)Hwx 
caHxLu14' 3a gronyweHHhle Hapywe~xR M T.rn.) . 
4.1.2. flHn (Z inrpaq)) a YX&SdMHHWX Pasepax B31ICZ1B81MTCH C I~ocTaswvx~a 
x~ 3a HerIOCTBBxy (Re~onoC'raBy) 17POriYEQrn 110 QTge3ibHbIM KatHmeHOBaXA4M 
npenycMo'rpeHH~0orooIBpom aCCOPTHi*eHra. 
4.1.3.floc'aB~UIX ocBo6o;KaeTCR OT OTBe'rCTBeHHoCTX 3a Hesuno3nHeH1e o6R­
3aTeJzhCTB no HaCTCRW0BMY A1oroBopy, eC31W OHH1 He 6b!3A1 BbIIIJH8Hh Bcniez­
c'razxe o6CTORTejibCTB Heripeogo.1mmorl c143Th (CTH1XIIHme 6eZCTB4R,coiji4aJlbHble 
BO31HeHHR. BOeHL3 ;ZeACTBIF1, allTM KxnH XAegCTB14R rocy.lapCT~eHHOA BJ1aCTI 

X4T. n. JM14n4 BZ4le QPmL. CyUeCTBoBaHMQ flOAOGHLX OOCTORTeJ1bCTB xAoM9i-
HO OLITb oI.x148flbHO !IODTBepwI(Xemo opZ'a}amH me'THOA BJIaCT14 PU371 14HbM XOM-
flCTeHTHb!M Ber~omCTBOM. 

4.2. 3a o'rxa3 OT np146mx1 flpoizyx1ui14 npeJgh~3emHoi r(ncTaBwuzxom (xpme 
B C0OTBeTCTBVX1 C YCJOBXM HaCronigero Aorosopa no Hon~qeC'rBY, ihate-
CTR~Y, cpoxam noCTaBX4, JIM60 3a npocpotti<y ee flpHemX1 4'Hpma yzvnatmssae'r 
IIOCTaB4xy IUTpac B pasmape " -3 % CTOMMIOCTH HenpMHRTOt mix rIpp14HITOf 
C np~oCpoq.iuA I7po~ymuL141 H Bo3mewyaeT pacxogbi no AOC'ra~xe flpO)AY1<tRt B 
o6a moHLua, a Taxx~e y6WTKZ, flOHeceHHL6 c~epmepom (cHw~eH4e mmaeC'rsa 
flpOAYHU141. TIPOCTOAi 'pa~cncP'rHWX cpeQCTB B O?~fI(flHKM1 !7p1HXH K4 TI!.). 

4.3. 3a HecBoeBpex7y20 onTLy flPIHRTOR npoyiuzm 'PmpMa yrrJaqHlBaeT 
floC~aBWHXMY new~o B pa3mepe .. ~. HeBm1n3a'4eHH09 cymmw 3a mawnug ztemb 
flpocpoqx1 on37aTbl. 
(5 enyqae. ecrnx no YCnOBHRM HaCToRugeI'o AIoro~opa Tapy o6ecneT~wBaer 
Om4pma, B03MO4MO ;zoTIoJHeHHe: "4.4. 3a Heo~ecnen1eH7e fOCTaB[UHXa Hagi7e-
WaWeig 'apoig (Pmpm yruia414aeTr IOCTaBIIIRxy WTpa43 a pasxepe ___%CTOH­

14OCT14 IHeIOCTa~flGIHOI4 Tapbl.") 

5. ?CCBHFI OAHOCTOPOHMQT'O paC'ropaeHMR AoI'oBopa. 

5.1. Ompma HmeeT npaBO paCTopr11YTb aorOBOP 3 OAHOCTOPOHHem nops31xe. 
eC3u4 NOCraBLUZX HeogHompaTHO, To eCTb Oonlee OAHOI'O pasa Hapyjae yCnO-
B14R HaC'Rc~wero Zoroi~opa, cornlacoBaH~be CTOPOHam14 (.ionycxae' HapyweH14R 
aCCOPTHmeHTa, X&4eCTBa, xoJIHqeCTBa flPOAYRIIH, yC.noSM9 no Tape, cpomam 
x4o6seam.nocTaBoH). 
B 3TOM C31y'~ae IIOCTaBWHK BO3mewaeT 4'Mpme npH414HeHxbt9 B pesynra're 
napywieH1R YCJnOB14 HaC'ronuero ZoroBopa yWepcO (B COOTseTCTB4W c n.4.1.1 
!iaCTosu~ero .Aorosopa).
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B JiI3ol~tr MOMehT paCTopr~yTb HaCTORiWKVI AoroBop
5.2. flOCT&BWHK< Bnpame 

I0Hpmog nOPm~xa np~emxi m oL~emv<
 
B c3Iy'ae 1.eOAIHOIpaTHorO HapyweHHR 


onjiamb 3a npo~yxu1Mo. B 
nocTasnemolg npo~y1<gIz, a Tam)Ie cpo~oB STOM 

Cjiy%;ae 0XPMd O6H3yeTCR Bo3meCTHTb fOCTaBWUHKY npxqHHeHe 
emy mHclofl-


CBOI4X o6A~aTe3ibCTB 
 flo )jOfOBOPY

1eHHG9A (HeH8AaIVXaUtUM 1cnoJ1HeH1~em) 

y6blTK4.
 

6. A1nOn3HWTeJ~bHbie ycloEmmm 

x<ALorOBOPY Aei9cT3XTenbhH6, eCnx OHX
 
6.1. Bce M3MGH8H4~M H ZAofoJnH 


o6eZMZ CTOPOHaMN.
cocTaBJneHbl B nXCbMeHHOA 4opme x no~znrHcaHb 


no Aorosopy. no KOTOPUM CTopoHS.M He y~aJTocb flpHATX K
 6.2. Bce cnopi 
paspewiaVTCA B op1'8Hax ap6HTpaKHoTro cy.~a.


eX~HHomy lpewemoi, 


____ _____ _6.3 _ _ _ 

CTOPOH
7. D0pm~mqecx1(e anpeca zi6a1*~oscxme peKB3ZTh 


7.1. A 'I t_1- /PF 
B/- ___6aHi<epact~eTHW9Z cqeT'/N 

-,./f.X~
7.2. ROCTA3LUIK 

MaHxet7IQJ ~~~h'pac'{eTffbi cqeT X_____ 2 tif 

JtorOBOP no~nHca1h:
 

3a flocTas Hxa:
3a Opmy: 


0 t 
'J~ 


- o .0/~~ AJ7I-1W~,,~JAZ 

V~ .~6 

~~A 

) I/ 



TAIEJIHULA YC.IOBH1H XPAHEHIIH HPOJIYKTOB, I4CHOJlb3YEMA5J B
 
HACTOSURIEE BPEM51 KJIALAOBIRHKAMH HlEPMHJIOjOHOIIjHPOMA
 

IKnpTochlbn 2OC - 4C j 	 90%-95,Y 5-8 MCC. IlpflQkKTbI, TpC6)YIItIe TaKOro Ke Temiiepa~ypHFO H 
I W~la~lKlOtWE PC;4HM8k 

1Kanyera -10~c -010c 90%/-95% 51-t MCC. flPejU1onTTJlk!Io OTAlelhHoe XpaHCHHe (oco6eHHO OT :16,10K) 

NfGush0c - PIC 90%/-.95%/ 5.9 Mm Canua, xpeii 

O'YC 65%-75% [m.1-8 lpCAtfOTHTCJlhiO OTJlJbHioe XPMICHHC (ic3-32ana3JioerCIO
J~yx H 3anaza) 

OnCI 95%/ 2-4 iec. CBCKnR, MOPMONI, 

CBCuJW - Inc 90-0-95% 4-6 mtec. NlOpKO~b, Xpellnn 

FlIMHAOpu Kpaa1ble 71)C - I O'C 85%-90% 2-4 IICACJtH 
3jhbe110C - 13nC 85%-90% 3-4 iCeJwjw 

Orypwua 80C - 1'0c 	 R5%'/-90%/ 10 AjIiwA 

9r6mmuK 2"C - 3kC 0%o9 5% 2-6 Me )JpyFie c1pvKTI. OTAJlemlno OT uailycmal HApyroA 3"JCHN 

AiinHbiwaJAa.IpnnbiIICnelrme) Ic- 20C 85%-90% 4-4j mm. JApyr-Fc (OPYKTh 

(ite cnemnae) 3'C - 4VC 

JINMOblI (cneistac) 20C - 3C85%-90%/ 4-6 mL'c. jlp)SiHC 4PvKTh. 

baHasiM 1211C - 1405C 80%-85%/ 4-10 jAsler 

I1CpcHKH 10C - 41C 90% 1 MLC. jt-py[HC (j)PyKTbl 

Apya211 - 30C 80%-90%/ 2-3 neCwJIH JIpyrHC jPYKTbi 

HCTOINK: CnpSSOquux AICflopVueuW CCJbCKOrE) X0osnktaa CIHA Jio6 CgpUZOEK nO IRKYBIESM KsPT0ma, u'AuoBo . oomei(MocKia). emPaDiNoqu a mAOu*1gw 

Mhe Boston Consu.dng Group 	 FOOTFR 

http:90%/-.95
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TAEiJIJUA, ()HHCbIBAIOHMA5 HAJAJE)AIIAE YCJIOBIH1
 
JIEqEE;HOFO HIEPHOJIA ARMH KAPTO0DEJIH H HCH-OJ~h3YEMA5H
 

...........
coPipeAc 

TObo 

COapTeIIIHH apTO4bdib57ju 

*vot 'TOp3Hifb 

" HejopeuH 1 -YOHWO CPHJIbNf 

ConpeBiJMHbIHPT( 

X * HeApeB[U.ffcJJ 

noB~peiCJeCIiIMH 

FHHJIbIO 

50%) 

CHyI.Hi 

KOJIICflO 

" KapTo4ejr, IIopamicemifti 


(bHTO4ITOpOA 


HCTI,-m;HK Y11pajIesIaIe cerncuoro x(rumik-rna PtI 

Teiepurypa (WIDW 

1218" 

1yO2-18')C 
(90-95%) 

12-IROC 
(90J.95%) 

12-18TC 

(85-90%) 

oxiiaweiine gol-20'C 

(85-90%/) 

The Boston Consulting Group 

KJIALIOBIIHKAMHJ
 

coi qtfl1(eaiiji 

wini 

710 jneii 

10-O12 jAnei 

jo 15 Auif 

iie'ie6ioro IIePHOJA2 IICT, T.K. 6OJle3tib 

6hierpo npoFpeCCHpyeT IIPH BbICOKOH1 
TCMI1CPaTypC , 

http:HeApeB[U.ff
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16. 	 fepmcKn IlopoMRH IOV 99-24 -4'/ 
1I DaHoBHtT 
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AHAOHOBHtl 2(.-dp) 
IleXO AaTOJIHP, 

X~eC&HPBt 
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Employee Participation Initiative 

ConceL 	 Employee Suggestion Program is centred around suggestion forms that 
will be filled out by employees. The suggestion forms and the 
suggestion box will be located in the canteen. The initial period will 
last until Tuesday when the suggestions will be evaluated and prizes or 
money will be awarded to the top three suggestions. The program 
should continue on a monthly basis with the top suggestion of the 
month receiving some type of recognition and a prize. 

Pcedure 	 Initial Period 

1. 	Hold employee information session and kick-off meeting. 
2. 	Employees are to make suggestions for aperiod of five days after 

which the box will be collected by Mr. Kasimov or a designee. 
3. 	The suggestion box will be opened and all suggestions will be 

evaluated. 
4. 	 The evaluation criteria a-e: 

" Implementability

" Financial Impact

" Cost of Implementation
 

5. 	The top three suggestions will be chosen and prizes will be 
awarded based on the impact of the solution. 

6. 	 The top suggestions should be implemented immediately (as 
quickly as possible) to illustrate to the workers that management is 
serious about the program and values their suggestions. 

Continuing Period 

1. 	Employees are to make suggestions for a period of one month after 
which the box will be collected by Mr. Kasimov or a designee. 

2. 	The suggestion box will be opened and all suggestions will be 
evaluated. 

3. 	The evaluation criteria are: 
* Implementability

" Financial Impact

" Cost of Implementation
 

4. 	 The top three suggestions will be chosen and prizes will be 
awarded based on the impact of the solution. 

5. 	The top suggestions should be implemented immec iately (as 
quickly as possible) to illustrate to the workers that management is 
serious about the program and values their suggestions. 

Evaluation Committee The evaluation committee will be composed of Mr. 
Kasimov, Mr. Zasimov, warehouse managers, the sales manager, the 
purchasing manager, and a representative from accounting. 

Motivaion 	 The motivation of the work force to fill out the employee suggestion 
forms will be a financial reward based on the impact of tne solution. 
Also it is proposed that the employee with the top suggestion for each 
month will be designated as "Employee of the Month". 

Feedback Mechanism A neeting should be held at lunch time once a month to 
announce the winner of the employee participation program. This 
meeting will also be useful to provide any feedback to the employees
regarding quality or any other issues that are important. 


