
DeloitteTouche 
Tohmatsu 

Deloitte Touche Tohmatsu Telephone: (202) 879-5600 
ILA Group Ltd. Facsimile: (202) 879-5607 
1001 Pennsylva Avenue N.W. 
Suite 350N 
Washigon. DC 20004-2594, USA 

TRUCK AUCTION DEVELOPMENTS 
AND POLICY INITIATIVES 

Contract No. CCN-005-C-00-3123-00 
Task Order No. 12-0079-DTT 

December 1994 

Deloittelouche 
Tohmatsu 
International 



'35EKlICTOI( ircrj[IYFJ1IKACHI 
,LJABJ1AT MYJIKHH-I BOUIKAPIILL BA TARU311PKOPJlH'KfIII IKYJA1J3-KYBBATJlA~l 

,aABJIAT KVMHTACII
 

(LIABJIAT MYJIKII KS'MHTACH4)
 

To WKeE T w. 700008, MYCTa KI 11aMK ma 090OH W, 5. Tenl. 398203, Tenera n 116003 MynK,
 
TeneKC 116643 PRIV SU. (PaKc 394966
 

3 0 ,12,94F. PH1-03/189 ­

r 'F~~I~-TaHE -pe~en 

- -T-*--''II rO f~~ 

72 l-- I 7 ,-.1, 

t;Ta- H111 F T1 2 

EFC Er,.--p-, --. -r~I. HS- cicMImeTO Po±u'rHca 

pe OM B ~Tp :TKaII pCFySiI ILIDTCI 

1j~OIIeIp C 3T?B. DahlT T. H( 

All TflK [U-1948-5000-9'4 



l)ecember 30,1994 

Mr. William Frenkel 
USAII) Office, Uzbekistan 

The State Property Agency of the Republic Uzbekistan fir.ds it necessary to 
acknowledge the productive work, being (lone at the present time bv the firm 
I)eloitte and Touche to help achieve the privatization of state trucking through 
sales by auction. 

The Open Auctions held in )ecember 19941 to sell trucks showed that the work 
(lone by I)eloitte and Touche has practical results. GKI and the Republic's Real 
Estate Exchange are working closely with Deloitte and Touche and hope that our 
further cooperation will achieve good results on a large scale, and help to 
develop market reform in the sphere of transport. 

R. T. Nuraliev 
)eputy Chairman GKI 



Truck Auction Developments and
 
Policy Initiatives Achieved by D&T
 

Trucking Privatization Project
 
In the process of preparation f)r the first truck auction in Tashkent 

consultants have found several controversial issues in the Uzbek auction 
laws. Two major problems that have had direct impact on the success of 
the auction are: 

1. Starting prices 
2. Auction procedures 

Result, of the first truck auction showed that existing auction procedures
and methods for setting starting prices are serious obstacles to the success 
of a truck auction. 

The first truck auction in Tashkent, Uzbekistan was conducted on 
December 16, 1991. 32 trucks were offered for the auction, but there were 
only two bidders. and only one vehicle was sold. The most important 
reasons are the following:
 

-- Starting prices were too high to attract the interest of bidders;
 
--	 According to auction procedures currently used in Uzbekistan, 

the starting price is also the reserve price, the auctioneer can not 
ask for a lower price if there are no bidders at the starting price.

While at first sight the first truck auction seems a failure, its poor results 
actually allowed I)&T to achieve serious policy initiatives in auction 
procedures and the method of setting starting prices. In our opinion, these 
initiatives will lead to the success of further truck auctions in Uzbekistan. 

1. 	Starting prices 
Starting auction prices of vehicles are set in accordance with the 

Cabinet of Ministers Decree #189 of September 28, 1994. Decree #189 
stipulates that starting auction price of a truck can not be lower than 25% 
of the current market price for a new vehicle of the same tyne. This 
method takes no account of the actual technical condition of vehicles, nor 
of the existing supply of used trucks and the demand for them in the 
marketplace. Trucks in poor condition are often worth less than 10% of the 
price for a new vehicle. Decree #489 results in artificially high starting 
prices and can lead to auction failures. 

D & T had formed a team of technical experts, and this team 
assessed the technical condition of all trucks offered for auction and 
determined market values of trucks based on current market prices for 
vehicles of the same type and similar technical condition. I) & T provided
the GKI and the Republican Real Estate E-xchange with those estimates. 
However, the I lead of the GKI Transport I)epartment felt obliged to use 
decree #.189 to set starting prices. As you see from the enclosed table,
starting prices set by GKI were often many times higher than market values 
of trucks estimated bv [)&T. Consultants warned GKI, Republican Real 
Estate Exchange and other agencies concerned that starting prices were to 
high to attract any interest to the auction. 



The poor results t the first truck auction siowred GK! otficials that 
decree #489 valuation method is not realistic and should not be 11sed for 
setting startin. iuction prices. Right after the tir t auction. I) & T was 
inviied to advise (KI miman alternative pricing policy. ; 1KI then adjusted 
starting prices more or less on the basis of l)&T valuation (see the Table). 
The failtire of the first auction thus helped )&' to convince GKI to set 
prices in accordance with the market demand. 

2. Auction procedures 
Auction procedures currently used in Uzbekistan do not allow an 

auctioneer to decrease a starting price if there are no bidders at this price, 
therefore a starting price is essentially a reserve price. If starting prices are 
too high to attract interest of potential bidders, an auction will fail when 
current procedures are used. That is exactly what happened at the first 
truck auction, where starting prices were set artificially high. 

Objects, however, can be sold by decreasing the starting price 
(not below the reserve price, of course) until the first bidder is willing to 
pay the price. Consultants explained the benefits of changes in auction 
procedures that would allow decrease in starting prices at the discretion of 
the auctioneer and auction committee. After considerable discussion we 
managed to convince Deputy Head of GKI's Department for the 
Organization of Auctions, Tenders and Exchanges Mr. Abidov and Deputy 
Chairman of the Republican Real Estate Exchange Mr. Zudin that changes 
in auction procedures are necessary. Mr. Abidov and Mr. Zudin will report 
to the GKI Chairman and the Cabinet of Ministers and will advocate 
changes in auction procedures to give more discretionary power to an 
auction committee chairman and allow for decreases of starting prices. 
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