




P R O E C T  AUTHORIZATION -- 

Name of Country . Hondura s 
Name of Projec t  . P r i v a t i z a t i o n  of State-Ovned 

En te rp r i ses  
Number of  Projec t  52 24289 

1. P u r e u a ~ t  KO Sect ion  106 of the Foreing Assistance Act of 1961, a s  amended, 
1 hereby au thor ize  the  P r i v a t i z a t i o n  of State-Owned En te rp r i ses  P r o j e c t  f o r  
Hondurae (the "Cooperating Country") involving planned obliga t i o n s  not  t o  
exceed Four Mill ion United S t a t e s  Dol lars  ($4,000,000) i n  g ran t  funds 
("Grant") over t h e  three-year period from the  date  of au thor iza t ion ,  eub jec t  
t o  the  a v a i f a b i l f t y  of fund8 i n  acc.ordance wi th  the A . I . D .  OYB/allotment 
process,  t o  help f inance foreign exchange and loca l  currency coa t s  fo r  the  
p ro jec t .  The planned l i f e  of p ro jec t  is t h r e e  years  from the d a t e  of i n i t i a l  
ob l iga t ion .  

2. The projec t  ("Project")  w i l l  support Government of Honduras (GOH) 
f f i i ~ i a t i v e s  t o  plan and implement the p r i v a t i z a t i o n  of state-owned e n t e r p r i s e s .  

3. The Pro jec t  Agreement, which.may be negot ia ted  and executed by the o f f i c e r  
t o  whom such a u t h o r i t y  is delegated i n  accordance wi th  A . I . D .  r egu la t ions  and 
Delegations of Authori ty,  s h a l l  ,be sub jec t  t o  the following e s s e n t i a l  terms 
and covenants and cond i t ions ,  together  wi th  such o the r  terms and condi t ions  a s  
A. 1. D. m y  deem appropri  a te. 

a. Source and Orin in  of Commodities. Na t iona l i tv  or  Services  

Comodi t i e s  financed by A. I . D .  under the  Crant s h a l l  have t h e i r  aource , ~ n d  
o r i g i n  i n  coun t r i e s  which a r e  members of the Centra l  Americpln Common Market o r  
i n  the United S t a t e s ,  except  as A. I . D .  may otherwise agree  i n  wr i t ing .  Except 
fo r  ocean shipping,  t h  s u p p l i e r s  of commodities or se rv ices  s h a l l  have 
c m n t r  tes which a r e  members of the  Centra l  American Common Market o r  the  
United Sta teu  as t h e i r  p lace  of n a t i o n a l i t y ,  except a s  A.X.D. may otherwise 
ag ree  in  wri t ing.  Ocean shipping financed by A.I.D. under the Grant s h a l l  be  
f i e m c e d  only on f l a g  v e s a e l s  of the United S t a t e s ,  except a s  A. I . D .  may 
othmwise  agree  i n  wr i t ing .  

Conditions Preceder.t t o  Disbursement 

P r i o r  to any diebursement or t o  i ssuance  of commitment documentation 
pursant  t o  which disbursement w i l l  be made, except fo r  short-term techn ica l  
a se ie tance ,  the cooperat ing country a h a l l ,  except  a s  A. I. R. may o t h e w i s e  
agree  i n  writing: 

1. Legally e s t a b l i s h  and make opera t iona l  e n t i t i e s  requi red  for  
implementation of the  Handuran P r i v a t i z a t i o n  program. 



2. Complete and approve, by the ~pproprinte GOH entities, the global 
privatization plnno (the economic-technical study and the 
privatization action plan) called for by the Honduran Privatization 
Decree (Decree 161-85) which will serve ae the blueprint for the 
privatization pro ram aupported by this Project. $- 

c . Special Covenants -. - 
The Cooperating Country Covenants that i t  will eneure the autonomy and 

independence of action of entitles estobliahed to implement the llonduron - 
Privatization program. 

Drafted by:DCruz- 8 e aula ,DF 

Clearances: , / , 
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A. Summary 

I n  t h e  1080r;, lhr! Ilondrlran economy h a s  c x p e r i e n c r ~ d  ij11 n n n u i ~ l  coopountl rrlt-e 
of  CDP growth o f  Less than one p e r c e n t ,  r ? su l  t i n &  i n  n f a l l  In r e a l  per  c n p l t : ~  
GDP s i n c e  19131 of a b o u t  12 p e r c e n t .  S e r i o u s  E l  uca 1 and ba lance  of payncnts  
problems and weak p r i v a t e  s e c t o r  c a p i t a l  formnt-ion have  c h a r a c t e r i z e d  t h e  
economy. 

'l'lw growth of ntate-owned e n t e r p r  i s e s  (SOEs)  a n d  pub1 i c  s e c t o r  
i n t e r v e n t i o n  i n  t h e  mnrl te tp lace  h a s  been ;I major  c o n t r l h u t o r  t o  e h i e  weak 
economic performance.  SOEs have played a growing and p e r v a s i v e  r o l e  i n  t h e  
I lond~iran economy d u r i n g  t h e  l a s t  two decades  w i t h  d i s a s t r o u s  consequences .  
T r a n s f e r s  t o  t h e s e  e n t e r p r i s e s  t o  cover  o p e r a t  ing l o s s e s ,  and f o r e i g n  and 
domes t l c  d e b t  payments a r e  major  c o n t r i b u t o r s  t o  b o t h  f i s c a l  and f o r e i g n  
exchange d e f i c i t s  and,  s imul  t a n e o u s l y ,  a r e  crowding o u t  p r i v a t e  s e c t o r  
borrowing.  

The Government of Honduras (CX)H) r e c o g n i z e s  t h a t ,  t o  r e v e r s e  t h e  p r e s e n t  
d e c l i n e  i n  t h e  economy, i t  must change t h e  p o l t c i e s  and p r a c t i c e s  t h a t  have  
p r e v a i l e d  i n  r e c e n t  y e a r s .  An impor tan t  p a r t  of t h i s  e f f o r t  i s  a  r e c o g n i t i o n  
t h a t  SOEs have n o t  accompl ished t h e i r  in t ended  economic and s o c i a l  o b j e c t i v e s  
and  t h a t  t h e  government shou ld  t r a n s f e r  t h e  o p e r a t i o n  of p o t e n t i a l l y  
p r o d u c t i v e  a s s e t s  and e n t e r p r l a e s  t o  t h e  p r i v a t e  s e c t o r .  Accordingly ,  t h e  GOH 
h a s  r e q u e s t e d  A . I . D .  a s s i s t a n c e  i n  t h i s  impor tan t  t a s k .  

The purpose  of  t h e  P r o j e c t  i s  t o  s u p p o r t  GOH i n i t i a t i v e s  t o  p l a n  a n d  
implement t h e  p r i v a t i z a t i o n  of s t a t e -owned  e n t e r p r i s e s .  The s u c c e s s f u l  
comple t ion  of  p r i v a t i z a t i o n  a c t i v i t i e s  w i l l  d i r e c t l y  c o n t r i b u t e  t o  
IJSAIDIHondurae' C e n t r a l  h e r  i c a  1 n i t i : l t i v e  g o a l s  of economic s t a b i l i z a t i o n  and 
economic growth.  The P r o j e c t  w i l l :  r educe  r e c u r r e n t  c o s t s  and GOH f i n a n c i a l  
s u p p o r t  f o r  state-owned e n t e r p r i s e s  engaged i n  the  p r o d u c t i o n  of goods; 
t r a n s f e r  companies and a s s e t s  t o  i n d i ~ i d u a l s  w i t h  e q u i t y  a t  r i s k ;  a t t r a c t  new 
t n v e s t ~ ~ a n t  i n t o  t h e  Honduran p r o d u c t i v e  s e c t o r  ; and r e d u c e  t h e  a d m i n i s t r a t i v e  
burden p r e s e n t l y  c o n f r o n t e d  by t h e  GOM i n  managing a  wide range  o f  commercial  
e n l e r p r i s e s .  The P r o j e c t  w i l l  a s s i s t  i n  the  p r i v a t i z a t f o n  of a p p r o x i m a t e l y  
12-15 SOEs, d e m o n s t r a t e  t h e  f e a s i b i l i t y  of implementing a  p r i v a t i z a t i o n  
program i n  Honduras, and make a s i g a i f i c a n t  c o n t r i b u t i o n  t o  s u s t a i n e d  economic 
growth.  

USAIDIH i s  aware of t h e  complex n a t u r e  of t h e  p r i v a t i z a t i o n  program and 
t h e  h i g h  r i s k s  invo lved  i n  t h i s  under t ak ing .  The complex i ty  and r i s k s  have  
becorce a l l  t h e  more a p p a r e n t  d u r i n g  i n t e n s i v e  r ev iew.  P r i v a t i z a t i o i l ,  d e s p i t e  
t h e  obv ious  economic and f i n a n c i a l  i m p l i c a t i o n s ,  is e s s e n t i a l l y  a p o l i t i c a l  
p r o c e s s  ( a  f a c t  r e c o g n i z e d  i n  t h e  r e c e n t  A . I . D .  g u i d a n c e  c a b l e  on 
p r i v a t i z a t i o n )  which should  be approched c a u t i o u s l y  . Moreover, t h e  GOH, 
A. T.D. a n d  o t h e r  donors  have l i t t l e  accumulated  e x p e r i e n c e  i n  c a r r y i n g  o u t  
d i v e s t i t u r e  programs. I n  l i g h t  of t h e  s e n s i t i v e  n a t u r e  o f  c o n d u c t i n g  a  
p r i v a t i z a t i o n  program, t h e  Miss ion  judges t h a t  t h e  most a p p r o p r i a t e  approach 



i s  81 s t r a t e g y  of phnsccl pr  i v i l t  1 zn l  l ~ m ,  of  whl ch t l ~  1 1 1  I J r o ~ c c t  rclproRcnt H L l ~ c b  

f i r s t  segment.  During t h e  propouccl ch roc -ye i~r  f u n t l l n ~  p c - r i d ,  rln i n l t l a l  SP: 

o f  SOEn w i l l  be uold  t o  prIvat,cl 1 n v e r ; t o r ~  o r  I l q ~ ~ l c l a t c t l ,  t.l~cbrc.by s e t t i n g  11, 
motion a  p r o c e s s  t h a t  wl 11 s t  in111aLc foLurc  tl i ~ c ? ~ ; l  ntcnts. Slmul t : l ~ ~ c o ~ ~ s l y ,  the 
a d m i n i s t r a t i v e  and n n a l y t i c a  l Framc.wwlc ncccbfJsar y  to 111 an arid Imp1 anen t  n 
camprehens i v e  program wil  1 bcl ent  n h l i  r;hetl wl t h l  r l  t he  (:011. Once t h l ~  rrnmc*work 
f u i n  p l a c e ,  a n  expans ion  of t l ~ ~  r l lvcs t  1 t u r c  pro:;ram t o c.ovcBr a w l d ~ r  a r r a y  of 
f i r m s  can  b e g i n .  

The proposed P r o j e c t  i s  recognizct l  a s  bc lng exper imen ta l  Lo :I 1;rrge 
e x t e n t .  I n  t h i s  a e n s e ,  t h e  P r o J e c t  w j  1 1  be n o t  on ly  t r y l n g  t o  accompl is l l  
i m p o r t a n t ,  s p e c i f i c  o b j e c t i v e s ,  h u t  a l s o  p r o v i d i n g  a base  f o r  " l c s s o n s  
l e a r n e d "  f o r  o t h e r  A. I. D. p r i v a t  I m t l  on programs. 7'hc P r o j e c t  w i l l  hiive a n  
impor tan t  e v a l u a t i o n / " s  tocktalclnp," component l o r  t h i s  pllrpose. 

The M i s s i o n ' s  approach  t o  p r i v a t  l z a t i o n  of SOl?s has  been t o  encourage  and 
s u p p o r t  t h e  GOH i n  i t s  p u r s u i t  of t h i s  g o a l ,  p rov id ing  t e c h n i c a l  assistance a s  
r e q u i r e d  t o  move t h e  p rocess  a l o n g  I t s  e a r l y  p h i ~ t ; ( ? ~ ,  ~ h o u g h  c a r e f u l l y  n o t  
assuming o r  a p p e a r i n g  co assume t h e  l e a d e r s h i p  of t h i s  e f f o r t .  To walk t h i s  
narrow p a t h  between encourag ing  t h e  GOM t o  move forward through p o l i c y  
d i a l o g u e  a t  v a r i o u s  l e v e l s  and a t  t h e  same t ime e n s u r i n g  t h a t  t h e  USG i c  n o t  
"out f r o n t "  i n  t h i s  e f f o r t  h a s  rec, t i i red n g r e a t  d e a l  o f  r e s t r a i n t  whenever t h e  
p r o c e s s  h a s  slowed f o r  s e v e r a l  re,asons o r  where t h e  government h a s  t e m p o r a r i l y  
t a k e n  an  approach  t h a t  a p p e a r s  o v e r l y  c a u t i o u s .  It is  o u r  f i r m  c o n v i c t i o n ,  
however, t h a t  w h i l e  such an  approach may 1 i r n i  t qrlant i f  t a b l e  p r o g r e s s  somewhat 
ove r  t h e  v e r y  s h o r t  te rm,  t h i s  r e s t r a i n t  h a r  and w i l l  c o n t i n u e  t o  pay h i g h  
d i v i d e n d s  a s  t h e  p r o c e s s  e v o l v e s  and p r i v a t i z a t i o n  packages a r e  comple ted ,  and  
a s  the  p r o c e s s  is i d e n t i f i e d  a s  a  GOll program r e f l e c t i n g  t h e  w i l l  o f  a  l a r g e  
segment of Honduran p u b l i c  op in ion .  There  Is a l r e a d y  a  broad r e c o g n i t i o n  i n  
t h e  Honduran community t h a t  the  M i s s i o n ' s  p a r t i c i p ~ ~ i o n  i n  t h i s  e f f o r t  is  
n e i t h e r  p o l i t i c a l l y  i n s p i r e d  nor i n  s u p p o r t  of any s p e c i f i c  i n t e r e s t  group.  A 
c a u t i o u s  a p p r o a c h ,  however,  should  n o t  be i d e n t i f i e d  w i t h  l a c k  of  p r o g r e s s .  
I n  s p i t e  of t h e  approach chosen ,  t h e  Miss ion  h a s  helped t h e  O H  accompl i s h  
s e v e r a l  c r u c i a l  t a s k s ,  as  d e s c r i b e d  helow: 

- Design of a  focused s t r a t e g y  t o  d e a l  wi th  t h e  ve ry  b road  problem of 
SOEs i n  Honduras. Based on a rev iew of SOEs and t h e  o p p o r t u n i t i e s  
and  c o n s t r a i n t s ,  p r i v a t i z a t  Lon e f  For t s  w i l l  f o c u s  on t h e  N a t i o n a l  
Inves tmen t  C o r p o r a t i o n  (CONADI) a s  a  f i r s t  t a r g e t  of o p p o r t u n i t y .  
T h i s  s t r a t e g y  was reviewed by h i g h  l e v e l  GOH o f f i c i a l s  and e x p l i c i t l y  
approved by t h e  GOH. None the less ,  t h e  f o c u s  of  CONADI w i l l  n o t  
e x c l u d e  pursu ing  t h e  p r i v a t  Lzati.on of c t h e r  SOEs on a n  o p p o r t u n i s t i c  
b a s  Ls . 

- Development of t h e  l e g a l  and r e g u l a t o r y  framework f o r  p r i v a t i z a t i o n .  
Working w i t h  the  M i n i s t r y  of Economy, the  Miss ion ,  w i t h  t h e  h e l p  of' 
e x t e r n a l  c o n s u l t a n t s ,  h e l p e d  d r a f t  t h e  p r i v a t i z a t i o n  law (Decree  
161-8.5) and l a t e r  t h e  r e g u l a t  l o n s  which should  g u i d e  t h e  p r o c e s s ,  
w i t h  a  f o c u s  on CONADI b u t  open t o  p r i v a t i z a t i o n  of  o t h e r  GOH 
e n t e r p r i s e s .  
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- llcvclopment O F  t h e  anti1 y t  l c;ll l ~ s c  to  d e s j  f:n nnd c a r r y  o u t  workshopn 
and s e m i n a r s  and o t h e r  op in  Inn-forming C V C I I ~ H  t o  deve lop  and s u s t a l n  
a  c l i m a t e  f a v o r n h l e  t o  p r j v n t i z a t l o n .  A program o f  workshope and 
x e r  s i m i l a r  e v e n t s  hns  been prcqmretl t h a t  r e c o g n i z e s  t h e  views rind 
b i ~ i e e ~  o f  v a r i o u s  l end ing  i n d i v l  dual  ~i arid i n ~ t  i t u t i o n a  which a r c  
tlcemed c r i t i c a l  t o  t h e  s u c c e s s  o f  t h e  p r l v a t l z a t i o n  s t r a t e g y .  These  
workshop8 w i l l  be c a r r i e d  o u t  s h o r t l y  a f t e r  t h e  ~ i g n i n g  of  t h e  
P r o j e c t  Agreement. 

- D e s i m  of a  ~ r e l i m i n n r v  omrke t lnn  s t r a f x p . 7  t o  a t t r a c t  m t e n t . i a l  
i n v e s t o r s  i n  C O N A D I ' s  e n t e r p r i s e s .  C o n s u l t d n t s  hcwe developed a  
me thodology f o r  i d e n t i f y i n g  p o t e n t i a l  i n v e s t o r s ,  p r e p a r i n g  t h e  
c o m p a n i e s / a s s e t s  f o r  s a l e ,  and es t t1b l i sh4ng  t h e  t e rms  and c o n d j t i o n u  
t o  a c h i e v e  privatization. I n i t i a l  c o n t a c t 8  have been made wi th  23 
i n v e s t o r  g roups  i n t e r e s t e d  i n  CONADI e n t e r p r i s e s  and s e v e r a l  g r o u p s  
i n t e r e s t e d  i n  C0HDEFY)K sawmill:; .  One COHUEFOR mil  I. h a s  beer] 
p r i v a t i z e d .  S e v e r a l  s u c c e s s f u l  n e g o t i a t i o n s  a r e  e x p e c t e d  to  rc?sul t 
from t h e s e  c o n t a c t s .  

The P r o j e c t  w i l l  comprise  the  f o l l o w i n g  a c t i v i t i e s :  

1 .  T n s t i t u t i o n a l  C o n f i e u r a t i o n  and Analvt ica l .  S u ~ ~ o r t  

T e c h n i c a l  a s s i s t a n c e  w i l l  be provided t o  t h e  Board of D i r e c t o r s  of CONADI, 
a  government-owned inves tmen t  bank and h o l d i n g  company f o r  o v e r  60 SOEs, t o  
p l a n  and implement t h e  pr i v a t  i z a t i o n  program, i n c l u d i n g  i d e n t i f i c a t i o n  of 
i n t e r n a t i o n a l  and domes t i c  i n v e s t o r s .  P r o j e c t  r e s o u r c e s  w i l l  e s t a b l i s h  and  
a s s i s t  a n  independen t  P r i v a t i z a t i o n  T e c h n i c a l  Working Croup (TWG), which w i l . 1  
s e r v e  a s  t h e  t e c h n i c a l  s t a f f  of  t h e  N a t i o n a l  P r i v a t i z a t i o n  Commission (NPC), a  
s p e c i a l  Commission e s t a b l i s h e d  by t h e  P r e s i d e n t  of t h e  Repub l i c  t o  o v e r s e e  t h e  
p r i v a t i z a t i o n  of  government o p e r a t i o n s  i n  Honduras,  and  t o  a d v i c e  t h e  Board o f  
CONADI and o t h e r  GOH i n s t i t u t i o n s  r e s p o n s i b l e  f o r  SOEs r e g a r d i n g  p r i v a t i z a t i o n  
a c t i o n s .  r. 

2. P r i v a t i z a t i o n  S U D D O ~  t Com~onen t s  

While t h e  t h r u s t  o f  t h e  P r o j e c t  i s  t o  p rov ide  the  GOHICONADI w i t h  r h e  
i n s t i t u t i o n a l  and t e c h n i c a l  c a p a b i l i t y  t o  implement t h e  p r i v a t i z a t i o n  program, 
s u p p o r t  mechanisms (e .g . ,  c r e d i t ,  s e v e r e n c e  payment s u p p o r t )  w i l l  be  p rov ided  
when n e c e s s a r y  t o  c l o s e  t h e  s a l e  of a  SOE. While many i n v e s t o r s  w i l l  n o t  
r e q u i r e  t h i s  t y p e  o f  s u p p o r t .  g i v e n  e x i s t i n g  c r e d i t  l i n e s  and t h e i r  own 
r e s o u r c e s ,  i t  is recogn ized  t h a t  some i n v e s t o r s  w i l l ,  a n d  t h a t  t h e  
a v a i l a b i l i t y  of  t h e s e  s u p p o r t  r e s o u r c e s  w i l l ,  i n  some c a s e s ,  be  t h e  d i f f e r e n c e  
between p r i v a t i z a t i o n  and c o n t i n u e d  p u b l i c  s e c t o r  involvement i n  b l ~ s i n e t ~ s  
o p e r a t i o n s .  A l l  P r i v a t i z a t i o n  Suppor t  Components w i l l  be  f i n a n c e d  e x c l u s i v e l y  
w i t h  ESP l o c a l  c u r r e n c y  r e e o u r c e s .  
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C. P r o j e c t  Des l ~ n  Commi t tee  

1. The USAID/Honduras P r o ; j c c t  Design C o m n l . t t e e  c o n s I ~ ; t e c l  of:  

Dani l o  Cruz-DePaula  
V i c t o r  Paz 
L u i s  h p u e r o  
Jams Grossm? nn 
J u a n  n u t t  a r i  
F e l i p c  M a n t e i g a  
W i l l i a m  Kaszhak  
Eugene  S z e p e s y  

O f f i c e  o f  Deve l o p m e n t  F I  n a n c e  
ilf f l c e  o f  P r i v a t e  S e c t o r  P r q g r a m  
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O f f i c e  of Rurn 1 Deve lopment  
Off i ce  of  Development  F i n a n c e  
O f f  ice of  Deve 1 opment P r o g r a m s  

2. The  C e n t e r  f o r  P r f v a t i z a t i o ~ ,  T A c o n s j s t e d  o f :  

J o s e p h  Borga t t l 

F u a t  Andic  
Humber t o  Es t e v e  
J o r g e  S e g u r e  
J o h n  S e q u e i r a  
J o r g e  R e c i n o s  
M a r k  R o s e n b e r g  

J. J. Ibrga t t i  h q s o c i a t e s ,  C h i e f  o f  
Parity 
A r t h u r  Young, I n c .  
A r t h u r  D. L i t t l e ,  I n c .  
A r t h u r  Young, Tnc.  
A r t h u r  Young ,  I n c .  
E q u i t y  E x p a n s i o n  T n t e r n a t i o n a l  
F l o r i d a  ' I n t e r  n a t i o n a l  U n i v e r s i t y  

2. T h e  P r o j e c t  P a p e r  was r e v i e w e d  i n  U S A ~ ~ / H o n d u r a s  by: 

C a r l  H. L e o n a r d  
J o h a  M i l l e r  
Jerome L a p i t t u s  

P h i l l i p  Amos 

D e p u t y  M i s s i o n  D i r e c t o r  
P r o g r a m  O f f i c e r  
O f f i c e  o f  F r o n o m i c  P o l i c y  a n d  
Anal y s  is 
OEff.ce of t h e  C o n t o l l e r  

3 .  The P r o j e c t  P a p e r  was a u t h o r i z e d  by: 

Anthony J. C a u t e r u c c i  USAID/Honduras M i s s i o n  D [ r e c t o r  



With ;r per cnpL ta G1)I' In  L985 o l  rrpproxia~atc!ly $769 ( i n  c u r r e n t  v a l u e s ) ,  
llondtlraci .is t h e  p o o r c ~ t  couri try i n  Cen trnl  America and one  o f  t h e  p o o r e s t  i n  
t l ic  Western I lemisphere.  I t s  p o p u l a t i o n  ~ 1 1 f f e r s  from h i g h  I n f o n t  m o r t a l i t y ,  
low l i t e r a c y ,  and ~ c r l o u s  m a l n u t r i t i o n .  

Tn t h e  19803, t h e  fiondurca n  economy ha 8 e x p e r i e n c e d  a n  annua l  compound 
r a t e  of CDP growth of l e s s  than  1 X  and h a s  s u f f e r e d  From o e r i o u ~  f i s c a l  and 
bal.irnce of payments d e f i c i t s .  Capi t a l  format  Lon I.n t h e  p r i v a t e  s e c t o r  h a s  
been weak. Combined w i t h  h igh  p o p u l a t i o n  growth,  the  weak economic e x p a n s i o n  
of  t h e  1.980s r e s u l t e d  i n  a  1980-85 f a l l  i n  r e a l  per  c a p i t a  GDP of  a b o u t  12%. 
To overccme t h e s e  problems,  Honduras n e e d s  t o  a t  ta1.n s u b s t a n t i a l l y  h i g h e r  GDP 
growth r a t e s .  To do s o ,  however,  i t  must r e v e r s e  t h e  economic p l i c f e s  and 
p r a c t i c e s  t h a t  have  p r e v a i l e d  d u r i n g  r e c e n t  y e a r s  and overcome s t r u c t u r a l  
problems t h a t  s a p  i t s  economic p t e n t  l . a l .  

A key s t r u c t u r a l  problem i n h i b i t i n g  economic growth is  s i g n i f i c a n t  p u b l i c  
s e c t o r  ove r  spend ing ,  r e s u l t i n g  i n  a  p u b l i c  f i s c a l  d e f i c i t  o f  a p p r o x i m a t e l y  
t e n  p e r c e n t  of GDP. To t h e  e x t e n t  t h a t  t h e  d e f i c i t  i s  n o t  f i n a n c e d  wi th  
in- f lows from a b r o a d ,  i t  must be Financed w i t h  d o m e s t i c  r e s o u r c e s ,  p a r t  o f  
which would o t h e r w i s e  be a v a i l a b l e  t o  t h e  p r i v a t e  s e c t o r  f o r  i n v e s t m e n t .  The 
h i g h  l e v e l  o f  p u b l i c  s p e n d i n g ,  however, is crowding o u t  t h a t  p r i v a t e  s e c t o r  
inves tmen t .  A r e l a t e d  problem is a  b a l a n c e  of payments d e f i c i t  i n  t h e  c u r r e n t  
a c c o u n t  e q u i v a l e n t  t o  9.4% of  GDP i n  1985. Ca ta lyzed  by t h e  need f o r  imported 
c a p i t a l  i n p u t s  and improper f o r e i g n  exchange p o l i c i e s ,  t h i s  d e f i c i t  t r a n s l a t e s  
i n t o  a  s c a r c i t v  of  f o r e i g n  exchange which a c t s  a s  a  c o n s t r a i n t  t o  growth.  

Although i t  c o u l d  be a rgued  t h a t  inves tmen t  by t h e  p u b l i c  s e c t o r  c o u l d  
make up f o r  weak p r i v a t e  s e c t o r  i n v e s t m e n t ,  t h e  Honduran p u b l i c  s e c t o r  is 
overex tended .  Cur ren t  p u b l i c  s e c t o r  s a v i n g s  a r e  n e g a t i v e  and 70% of  t h e  
o v e r a l l  d e f i c i t  of  t h e  c o n s o l i d a t e d  n o n f i n m c i a l  p u b l i c  s e c t o r  is f i n a n c e d  
w i t h  r e s o u r c e s  from abroad.  Moreover, d e s p i t e  some p r o g r e s s  through p o l i c y  
d i a l o g u e ,  p u b l i c  s e c t o r  e x p e n d i t u r e  h a s  n o t  been e f f e c t i v e l y  c o n t r o l l e d .  
S ta te-owned o r  c o n t r o l l e d  e n t e r p r i s e s  i n  Honduras c a u s e  a  s i g n i f i c a n t  f i s c a l  
and f o r e i g n  exchange d r a i n  on t h e  GOH. I n  1985,  approximatei .y ~ 3 5  m i l l i o n  
(16$17.5 M i l l i o n )  was  expended by t h e  GOH t o  meet i n t e r e s t  payments on 
domes t i c  and  i n t e r n a t i o n a l  d e b t  of  CONADI's SOEs a l o n e .  The e x t e r n a l  d e b t  o f  
t h e  N a t i o n a l  I n v e s t m n r  C o r p o r a t i o n  (CONAD I) a l o n e  a c c o u n t s  f o r  n e a r l y  80% 
($170 m i l l i o n )  o f  commercial  bank d e b t  u. -'.er r e n e g o t i a t i o n .  

I n  sum, Honduras must r e d u c e  i t s  f i s c a l  d e f i c i t  and expand i t s  u e t  
e x p o r t s  b e f o r e  i t  b e g i n s  t o  g e n e r a t e  economic growth and r a i s e  t h e  s t a n d a r d  o f  
l i v i n g  of i t s  c i t i z e n s .  Such g o a l s  c a l l  f o r  i n c r e a s i n g  p r i v a t e  s e c t o r  
inves tmen t  and s e e i n g  t h a t  t h e  c o u n t r y ' s  c a p i t a l  r e s o u r t e s  a r e  a l l o c a t e d  
e f f i c i e n t l y .  The c o u n t r y  must f o s t e r  t h e  c o n d i t i o n s  f o r  e n t r e p r e n e u r i a l  
dynamism and  r e l y  t o  a g r e a t e r  e x t e n t  on f r e e  market  c o m p e t i t i v e  f o r c e s .  



B. P r o j e c t  S e t t i n g  

1. Stn te-Owned " , n t e rp r i s e s  (SODs ) I n lloliduril rj - 
S3Es have played n growlng and pervas ive  r o l e  In  thc llondurnn economy 

dur ing  the  l a s t  two dccndeg,. In f ' ~ c  t ,  the budgcl:nry clnlm of non-f i n n n c i a l  
pub l i c  e n t e r p z i s e s  i n  ?londuriis appears  t o  be r e l n t l v e l y  p,reater than i n  many 
developing c o u n t r i e s .  For example, accord ing  L o  TMF f i g u r e s ,  t r r~ns fc r t i  From 
the  cen t r a l .  government t o  publ ic  e n t e r p r i s e s  to  cavcr  i n  t e r e s t  pnymen t s  of 
both domest ic  and fore ign  deb ts  were equ iva l en t  t o  49: of CDP i n  1984. 

The growth of SOEs i n  the  1970s was f a c i l i t a t e d  by s e v e r a l  f a c t o r s  
r e i n f o r c e d  by the ample a v a i l a b i l i t y  of fo re ign  loans ,  i n c l  d i n g  r e sou rce s  
from b i l a t e r a l  and i n t e r n a t i o n a l  f i n a n c i a l  i n s t i t u t i o n s .  A b ~ i d e  range o f  
e n t e r p r i s e s  ( a s  i u  p resen ted  i n  the  I i s t l n g  of Annex T I T  C) were c r e a t e d  t o  
d i r e c t  economic a c t i v i t y  and provide se rv ice t i  i n  a r e a s  where the  s t a t e  was 
perceived t o  have exc lu s ive  domain or ~ l h e r e  a  "publ ic  good" was provided. 

SOEs cover  a  wide range of  i n d u s t r i e s  and ~ e c t o r s  a s  r egu l a to ry  bod i e s ,  
producers ,  o r  p rov ide r s  of s e r v i c e s .  The l a r g e s t  SOE is  the  Nat lonal  E l e c t r i c  
Campany (ENEE) which has  i ncu r r ed  o p e r a t i n g  l o s s e s  dur ing  the  l a ~ t  f i v e  years  
and r e p r e s e n t s  60  percen t  of revenues and 65 percent  of expendi tu res  of  a l l  
pub l i c  e n t e r p r i s e s .  The Honduran Telecommunications Agency and the Nat ional  
Po r t  Author i ty  a r e  a l s o  important  SOEs, which r epo r t ed ly  y i e l d  small ope ra t i ng  
p r o f i t s  when t h e i r  s i g n i f i c a n t  deb t  burdens a r e  no t  taken i n t o  account . 

SOEs a l s o  p r o l i f e r a t e d  i n  a r e a s  where t he  p r i v a t e  s e c t o r  was perce ived  t o  
1ac:k the c a p i t a l ,  dynamism, and i n t e r e s t  t o  gene ra t e  investment  and growth. 
This  was p a r t i c u l a r l y  t r u e  i n  the  a g r i c u l t u r a l  s ec to r  and i n  s e c t o r s  where 
p r i v a t e  e n t e r p r i s e  had supposedly f a i l e d  i n  i t s  e f f o r t s  t o  l ead  the  
development process .  I n  a d d i t i o n ,  and i n  response t o  a  perceived need t o  
c o n t r o l  p r i v a t e  e x p l o i t a t i o r ,  of  the  country 's f o r e s t  r e sou rce s  the Honduran 
Fo re s t ry  Development Corporat ion (CQHDEmR) was e s t a b l i s h e d  i n  1974 t o  manage 
the  coun t ry ' s  f o r e s t  r e sou rce s  and e x c l u s i v e l y  market the expo r t  of sawn wood 
products .  I n  time, a s  c r e d i t  from i n t e r n a t i o n a l  l ende r s  became a v a i l a b l e  t o  
COHDEFOR, it expanded i t s  a c t i v i t i e s  t o  wood processing and o t h e r  commercial 
a c t i v i t i e s .  While COHDEFOR genera ted  revenues of approximately $10 m i l  l i o n  
du r ing  the  l a s t  f  fve  y e a r s ,  the  Corporat ion and i t s  e n t e r p r i s e s  have been 
o p e r a t i n g  !n the  r e d ,  ar,d have accumulated long-term deb t s  of over $80 m i l l i o n  
n o t  i n c l u d i n g  long-term assumed by t he  Cen t r a l  Government. The National 
A g r i c u l t u r a l  Development Bank (BANmESA), a l s o  i n  s e r i o u s  f i n s n c i a l  
d i f f i c u l t i e s ,  was e s t a b l i s h e d  t o  channel r e sou rce s  t o  a s e c t o r  l a r g e l y  ignored 
by c o m e r c i a l  banks, The Nat ional  Food Supply Company (BANASUPRO), t he  
Honduran Banana Corporat ion ( COHBANA), the  Honduran Agr i cu l t u r a l  Market ing 
I n s t i t u t e  (IHMA), and  many o the r  p u b l i c  institutions such a s  those  involved i n  
a g r i c u l t u r a l  mechanizat ion,  seed produc t ion ,  and va r ious  o t h e r  a r e a s  a t t e n p t e d  
t o  f i l l  r e a l  or perce ived  gaps i n  p r i v a t e  s e c t o r  i n t e r e s t  and investment.  
F i n a l l y ,  and of p a r t i c u l a r  importance i n  Honduras, the  s t a t e  ha s  in te rvened  i n  
commercial a c t i v i t i e s  t o  promote p r i v a t e  s ec to r  c a p i t a l  format ion.  This  
support  was provided t o  s o l e l y  p r i v a t e  s e c t o r  i n i t i a t i v e s  a s  we l l  a s  j o i n t  
p u b l i c l p r i v a t e  s e c t o r  investment  e f  ?arts, p r i n c i p a l l y  through the  Matlonal 
Inves  tment Corporat ion.  



CL)NAI)T wnH eu tnh l1~hc :d  In 1374 wl 111 111 rcc 1win ob jc~ctlvel;l: ( I ) To 
ircccl  e r n t c  pr iv ;s tc  and m J  xed invcstmenL I n  p r i o r i t y  economic s e c t o r s ;  ( 2 )  To 
u t r e n g t l i c n  the  c a p l t a l  and n e c u r i  t l c s  nnr l t e t  tio as t o  mob11 l z c  s o v l n g ~ ;  and 
( 3 )  To f n c l l i t a t e  a c c e s s  by ind i v l d u a  l Iiondurnn i n v e s t o r s  t o  o w n e r s h i l ~  Ln 
l o c a l  e n t e r p r i s e s .  CONADT was t o  f u n c t i o n  a s  both a development bank and r-1 

v e n t u r e  c a p i t a l  f lrm and was p a t t e r n e d  a f t e r  t h e  many Development Finance  
C o r p o r a t i o n s  (DFCs) i n i t i a t e d  a t  t h a t  t ime th roughou t  C e n t r a l  America and much 
o f  t h e  T h i r d  World .* Tn e s s e n c e ,  i t  was p a r t  of a popu la r  model o f  
development which e n v i s i o n e d  t h e  s t a t e  an  a d r i v i n g  f o r c e  and c a t a l y s t  f o r  
p r i v a t e  s e c t o r  c a p i t a l  fo rmat ion .  

CONADI was i n i t i a l l y  c a p i  t a l i z e d  by r ' i r e c t  t r a n s f e r s  from t h e  c e n t r a l  
government and t h e  f o r c e d  c o n t r i b u t i o n s  o f  banks ,  and i n s u r a n c e  and i n d u s t r i a l  
companies ,  i n  t h e  form of bonds and c e r t i f i c a t e s  of  p a r t i c i p a t i o n .  T a b l e  1 
p r e s e n t s  t h e  compos i t ion  of CONADL's fund ing  s o u r c e s  through 1984. The T a b l e  
i l l u s t r a t e s  CONADI's growing dependence on d i y e c t  l o a n s  as a f i n a n c i n g  s o u r c e ,  
a dependence  which e v e n t u a l l y  c r e a t e d  s e r i o u s  f i n a n c i a l  d i f f i c u l t i e s ,  

Tab le  1 
C m p o c i t i o n  of CONADI's C a p i t a l  and L i a b i l i t i e s  

1975-84 (%) 

C a p i t a l  and  I , ia :1 i l i r  i e s  - 1975 1978 1981 1984 

Capi t a l  -- 
GOA Cont r ibu t ions**  35X 7 % 5 % 0 
Banks and I n s u r a n c e  I n s t i t u t i o n s  3 0 7 6 0 

L i a b i l i t i e s  -.-. 
C e r t i f l c a t e e  of P a r t i c i p a t i o n  
Rond s 
D i r e c t  Zloans 

- Commercial Banks 
- GDH 

Other  P.ccounts Payab le  0 - 0 - 0 - 11 - 
T o t a l  C a p i t a l  and L i a b i l i t i e s  10 0 100 100  100  

- 
Source:  CONADI, 12/31/81 F i n a n c i a l  Repor t ,  1981; 1984 a u d i t e d  f i n a n c i a l  
s t a t e m e n t .  

* See "Development Finance Companies, S t a t e  and P r i v a t e l y  Owned: A 
Review". IBRD Working P a p e r s  No. 578. 

** R e f e r s  o n l y  t o  c a p i t a l  c o n t r i b u t i o n s .  Does n o t  i n c l u d e  d e b t  repayment 
t r a n s f e r s .  



During t he  per iod 1975-81, CONAD1 wan n nullor Rotlrcc of investment c t ~ p i  t n l  
i n  Honduras through l o a n s ,  loan gurlrnntees,  and equ i ty  p a r t l c ? p t i o n  vln the 
a c q u i s i t i o n  of s t ock  and capi t n l i z n t l o n  of deb t .  In L L R  e a r l y  yea r s  of 
opera:ion, CONMI appea r s  t o  h a w  been on e f f e c t  lve mechani~m t o  i n c r e a s e  
p r i v r a t e  investment .  It invented La a wl dc range o f  companies (over 70) {and 
was cons idered  a  key element i n  f o s t e r i n g  economic develolment.  P r i o r  t o  
1981, the  compan ie~  i n  which the  Corpora t ion !lad lnveutmcnts repor teclly 
accounted f o r  6% of the [ t a t i on ' s  g ro s s  domestic product der ived  Prom t h e  
manufacturing s e c t o r ,  21% of the  t o t a l  value of i n d u s t r i a l  expo r t s ,  a n d  59X of  
g r o s s  investment i n  manu fa?  t u r  ing . 

Table 2 p r e sen t s  the  composition of  the  Corpo ra t i on ' s  investment p o r t f o l i o  
i n  s e l e c t e d  years .  As i l l u s t r a t e d  i n  the  Table,  C0NN)I increased i t s  o v e r a l l  
e q u i t y  p o s i t i o n  a s  loans  were c a p i t a l i z e d  and guaran tees  began to  be c a l l e d . "  

Table 2  
Comvosition of OONADI Investment P o r t f o l i o  

q p e  of I n v e s t m n t  1977 1980 1984 

Di r ec t  Loans 27% 26% 30% 

Acquis i t ion  of Stock 11% 18% 19% 

Loan Guarantees 62 % 56 % 51% 

To ta l  100% 100% 1.00% 

Source: CONAD I 

A t  t he  end of 1984, O O N A D I t s  investments were concent ra ted  i n  
agro-indus t r i a l  and c o n s t r u c t i o n  p r o j e c t s  which accounted f o r  63 percent  o f  
t h e  p o r t f o l i o .  By the end of 1984, C O N N ) I t s  p o r t f o l i o  of l oans ,  l oan  
gua ran t ee s ,  and e q u i t y  investments  included bus l nes se s  i n  the  s e c t o r s  
i l l u s t r a t e d  i n  Table  3. 

The Corporat ion a l s o  concent ra ted  i ts p o r t f o l i o  i n  a r e l a t i v e l y  smal l  
number o f  companies ( 4  of  which account f o r  51% of the e n t i r e  p o r t f o l i o ,  14 
f o r  80% and 28  f o r  96%). Annex 111. E. i l l u s  t-rates t h i s  concen t r a t i on  by 
can pany . 

* As loans  f a l l  i n c r e a s i n g l y  i n  a r r e a r s  and guaran tees  a r e  c a l l e d ,  CX! t A D I t  s 
equ i ty  p a r t i c i p a t i o n  w i l l  con t inue  t o  i n c r e a s e  i n  the f u t u r e  i n  t he  
absence of p r i v a t i z a t i o n .  



Agro-indug t ry . .  ................. 35% 
Construct ion. . . . . . . . . . . . . . . . . . . .  28% ...... Forcs t r y  and wood products 8% .. Metals and meta l  f a b r i c a t i o n . .  6% ............ Tourism and h o t e l s . .  8% 
Leather products  and t e x t l l  e s  ... 7 %  
Chemicals . . . . . . . , . . . . . . . . . . . . . . .  7% 
Serv i ce s  and o the r  .............. 1% 

Tota l  1UU% 

- 
Source: CONAD1 

' i h i l e  CONADI achieved some l e v e l  of succes s  dur ing  i ts  i n i t i a l  y e a r s  of 
o p e r a t i o n ,  beginning i n  1981 t h e  Corporat ion conEr.,lrted a  ue r ious  f i n a n c i a l  
c r i s i s  which evolved t o  unmnageable  p ropor t ions .  Among the f a c t o r s  which 
c o n t r i b u t e d  t o  CONADl ' s  d t t e r i o r a t i n g  f i n a n c i a l  c o n d i t i o n  were: 

- An excess ive  concentraCion of the Corpora t ion ' s  loan and investment 
p o r t f o l i o  i n  a  l im i t ed  number of c m p a n i e s  and economic s e c t o r s  which 
was excer  bated by f i n a n c i a l  and market in te rdependenc les  between t he  
companies; 

- The poor performance of the  companies i n  which CONADI i n v e s t e d ,  
p r i n c i p a l l y  due t o  d o m e s t k  and i n t e r n a t i o n a l  econouic  cond i t i ons  a s  
w e l l  a s  poor management, p o l i t i c a l  i n f l uence ,  and u n e t h i c a l  behavior 
and co r rup t ion  on the pa r t  of bo th  publ ic  and p r i v a t e  s e c t o r  
o f f i c i a l s .  This  included f a i l u r e  t o  f o r e c l o s e  and enforce  repayment 
agreements when the  bor rower ' s  c a p c i t y  and w i l l i n g n e s s  t o  repay was 
n e g l i g i b l e  or non-exis tent ;  

- An aggress ive  borrowing po l icy  , p r i n c i p a l l y  t a r g e t e d  a t  f o r e ign  banks 
( a t  d o l l a r  i n t e r e s t  r a t e s  ranglng from 9  t o  22%), t o  expand i t s  
growing leudin;  and i n v ~ a t m e n t  ope ra t i ons ,  which exces s ive ly  
overextended i t s  c a p i t a l  base; 

- The convers ion of de l jnquent  loan and p r e f e r r e d  dividend payments 
i n t o  increased  e q u i t y  p a r t i c i p a t i o n  and CONADI1s w i l l i n g n e s s  t o  
cont inue accep t ing  such equ i ty  i n  companies with  ques t i onab l e  
p rospec ts  f o r  recovery,  and i n  amounts f a r  i n  exces s  of p o t e n t i a l  
e x p e c t a t i o n s  of co l l a r e r a l  recovery; 

- The d e c i s i o n  by CONADI management t o  bypass t h e  Corpora t ion ' s  
i n t e r n a l  p o l i c i e s  with  regard t o  c a p i t a l  r e se rves  and c r e d i t ,  
guaran tee ,  and investment  l i m i t s ;  



- An i n h e r e n t  c o n f l i c t  o f  intci .etl t  between rhr? Corpo re t i on ' e  r o l e  d u  on 
i n v e s t o r  (owner) o f  v a r i o u s  companies and 11s the  p r i n c i p l l  source of 
government guaranteed cretl l t f o r  t h e w  ccwnpnnien; 

-- A s i m i l a r  c o n f l i c t  of in te ree l :  between CONADI'n r o l e  aH a government 
development i n s t i t u t i o n  respons ive  t o  soc. la l  and p o l l t i c n l  demands 
and i t s  r o l e  a s  a  quasi-private f l n n n c l a l  Lnst l tutLon looking f o r  
e f f i c i e n c y  and p r o f i t ;  and 

The i n a b i l i t y  t o  r e so lve  the  ope ra t i ng  and f i n a n c i a l  problems 
confronted by a  number o f  f i rms .  I n  gene ra l ,  CONADT ha s  proved weak 
i n  p rope r ly  monitoring companies and in  d e t e c t  Lng problems and tak ing  
c o r r e c t i v e  measures. Moreover, remedial  s o l u  t  l ons adopted 
( c o n s i s t i n g  of a c t i o n s  such a s  f o r e c l o s u r e s ,  s a l e s ,  debt 
re-schedul ing , and prov is ion  of  increased  funding ) were unsuccee f u l  
due t o  t he  lack  of adequate  p ro fe s s iona l  I.egal and f i n a n c i a l  support .  

As a  r e s u l t  of  the  grcwing pervas iveness  of these  d i f f i c u l t i e s ,  CONAD1 
g r a d u a l l y  moved from a p o s i t i o n  of c r e d i t o r  t o  t h a t  of owner-operator. By the  
end o f  1984, the  Corporat ion maintained equ i ty  c o n t r o l  of  a t  l e a s t  25 
companies r ep re sen t i ng  93.6% of the  ou t s  t and ing  va lue  of i t s  investment 
p o r t f o l i o ,  i nc lud ing  loan guaran tees .  CONADT a l s o  ha s  s i g n i  f  i c m t  i n f l uence  , 
b u t  n o t  c o n t r o l ,  over another  e i g h t  companies, b r ing ing  the t o t a l  t o  33  
canpanies  i n  which t h e  Corporat ion maintained a ma jo r i t y  c o n t r o l .  The r o l e  o f  
Owner-operator is one which CONADI management and s t a f f  were, i n  most 
caseu , unqua l i f i ed  t o  perform and one which , a s  noted above, placed management 
i n  a  p o s i t i o n  of c o n f l i c t  with the  Corpo ra t i on ' s  r o l e  a s  c r e d i t o r .  The 
t r a n s i t i o n  from c r e d i t o r  t o  owner-operator  ha s  had s e r i o u s  consequences f o r  
t h e  management of the  ma j o r i  t y  of the  companies which a r e  l i nked  t o  CONADI. 

CONADI h a s  named " l .n te rven tors"  t o  d i r e c t l y  manage numerous e n t e r p r i s e s  o r  
t o  oversee  t h e  o p e r a t i o n s  of p r iva te -opera ted  companies i n  which CONADI 
lnves  t m e n t s / l i a b i l i t i e s  a r e  a t  r i s k .  With on1.y a  few e x c e p t i o n s ,  however, the  
q u a l i t y  of management of t h e s e  i n t e r v e n t o r s  ha s  been poor and/or t h e r e  has  
been c o l l u s i o n  between CONADI-appointed managers and p r i v a t e  s e c t o r  
sha reho lde r s ,  r e s u l t i n g  i n  ques t i onab l e  bus iness  p r a c t i c e s  (e.g . , below c o s t  
s a l e s  t o  f  inns a s s o c i a t e d  wi th  the p r i v a t e  s e c t o r  minor i ty  sha reho lde r s  and 
l o s s  of m c h i n e r y  and o the r  a s s e t s ) .  In  f a c t ,  the  powerful p r i v a t e  s e c t o r  
ve s t ed  i n t e r e s t s  t h a t  e f f e c t i v e l y  manage and c o n t r o l  a  number of t he se  
e n t e r p r i s e s ,  r e g a r d l e s s  of C O N A D I t s  e q u i t y  p a r t i c l p a  t i o n ,  is a  c h a r a c t e r i s t i c  
of  CONADI o p e r a t i o n s  which can weigh h e a v i l y  on the p r i v a t i z a t i o n  process  a s  
d i scussed  i n  fo l lowing  s e c t i o n s . *  Debt owed t o  or guaranteed by CONADI, i n  
many c a s e s  cons ide rab ly  more than a s s e t s ,  goes unpaid while q u e s t i o n a b l e  

* For e x a q l e ,  one  major f i r m  is  ope ra t ed ,  managed and c o n t r o l l e d  by a  
family which owns on ly  one percen t  o f  s t ock ;  CONADI owns the  ba lance  o f  99 
percen t .  In  s p i t e  of t h i s  ownership s t r u c t u r e ,  the  p r i v a t e  "owners" 
r e c e n t l y  reached a ques t i onab l e  agreement w i t h  CONADI under  which they 
w i l l  main ta in  operat i f ig  c o n t r o l  of the  f i r m  f o r  a  ten-year per iod  a t  which 
time they w i l l  have the f i r s t  o p t i o n  t o  buy CONADI'S s t ock .  Th i s  
t r a n s a c t i o n  e s sen t i a l . l y  c l o s e s  o p t i o n s  f o r  t he  Corpora t ion  t o  d i v e s t  i t s  
s t o c k  t o  o t h e r  i nves to r s .  



While th l!3 m i n o r i t y  c o n t r o l  cou ld  he pi?rcei.vecl a8 a  form of p r i v a t i z a t i o n ,  
.l t L R  but one example of t h e  n e w  t l v e  Imp1 i c n t l o n a  of p ~ b 3 . i ~  t l ec to r  
involvement  i n  e q u i t y  p a r t i c l l n t i o n  i n  protluct ive  e n t e r p r i s e s .  The f i.rms a r e  
n o t  f o r  t h e  most part o p e r a t e d  on market  p r4ncLplcs ,  b u t  r a t h e r  on 
socio-p<-):lLtical and i n t e r e s t  group p r e t l u ~ l r e s ,  much l i k e  o t h e r  SOEs. T h i s  
c o l l u s i o n  be tween p u b l i c  and p r i v a t e  s e c t o r  i n t e r e s t s ,  which h a s  c h a r a c t e r i z e d  
t h e  h i s t o r y  o f  many SOEs i n  t h e  CONADI p o r t f o l i o ,  l o  I l l u s t r a t e d  i n  Annex 
T I T .  1.1 which d e s c r i b e s  t h e  h i s t o r y  of o n e  rna jor  e n t e r p r i s e .  It is p l a c e d  t n  
t h e  c o n t e x t  of t h e  Honduran p o l i t i c a l  s y s t e m  i n  S e c t i o n  V.D. " S o c i a l  A n a l y s i s  
Sumnory. " 

3. The Decis ion t o  P r i v a t i z e  and t h e  C u r r e n t  Environment 

I n  r e c e n t  y e a r s ,  growing numbers of  Hondurans i n  t h e  p r i v a t e  and p u b l i c  
s e c t o r s ,  i n c l u d i n g  t h e  p a s t  and p r e s e n t  P r e s i d e n t s  of the  R e p u b l i c ,  have  
recogn ized  t h a t  CONADI and many o t h e r  SOEs n o t  o n l y  f a i l  t o  c o n t r i b u t e  t o  t h e  
c o u n t r y ' s  development ,  h u t  a r e  a l s o  a s e r i o u s  f i s c a l  d r a i n  whose n e g a t i v e  c a s h  
f low p o s i t i o n s  w i l l  n o t  be  r e v e r s e d  i n  t h e  f o r e s e e a b l e  f u t u r e  u n l e s s  d r a s t i c  
measures  a r e  t aken .  L i m i t s  on domes t i c  r e v e n u e s ,  mounting d e b t  s e r v i c e  - 

payments, and f o r e i g n  exchange s h o r t a g e s  have  moved t h e  government t o  s e a r c h  
u r g e n t l y  f o r  means t o  c u t  expenses  and i n c r e a s e  r evenues .  S i n c e  1981,  t h e  COH 
h a s  paid  a p p r o x i m a t e l y  450 m i l l i o n  i n  d e b t  s e r v i c e  -- and i f  t h e  p r e s e n t  
c o u r s e  o f  SOE management c o n t i n u e s ,  i t  w i l l  r e p o r t e d l y  have Lo pay a t  l e a s t  
$75 m i l l i o n  more by t h e  end of t h e  decade  t o  c o v e r  CONADI ' s  i n t e r e s t  
o b l i g a t i o n s  of i t s  p r e s e n t  deb t  i n  Honduras of  L143 m i l l i o n  and a b r o a d  of $183 
m i l l i o n .  

Responding t o  t h i s  growing concern ,  t h e  Miss ion  i n t r o d u c e d  d i v e s t i t u r e  of 
k e y  SOEs a s  p a r t  o f  t h e  p o l i c y  d i a l o g u e  l e a d i n g  t o  t h e  FY85 ESF Agreement. 
P u r s u a n t  t o  t h i s  ag reement ,  t h e  GOH - t h rough  t h e  M i n i s t r y  of Economy -- 
i n i t i a t e d  e f f o r t s  towards  t h e  promulgat ion  o f  l e g i s l a t i o n  t h a t  would b o t h  
pe rmi t  and mandate CONADI t o  begin  t h e  p r o c e s s  of  p r i v a t i z a t i o n  of  i t s  
e n t e r p r i s e s . *  USAID suppor ted  t h e  e f f o r t s  o f  t h e  Minis t r y  of  Economy b y  

* The terms of p r i v a t i z a t i o n  and d i v e s t i t u r e  a r e  used i n t e r c h a n g e a b l y  
throughout  t h i s  document. I n  f a c t ,  p r i v a t i z a t i o n  i s  a  b r o a d e r  term 
d e f i n e d  a s  t h e  t r a n s f e r  of a  f u n c t i o n ,  a c t i v i t y ,  o r  o r g a n i z a t i o n  from t h e  
p u b l i c  t o  t h e  p r i v a t e  s e c t o r .  I t  i s  n o t  n e c e s s a r i l y  synonymous w i t h  
p r i v a t e  ownership .  C o n t r a c t  management, t h e  o p e r a t i o n  o f  a  p a r a - s t a t a l  on 
market  p r i n c i p l e s ,  o r  t h e  complete  t r a n s f e r  o r  sale o f  a n  e n t e r p r i s e  t o  
t h e  p r i v a t e  s e c t o r  a r e  a l l  forms of  p r i v a t i z a t i o n .  D i v e s t i t u r e  is a 
s p e c i f i c  mechanism of p r i v a t i z a t i o n  i n v o l v i n g  complete  s a l e  o r  t r a n s f e r .  
The o b j e c t i v e  of t h i s  P r o j e c t  is  d i v e s t i t u r e .  The broader  term is u s e d ,  
however,  a s  i t  is recogn ized  t h a t  some p r i v a t i z a t i o n  a c t i o n s  may f a l l  
s h o r t  of d i v e s t i t u r e  a s  f u r t h e r  d e s c r i b e d  i n  t h e  text .  



providing n e ~ i e t a n c c  i n  the  d r a f t i n g  of ennbl lng l e g i s l a t i o n  and to  help the  
GOH o b t a i n  a  t , e t t e r  unders tanding of the i s ~ u e s  involved In the pr l v n t i m t i o n  
process .  Thia pb l i t i c a l l y  s e n s i  t j v e  1 aw was approved by Ccngresu on September 
30, 1985, s h o r t l y  bei'ore the n a t i o n a l  c l e c t l o n s .  Tn November 1985, the  
Miusion presen ted  a  PID t o  AID/W t o  a s a i s t  the  a l l  Ln planning and 
implementing a  cmprehens  ive p r i v a t i z a t i o n  program. The Mission 81~bSequentl  y  
provided a s s i s t a n c e  t o  the  Mlniotry  of konomy In d r a f t  fng the  imp1 emnent lng 
r e g u l a t i o n s  t o  the  law. 

S h o r t l y  a f t e r  PID app rova l ,  Mission s t a f f  began working with  CONADI 
personne l  t o  compile p r o f i l e s  f o r  each of tlle e n t e r p r i s e s  i n  t he  C o r l ? o r a t i o n l ~  
p o r t f o l i o  t o  e s t a b l i s h  an a n a l y t i c a l  and informat ion base for  the  
p r i v a t i z a t i o n  program ( r e s u l t s  a r e  presented i n  Annex 1II .G.) .  I n  Apr i l  1986, 
USAID/H con t r ac t ed  A I D ' S  Center f o r  LJr iva t iza t  ion t o  a s s i s t  i n  in tenr l ive  
review a n a l y s e s  and he lp  CONADI i n i t i a t e  the  d i v e s t i t u r e  of f ou r  e n t i t r p r i u e s  
dur ing  1986. In  a d d i t i o n ,  the new Direc tor  of COHDEFOR expressed  keen 
i n t e r e s t  i n  the  d i v e s t i t u r e  of a  number of commercinl e n t e r p r i s e s  ( a s  wel l  a s  
o t h e r  key  ope ra t i ons  which w i l l  be supported through a  scpara  t e  p ro j ec t  ) and 
h a s  a l s o  received Mission suppor t .  To d a t e  , one OOHDEFOR/CONADI-OW~~~ sawmil 1 
h a s  been p r i v a t i z e d .  

More r e c e n t  events  have h igh l igh t ed  the  g e n e r a l  concern over CONADI. The 
May-June 1986 period witnessed wide l o c a l  p r e s s  coverage on the f a i l u r e s  of 
CONAD'I, the  Corpora t ion ' s  repor ted  l o s s e s ,  who was t o  blame fo r  t he se  l o s s e s ,  
c o l l u s i o n  and c o r r u p t i o n ,  and charges  and counte rcharges  between high-level  
GOH and CONADI o f f i c i a l s  and p r i v a t e  s e c t o r  r e p r e s e n t a t i v e s  (Annex I .D.  
p r e sen t s  some samples of p r e s s  coversge of even ts  and w i l l  provide f a l v o r  f o r  
t h e  p r e sen t  environment).  This  environment h a s  c r e a t e d  a  p o l i t i c i z e d  c l ima te  
of  u p c e r t a i n t y  and c a u t i o n  on the pa r t  of p r i v a t e  and publ ic  s e c t o r  o f f i c i a l s  
which f u r t h e r  complicateu the  p r i v a t i z a t i o n  process .  Nonetheless ,  i t  h a s  a l s o  
increased  a t t e n t i o n  on CONADI1s  f i n a n c i a l  d i s a s t e r  and h a s  r a i s e d  the  
de te rmina t ion  on the  p a r t  of p u b l i c  and p r i v a t e  s e c t o r  groups to  dea l  with t h e  
CONADI debac le .  The a l l e g a t i o n s  regard ing  CONADI have h e i  glltened the 
awareness of the  p o l i t i c a l  na tu r e  of the  Corporat ion and the  p r i v a t i z a t i o n  
process .  But toge ther  wi th  the  promulgated p r i v a t i z a t i o n  law, i t  has  c r e a t e d  
a  unique oppo r tun i t y  t o  move forward w i t t -  a  p r i v a t i z a t i o n  program. 

Problem Statement/Cons t r a i n  ts t, P r i v a t i z a t i o n  

Honduras needs t o  a t t a i n  high l e v e l s  of economic growth; ach ieve  a  balance 
of paymentn s i t u a t i o n  which is v i a b l e  i n  the long term wi thout  r e l y i n g  on 
emergency a s s i s t a n c e  from abroad;  reduce i ts  f i s c a l  d e f i c i t ;  and gene ra t e  
p roduc t ive  employment a t  h ighe r  l e v e l s  o f  r e a l  wages. Yet i t  is c l e a r  t h a t  
t h e  economy w i l l  n o t  accomplish t h e s e  o b j e c t i v e s  without  unshackl ing i ts  
pub l i c  s e c t o r  dependency and i n c r e a s  ing p r i v a t e  s e c t  or i n i t i a t i v e ,  f os t erirlg 
c o n d i t i o n s  f o r  e n t r e p r e n e u r i a l  dynamism, and improving the  e f f i c i e n c y  with  
which i ts  economic resources  a r e  a l l o c a t e d  t o  product ive a c t i v i t i e s .  

P r i v a t i z a t i o n  of its SOEs has  been recognized by the GOH, and l ead ing  
p r i v a t e  s e c t  o r  spokespersons a s  one important means of  accomplishing t he se  
o b j e c t i v e s .  Nonetheless,  t h e r e  a r e  many s e r i o u s  and d i v e r s e  c o n s t r a i n t s  t o  
p r i v a t i z a t i o n  which w i l l  undoubtedly a f f e c t  any such program. These range 



Privatization, and  p n r t l c u l n r l y  d l v e r t i t u r e ,  i s  e s s e n t i a l l y  u  p l t t j c n l  
p rocess .  Implementing d e c i s i o n s ,  from t h e  in l t  i n 1  judgement t o  go forward 
w i t h  a  program, t o  thcD d e l i n e a t i o n  of :~l)t.cl i l c  p r i v a t i z a t i o n  a c t i o n s ,  w i l l  
u l t i m a t e l y  be  p o l i t i c a l ,  emanat ing i n  Inany c a s e s  from t h e  h i g h e s t  l e v e l s  o f  
t h e  government 111 Honduras. P o l i t i c a  1 imp1 l cu  t l o n s  i n  t h e  p r o c e s s  a r e  
th ree - fo ld :  ( 1 )  t h e  i d e o l o g i c a l  q u e s t i o n  of  what t h e  r o l e  of governnlent shou ld  
be  i n  the economy -- s p e c i f i c a  l l y  t h e  r o l e  I t  shou ld  p l a y  i n  promoting 
inves tmen t  and as  g u a r d i a n  of  " n a t i o n a l  i n t e r e s t s " ;  ( 2 )  t h e  w i l l i n g n e s s  o f  
p u b l i c  o f f i c i a l s  t o  concede l o s s e s ,  i . e . ,  s e l l  a  company or a ~ l s e t s  f o r  less 
than what h a s  been i n v e s t e d  by government;  and (3)  p o l i t i c a l  d e c i s i o n &  
r e g a r d i n g  who b e n e f i t s  and who l o s e s  from p r i v a t i z a t i o n  a c t i o n s .  

I d e o l o g i c a l  o p p o s i t i o n  t o  p r i v a t i z a t i o n  d o e s  n o t  a p p e a r  t o  be p a r t i c u l a r l y  
s t r o n g  i n  Honduras. There a r e  numeroua p u b l i c  and p r i v a t e  s e c t o r  i n d i v i d u a l s  - 
who e n v i s i o n  a l e a d  r o l e  f o r  t h e  s t a t e  i n  t h e  e c o n m y .  For t h e  most p a r t ,  
however,  i d e o l o g i c a l  o p p o s i t i o n  t o  p r i v a t i z a t i o n  i n  Honduras i s  d i r e c t e d  a t  
p r i v a t i z a t i o n  o f  key s e c t o r s  of t h e  economy o r  vo iced  by m i n o r i t y  groups.  
Given pa st per formonce and r e c e n t  a l l e g a  t i o n s ,  00NlU)I h a s  few s u p p o r t e r s  and 
y r a c t i c a i l y  no one  h a s  c la imed t h a t  p r i v a t i z a t i o n  of  most o f  i t s  a s s e t s  and 
e n t e r p r i s e s  is c o n t r a r y  t o  n a t i o n a l  i n t e r e s t s .  The passage  of  Decree  161-85 
( t h e  P r i v a t i z a t i o n  Law) w i t h  r e l a t i v e l y  ' l i t t l e  d e b a t e  and o p p o s i t i o n  is 
t e s t i m o n y  t o  t h i s  f a c t .  

R e s i s t a n c e  t o  s e l l i n g  e n t e r p r i s e s  a t  l e s s  thnn  book v a l u e  is l i k e l y  t o  be 
a  c o n s t r a i n t  i n  iwplementing t h e  program. It is a  c o n s t r a i n t  o f  d i v e s t i t u r e  
p r o g r a m  everywhere,  i n c l  uding t h e  U. S. None the less ,  t h i s  r e s i s t a n c e  c a n  be 
overcome w i t h  a  sound t e c h n i c a l  v a l u a t i o n  program and a w e l l  managed p u b l i c  
i n f o r m a t i o n  campaign. I n  t h i s  r e g a r d ,  o n e  key c l a u s e  i n  t h e  Honduran 
p r i v a t i z a t i o n  l a w  exempts p r e s e n t  o f f i c e  h o l d e r s  from l e g a l  r e s p o n s i b i l i t y  f o r  
s e l l i n g  p l b l i c  a s s e t s  a t  l e s s  t h a n  f u l l  book va lue .  U n t i l  passage  of  t h e  law,  
t h i s  was i d e n t i f i e d  a s  a  major  c o n s t r a i n t  i n  d i v e s t i t u r e  e f f o r t s .  

F i n a l l y ,  t h e  p o l i t i c a l  o p p o s i t i o n  t o  p r i v a t i z a t i o n  i n  Honduras may 
m a r d f e s t  i t s e l f  i n  p e r c e p t i o n s  o f  how t h e  p rocess  is implemented and who 
benef  1  ts and does  n o t  benef i  t ,  who h a s  a c c e s s  and who does  n o t ,  t o  
p r i v a t i z a t i o n  d e c i s i o n s .  * Powerful  p r i v a t e  and p u b l i c  s e c t o r  and o t h e r  
i m p o r t a n t  p o l i t i c a l  groups  have b e n e f i t t e d  from t h e  CONADI d e b a c l e  and may see 
p r i v a t i z a t i o n  a s  a t h r e a t  t o  p r e s e n t  ar rangements .  For exanrple, d i v e s t i t u r e  
o f  some f i r m s  may r e q u i r e  f o r e c l o s u r e  p rocedures  a g a i n s t  p r e s e n t  non-ODNADI 
s h a r e h o l d e r s  t o  permit  CONADI t o  g a i n  c o n t r o l  o f  a n  e n t e r p r i s e  p r i o r  t o  
d i v e s t i t u r e .  Undoubtedly,  t h e  implementa t ion  of  t h e  p r i v a t i z a t i o n  program 
w i l l  test t h e  commitment of  t h e  p r e s e n t  government t o  c a r r y  o u t  t h e  program 
e f f e c t i v e l y .  

- * Tor a more d e t a i l e d  d e s c r i p t i o n  of s o c i o - p o l i t i c a l  c o n s t r a i n t s ,  s e e  
S e c t i o n  V.D. "Soc ia l  A n a l y s i s  Summary." 



2. Pauc i tv  of Fxncrlence/Analytictt l  Skl l l r r  

There is  l i t t l e  exper lcnce t o  dn t e  In ciir ryfng ou t  s~~ccesu fu . l .  
p r i v a t i z a t i o n  programo i n  dcveI.opinl: coun t r ier) .  'rho exper ience  which does 
e x i s t  h a s  se rved  t o  h i g h l i g h t  thc f i ~ c ;  t l l r ~ t  I t  l . ~  n nens i t i ve  and d i f f i c u l t  
process  r equ i r i ng  connidernble  p l i t  i c a l  nnd nnal.yticn1. s k i l l s .  Whl l.t? the 
CONAD1 Board of D i r e c t o r s  has  been e n t r u s t e d  w:! th imp.Lcmc?ntntl.on of 
p r i v a t i z a t i o n  o f  canpanlec: c o n t r o l l e d  by C O N N ) l ,  Lt does not  have t h e  
manageria l  and a n n l y t i c ~ l  s k i l . 2 ~  (e .g . ,  Einancl . ;~l ,  market ing,  l.ep,ll) t o  draw 
on t o  implement: the program. CONADT is c l e a r l y  not  i n  n pos l t i on  to  lead  t h i s  
e f f o r t .  

. Limited I n v e s t i e n t  h u e  

C a p i t a l  is requi red  t o  purchase SOEs. Yet given c a p i t a l  f l i g h t ,  the  
p o l i t i c a l  s i t u a t i o n  i n  Cen t r a l  America, the  s c a r c i t y  of terna f i nanc ing  i n  
Honduras, and o the r  v a r i a b l e s ,  the lack of c a p i t a l  cou1;l be a  s e r i o u s  
c o n s t r a i n t  t o  pri\ . , t ization. Moreover, c a p i t a l  i n  I londu~~as  is concent ra ted  i n  
a few m a l l  investment groups,  some of which have r e s t e d  i n t e r e s t s  i n  CONADT. 
A p r i v a t i z a t i o n  program i n  Honduras cannot  exc lude  these groups,  p a r t i c u l a r l y  
t h o s e  t h a t  have had l e g i t i m a t e  r e l a t i o n s  with CONADT. Rut the  p r i v a t i z a t i o n  
program w i l l  probably have t o  expand t h i s  base a s  wel l  a s  t o  s eek  
i n t e r n a t i o n a l  i n v e s t o r s  i f  i t  is to  be imp.lemented succes s fu l l y .  It will be 
neces sa ry  t o  market e n t e r p r i s e s  a d r o i t l y  and t a p  a v a i l a b l e  c a p i t a l  r e s o u r c e s .  

D. Ra t i ona l e / Ju s t  i f i c a t i o n  of P r i v a t i z a t i o n  E f f o r t s  

A s u c c e s s f u l  p r i v a t i z a t i o n  program w i l l  no t  on ly  r e s u l t  i n  s i g n i f i c a n t  
f i s c a l  savings and c o n t r i b u t e  t o  s t a b i l e  the  economy, bu t  w i l l  a l s o  c o n t r i b u t e  
t o  enhancing p r i v a t e  s e c t o r  c a p i t a l  format ion,  p roduc t iv i t y  , and i n c r e a s i n g  
employment over t h e  long-term. 

The GOH recognizes  t h a t  implementing the p r i v a t i z a t i o n  program w i  11 be a 
d i f f i c u l t  and s e n s i t i v e  undertaking and w i l l  r e q u i r e  s k i l l s  no t  a v a f l a b l e  i n  
Yonduras. It h a s  t h u s  reques ted  A. I .D. a s s i s t a n c e  i n  t h i s  e f f o r t .  A. I .D.  h a s  
a unique oppo r tun i t y  t o  make a  s i g n i f i c a n t  c o n t r i b u t i o n  t o  t h i s  key OOH 
program, and t o  a s s i s t  t he  COH overcome the  c o n s t r a i n t s  noted above. A. I. D. 
r e sou rce s  can s t r e n g t h e n  the  pos i t i on  o f  key GOH p l aye r s  comnitted t o  
p r i v a t i z a t i o n  and can  c o n t r i b u t e  t o  the l e g i  t i rn iza t ion  of the  process .  
P r o j e c t  reaources  can a l s o  br ing  t o  bear  the human and o t h e r  r e sou rce s ,  
c u r r e n t l y  l a ck ing ,  which a r e  necessary  fo r  e f f e c t i v e  implementation. 

PROGRAM FACTORS 

Rela t i onsh ip  t o  Host Country P rog ram 

The P r o j e c t  is i n  l i n e  w i th  the  GOH's  Nat ional  Developiaent S t r a t egy  which 
emphasizes p r i v a t e  s e c t o r - l e d  growth. The O H  has taken some i n i t i a l  s t e p s  t o  
c o r r e c t  the  e x i s t i n g  economic d i s e q u i l i b r i a  and t o  s t i m u l a t e  pi-ivate 
investment .  Po l icy  d i s c u s s i o n s  wi th in  the J o i n t  Economic Working Group have 
r e s u l t e d  i n  important po l icy  measures, i nc lud ing  the passage by Congress of  a n  



Importunt  f'iucul 1uck;tge In 1984 iintl tlic* e r r  l <lhl i rjl~ment o f  crvtl l t  t n r g e  tn  f o r  
198.5 ontl 1080 t h a t  would ol s o  c o n t r  l h i ~ l  c t o  p;-iv;~~cj s c c t o r -  led  growth.  The* 
commitment of t.ltc! GOH t o  tlie d l v c s t i t  urc  proce!rr; i t 3  n major  u t c p  i n  achieving 
I  orig-term f i ~ ~ a l  I m l i ~ ~ i c ~ ,  iind r c  tu rn l i~ l :  tlte Lril t i n t  lve  for investment t o  t h e  
y r  iva tc Hector .  

Rt!sides t h e  pi3 osnge o f  t h e  P r i v n t  l z a t i o n  Law, t h e  G O F I  commi tmcnt t o  
p r i v a t l z u t l o n  is  ev idenced  i n  s e v e r a l  r e c e n t  ; i c t ione .  For example,  t h e  
Nationil l  B a s i c  Foods S u p p l i e r  (BANASUPKO) runs  n l a r g e  riuniber of r e t a i l  
e s t a b l  i s tunents ,  many of  whl ch a r e  incurring opera  t i r tg  l o s s e s .  BANASUI'RO h a s  
deve loped  and began lmplcmentirig a p l a n  t o  l e a s e  a b o u t  h a l f  of i t s  
money-losing r e t a i l  o u t l e t s  t o  p r i v a t e  management. 'rhe Na t iona l  Jhnana 
Corporation (OOHRANA) h a s  t r a n s f e r e d  t h r e e  o f  i t s  Farms t o  p r i v a t e  hands.  
P l a n s  a r e  a l s o  b e i n g  developed t o  p r i v a t i z e  o t h e r  COHBANA o p e r a t i o n s .  An 
e f f o r t  is a l s o  underway t o  t r a n s f e r  t o  t h e  p r i v a t e  s e c t o r  g r a i n  s t o r a g e  
F a c i l i t i e s  t h a t  a r e  p r e s e n t l y  o p e r a t e d  by the  Honduran A g r i c u l t u r a l  Marke t ing  
Tnut l t u t e  ('IIIMA). A f t e r  t h r e e  y e a r o  of n e g o t i a t i o n s  between t h e  Miss ion and 
COHDEFOR, t h e  Lumber C o r p o r a t i o n  is now g e n r ~ i n e l y  i n t e r e s t e d  i n  a major  r o l e  
f o r  t h e  p r i v a t e  s e c t o r  i n  f o r e s t  product  p r o c e s s i n g  and marke t ing ,  a s  well a s  
d i v e s t m e n t  of  o t h e r  comntercllal o p e r a t i o n s .  C u r r e n t l y ,  a l a r g e  lumber y a r d  i n  
t h e  n o r t h  c o a s t ,  CEMSA, and a  sawmi l l  a r e  be ing a s s e s s e d  t o  d e t e r m i n e  P a i r  
marke t  v a l u e  p r i o r  t o  t h e i r  p u b l i c  o f f e r i n g .  CORFINO. t h e  l a r g e s t  sawn1f.11 i n  
C e n t r a l  America (one  of t h e  b i g g e s t  d i s a s t e r s  Ln t h e  SOE p o r t f o l i o )  is 
rtndergoing a n  e v a l u a t i o n  a 8  a n  i n i t i a l  s t e p  toward i t s  p o t e n t i a l  t r a n s f e r  t o  
t h e  p r i v a t e  s e c t o r .  The GOH h a s  a l s o  r e c e n t l y  e x p r e s s e d  i n t e r e s t  t o  t h e  
Miss ion i n  a s s  is t a n c e  t o  d i v e s t  i t s  improved s e e d  p r o d u c t i o n  and a g r i c u l t u r e  
m e c h a n i z a t i o n  p r o g r a m ,  and  c o f f e e  p r o c e s s i n g  m i l l s .  

B. R e l a t i o n s h i n  t o  A. I. D. and USAlll/Honduras Proerraa 

&a no ted  i n  t h e  Deputy A d m i n i s t r a t o r ' s  a d d r e s s  t o  t h e  C e n t e r  f o r  m 
P r i v a t i z a t i o n  Conference  i n  February  1986 and mord r e c e n t l y  a r t i c u l a t e d  by t h e  P 

Agency's gu idance  t o  t h e  f i e l d  on t h i s  s u b j e c t ,  p r i v a t i z a t i o n  o f  s t a t e -owned  
e n t e r p r i s e s  is o n e  of  A.I.D.'s most impor tan t  t o o l s  f o r  a c h i e v i n g  i ts  p r i v a t e  
e e c  t o r  g o a l s .  The gu idance  c a b l e  i n d i c a t e s  t h a t  " the  Agency's p r i v a t i z a t i o n  
o b j e c t i v e  is based upon t h e  pragma t : i c  r e a l i z a t i o n  t h a t  t h e  e n t r e p r e n e u r  and 
t h e  p r i v a t e  s e c t o r  a r e  t h e  most a p p r o p r i a  te mechanisms f o r  economic growth.  A 
h e a l  t h y  independen t  p r i v a t e  s e c t o r  c a n  s e c u r e  i n d i v i d u a l  economic freedoms p 
(and)  s e r v e  a s  a  s t r o n g  b a s e  from which t o  e n s u r e  t h a t  democra t i c  
i n s t i t u t i o n s , .  . remain  f r e e  from c e n t r a l i z e d  p o l i t i c a l  c o n t r o l .  P r i v a t i z a t i o n  
of f u n c t i o n s ,  a c t i v i t i e s ,  o r  o rgan i , za t  i o n s  c u r r e n t l y  i n  t h e  p u b l i c  s e c t o r  
s h o u l d  c o n t r i b u t e  t o  t h e  a c h i e v e m n t  of  t h e s e  g o a l s . "  Th i s  P r o j e c t  w i l l  
s i g n i f i c a n t l y  coo t r i b u t e  t o  t h e  A d m i n i s t r a t o r  t a r g e t  o f  a n  a v e r a g e  of two 
p r i v a t i z a t i o n  a c t i o n s  by each U S A I D  M i s s i o n s  pe r  y e a r .  

2. relations hi^ t o  1ISAID/Honduras S t r a t e g y  

A s  a r t i c u l a t e d  i n  t h e  c u r  r e n t  COlSS, p r i v a t i z a t i o n  o f  SOEs is one of  t h e  
h i g h e s t  p r i o r i t i e s  of  t h e  Miss ion a s  i t  is c r i t i c a l  t o  ~ o n d u r a s '  economic 
s t a b i l i z a t i o n .  It is a  c o r n e r s t o n e  of  USAID'S s t r a t e g y  t o  assist Honduras t o  



a c h i e v e  ~ u s t n l n u b l r ~  c c o ~ ~ o m i c .  growth.  I ; tnb l l l z ; l t  ton of the  economy IH n l  N O  i l  

key' gonl of t h e  Ccrr t r n l  America In  1 t lo t lvc  deve  loped from t h e  recommc:nda t l o n s  
of !:he No t l o n n l  0ipast : j .snn Commi oslorr on C e n t r a l  Amcr 1 c n .  

The Mifluion's M88 r \ c t ion  Plnn I n d i c a t e s  t h a t  "a major t h r u ~ :  o f  Our 
program i s  to at;tliut t h e  GOH t o  implement Ltu n t o t e d  po l  Icy  co d i v e s t  i t s e l f  
of c e r t a i n  commercf a 1 enterprises by t r o n o f e r r i n p , ,  whcrc p o e s i b l e ,  t h e i r  
o p e r a t  i o n s  t o  t h e  p r l v n t e  scccor" .  'I'he proposed P r o  j c c t  is t h e  p r i n c i p a  1 
v e h i c l e  f o r  a c h i e v i n g  t h i s ,  R R  i l l i ~ s  t r a t e d  by the  f a c t  t h a t  t h e  FY88 h n u a l  
h ~ d g e t  Submiss ion p l a c e s  t h e  P r o j e c t  nu t h e  t h i r d  h l g h e s t  p r i o r i t y  f o r  fund ing  
b o t h  i n  N87 and FY88, second o n l y  t o  t h e  ESF b:llance of payments program and 
p r i v a t e  s e c t o r  popu d a t i o n  a c t i v l  t l e e .  Tha t  p r i o r i t y  1s war r a n t e d  both  by t h e  
impor tance  of t h i s  a c t i v i t y  t o  r e d u c i n g  t h e  G O H f s  f  l s c a l  d e f i c i t  and i t s  
impor tance  f o r  t h e  f u t u r e  p r i v a t e  s e c t o r - o r i e n t e d  growth of Honduras. 

C, R e l a t i o n s h i p  t o  Other Donor Programs 

I n  a t t a i n i n g  g r e a t e r  e f f i c i e n c y  f o r  t h e  Honduran economy, t h e  P r o j e c t  
canplements  t h e  development e f f o r t s  of o t h e r  donors .  More specifically, t h e  
C e n t r a l  American Bank :€or Econolni c I n t e g r a t i o r ~  (CABEI) and t h e  Inter-Amer i c a n  
Development Bank ( IDB) have problem l o a n s  t o  CONADI and non-CONAD1 SOEs and 
have e x p r e s s e d  i n t e r e s t  i n  coopera  t Lng w i  th t h e  p r i v a t i z a t i o n  program, 
p a r t i c u l a r l y  i n  f a c i l i t a t i n g  workout p i a n s  f o r  m j o r  SOEs. The IDR is  a  m j o r  
c r e d i t o r  of CORFTNO and  r e c e n t l y  s e n t  a  m i s s i o n  t o  Honduras t o ,  among o t h e r  
t h i n g s ,  examine p o s s i b i l i t i e s  of t r a n s f e r r i n g  t h e  saw m i l l  t o  t h e  p r i v a t e  
s e c t o r .  The I n t e r  n a t i o n a l  Bank f o r  R e c o n ~ t r u c t i o n  and Development (IBRD) h a s  
suppor ted  CONADI i n  t h e  p a s t  and h a s  a l s o  e x p r e s s e d  i n t e r e s t  i n  t h e  program. 
An IBRD l i n e  of  c r e d i t  (FDNDEI) may b e  a  s i g n i f i c a n t  source  o f  f i n a n c i n g  f o r  
i n v e s t o r s .  The O r g a n i z a t i o n  of American S t a t e s  Development Program a l s o  
s u p p o r t e d  p a s t  OONADI programs and is a l s o  i n t e r e s t e d  i n  t h e  p r i v a t i z a t i o n  of  
i t s  e n t e r p r i s e s .  The Miss ion w i l l  m a i n t a i n  a  c o n t i n o u s  d i a l o g u e  w i t h  t h e s e  
donors  t o  c o o r d i n a t e  and enhance our j o i n t  e f f o r t s  . 

I V .  PRO JECT D ES CRI PT ION 

A. Goal and P u r p o s e  S ta tement  

The - g o a l  o f  t h e  P r o j e c t  is t o  c o n t r i b u t e  t o  t h e  achievement of long-term 
e q u i t a b l e  economic growth. The P r o j e c t  p u r p o s e  is  t o  s u p p o r t  GOH i n i t i a t i v e s  
t o  p l a n  and implement t h e  p r i v a t i z a t i o n  o f  s t a t z w w n e d  e n t e r p r i s e s .  It w i l l  
d i r e c t l y  c o n t r i b u t e  t o  the  Miss iog ' s  C e n t r a l  America I n i t i a t i v e  g o a l s  of  
economic s t a b i l i z a t i o n ,  and  e c o n m i c  growth.  The P r o j e c t  w i l l :  

- r educd  r e c u r r e n t  c o s t s  and GOH f i n a n c i a l  s u p p o r t  f o r  s ta te-owned 
e n t e r  p r i s c s  engaged i n  t h e  p r o d u c t  i o n  o f  goods; 

- t r a n s f e r  c a n p a n i e s  and a s s e t s  t o  i n d i v i d u a l s  w i t h  e q u i t y  a t  r i s k ,  
i n c r e a s i n g  t h e  re t u r n s  from t h e s e  r e s o u r c e s ;  

- a t  t r a c t  new inves tmen t  i n t o  t h e  Honduran product  i.ve s e c t o r  f o r  t h e  
p u r c h a s e  of  t h o s e  companies o r  a s s e t s ;  and ,  



t .  I lrc* 1x1r pose and goal s t a  tcments a r e  I lnktxl by two c r  1  t i cn 1 nnvumpt lonn: 
the  con t inued  s u p p o r t  f o r  the  program by t h e  CAN1 i ~ n d  dcmanci f o r  SOEn by 
p r i v a t e  s e c t o r  ~~~~~~~~s. I\r; d icusned  helow, I t  is rer lsonablc  t o  e x p e c t  t h a t  
t h e  C0l-l w i l l  m a i n t a i n  i t 8  r ~ r r s e n t  commitment t o  t h e  program and t h a t  a n  
a d e q u a t e  l n v e s t o r  b a s e  w i  11 bc i d e n t i f i e d .  Lt: js a l s o  nssumed t h a t  o t h e r  
USAZD and donor p,ro&rums w l l  1 c o n t  lnue  t o  improve the  p o l i c y  and r c g u l a  t o r y  
environment  i n  Hondurae,  s o  to makc inves tment  a t t r a c t  lve  urrd h l low 
p r i v a t i z e d  f  irein t o  o p e r a t e  ef' F i c i e n t l y  . 

B. P r o j e c t  S t r a t e g y  

U S A I D / H  i s  aware of  t h e  complex n a t ~ l r e  of t h e  p r i v a t i z a t i o n  program snd  
t h e  h igh  r i s k s  invo lved  i n  t h i s  u n d e r t a k i n g .  P r i v a t i z a t i o n ,  d e s p i t e  t h e  
o b v i o u s  ec0nomj.c and f i n a ~ i c i a l  imp1 i c a t  i o n s ,  i s  e s s e n t i a l l y  a  p o l i t i c a l  i s s u e  
( a  f a c t  r ecogn ized  i n  t h e  r e c e n t  A . T . D .  gui-dance c a b l e  on p r i v a t i z a t i o n ) .  
Moreover,  A . I . D .  and  o t h e r  donors  have l i t t l e  accumulated e x p e r i e n c e  i n  
c a r r y i n g  o u t  d i v e s t i t u r e  programs. The c a n p l e x i t y  and rjislcs h a v e  become a l l  
t h e  more a p p a r e n t  d u r i n g  i n t e n s i v e  review.  

I n  l i g h t  o f  t h e  s e n s i t i v e  n a t u r e  of c o n d u c t i n g  a  p r i v a t i z a t i o n  program, 
t h e  Miss ion judges  t h a t  the  mcst a p p r o p r i a t e  approacn is a  s t r a t e g y  of  phased 
p r i v a t i z a t i o n ,  o f  which t h i s  P r o j e c t  r e p r e s e n t s  t h e  f i r s t  segment.  During t h e  
propased t h r e e y e a r  fund ing  p e r i o d ,  a n  i n i t i a l  set of SOEs w i l l  be s o l d  t o  
p r i v a t e  i n v e s t o r s  o r  L iqu ida ted ,  t h e r e b y  s e t t i n g  i n  mot ion a  p r o c e s s  t h a t  w i l l  
s t i m u l a t e  f u t u r e  d i v e s t m n t s .  S i m u l t a n e o u s l y ,  t h e  administrative and 
a n a l y t i c a l  framework n e c e s s a r y  t o  p l a n  and implement a comprehensive  program 
w i l l  be e s t a b l i s h e d  w i t h i n  t h e  GOH,, Once t h i s  framework is i n  p l a c e ,  a n  
expans ion  of  t h e  d i v e s t i t u r e  program t o  c c v e r  a  w i d e r  a r r a y  o f  f  irms can b e g i n .  

Year ly  w a l u a t i o n s  .will be conducted  ( I n c l u d i n g  q u a r t e r l y   review^ wi th  t h e  
C O H )  t o  gauge t h e  p r o g r e s s  made toward a c h i e v i n g  s t a t e d  o b j e c t i v e s  and t o  
p r o v i d e  t h e  i n f o r m a t i o n  t o  s t r u c t u r e  a  second phase  e f f o r t .  T h i s  phased 
approach w i l l  a f f o r d  the  o p p o r t u n i t y  t o  a p p l y  l e s s o n s  l e e r n e d  t o  make 
mid-course a d j u s t m e n t s  i n  P r o j e c t  d e s i g n ,  the reby  r e d u c i n g  t h e  r i s k s  
a s s o c i a t e d  w i t h  d i v e s t i t u r e  i n t e r v e n t i o n s .  

A second i m p o r t a n t  t e n e t  of  t h e  P r o j e c t  s t r a t e g y  is t h e  i n i t i a l  a t t e n t i o n  
d i r e c t e d  t o  f i r m s  i n  t h e  CONADI p o r t f o l i o .  CONADI f i r m s  were s e l e c t e d  b e c a u s e  
t h e  Corpora  t i o n ' s  o r i g i n a l  c h a r t e r  of promot ing p r i v a t e  s e c t o r  i n v e s t m e n t  h a s  
c r e a t e d  l i t t l e  i d e o l o g i c a l  o p p o s i t i o n  t o  d i v e s t i t u r e  of  t h e s e  f i r m s .  Recent  
a c c u s a t i o n s  r e g a r d i n g  Q?H management of t h e  CONADI e n t e r p r i s e s  have f u r t h e r  
s t r e n g t h e n e d  t h e  c a s e  f o r  c e n t e r i n g  o u r  e f f o r t s  on  C O N - m I .  The P r o j e c t  w i l l  
n o n e t h e l e s s  f o c u s  on t a r g e t s  of o p p o r t u n i t y  whereever t h e y  may p r e s e n t  
themselves.  The Miss ion h a s  i d e n t i f i e d  many COWADZ e n t e r p r i s e s  a s  s u c h  
t a r g e t s  and t h i s  w i l l  be t h e  main f o c u s  of t h i s  P r o j e c t .  And, t h e  P r o j e c t  
w i l l  a l s o  respond t o  o p p o r t u n i t i e s  o u t s i d e  t h e  CONADI p o r t  f o l i o .  For example ,  
a s  i n d i c a t e d  a b w e ,  t h e  newly a p p o i n t e d  COHDEFOR d i r e c t o r  h a s  e x p r e s s e d  
c o n s i d e r a b l e  i n t e r e s t  i n  t h e  d i v e s t m e n t  o f  v a r i o u s  e n t e r p r i s e s .  The Miss ion  
i s  c u r r e n t l y  p r o v i d i n g  s u p p a r t  t o  d i v e s t  t h r e e  of  t h e s e .  One COHDEFOR s a w m i l l  



A t h  l rd  key clement of the H tr;i ti!~,y Is t11v d t ~ n o n ~ ! . r i - ~ t  1 on 01' t!,r~rl y  III ICC(?fJH 

( i  . e .  , privat1.z 11ig au many companlw t h r  lny, the  r~ i lo r tc~ot  ~ I m e  fr;rtw p o t ~ ~ l h l c )  
s o  a s  t o  demons t r a  t c  the v n l i d i t y  o f  I:IW 1)roce:as ;incl gent-r;r t c  expc:rioncc? t-0 
eubsequcnt ly  t ake  on the bigger ;111d m r e  compl t?x c n t ~ r p r 1 n c . q .  A i~nrrklny, o l  
f irlrls t o  be privn t l z e d  waR cnr r le t l  out dur ing  lnt .c?n~ lvu revlcw (dt!ur.r lhctl 111 

d e t a i l  i n  s e c t i o n  V. B .  2) under whlch "eaee of dlvcst 1 t ~ ~ r c "  i u  wc! lghctl FI 1 lp,htl y 
more than o t h e r  cr'i  t e r i t l .  Nonetheleur;, under the  ranking vrl t w i n  chosen 
dur ing  i n t e n s i v e  review ( i n  comparison t o  the  P1D d l n c u s s l o n )  more1 cmphus [!a 

was ass igned  t o  economic sntl f i e c a l  impact. This  mod1 f [ c a t i o n  responds t o  4 
g r e a t e r  unders tanding t h a t  FrojecL success  w i l l  bc measured by the OtI (and 
A.I.D.) n o t  on ly  i n  terms o f  number o f  f i rms  d ives t ed  hu t  on the economic nnd 
f i s c a l  bene f i t o  r e ~ u l t i n g  from t h e s e  e f f o r t s ,  glven t h a t  t h e s e  ore c r l t i c a l  
f a c t o r s  t o  the o v e r a l l  succes s  of  the  long-term s t r a t e g i c  goalr; o f  
~ t a b i l i z a t i o n  and p r i v a t e  sec tor - led  ~ue r t a ined  economl c growth. 

C ,  Ovcrvlew of t he  Yriva t i z a  t i o n  Process  

An overview of the  d i v e s t i t u r e  p rocess ,  a s  established by Iaw 161-85, 14 

presented i n  Exhib i t  1. Each canponent / t l tep Ln the process ,  a s  descr ibed  in  
t h e  law, is b r i e f l y  d i scussed  below. 

1. Supervis  in8  Authori ty  . - 
The law e s t a b l i s h e d  the  CONADI Board of D i r e c t o r s  a s  the  h ighes t  and 

p r i n c i p a l  a u t h o r i t y  r e spons ib l e  f o r  the  d i v e s t i  t u r e  of CONADI'S a s s e  ts. * The 
Board h a s  r ~ e s p o n s i b i l i t y  for :  ( a )  s e l e c t i n g  the s a l e s  s t r a t e g y  for  each 
d i v e s t i t u r e  (e.g. ,  whether t o  s e l l  by publ ic  auc t i on  or  by d i r e c t  
n e g o t i a t i o n ) ,  ( b )  approving a l l  c o n d i t i o n s  of s a l e ,  i nc lud ing  s a l e s  terms and 
p r i c e s ,  and ( c )  approving a l l  p u b l i c  a u c t i o n  and nego t i a t ed  s a l e s .  Although 
t h e  Board is a s s i s t e d  i n  t h i s  p roces s  by va r ious  comniss ions,  u l t l m a t e  
a u t h o r i t y  r e s t s  w i th  the Board. 

2. P r e -P r iva t i za t i on  P l ann ine  

The p r fva t  i z a  t i o n  law r e q u i r e s  t h a t  c e r t a i n  g loba l  planning s t e p s  be  
completed p r i o r  t o  t h e  i n i t i a t i o n  of a c t i v i t i e s  l ead ing  t o  the  d i v e s t i t u r e  of 
i nd iv id t i a l  companies. These s t e p s  involve  the p r epa ra t i on  of two 
comprehensive s t u d i e s  of CONADI's  p o r t f o l i o  t o  g ive  the  GOH a g loba l  p i c t u r e  
of the  p r i v a t i z a t i o n  process .  

* The law a l s o  r e f e r s  t o  BANADESA, COHDEFDR and o the r  GOH e n t i t i e s  which 
accord ing  t o  A r t i c l e  1 4  of the  Decree and Article 49 of the  implementing 
r e g u l a t i o n s  may use  the law a s  a  b a s i s  f o r  t h e l r  t r a n s f e r s  bu t  wiih speci , l  
r e g u l a t i o n s  adapted  t o  the  c h a r a c t e r i s t i c s  of these  e n t i t i e s  t o  be i s sued  by 
t he  Min i s t ry  r e s p o n s i b l e  f o r  aversee ing  them. 
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Based upon the  tcchn 1 cn 1 /economic s t u d y  , i l l 1  a c t  Lon p l a n  w I l l  be p repa red  
t h a t  w i l l  i n c l u d e :  ( a )  a n  implcmentnt  lon s c h e d u l c  t o  c a r r y  o u t  t l l vcs t  1 t u r e  
a c t i o n e ;  ( b )  a  s t a t e m e n t  of  a n n u a l  g o a l s  and o b J e c t i v c s ;  and ( c )  t he  c r l  ter1.a 
f o r  r ank ing  of p r i v ~ t l z o t i o n  a c t i v i t i e s .  It w i l l  make ndd i t lona l .  
recommendations such  a s  when t o  u s e  a u c t i o n s  and when t o  use d  l r e c t  
n e g o t i a t i o n s  a s  t h e  method of  s a l e .  The p lan  wl 1 1  a l s o  p r o v i d e  s p e c i f i c  
s t r a t e g i e e  f o r  t h e  p r i v a t i z a t i o n  of t h e  top-ranked f l r - m s .  

3. P r i v a t i z a t i o n  Ac t i v i  tles 

Both t h e  comprehensive t e c h n i c a  1-economi c  3 tudy and t h e  cl i v e s t  i t u r e  pl nn 
a r e  g l o b a l  i n  n a t u r e ;  they t r e a t  t h e  e n t i r e  l o a n  and inves tmen t  p o r t  f o l i o .  
The p r i v a t i z a t i o n  l aw a l s o  o u t l i n e s  a number of s p e c i f i c  e n t i t i e s  t h a t  w i l l  
p a r t i c i p a t e  and t a s k s  t h a t  w i l l  hove t o  be performed i n  the  p r o c e s s  o f  
p r i v a t i z i n g  s p e c i f i c  ccmpanies o r  a s s e t s .  

a .  7'echnlcal Analyses  

The t e c h n i c a l  a n a l y s e s  w i l l  i n c l u d e  a  d e t a i l e d  d e s c r i p t  i o n  of  t h e  company 
o r  goods t o  b e  s o l d  i n c l u d i n g :  a  s t a t e m e n t  O F  t he  c m p a n y  o r  asset book and 
marke t  v a l u e ;  a n  a n a l y s  is of  o u t s  t a n d i n g  l i a h i  l i t i es  and c a p i  taZ p o s i t i o n ;  and 
t h e  minimum s a l e  p r i c e  and  recommended c o n d i t i o n s  o f  u a l e  and s a l e  s t r a t e g y  
and  o t h e r  c o n c l u s i o n s  and r e c o w e n d a t i o n s .  The law p r o v i d e s  f o r  t h e  u s e  of  
domes t i c  a n d / o r  f o r e i g n  t e c h n i c a l  a s s i s t a n c e  i n  t h i s  a r e a  and s p e c i  f i c a l l y  
men t ions  t h e  u s e  of f o r e i g n  v a l u a t i o n  s p e c i  a l i s t s  . 

b. Workou t 1 C l e a n - u ~  P l a n  ( P l a n  de  Saneamiento)  

P a r a l l e l  t o  t h e  comple t ion  of  t h e  technical-economi c  s t u d y ,  t h e  law 
r e q u i r e s  t h a t  CONADI p r e p a r e  n workou t l c l e a n - u p  plan  f o r  e a c h  canpany. These  
p l a n s  a r e  to c o n t a i n :  ( 1 )  p r o p o s a l s  f o r  u n d e r t a k i n g  t h e  f i n a n c i a l / l e g a l  
c l e a n w p  of t h e  f i rm.  T h i s  c o u l d  i n c l u d e  recomrnenda t i o n s  r e g a r d i n g  t h e  
w r i t i n g - o f f  of d e b t ,  c a p l t a l i z a t l o n  o f  deb t  ( d e b t  to  e q u i t y  c o n v e r s i o n )  i n  
o r d e r  t o  p r i v a t i z e  t h a t  e q u i t y ,  and f o r e c l o s u r e  recommendat i o n s ;  ( 2)  a  program 
f o r  t h e  r e c o v e r y  of inves tmen t ;  and (3) i d e n t i f i c a t i o n  of  t h e  p a r t i e s  whose 
a c t i o n s  were of a n e g l i g e n t  o r  u n l a w f u l  n a t u r e  and were d e t r i m e n t a l  t o  t h e  
i n t e r e s t s  of t h e  Corpora t ion .*  

* For obv ious  r e a s o n s ,  t h e  P r o j e c t  Agreement will i n d i c a t e  t h a t  t h i ~  
r e q u i r e m e n t  i s  t h e  r e s p o n s i b i l i t y  o f  rONADl and  P r o j e c t  a ~ s i s  t a n c e  
w i l l  n o t  b e  used f o r  t h i s  purpose .  



'I'll(. t c c h n  l c a  I-uconoml (: st.urJy, lolgc. tht-r  w l  LII  tllc r c a u l  l~r o l  t h e  
workou t /c : lcan-up p l a n ,  rdroul (1 rcwul L 111 ;I act. o f  rcco~nmenrlat ions c o n c e r n i n g  
tlic proponed cond i t  l ons  o f  oa l c .  ' rhcr~c  cond l L I O I I S  f i l~ou ld  include t h e  
recolnmcrltied sales N t raLegy ( t  . c . ,  l l ~ c  I I H C  of p u b l l c  o r ~ c t l o r l  o r  d i r e c t  
ncgo t l ; ~ t l o n ) ,  t h c  o p e c l f i c  tc~rmo of  tile v a l e  anrl t h e  baoc s n l c u  p r i c e .  'In 
g c n c r a l ,  a l l  cmpantcci  ilre t o  hc  old fo r  cash  ( I k g u l n t l o n  347-85, A r t i c l e  1 4 )  
h u t  c r e d l t  s a l e s  a r e  p > r m i t e d  11' t h e y  meet Lhe f o l l o w i n g  c r i t e r i a :  (1) a t  
l e a n  t 20 p e r c e n t  o f  the  purclraue prlcc! i s  pald i n  cash ;  ( 2 )  g u a r a n t e e s  i n  
f a v o r  oC CX)NIU)I a r e  l n ~ u e d  and backed by c o l l n t c r a l  o r  by bank g u a r a n t e e s  i n  
amounts e c c r p t o b l e  t o  t h e  Roard of 1)lrec t o r  s; anti ( 3)  the  c r e d i t  repayment 
p e r i o d  does  n o t  exceed f t v e  y e a r s .  Nonet l ie less ,  o n e  of  the  a t t r i b u t e s  o f  t h e  
law i u  i t s  f l e x i h i  l t t y :  the  Roard may mod1 f y  cond i f r ions  i f ,  i n  i t s  o p i n i o n ,  
t h i s  is  n e c e s s a r y  t o  F a c i l i t a t e  t h e  d i v c s t l t u r e  p r o c e s s ,  

d. Val u ~ t i o n  Comnission (Cornisii3n de  AvalGo). A s p e c i a l  
v a l u a t  Lon comniss ion  Is e s t a b l i s h e d  by the law and cha rged  w i  th t h e  
r e s p o n s i b i l i t y  o f  reviewing the  cond l . t ions  o f  s a l e ,  p a r t l . c u l a r l y  t h e  sa le  
p r i c e  and s t r a t e g y .  The commission is permanent i n  n a t u r e  and is composed of  
r e p m s e n t a  t i v e s  from t h e  Con t r o l l e r  Genera l ,  S u p e r i n t e n d e n c i e s  o f  
D e c e n t r a l i z e d  1 n s t l . t u t . l o n s  and Banking,  D i r e c t o r  G e n e r a l  of P d m i n i s t r a t i v e  
P r o b i t y ,  and a  r e p r e s e n t a t i v e  from t h e  p r l v a t e  s e c t o r  t o  be  s e l e c t e d  by t h e  
GOH from a l i s t  provided bv the Honduran Counc i l  of P r i v a t e  E n t e r p r i s e  
(COHEP). 

e .  P u b l i c  Auc t ions  and D i r e c t  N e g o t i a t i o n s  

Af te r  t h e  V a l u a t i o n  Conm~ission h a s  a c c e p t e d  t h e  c o n d i t i o n s  o f  s a l e ,  t h e s e  
must then be approved by a m a j o r i t y  of t h e  CONAD1 Board of D i r e c t o r s .  
Fol lowing t h i s  a p p r o v a l ,  t h e  s a l e  may praceed through p u b l i c  a u c t i o n  o r  d i r e c t  
nego t l a  t i o n .  The l e g i s l a t u r e  c o n s i d e r e d  t h e  former t h e  p r e f e r  r e d  approach b u t  
gave the  Eoard of D i r e c t o r s  the  f l e x i b i 1 l . t ~  t o  u s e  d i r e c i :  n e g o t i a t i o n s  
whenever t h i s  r o u t e  appea red  t o  be i n  the  b e s t  i r l t e r e s t  of t h e  S t a t e .  The 
p u b l i c  a u c t i o n  approach  i s  l i k e l y  t o  b e  cumbersome and ,  g i v e n  t h e  l i m i t e d  
denrand f o r  t h e  d i s t r e s s e d  p r o p e r t i e s  i n v o l v e d ,  i s  u n l i k e l y  t o  y i e l d  r e s u l t s  
commensurate w i t h  the  a s s o c i a t e d  e f f o r t .  A s t ep -by-s t ep  o u t l i n e  of  t h e  
p rocedures  t o  be fo l lowed  d u r i n g  t h e  p u b l i c  a u c t i o n  and d i r e c t  n e g o t i a t i o n  
p r o c e s s e s  is p r e s e n t e d  i n  Annex 111 K. 

I. N e g o t i a t i o n  Commissions (Comisiones Negociadoras)  - 
S a l e s  which t a k e  p lace  v i a  t h e  d i r e c t  n e g o t i a t i o n  r o u t e  & r e  t o  be 

c o o r d i n a t e d  by n e g o t i a t i n g  comnivs ions  s p e c i f i c a l l y  c r e a t e d  t o  over s e e  each  
divestiture. The conmiss ions  a r e  n o t  enpowered t o  f i n a l i z e  any  agreement  o r  
s a l e .  The l a w  p r o v i d e s  f o r  t h e  u s e  of "Foreign a d v i s o r s "  t o  t h e  cormiissions 
i f  s o  d e s i r e d  by the  Roard. 

g .  Ad-Hoc Appeals T r i b u n a l  

An ad-hoc a p p e a l s  t r i b u n a l  i s  t o  s e t t l e  a p p e a l s  r e g a r d i n g  p u b l i c  
a u c t i o n s .  The t r i b u n a l  is composed of  a r e p r e s e n t a t i v e  From t h e  C e n t r a l  Bank 
o f  Honduras (BCH) , and two p r  iva t e  s e c t  o r  r e  p r e s e n t a  t i v e s  . 
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L t l  i ndeed  mrknblcn cind c a n  leiid t o  c f f e c t l v e  1mplelwnt;r t lon.  l'hc v u r i o u s  
c o m i s u  lons  anti e n t i t i e s  lnvolvccl I n  t h e  p r o c e s s  (which mly glvc. t h e  
bppenrance  of cumbersmeneen)  a r e  h tcn t l c t l  t o  prov l d e  t h e  c h e c k s  iind ha lance^ 
t o  t h e  p r o c e s s  which the Miseion r e c o l y l z e s  t o  be of c - r l t l c a l  Importnnce,  
g i v e n  the  f i e n s i t i v c  n a t u r e  of the  t i ~ ~ k .  

D. P r o j e c t  A c t i v i t l c o  

The P r o j e c t  w l l l  s u p p o r t  two romponents des igned  t o  a ~ s i s t  t h e  0 1 1  
p r i v a t i z a t i o n  program a s  s t ructurec l  under  Decree 161-85. The f l r s t  w l l l  be 
t h e  e s t a b l i s h m e n t  of  t h e  i n s t i t u t l o n n l  framework t o  o v e r s e e  t h e  program and t o  
p r o v i d e  t h e  n e c e s s a r y  a n a l y t i c a l  s u p p o r t .  TJroject  D. A. funds  w i l l  b e  uned t o  
c o n t r a c t  long-term t e d ~ n i c a  1 a s s i s t a n c e  (TA) to  a s s i s t  CONADI and o t h e r  GOH 
e n t i t i e s  i n  the  implementa t ion  of t h e  p r i v a t i z a t i o n  program. The second 
component, t o  be funded wi th  ESF-genera t e d  l o c a l  c u r r e n c i e s ,  w i  11 f i n a n c e  a  
number o f  a c t i v i t i e s  des igned  t o  s u p p o r t  t h e  s a l e  o f  e n t e r p r j s e s  and a s s e t s  
a n d ,  where  r e q u i r e d ,  i n i t i a l l y  enhanci? t h e  e f f i c i e n c y  of  p r i v a t i z e d  
e n t e r p r i s e s .  

1. I n s t i t u t i o n a l  ~onf igurat ion/Anal .y t i . ca l  Suppor t  

The CONADI Board of D i r e c t o r s  is charged wi th  w e r a l l  r e s p o n s i b i l i t y  f o r  
t h e  p r i v a t i z a t i o n  program of  CONADT a s s e t s  and can pan ies .  Likewise ,  the  Board 
o f  D i r e c t o r s  of o t h e r  GOH e n t i t i e s  managing SOEs a r e  r e s p o n s i b l e  f o r  t h e i r  
r e s p e c t i v e  p r i v a t i z a t i o n  programs under  t h e  g u i d e l i n e s  e s t a b l i s h e d  by t h e  
P r i v a t i z a t i o n  Law. To a s s i s t  t h e  Boards of D i r e c t o r s  i n  t h i s  t a s k ,  t h e  
P r e s i d e n t  of  the  Republ ic  w i l l  e s t a b l i s h  a  N a t i o n a l  P r i v a t i z a t i o n  Commission 
( NPC) t o  c o o r d i n a t e  p r i v a t i z a t i o n  e f f o r t s  and t o  a m e l i o r a t e  p o l i t i c a l  
cons  t r a i n t s  t o  t h e  program. The o b j e c t i v e s  of t h e  TPC a r e  t h r e e - f o l  d: (1 ) t o  
o v e r s e e  t h e  p r i v a t i z a t i o n  o f  a s s e t s  and e n t e r p r i s e s  owned by t h e  p u b l i c  s e c t o r  
th rough  numerous i n s t i t u t i o n s ;  ( 2 )  t o  s e r v e  a s  on a d v i s o r y  body t o  t h e  
Economic Cabinet*  and  t o  t h e  Board of D i r e c t o r s  of CONADI and o t h e r  
i n s t i t u t i o n s  r e g a r d i n g  e n t e r p r i s e  v a l u a t i o n s ,  t e rms  o f  s a l e ,  and o t h e r  
p r i v a t i z a t i o n  d e c i s i o n s ;  and (3)  t o  enhance t h e  t r a n s p a r e n c y  of  a c t i o n s  
r e l a t e d  to  the  p r i v a t i z a t i o n  p r o c e s s  ( a v o i d i n g  a l l e g a t i o n s  of i m p r o p r i e t y )  and 
enhance  t h e  po liti ca 1 a c c e p t a n c e  of t h e  program by e s t a b l i s h i n g  d i r e c t  l i n k s  
t o  a broad spec t rum o f  Honduran s o c i e t y  r e p r e s e n t e d  i l l  t h e  NPC. C o n s i s t e n t  
w i t h  Decree 161-85, f i n a l  d e c i s i o n s  r e g a r d i n g  p r i v a t i z a t i o n  a c t i o n s  w i l l  r e s t  
w i t h  t h e  Board of  CONADI and w i t h  t h e  Boards o f  o t h e r  i n s t i t u t i o n s  i n  
e n t e r p r i s e s  under t h e i r  a u t h o r i t y .  

3 The Economic C a b i n e t  i s  composed of  t h e  M i n i s t e r  of Economy, M i n i s t e r  of 
Finance  a n d  P u b l i c  C r e d i t ,  P r e s i d e n t  of t h e  C e n t r a l  Bank, the  M i n i s t e r  
Advsior t o  t h e  P r e s i d e n t  , t h e  M i n i s t e r  of t h e  P r e s  idency  , and  a  
r e p r e s e n t a t i v e  from t h e  armed f o r c e s .  
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ns r~oc l i r t c r l  wltlr (x3:jt SOK ol)t!rUtl(>n!i ;lnd rt*l)rese~rLnt.l.vc!!r of t he  p r i v n t c  
e e c t o r .  WIILJ.~.!  t h e  c!xrlct cunpof~1l:Lon o f  L l ~ c !  N I T  h i r ~  110t y e t  I)CCII  dctc.rmJ.ned. 
I 'osr~ih li! rep ree r !n ta t  lvca lnc l  utle: two Iri j!lr lcvt? l j:overniwnt r ep re t l en ta  t l v e s  
( I ~ ~ u ~ l . t ) l y  the M l n l u t e r  Ailv l ~ o r  t o  t h e  P rc r  ltlency and tlrc Prce:Ltlent of t h e  
Ccntrn.1 Uank); two p r i v a t e  Hector represc!ntat l .vea;  and a r e p r e s e n t a t l v e  from 
the a g r u r l a n / l . n b o r  movement. The c h i e f  rrxc?c.ut.lvc: o f f i c e r  of e a c h  i n a t i . t u t i o n  
l r w o l v e d  (e .p,. , CX)NADT'H Ibecu t l v e  P r e e  ldcnt  ) w:L11 be n non-votlng mmber of  
t h e  C o m n i ~ s  Lon on p r l . v a t i z a t  Ion acC Lon$ r e g a r d i n g  that:  i n s t i l : u t l o n .  The N Y C  
w i  11 be c h a i r e d  one  of the  Iilgh Level  Colt r e p r e s e n t a t i v e s  who w i l l  c a l l  
mee t ings  a e  r e q u i r e d  t o  c a r r y  o u t  Comnission func t l .ons .  

To conduct  t h e  a n a l y s e s  r equ l re t l  and to deve lop  a sound a n a l y t i c a l  
f r ~ m e w o r k  on whizh t o  b a s e  d e c i e l o n s ,  t h e  CONADI Board and t h e  Commission w i l l  
r e q u i r e  the s e r v i c e s  of a h i g l y  q u a l i f i e d  f u l l - t i m e  s t a f f .  Consequen t ly ,  t h e  
P r o j e c t  w i  11 f lnance  t h e  e s t a b l  i s h ~ e n t  and o p e r a t i o n  of  a Techn ica l  Worklng 
Group ('ZWG), w i t h  i t s  own budget ,  t o  s e r v e  t h i c  s t a a f  Eunct lon f o r  t h e  NTC and 
t h e  b a r d ( s ) .  The o b j e c t i v e  of the  'IWC I s  t o  s e r v e  a s  t h e  c r i t i c a l  c a d r e  of L 
e x p e r i e n c e d  I n t e r n a t i o n a l  and Honduran p e r s o n n e l  t h a t  w f l l  p r o v i d e  a n a l y t i c a l  
and marke t ing  a u s i s t n n c e  t o  CONADI and o t h e r  COH e n t i t i e s  t o  Implement t h e  
p r i v a t i z a t  Lon program. The IWG w i l l  be s t n f  f e d  primnar i1.y by long-term 
t e c h n i c a l  e x p e r t s ,  a 1  though s h o r t - t e r m  s p e c i a l i s t s  w i l l  p rov ide  s p e c i f i c  
a n a l y e  e s  of  c o m p a n i e ~  and a s s e t s  undergoing d i ~ e s t i  t u r e .  S e c t i o n  IV. F. 
d e e c r i b e s  t h e  l i k e y  c a n p o s i t i o n  OF t h i s  long-term TA team. Both long- and 
s h o r t - t e r m  international T A w i l l  be f i n a n c e d  wi th  D.A. funds .  I n  a d d i t i o n ,  
l o c a l  c u r r e n c y  r e s o u r c e s  w i l l  fund Honduran t e c h n i c a l  e x p e r t i s e  i n c l u d i n g  
Lega 1, a c c o u n t i n g  , a n d  f i n a n c i a l  a s s i s t a n c e .  Local c u r r e n c y  w i l l  a l s o  fund 
adminia  t r n  t i v e  s u p p o r t  and s e c r e t a r i a l  s c a f  f  . 

The IWG w i l l  s e r v e  a s  t h e  t e c h n i c a l  s t n f  E of t h e  C o m i s s i o n ,  which,  i n  
t u r n ,  w i l l  r e p o r t  d i r e c t l y  t o  t h e  Economic Cab ine t  and t h e  P r e s i d e n t .  Whi le  
t h e  C a b i n e t  w i l l  n o t  p l a y  an  a c t i v e  r o l e  i n  the  p r o c e s s ,  i t  is r e s p o n s i b l e  f o r  
m o n i t o r i n g  o v e r a l l  ESF c a n p l i a n c e  implementa t ion  f o r  which p r i v a t i z a t i o n  i s  a  
key  e lement .  It is a l s o  t h e  Lead a d v i s o r y  institution t o  t h e  P r e s i d e n t  o f  t h e  
b p u b l i z  on economic i s s u e s  a n d ,  a s  s u c h ,  w i l l  p l ay  a n  impor tan t  r o l e  i n  t h e  
p r o c e s s .  A1 though t h e  u n i t  w i l l  i n i t i a l l y  work c l o s e l y  wi th  CONADI, i t  w i l l  
f u n c t i o n  a s  a  s e p a r a t e  "module" which w i l l  a s s i s t  o t h e r  GOH e n t i t i e s  i n  
p r i v a t i z a t i o n  t r a n s a c t i o n s  a s  r e q u i r e d .  E x h i b i t  2 i l l u s t r a t e s  t h e  
r e l a  t i o n s h i p  between t h e  Comniss ion,  the  TWG, CONADI, and o t h e r  i n s t i t u t i o n s  
i n v o l v e d  i n  t h e  p r i v a t i z a t i o n  p r o c e s s  a s  d e s c r i b e d  i n  s e c t i o n  I V .  C. 

One o f  the  f i r s t  t a s k s  of  t h e  TWC w i l l  be to p r e p a r e ,  w i t h  CONADI s t a f f ,  
t h e  e c o n o m i c / t e c h n i c a l  s t r ~ d y  and t h e  d i v e s t i t u r e  p lan .  The p l a n s  w i l l  b e  
reviewed and approved by t h e  Comnission and s u b m i t t e d  t o  t h e  CONADI Board f o r  
a p p r o v a l  and w i l l  s e r v e  a s  t h e  b l u e p r i n t  t h a t  w i l l  g u i d e  t h e  program.* 

* Much of t h e  work r e q u i r e d  f o r  t h i s  e f f o r t  h a s  been c a r r i e d  o u t  d u r i n g  
i n t e n s i v e  review. Consequen t ly ,  t h e s e  p l a n s  w i l l  b e  c a n p l e t e d  by Oc tober  
1986.  
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01, i i r i  opcr;it- l n n ; ~  l hi111 l ~ ,  'IWC: I IWJ  l I :  t.,ii11.(3 W I  l 1 be rc:rlticl3 1 . 4  by t h e  CONAI) I 
Ronrd, o r  that. of o t h e r  Inrrtlt .r~t.lontr,  I !~rnl igh Lhc* cliulrmori of  thc! T r t p r t i t t -  
Comnlss l oti wlro w i  1 1 bc. :I member o f  t l i c*  I<cono~nl c Cilblnet a s  t l e ~ c r  lbed nbovc . 
The 'IWC; w i l l  c o n n q u e n t  l y work cllrccl-1 y w l  th t h c  CONADT 8 t ; l f f  111 prepiarjng t h e  
workout p lan  Tor each  of t h e  t o p  ranked f  irmc-1 f o r  which p r i v a  t i z r ~  t i o n  
u  t r a t e g i e e  were pt"~v10i1nLy approved t l r  rough 1:hc t l l v e s t  ltc~rc.! p l an .  The 'IWG 
w i l l  g a t h e r  e r i t e r p r l s e  l n f o r m a t l o n ,  v n l u . ~ t i o n o ,  urld t a k e  o t h e r  s t e p s  r e q u i r e t i  
t o  p c k a g c  an  e n t e r p r i s e  f o r  cuenturrl m l e .  

In  l i n e  w i t h  JSxhlbit I prenented  e a r l  l e r ,  t h e  'IWC w i l l  n l a o  : ~ o r k  w i t h  t h e  
Nego t  1.a t :on Commisu i o n s  appo i n t e d  hy t h c  CQNAIIT Board In deal Ing w i  th 
p o t e n t i a l  inves tor13 ( t h e  Chief of P n r t y  t o  thc  'IWG w i l l  be a n  a d v i u o r  t o  t h e  
Nego t i a  t i o n  Commies i o n s ) .  When o pr i v n t  h a t  Lon package is completed  o r  i s  
n e a r  c a n p l e t i o n ,  t h e  'IWC w l l l  p renen t  t h e  c o n d i t i o n s  o f  s a l e  t o  the  V a l u a t i o n  
Comnission and t o  t h e  P r i v a  t l z a t i o n  Co~nmlssion.  Af te r  t h e  V a l u a t i o n  
C o m i s s i o n  i s s u e s  i t s  s a l e s  term and y r l  ce d e t e r m i n a t i o n ,  t h e  package w i l l  b e  
p r e s e n t e d  t o  t h e  TPC For review and recornmenciation t o  t h e  CONADI Board f o r  
f  l n a l  approva l .  Annex 111. I,. p r e s e n t s  t h e  s t e p s  r e q u i r e d  f o r  a n  i l l u s t r a t i v e  
d i v e s t m e n t  of a CONADI f i r m  under two d i f f e r e n t  s c e n a r i o s .  

b. A n a l y t i c a l  Suppor t  

S u c c e s s f u l  Lmplementation of  t h e  p r i v a t i z a t i o n  p r o c e s s  w i l l  r e q u i r e  a  
broad range  of  p r o f e s s i o n a l  s k i l l s  and c a p a b i l i t i e s .  CONAI)Tfs  p o r t f o l i o  is a 
he t e rogenous  g roup  of  ELrms which e x p e r i e n c e  a v a r i e t y  of  un ique  problems . 
While t h e  d i f f i c u l t i e s  o f  c e r t a i n  c m p a n l e s  can be  a d d r e s s e d  w i t h  similar 
t r e a t m e n t ,  f o r  t h e  most p e r t  i t  would b e  imprudent and i n e f f i c i e n t  t o  a t t e m p t  
t o  a p p l y  common s o l u t i o n s .  

The c o o r d i n a t i o n  and managewnl: of t h e  p r i v a t i z a t i o n  o f  50 t o  60 d i f f e r e n t  
c a n p a n i e s  i s  ana logous  t o  t h e  1 ,  imul t aneous  management of t h i s  number o f  
independen t  t e c h n i c a  1 pro  jec:s where each company demands s p e c i a l i z e d  
a t t e n t i o n .  Although d e c i s  lon-making a u t h o r i t y  w i l l  rest w i t h  t h e  CONADI 
Board,  t h e  IWG w i l l  be r e s p o n s i b l e  f o r  o v e r a l l  management of t h i s  c o n s i d e r a b l e  
e f f o r t ,  and f o r  c o o r d i n a t i n g  the  p a r t i c i p a t i o n  o f ,  and b r i n g i n g  t o  b e a r ,  t h e  
s k i l l s  r e q u i r e d .  The p r i n c i p a l  s k i l l s  and c a p a c i t i e s  t h a t  w i l l  be employed by 
the  IWG a r e  d i s c u s s e d  below. 

f i n a n c i a l  
f  i n c n z i a l  
adequacy , 
concerns .  
re gard  i n g  

( 1 )  F i n a n c i a l  Ana lys i s .  The 'JNG w i l l  r ev iew company 
s t a t e m e n t s  and cash  f low and p r o f i t a b i l i t y  i n  o r d e r  t o  a s s e s s  t h e  
c o n d i t i o n  of  companies under c o n s i d e r a t i o n ,  w i t h  a  f o c u s  on c a p i t a l  
a b i l i t y  t o  s e r v i c e  d e b t ,  working c a p i t a l  n e e d s ,  and  o t h e r  f i n a n c i a l  

Th i s  a n a l y s  is w i  11 p r o v i d e  t h e  b a s i s  f o r  t h e  recommendations 
d e b t  c a p i t a l i z a t i o n ,  d e b t  r e s c h e d u l i n g ,  and o t h e r  measures .  

A u d i t i n g  s e r v i c e s  will a l s o  be r e q u i r e d  t o  examine, r e c o n s t r u c t ,  a n d  c e r t i f y  
t h e  books ,  a c c o u n t i n g  r e p o r t s  , and f i n a n c i a l  s t a t e m e n t s  of  t h e  f i r m s  , i n  
a c c o r d a n c e  wi th  g e n e r a l l y  a c c e p t a b l e  a c c o u n t i n g  p r i n c i p l e s  and p r a c t i c e s .  I n  
a d d i t i o n ,  o t h e r  f i n a n c i a l  s u p p o r t  s e r v i c e s  w i l l  b e  r e q u i r e d  t o  a s s u r e  t h e  
comple t ion  of  company and a s s e t  v a l u a t i o n s ,  a s  well a s  f o r  t h e  d e s i g n  of  
f i n a n c i a l  packages f o r  s p e c i f i c  p r i v a t i z a t i o n  c a n d i d a t e s  s u c h  as t h e  e x e c u t i o n  
o f  p h y s i c a l  i n v e n t o r i e s  of p r o p e r t y ,  p l a n t  and equipment.  
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in-depth ~ ~ n d e r s t ; l n t l l ~ ~ g  of comn~crcl;ll and lnver ; t~wnt  bi~nklnp, p r ; w t l c c ~ .  
Procedures  nncl ln~Lr~~rnonLrj  w l l l  I)c f . ; ~ l l o r c d  Lv each trorr.ri;lc'klon. '~licnr! mny 
lnc lude  cap i  La1 w r l t e d o w r ~ s ,  dclht-for -equity uwapfl, buy--outcl o f  loan8 n t  
(1 i s coun t s  , quas i  -equ l  t y  Jnu trumc11L.q H I I C ~ I  as  c o ~ i v e r t  i b l c  clchenturc~u which can 
be  co l l a t e r a l  lzed for  working cap1 t n l  draw-downs. The 1WC w t  11 work cl  ooely 
w i t 1 1  the A . I . D .  l l a i ~ o n  o f f i c e r  In the design of  ; ~ t f r i J t l o ~ ~ ~ l l  c r e d i t  1111~s If  
t h e s e  a r e  requi red .  

(3) E n t e r p r i s e  Valuat ions .  Of key lmpor tance t o  the  - 
succes s  of tht? p r l v a t i z a t l o n  yroaram w l l l  be ass t u t anc~r  w i t h  enterprise 
v a l u a t i o n s ,  1.e. , determining '  p ~ b l l c  o f f e r i n g  ( s a l e s )  p r l  c c s .  To the  e x t e n t  
t h a t  " h i s t o r t c a l "  or book lraluee arc! used, the C O H  wll.1 f lnd L t ~ e l f  i n  t h e  
p o s i t i o n  of having no t a k e r s  fo r  over-valued anscrtn and c n t e r p r i s c s ,  Iaw 
161-85 r e q u i r e s  thha t s a l e s  p r i c e  be e s t a b l  ished through Lhe Valuat ion 
Commission. However, because such va lua t i ons  r e q u i r e  s k i 1  1 s  cur ren t  l y  no t  
a v a i l a b l e  t o  the  Corm~isslon, they w i l l  be pre1mrc.d by e x p e r t  appro l s e r s  
c o n t r a c t e d  by the 7WG which w i l l  p resen t  to  the  Valua t ion  Commission es  tlma t ed  
a s s e t  va lues  f o r  t h e i r  approva l .  b c a l  a p p r a i s e r s  and r e a l  e s t a t e  
s p e c i a l i s t s ,  suppor ted  by international s p e c i a l i s t s ,  w i l l  provide r e a l  1 s t  l c  
market a p p r a i s a l s .  

( 4 )  Nuyer I d e n t  i f i c a  t ion lClos  ing Transact ions:  *f he TWG 
w i l l  assist i n  the marketing of f i rms  and adv i se  the GO11 and the Negot ia t ion  
Cornmissions on app rop r i a t e  &r ke t  lng and nego t i a t i ng  s t r a t e g i e s .  Bc yond 
" t echn i ca l  " c o n s i d e r a t i o n s ,  t h e  PTV w i l l  play an a c t i v e  r o l e  a s  broker between 
buyer and s e l l e r .  This  r o l e  w i l l  be of c r i t i c a l  importance given the 
c o n t r a s t i n g  ou t looks  a s s o c i a t e d  w i th  p r i v a t i z a t i o n  programs. I nves to r s  a r e  
o f t e n  i n i t i a l l y  a t t r a c t e d  a t  the  prospect  of " f i r e  s a l e s "  w h i l e  the  p u b l i c  
s e c t o r  i s  concerned about r ecupe ra t i ng  investments  and publ ic  percep t ions .  
Bringing t h e s e  pe r spec t i ve s  toge ther  i s  of key  impor tance .  

Within Honduras, the 'IWG w l l l  main ta in  broad con t ac t  w i t h  l o c a l  banking and 
investment  groups.  I n t e r n a t i o n a l l y ,  the  TWG w i l l  p rov ide  l i n k s  t o  formal and 
informal  bus ine s s  a f f i l . i a  t ions  such a s  those maintained by investment banks,  
ven tu re  cap i  t a l  f i rms ,  and the  i n t e r n a t i o n a l  account ing /consu l t ing  f i rms .  
These i n s t i t u t i o n s  maintain  broad-based commercial networks through which 
companies or a s s e t s  could be marketed. Sec t ion  V. R .3 .  and Annex II1.M. 
provide more d e t a i l  on the market ing o f  SOEs. 

The TWG w i l l  a l s o  a s s i s t  the  Negot ia t ion Commissions on c o n t r a c t  
n e g o t i a t i o n s  and the c l o s i n g  of t r ansac t i ons .  While t he  CONAD1 Board o f  
D i r e c t o r s  w i l l  approve a11 p r i v a t i z a t i o n  d e c i s i o n s ,  the  ?WG w i l l  a s s i s t  i n  the  
process  by ensur ing  t h a t  o f f e r s  a r e  a c c u r a t e l y  reviewed and by providing 
d a y - t o d a y  d i r e c t i o n  t o  the  n e g o t i a t i o n  and t r a n s a c t i o n  c l o s i n g  process .  

(5 )  k g a l  Assis tance.  Assistarice w i l l  be requi red  t o  
suppor t  t he  clean-up of ou t s t and ing  l e g a l  impediments t o  p r i v a t i z a t i o n .  
S p e c i f i c  i s s u e s  t o  be addressed  inc lude :  review of t i t les ,  amendments, 



( 0 )  1'1-oduction/Operrr t  Ions  Anti  l yu I:;. The 'IWG ream w i l l  
r e n u i r e  the n c r v l c e s  o f  production m d  o p e r a t  Lon8 s p e c l u l  i s ts  who n r e  f a m i l i a r  
w l  hl t h e  clpeclf l c  ~ t~t lue t . ;  l e s  Lnvo lved n r l '  we l l an the  nunncen of doing b u s i n e s s  
i n  Cerr t ra l  America. S p e c i a l  i n  tn  w i l l  p rov idc  a s e  l u t a n c e  i n  a r e a n  s u c h  a s :  
p l a n t  l a y o u t  aud p r o c e s s  f low planning; p r o c e s s i n g  equipment and t e c h n o l o g i e e ;  
p r o d u c t i o n  s c h e d u l i n g  and c o n t r o l  tectin.Iqries; m a t e r l a l t l  management methods; 
o p e r a  t l n g  c a p a c i t i e s  and t h e  i r  r e l n t i o n n h i p  t o  product  f lows  and p l a n t  
p r o f 1  t a b i  l i t  y; and equipment ma l n t e n a n c e .  

While t h e  t h r u s t  of t h e  P r o j e c t  1s t o  p rov lde  GOHICONADI wi th  t h e  
l n s t l  t u t  i o n a l  and t e c h n i c a l  c a p a b i l i t y  t o  hnplement t h e  p r o c e s s ,  s u p p o r t  
mechanisms ( e . g . ,  c r e d i t ,  s u p p o r t  f o r  s e v e r a n c e  payments)  w i l l  be p rov ided  
when r e q u i r e d  t o  c l o s e  t h e  s a l e  of  a SOL?. 

Suppor t  lnechanisms a r e  needed n o t  o n l y  t o  c l o s e  t r a n s a c t i o n s ,  b u t  t o  
con t r i b u t e ,  i n  s e l e c t  c a s e s ,  t o  one  of t h e  P r o j e c t ' s  o b j e c t i v e s  -- i n c r e a s i n g  
t h e  e f f i c i e n c y  of t h e  Honduran economy. Th i s  s u p p o r t  s h o u l d  b e  s e e n  i n  t h e  
c o n t e x t  of  e n s u r i n g  t h e  o v e r a l l  s u c c e s s  of t h e  p r i v a t i z a t i o n  program. The GOH 
and  Hondurans i n  g e n e r a l ,  w i  ;l f a v o r  t h e  p r i v a t i z a t i o n  p r o c e s s  t o  t h e  e x t e n t  
t h a t  c l e a r  and q u a n t i f i a b l e  b e n e f i t s  can  be a t t r i b u t e d  t o  t h e  t r a n s f e r  o f  a 
f i r m  t o  t h e  p r i v a t e  s e c t o r ,  e . g , ,  i n c r e a s e d  o u t p l  t and employment l e v e l s .  I n  
l i n e  w i t h  A. I. D. p o l i c y ,  s u p p o r t  mechanisms w i l l  be  g e a r e d  t o  assist i n v e s t o r s  
( r a t h e r  t h a n  p u b l i c  s e c t o r  v e n d o r s ) .  A l l  P r o  j e c t - r e l a t e d  s u p p o r t  nrechanisms 

w i l l  b e  f i n a n c e d  e x c l u s i v e l y  w i t h  ESF-generated l o c a l  cu r rency .  The p r o v i s i o n  
of DA r e s o u r c e s  i s  n o t  e n v i s i o n e d .  

As hlr t h e r  d e s c r i b e d  below, US AID /Honduras and o t h e r  d o n o r s  a l r e a d y  h a v e  
i n  p l a c e  a  s u p p o r t  i n f  r a s  t r u c  t u r e  of  c r e d i t  l i n e s ,  t e c h n i c a l  a s s  is t a n c e  , and  
t r a i n i n g  p r o g r a m  open t o  a broad r a n g e  of f i rms  (e .g . ,  e x p o r t  f i r m s ,  sme l l -  
and medium-scale e n t e r p r i s e s ,  and a g r i c u l t u r a l  g r o u p s )  t h a t  w i l l  make it 
u n n e c c e s s a r y  to e s t a b l i s h  new p r o g r a m  i n  many c a s e s .  These  e s t a b l i s h e d  
programs w i l l  r e c e i v e  p r i o r i t y  as s u p p o r t  mechanisms. Moreover, it is 
a n t  l c i p a  t e d  t h a t  some i n v e s t o r s  w i l l  have the  r e s o u r c e s  needed to  purchase  and 
o p e r a t e  e n t e r p r i s e s  e f f i c i e n t l y  and  w i l l  r e q u i r e  no  e x t e r n a l  a s s i s t a n c e  o t h e r  
t h a n  t h a t  provided by t h e  'IWG t h r o u g h  i ts  " f a c i l i t a t o r "  r o l e  ( i . e .  , ass is t  
i n v e s t o r s  i n  p r e s e n t i n g  p r o p o s a l s  and i n  u n d e r s t a n d i n g  l o c a l  b u s i n e s s  
c o n d i t i o n s ) .  The component will be managed on t h e  p r i n c i p l e  t h a t  p r i v a t e  
i n v e s t o r s  shou ld  p rov ide  a l l  t h e  r e q u i r e d  r e s o u r c e s  on t h e i r  own and s h o u l d  
manage t h e  e n t i r e  r ange  of a c t i v i t i e s  r e l a t e d  t o  p r i v a t i z a t i o n  w i t h o u t  P r o j e c t  
a s s i s t a n c e .  None the less ,  t h e r e  w i l l  be  c a s e s  i n  which t h e  s u p p o r t  r e s o u r c e s  
w i l l  n o t  o a l y  e x p e d i t e  t h e  p r o c e s s ,  b u t  c a n  be t h e  d e t e r m i n i n g  f a c t o r  between 
y r i v a  t i z a t i o n  and  c o n t i n u e d  p u b l i c  s e c t o r  involvement i n  o p e r a t i o n s .  



The privatization proceus  l o r  ei1c.h f i r m  114 unlquc ,  and wl l l require 11 

d l  E f e r e n t  mix of  r e s o u r c e s .  Coneequcntl y ,  i t  Ici presen t1  y  d i  f  f i c u l t ,  i f  n o t  
i m p o s s i b l e ,  to  make n s p e c i f i c  c ; ~  l c u l a t l o t l  o f  1.11~ r e s o u r c e s  whlch wZ 11 be 
r e q u i r e d .  By n e c e s s i t y ,  t h e  P r l v a t i z a t l o n  Suppor t  Con~ponent w l l l  r e q u i r e  a  
" r o l l i n g  d e s i g n "  i n  which s p e c i f l c  s u p p o r t  m c h a n i s m  wl  l l  b e  c u t a b l l s h e d  Ln 
t h e  c o u r s e  of P r o j e c t  implementa t ion .*  A t  t h i s  j u n c t u r e ,  l t  is more 
a p p r o p r i a t e  to :  d c s c r  i b e  t h e  t y l ~  of s u p p o r t  mwchonism envl  s foned ;  p r e s e n t  
pa ramete r s  a s  to t h e  r e e o u r c c s  t h a t  a r e  L ike ly  t o  b e  requLrSed; and d e f i n e  t h e  
c r i t e r i a  t h a t  will bc used i n  e s t n l ~ l l s h i n g  them. Suppor t  mechanism I n  a l l  
c a s e s  w i l l  be c o n s i s t e n t  w i t h  A. 1. D. ' s  P o l i c y  Guidance on Implementing A. 1. D. 
P r i ~ r a t i z a t i o n  O b j e c t i v e s  (STATE 189806).  

To e s t a b l i s h  g e n e r a l  l e v e l s  of m g n  l t u d e ,  ;i r ev lcw was under t aken  o f  t h e  
t e n  h i g h e s t  CONADI f i r m s  s e l e c t e d  under t h e  r a n k i n g  c r i t e r i a  an described i n  
S e c t i o n  V. R . 1 . ,  a s  w e l l  a s  two COHDEFOR e n t e r p r i s e s .  Annex TIT.. N. il l u s t r a t e s  
t h e  k i n d s  and amounts 01 r e s o u c e s ,  which a  p r e l i m i n a r y  a n u l y s  is uugges ts migh t  
e x i s t  f o r  t h e s e  f i r m s .  These  needs a r e  based on c e r t a i n  assumpt Lonv a b o u t  
s a l e  p r i c e s ,  presumed p u r c h a s e r ,  and l e g a l  s t a n d i n g  t h a t  cou ld  change d u r i n g  
t h e  a c t u a l  p r i v a t i z a t i o n  p r o c e s s .  For e x a n p l e ,  c r e d i t  needs and s o u r c e  o f  
fund ing  (e .g . ,  e s t a b l i s h e d  l i n e s  o r  s p e c i ~ l  l i n e s  o f  c r e d i t )  w i l l  d i f f e r  i n  
a c c o r d a n c e  wi th  t h e  p a r t i c u l a r  c h a r a c t e r i s t i c  of  the i n v e s t o r  ( e . g . ,  a  
m u l t i n a t i o n a l  i n v e s t o r  o r  a group o f  worker s ) .  'In sum, t he  1 2  f i r m s  would 
r e p r e s e n t  a  combined s a l e s  t r a n s a c t i o n  o f  a p p r o x i m a t e l y  L87 m i l l i o n ;  a  c r e d i t  
need f o r  purchases  n o t  less t h a n  80-90 p e r c e n t  of Lhe s a l e s  v a l u e ;  a d d i t i o n a l  
o r  new c r e d i t  needs of a p p r o x i m a t e l y  L23 m i l l i o n ;  modest amounts of working 
c a p i t a l ;  and a  smal l  b u t  c r i t i c a l  amount o f  s e v e r a n c e  p l y ,  t r a i n i n g ,  and 
c l  ean-up components . 

( 1 )  C r e d i t .  A d d i t i o n a l  l i n e s  of  c r e d i t  s h o u l d  n o t  b e  r e q u i r e d  
i n  many c a s e s  because  of  t h e  a v a i l a b i l i t y  o f  a l t e r n a t i v e  c r e d i t  l i n e s  i n  
Honduras.** None the less ,  a c c e s s  t o  c r e d i t  f o r  p u r c h a s e s  o f  SOEs c o u l d  b e  a  
c o n s t r a i n t ,  p a r t i c u l a r l y  i n  those  c a s e s  i n v o l v i n g  non t r a d i t i o n a l  i n v e s t o r s  
s u c h  a s  workers.  While t h e  C O H  may i n  some c a s e s  p r o v i d e  f o r  t h e  s c h e d u l i n g  
o f  p y m e n t s  f o r  the purchase  o f  a n  SOE, i t  is i m p o r t a n t  whenever p o s s i b l e  t o  

*As no ted  i n  a  r e c e n t  A. I. D. impac t  e v a l u a t i o n ,  t h i s  type of des ign  e f f o r t  is 
a p p r o p r i a t e  i n  c a s e s  where l i t t l e  p r e v i o u s  e x p e r i e n c e  e x i s t s  and where 
e s t a b l i s h i n g  c o n c r e t e  p a r a m t e r  s is  l i k e l y  t o  be unproduc t ive .  

** Annex 111. F. p r e s e n t s  a l i s t i n g  of t h e s e  l i n e s  a v a i l a b l e  t h r o l ~ g h  USAID and 
o t h e r  donor programs.  



C r l  t e r  l a  f o r  ust;il)l i s h i n g  of ncldl t l onol, c r e d  l t  l i n e s  w1l.L l n c l u d e  t h e  
fol.Lowing: (n ) commercial banks o r  o t h e r  pr.l.va te i n u t i  t u t  i .ons should  c h a n n e l  
c r e d l t  r e s o u r c e s ;  ( b )  i i d d l t i ~ n ~ i l  c r e d l t  l i n e s  w l l l  n o t  l n c l u d e  O M  commitments 
and f u r t h e r  e x p o s u r e  (e . g ,  , g u a r a n t e e s  ); ( c )  i n v c s  t o r s  should  prov:lde t h e  
l a r g e s t  downpaymnt p ~ s i b l e  ( i . e .  maxlmlze t h e i r  exponure )  -- i n  t h e  c a s e  o f  
w o r k e r s ,  t h i s  m y  i n c l u d e  c a p i  t a l k  i n g  ac<:umu.la t e d  s e v e r a n c e  p y m e n t s  and 
o t h e r  b e n e f l t e ;  ( 4 )  i n t e r e s t  r a t e s  w l l l  be a t  c o m e r c i a 1  r a t e s .  

Implemerr~ii t ion of c r e d i t  Eaci l i t  l e v  fo l lowing  t h e s e  c r i t e r i a  w i l l  r e q u i r e  
c r e a t i v e  financial e n g i n e e r i n g  d u r i n g  P r o j e c t  implementa t ion .  For example,  t o  
r educe  GOH e x p o s u r e  i n  f a c i l i t a t i n g  c r e d i t ,  one approach  w i l l  be  f o r  t h e  0011 
t o  d i s c o u n t  l o a n s  t o  commercial  banks a t  n p r i c e  t h a t  would compensate f o r  t h e  
b a n k s '  r i s k  f o r  assuming t h e  l o a n .  

(2 )  Severance  payments. Given t h e  impor tance  o f  l a b o r  
p e r c e p t i o n s  t o  the  p r i v a t i z a t i o n  p r o c e s s ,  i t  w i l l  b e  n e c c e s s a r y  t o  p rov ide  t h e  
r e s c u r c e v  to  meet l e g a l  s e v e r a n c e  o b l i g a t i o n s .  * I n  most o p e r a t i o n a l  CONADI 
e n t e r p r i s e s ,  t h e r e  e x i s t  o b l i g a t i o n s  f o r  s e v e r a n c e  payments f o r  whi ch r e s e r v e s  
have  n o t  been provided.  Consequen t ly ,  many e n t e r p r i s e s  w i l l  n o t  have  t h e  
l i q u i d i t y  t o  cover  t h i s  o b l i g a t i o n  and a n  i n v e s t o r  w i l l  b e  u n w i l l i n g  t o  assume 
t h l v  b u r l e n .  P r i o r  to a l i q u i d a t i o n  o r  s a l e  t o  a  new owaer, however,  w o r k e r s  
have  a  c a l l  on canpany a s s e t s  which must be  canpensa ted  a c c o r d i n g  t o  Honduran 
law. 

C r i t e r i a  f o r  t h e  u s e  of  l o c a l  c u r r e n c y  f o r  s e v e r a n c e  payments will 
i n c l u d e :  ( a )  r e s o u r c e s  w i l l  o n l y  be  provided f o r  c l a i m s  r e q u i r e d  by Honduran 
law. (b) where l a b o r  i s  p u r c h a s i n g  p e r t  or  a l l  of  a n  e n t e r p r i s e ,  due s e v e r a n c e  
p y m e n t s  w i l l  r e  p r e s e n t  t h e  i c  c o n t r i b u t i o n  t o  t h e  purchase ,  which c o u l d ,  
i n c i d e n t l y ,  r e p r e s e n t  a c o n s i d e r a b l e  p o r t i o n  of  t h e  sales p r i c e  i n  many c a s e s .  
( c )  i n  l i n e  w i t h  Agency p o l i c y  recommends t i o n s ,  l o c a l  c u r r e n c y  r e s o u r c e s  used  
f o r  s e v e r a n c e  payments w i l l  be a t t r i b u t e d  a s  a  g r a n t  from t h e  A.I .D.  t o  t h e  
i n v e s t o r  and from t h e  i n v e s t o r  t o  t h e  s e l l e r  ( i n c l u d e d  i n  t h e  s a l e s  p r i c e  and  
i n i t l a l  payment), a l t h o u g h  t h e  t r a n s f e r  w i l l  b e  made d i r e c t l y  t o  t h e  O H ;  and  
( d )  s u p p o r t  w i l l  o n l y  be  provided on a  one-time b a s i s .  

( 3 )  Management C o n t r a c t i n g .  Given worker ,  s u p p l i e r s  and  
o t h e r  n o n - t r a d i t i o n a l  i n v e s t o r  i n t e r e s t  i n  purchas ing  many SOEs, a  need may 
a r i s e  t o  c o n t r a c t  e x p e r i e n c e d  mnagement  t o -  t e m p o r a r i l y  a s s i s t  workers  in 
runn ing  e n t e r p r i w e s .  An e x m p l e  is a n  i n d u s t r i a l  canpany l i k e  P r o d u c t o s  
L a c t e o s  Su la  where d a i r y  farmer  c o o p e r a t i v e s  do  n o t  have  t h e  know-how t o  r u n  

* Under Honduran Law, t h e  amount of s e v e r a n c e  payments e q u a l s  o n e  month pay 
f o r  each  y e a r  worked up t o  8 y e a r s  as w e l l  a s  2 month n o t i c e  ( a u t o  a v i s o ) ,  
a "13th month" bonus,  and v a c a t i o n  due. 



Orie u 1  t c r  n i ~ t  t v c  Wily t o  compenn:I L c b  c?xp  t r  l ; r  tc* c6xir?r L I ~  undc!r 11 IWI nc~p;c*~nont 
con t r u c  t i n g  ngrccment w 11 1 bc t l ~ r o r ~ g l i  :A pro t 11  - ~ h i i r ~  Lny, ;~rrclny,cwrnt-. 'l'hfB 
s p e c i a l i z e d  compclny would take cllnry,c? of  t h c b  Slrm, wocdtl r c o r g ; ~ n i z o  I t u  
p r o d u c t i o n  and conimercl o l  i z a t l o n  furlct. l or it^, i1nd would ~llr11.e I h e  f  1 rrn'rs p r o f i t s  
once  t h e  company is p r o f i t a b l e .  

C r i t e r i n  f o r  managcnrnt c o n t r a c t s  ore :  ( I )  t h e y  wl l l o n l y  b c  uuetl a s  e 
mechanism o f  l a s t  r e s o r t ,  where Lt i t 3  c l e a r l y  needed t o  c n s u r c  an effect ive  
t r a n c f e r ;  ( 2 )  pc t e n t  l a 1  c o n t r a c t s  wl l 1 bc t a r g e t c 4  t o  j n t c r n a t l o n , t l  coml)ilnlt?s 
o r  c o o p e r a t i v e s ,  and s i m i l a r  groups  wlil ch \ lave  C O ~ I I I I I C I - C ~ I I ~  i n t e r e s t  i n  
performing t h e s e  s e r v i c e s  but  whlch a r e  fomll i a r  w i  1.11 t h e  n a t u r e  of the 
e n t e r p r i s e s  t o  be  managed; ( 3 )  c o n t r a c t s  w i l l  be f o r  a  pe r iod  no Longer t h a n  
two y e a r s ;  ( 4 )  r e s o u r c e s  w i l l  be p rov ided  on a  c o s ~ - s h a r i n g  and /o r  l o a n  bns iu ;  
and ( 5 )  o n l y  l o c a l  c u r r e n c y  w i l l  b e  ~ ) r o v i d e d ,  -- t o  the  e x t e n t  t h a t  f o r e i g n  
exchange i s  r e q u i r e d ,  t h e  i n t e r e s t e d  par t i e s  wi 1  l nssllme t h e  burden of Foreign 
exchange t r a n s a c t i o n s .  

Tra  l n i n g ,  m a n a g e r i a l ,  and t e c h n o l o g y - r e l a t e d  a s s l u t a n c e  mechanisms w i  1 1  a l s o  
be f a c i l i t a t e d  through t h e  P r o j e c t  t o  make t h e  " i n c e n t i v e s  p c k a g e "  f o r  SOE 
buyouts more a t t r a c t i v e  and t o  improve t h e  p r o d u c t i v l r y  of t h e s e  f i r m s .  b s t  
of the  programs a r e  a l r e a d y  a v a i l a b l e  t o  t h e  Honduran p r i v a t e  s e c t o r  through 
USAID p r o j e c t s  such a s  GEMAH and CADERH and through ot.her GOH and donor 
pro grams. 

I n  sum, the P r o j e c t  w i  11. e s t a b l i s h  t h e  i n s t i t u t i o n a l  framework, a n a l y t i c a l  
suppor t  , and supplementary r e s o u r c e s  n e c e s s a r y  t o  respond t o  t h e  cons  t r a i n  ts 
t o  p r i v a t i z a t i o n  program and t o  c a r r y  o u t  a n  e f f e c t i v e  t r a n s f e r  of e n t e r p r i s e s  
from t h e  p u b l i c  s e c t o r  t o  independent  p r i v a t e  e n t e r p r i s e s .  The 'IWG, through 
t h e  long-term TA team w i l l  p r o v i d e  t h e  n e c e s s a r y  a n a l y t i c a l  s k i l l s  and marker 
l i n k s  which a r e  c u r r e n t l y  l a c k i n g  t o  implement t h e  program. P a r a l l e l  t o  t h i s  
e f f o r t ,  t h e  T r i p a r t i t e  Commission w i  11 p r o v i d e  f o r  t h e  l e g i  t imacy of the 
p r o c e s s  and assist i n  m a i n t a i n i n g  a  p o l i t i c a l  consensus  r e g a r d i n g  t h e  
program. F i n a l l y ,  s u p p o r t  r e s o u r c e s  w i l l  e n s u r e  t h a t  t h e r e  1s a comple te  
r e s o u r c e  p ckage t o  e n s u r e  t h e  c l o s i n g  of  t r a n s a c t i o n s .  

E. Ou tou t s /Exne c t e d  Accom~l  i shments  

P r o j e c t  Ou tpu t s  i n c l u d e :  

1. The e s t a b l i s h m e n t  of a p p r o p r i a t e  i r ~ s t i t u t l o n a l  mechanisms f o r  
p r i v a t i z a t i o n  and a n  o p e r a t i n g  P r i v a t i z a t i o n  Techn ica l  Uni t  t o  
a s s i s t  O N A D 1  and t h e  GOH i n  a l l  f a c e t s  of p r i v a t i z a t i o n .  

2. An e f f e c t i v e  s u p p o r t  program f o r  p r i v a t i z e d  e n t e r p r i s e s  i n  
p l a c e ,  i n c l u d i n g  t h e  p r o v i s i o n  of  c r e d i t ,  t e c h n i c a l  a s s i s t a n c e ,  
and o t h e r  s u p p o r t  mechanisms. 



4. Improved c!conomJ. c end f l w : i  L p2r for~nuncc nu n r e ~ l r l l t  of 
p r l v a t l z r l t ~ o n  t ~ c t  lone. ( ) r ~ r ~ n t l  f l o b l e  t a r g e t s  Include: 

- presen t  vul.ue of fu t u r e  ir~come or. GDP f lows  
o r i g i n a t i n g  i n  pr-lvatlzed e n t e r p r i a e e  Increase8  by 
approximately 1,50 m i l l i o n  by 1992 by 1992; 

- t a x  revenues R U  a r e s u l t  of p r i v a t i z a t i o n  increaoed by 
approximately 1,45 mi l l i on ;  

- COH i n t e r e a t  payments t o  s e r v i c e  d e b t  decreased  by no 
less than L1.5 m i l l i o n  by 1992. 

'rhese q u a n t l f  t a b l e  t a r g e t s  a r e  der lved  from the e x  t r o p o l a t i o n  o f  t h e  
economic analys  i m  of t h r e e  firms and by the review of f i n a n c i a l  d a t a  of an  
a d d i t i o n a l  seven f i rms  f o r  which in -dep th  p r o f i l e s  were prepared.  Even i f  
t h e s e  f i rms a r e  n o t  p r i v a t i z e d  dnder t h e s e  c o n d i t i o n s ,  a t  l e a s t  12-15 f i r m  
w i l l  be p r i v a t i z e d  through P r o j e c t  r e sou rce s  and c o n t r i b u t e  t o  the  achievement 
of t h e s e  q u a n t i f i a b l e  ou tpu ts .  

I t  should be noted t h a t  t h e s e  a r e  d i r e c t  accomplishments. h c h  harder  t o  
q u a n t i f y ,  bu t  equa l l y  important ,  a r e  i n d i r e c t  b e n e f i t s  r e l a t e d  t o  less 
r e l i a n c e  on the p u b l i c  s e c t o r  a s  the c a t a l y s t  of p r i v a t e  s e c t o r  c a p i t a l  
f o r m t i o n .  The r educ t i on  of CONADI and /o r  i t s  eventual.  e l i m i n a t i o n  o r  
t r a n s f o r m t i o n  t o  a cornpletly p r i v a t e  investment bank could p l a y  a  very 
s i g n t  f i c a n t  r o l e  i n  e s t a b l i s h i n g  a  more e f f i c i e n t  and produc t ive  Honduran 
economy. Other b e n e f i t s  will be i nc r ea sed  d i r e c t  and i n d i r e c t  employment a s  
f i rms  r e t u r n  or e s t a b l i s h  market-oriented, e f f i c i e n t  amnagement, , and 
r educ t i on  of s i g n i f i c a n t  pub l i c  s e c t o r  f i s c a l  l o s s e s  which would be  i ncu r r ed  
through cont inued management of SOEs. 

F. P ro j ec t  Inp l  ts 

A s  d i scussed  above, the p r i m r y  i npu t  of the  P r o j e c t  i s  t e c h n i c a l  
a s s i s t a n c e .  A combination o f  long-term and short-term t e c h n i c a l  e x p e r t i s e  
w i l l  be provided through the  P r i v a t i z a t i o n  Technica l  k i t  t o  t h e  T r i p a r t i t e  
P r i v a t i z a t i o n  Comnission, CONADI and o t h e r  GOH e n t i t i e s  t h a t  r e q u i r e  
a s s i s t a n c e  t o  p r i v a t i z e  SOEs . Technical  a s s i s t a n c e  t o  p r i v a t i z e d  f i rms  w i l l  
be channeled through ongo ing Mission programs. The long-term and s h o r t  -term 
TA t o  form t h e  nucleus  of the  IWG w i l l  be procured through an i n s t i t u t i o n a l  
c o n t r a c t  w i t h  a n  i n t e r n a t i o n a l  account ing  o r  investment  banking f i rm  o r  a  
consort ium of t h e s e  and o the r  s p e c i a l i z e d  c o n s u l t i n g  f i rms .  



- F l n n n c l n l  S p e c i a l i s t .  Tl~itr  i n d l v i t l r ~ n l  wi l 1 h e l p  c o o r d i n a t e  
t h e  i n - , i e ~ t l ,  t e c h n i c a l  and f i n a n c i a 1  s t u c l l e ~  r e q u j r e d .  l l e / shc  slrould have  a  
d e g r e e  ir.  i i n a n c j a l .  a n a l y s l s  and f i v e  or rnore y e a r s  experience I r l  p r i v a t e  
s e c t o r  bueilic;ss a n d / o r  c o n s u l t  1%. 

- Other S p e c i a l i s t s .  The Ch ie f  of P a r t y  w i l l  c o n t r a c t  f o r  
t h e  long-term s e r v i c e s  o f  a d d i  t i o n u l  tech11 t c a l  personnel  , i n c l u d i n g  Honduran 
f i n a n c i a l  s p t c i a l l s t s  and t h e  s e t v i c e s  of fu l ].-time Legal counsel..  

b. Short- term 

SI ; .X~I;ELL?I  irnplementa t i o n  w i l l  r e q u i r e  a c c e s s  t o  numerous shor t - t e rm 
t e c h n j c q l  e , p e c i a l i s t s  on a "quick r e s p o n s e m  bi le is .  Approximate ly  75  pcreon 
months w : 1 3  :;e r e q u i r e d  i n  the a r e a s  l i s t e d  i n  S e c t l o n  TII.D.1.b. 

c .  Pro  j e c r  L i a i s o n  Of f i  c e r  

The TA package w i l l  a l s o  i n c l u d e  a  P ro jec t :  l l a i s m  o f f l c e r  t o  s u p p o r t  
Miss ion  P r o j e c t  implementa t ion  e f f o r t s  and f a c i l i t a t e  i n s t i t u t i o n a l  
c o o r d i n a t i o n  of  p a r t i c i p a t i n g  i n s t i t u t i o n s .  It is expec:ad t h a t  t h i s  
i n d i v i d u a l  w i l l  be c o n t r a c t e d  through t h e  l i f e  of t h e  P r o j e c t  and d e v o t e  h i 0  
o r  her t i m e  e x c l u s i v e l y  t o  P r o j e c t  implementa t ion .  The l i a i s o n  o f f i c e r  w i l l  
p l ay  an i m p o r t a n t  r o l e  i n  c o o r d i n a t i n g  s u p p o r t  mechanisms s u c h  a s  c r e d i t ,  
s e v e r a n c e  payments, t r a i n i n g ,  a n d  o t h e r  components t h a t  w i l l  be c o o r d i n a t e d  by 
the  Mission.  She/he w i l l  be  p h y s i c a l l y  l o c a t e d  i n  USAD/H a 1  though w i l l  spend 
much of h e r l h i s  time working d i r e c t l y  with t h e  WG. 

2. Commodities 

It is a n t i c i p a t e d  t h a t  t h e  l W G  w i l l  need t o  a c q u i r e  a micro-compu ter and 
some b a s i c  s o f t w a r e  t o  f a c i l i t a t e  t h e  e f f i c i e n t  e x e c u t i o n  o f  a c t i v i t i e s .  The 
recornended  hardware  is a p e r s o n a l  computer I B M  PC XT ( o r  AT). S o f t w a r e  
packages may i n c l u d e ,  but: w i l l  n o t  b e  l i m i t e d  to :  V a l u e s o f t  f o r  v a l u a t i o r ,  o f  
a s s e t s ,  AY F a s t p l o n  f o r  f i n a n c i a l  p r o j e c t i o n s ,  DBase IT1 fo r  d a t a  



I ' p . o . j f r ~ t  I), A. Illntlfr wt 1 1  f lnnnce yt-ilr 1 y w c l l ~ l r ~ t  lrmn,  o marl i t ~  . .g / t r i tckl~lp,  
progrilm, a~ well erg ,nlhr:c*l  1 rrncwufl r ~ c t ~  l v i  lerr nrltl cont lngency.  The Mitrnloll i e  
budge 1.t I ng n  ma l 1 nn~owlt of funtlra f o r  ~lon-f  etlcra r c.orittec t aud i t  coverage of 
t.t~t* techra(c~11 nnn letanct.  con t r e c t .  Al 1 I 'roJect do1 l tlr f r ~ r ~ t l ~  W I  1 1 b e  
~ ~ d n i n l n t c r e d  th rough A.  1. I). -1 :3nuec! tloc.urrrnti~tlon such an con t roc t  for 
t e  4ullc-al a ~ e i a t ~ n c c  procurement d(:~cuncnto f o r  t h e  cocmoclit lee .  Audit 
cul ,rrsge l o r  d o l l a r  Punde under t h e s e  e i r c u w t n n c e ~  lu be8t provided by the 
I n e p c t o r  General bu t  the  a u d i t  money w l l l  he tlvai l a b l e  t o  contract:  n u d i t  
coverage ln the everat the  I(; cannot  devote s t a f f  retrources to  t h l s  review. 
The technica l  n s s l e t a n c e  c o n t r a c t  w i l l  hc admin i s t e r i ng  FSF lempira8 i n  a  
f idnc i  a r y  account for  an l a r  J e s  of llondurnn s t a f f  and o the r  loca 1 expensee of 
the corr t r e c t .  An i~nnunl  n u d i t  of t h i s  account  w i l l  b e  requi red  a s  a  cond i t i o l l  
o f  the c o n t r a c t  and fundu w l L 1  be made a v a l l a h l e  in  'he f l d r ~ c i a r y  account to  
cover t h i s  expensea.  

V. PKOJECI' ANALYSES 

A. Financia 1. Plnn 

1 .  Pro j ec t  Budget 

The t o t a l  c o s t  of the P r o j e c t  is app rox i~na t e ly  $17 mi l l i on  over a  
three-yeor implementation period. A. 1.1). w i l l  c o n t r i b u t e  Q4 m i l l i o n  i n  g r a n t  
funds to f inance  t he  Foreign exchange c o s t s  of t e c h n i c a l  a a s i s t a n c e ,  
eva lua t i on ,  and t r a v e l ,  while the  O M  w i l l  c o n t r i b u t e  the equ iva l en t  i n  l o c a l  
cur rency  of approximately $13 m i l  l i o n  t o  Einance expense3 for  the  l o c a l  
t e c h n i c a l  a s s i e t a n c e ,  I W G  ope ra t i ng  expenses ,  o t h e r  miscel laneous i t ems ,  and 
p r i v a t i z a t i o n  suppor t  c o s t s  such a s  credit : ,  s w e r a n c e  payments, and o the r  
i terns. 

Regarding p r i v a t i z a t i o n  support  c o s t s ,  i t  was p r ev ious ly  s t a t e d  t h a t  i t  is 
d i f  f i c u l t ,  i f  not  impossible ,  t o  e s t a b l i s h  the e x a c t  m o u n t  o f  r e sou rce s  t h a t  
w i l l  be r equ i r ed  a t  t h i s  tl.me. Nonetheless,  Annex 111. N p r e s e n t s  an estimate 
of the  r e sou rce s  t h a t  a r e  i i k e l y  t o  be needed f o r  the  p r i v a t i z a t i o n  of t he  t e n  
f i r  s t - ranked CONADI f  irms and two COHDEFQR e n t e r p r i s e s .  As i n d i c a t e d  e a r l i e r  
t he se  e s t i m a t e s  a r e  based on assunpt ione  regard ing  worker p a r t i c i p a t i o n ,  
p o s s i b l e  buyers and, t h e i r  po t e n t  i a l  need fo r  a d d i t i o n a l  c r e d i t  r e s o u r c e s ,  and  
s e v e r a l  o t h e r  f a c t o r s .  Changes i n  a c t u a l  p r i v a t i z a t i o n  from those assumed 
w l l l  obviously a f f e c t  the  resource8  required.  For example, severance  payments 
w i l l  be h igher  i f  workers do no t  purchase a l l  o r  p a r t  nf the  s t o c k  i n  f i r m s  i n  
which they  have expressed i n t e r e s t .  Likewise, c r e d i t  r e q u i r e m n t s  w i l l  be 
l e e e  i f  es t ab l i ahed  i n t e r n a t i o n a l  o r  Honduran i n v e s t o r s  (with  a c c e s s  t o  
c r e d i t )  p l a y  a  l a r g e r  r o l e  i n  a c q v i s i t i o n s .  
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mo.mcr UUDGET 
( ~ ~ $ 0 0 0  E()UT vALENT) 

I. I n s t i t u t i o n a l  Confi  turatLon/ 
Ana ly t i ca l  Ass i s tance  

A .  Bridge Technical  Assistance 2 2 5  
B. Long-Term T. A. * 

1. I n t e r n a t i o n a l  1 ,600  
2. Domestic - 

C. Shor t-Term T. A. 1,125 
D. Trave l  & Transpo r t a t i on  

Expenses 6 0  
E. 'IWG Operat ions  - 
F. Commodities 5 0 

11. P r i v a t i z a t i o n  Support 
A. Trave l  and Tra in ing  
B. Other Support canp&ents  - 

111. Pro j ec t  L i a i son  OEf i c e r  3 80 

I V .  Eva lua t ion /Audi t s  

V. Contingency 

TOTAL 

3 Long-term t e c h n i c a l  a s s i s t a n c e  c o s t s  have been es t :ma ted using FS -1 l e v e l  
s a l a r i e s ,  and a l l  expec ted  al lowances  and bene f i  ts i nc lud ing  housing , educa t ion  
al lowances ,  t r a n s f e r  expenses and o the r  r e l a t e d  c o s t s  fo r  a family of s i x  Short-term 
T.A. costs have been e s t ima ted  us ing  a f i g u r e  of $15 ,000 /~e r son  month, i n c l u s i v e  of 
overhead which was a l s o  e s t ima ted  f o r  the  long-term TA. 



GI \ o n  Lhc! tlr l lco tc? and exper ilnent:~ 1 n u ~ u r c  oC Lhc Y r o . J ~ x t  , Pro.Ject 
oh1 i g ~ t  Ion" w i  11 hc!  miide on irn iricre~licnLial bnu IN. One m l  l l ion do1 l a r e  wil  L be 
ob l lyjl lr:td 111 PY 86 ori H I @  lng of the Pro& to cover 'I'A cotltr3 fo r  onc ca lender  
yetlr. Two mtL1ion d o l l a r s  w l l l  he o h l i g a t e d  i n  the th l r t l  q u a r t e r  of PY 87, 
anti the  r e n a t n i n ~  one m i  l l  Lon d o l l a r u  w i l l  be  o b l l p t e d  i n  the f i r s t  q u a r t e r  
of FY 89. 

R. Arrengements fo r  1 'r l .vatizat  l.on 

Arrangements for p r i v a t i z t i t  l on inc lude  the  d e a i p  of an I n s t i t u t i o n u l  
framework to  c a r r y  out the program; o ranking  of t a r g e t  f i rms ,  and a 
p r c l  lminary mr ket lng  p lan ,  i nc lud ing  the proposed s a l e  of e n t e r p r i s e s  a s  
g o i r ~ g  concerns ,  a s s e t s ,  a s  wel.1 a s  the p o t e n t i a l  s o l e  o f  l i a b i l i  t les ( l o a n s  
and gua ran t ee s )  t o  f i n a n c i a l  i n s t l  tu t i  011s. This  s e c t i o n  de sc r ibe s  and/or 
ana lyzes  these orrangcmen ts. 

I .  Institutional Framwork 

The i u s t l t u t i o n a l  framework to  implement the P r o j e c t ,  i . e .  the  c r e a t i o n  of 
a  P r i v a t i z a t i o n  Commission and a  P r i v a t i z a t i o n  Technical Working Group, was 
de sc r ibed  i n  Sec t i on  T.V.D. This  Sec t i on  p r e sen t s  a b r i e f  a n a l y s i s  of the  
f e a s i b i l i t y  of t h i s  mechanism. 

During the  cou r se  of P ro j ec t  de s ign ,  the  Mission reviewed a number of 
a 1  t e r n a t i v e  institutional mechanisms, c o n s i s t i n g  p r imar i l y  i n  the  c r e a t i o n  of 
a supra-OH e n t i t y  t o  d i r e c t l y  implement the  program with f u l l  decis ion-making 
power, arid the  e s t ab l i shmen t  o f  p r i v a t e  o r  semi-priva te i n s t i t u t i o n s  t o  absorb  
CONADI's a s s e t s  and companies. * Since the i n i t i a t i o n  of d i s c u s s i o n s  w i th in  
the Mission and w i t h  GOH o f f i c i a l s  regard ing  an e f f e c t i v e  i n s t i t u t i o n a l  
mechanism t o  implement the  p r i v a t i z a t i o n  program, s e v e r a l  v a r i a b l e s  have 
s e l e c t e d  the s e l e c t i o n  o f  a  mechanism. These v a r i a b l e s  i nc lude  the fo l l owing ,  
of t en t imes  conf l  i c t l n g  , cons idera t ions :  

- A workable p r i v a t i z a t i o n  law e x i s t s  i n  Honduras. Es t ab l i sh ing  t h i s  
l e g a l  framework is a  major cons t r a  i n t  i n  under t ak ing  p r i v a t i z a t i o n  
programs i n  many coun t r i e s .  To the e x t e n t  t h a t  the  l e g a l  framework 
is a l r e a d y  i n  p lace ,  a  mechanism should be e s t a b l i s h e d  which b u i l d s  
on t h i s  accomplishment . I n v t i t u  t i o n a l  mechanisms r equ t r  i ng  ex t ens ive  
changes i n  the e x i s t i n g  law could he coun te rp roduc t ive ,  as  t he  
po l i t i c a  1 cap i  t a l  and goodwil l  i nves t ed  i n  making t h e s e  changes may 
no t  provide a n  adequa te  r e t u r n  on the expected l e v e l  of e f f o r t  
r e q u t r e d  t o  implement them. 

ik One proposal  t h a t  h a s  the  suppor t  of some COH o f f i c i a l s  and p r i v a t e  s e c t o r  
groups is tu rn ing  CONADI i n t o  a  p r i v a t e  "second t i e r"  investment  bank. 
While a t t r a c t i v e  i n  theory ,  t h e r e  a r e  key i s s u e s  t o  be worked ou t  be fo re  
such a program can r e s u l t  i n  a  market-or iented bank. Nonetheless ,  such 
a l t e r n a t i v e s  w i l l  con t inue  t o  be explored  and a r e  no t  i n c o n s i s t e n t  with 
the proposed p r i v a t i z a t i o n  program. 



- CONAD I true been t o t a l l y  dl r~cret l  l t c d .  Wor lcl~rg c*xcl u s  lve l jt w l  th CONADI 
would probahl y  r e u u l t  111 11 c l o u d  o f  ~ u s p f  c ion  over tlw c n t  Lrc 
pr ivu t I zu t  Lon program, 

- Pr iv i l t i z i i t ion  i o  u h i g h l y  pol 1 t i c a l  process .  

These conslderat iorrs  have led  t h e  Miss lo11 and key CBH off  Lcln l s involved 
i n  P ro j ec t  dee lgn  t o  o p t  fo r  the  bhtioriol  I J r i va t l z ; \ t l on  Cornmiunion, Technical  
Working Group sr rangemerlt descr ibed  ea r  1 i er  . The In s t  L tu tl.oni11 mechanism 
d e a l s  wi th  the above i nd i ca t ed   consider:^ t ions  i n  ueve re l  ways. 

F i r s t ,  i t  maintains  the  Uonrd of D i r ec to r s  of U3NADI r~nd the b a r d  of 
D i r ec to r s  of o t h e r  GO11 e n t  l t ies  undergoing d i v e s  t i  t u r e  programs L s the  f  i na  1  
d e c i s  ion-maker t i  In  p r i v a t i z a t i o n  ac t i one .  Thitl 1s cons l a t en t  wI 111 Decree 
161-85 and wi th  the  bylaws of CONADT and o t h e r  i n s t i t u t i o n s .  While an 
execu t ive  decree w i l !  he r e q u i r e d  t o  e s t a b l i s h  the NPC and the IWG, the  
arrangement f a l l s  w i t h i n  the law and w i l l  n o t  r e q u l r e  l c g i s l a t  ive  changes. 

Second, i t  e s t a b l i s h e s  a  means fo r  t he  WG t o  work d i r e c t l y  with CONADI 
s t a f f  whi le  a t  the  same tinre lnaintaining a  c l e a r  s e p a r a t i o n  between borh 
e n t i t i e s .  

Th i rd ,  this arrangement will e s t a b l i s h  a decis ion-maklng process  o r i e n t e d  
a t  t e c h n i c a l  c o n s i d e r a t i o n s ,  approved by two independent o rgan i za t i ons  ( t h e  
Valua t ion  Commission a s  c a l l e d  for  by the decree  and the Commisuion) which 
w i l l  make i t  d i f f i c u l t  f o r  the Board of D i r ec to r s  t o  make non t echn i ca l  
d e c i s  ions .  

F i n a l l y ,  the  broad r e p r e s e n t a t i o n  on the Commlssion should g ive  
c r e d i b i l i t y  t o  +he government 's de t e rmina t i on  t o  c a r r y  ou t  a p r i v a t i z a t i o n  
program f r e e  of improprie ty .  This  should f a c i l i t a t e  p o l i t i c a l l y  s e n s i t i v e  
dec i s ions .  

It is recognized t h a t  the  design has  some p o t e n t i a l  l i a b i l i t i e s .  If  
improperly managed and i f  the c o r r e c t  people a r e  no t  chosen, t h e  C o m i s s i o ~ l  
could p o l i t i c i z e  the  program even more. High l e v e l  CONADI s t a f f  could r e s e n t  
t he  mechanism as a  l i m i t a t i o n  on t h e i r  a u t h o r i t y .  Given the  numerous e n t i t i e s  
i nvo lved ,  w i t h o u t  proper mariagement the  program could  he bogged down i n  
b u r e a u c r a t i c  de l ays .  

While t h e s e  a r e  l e g i t i m a t e  r i s k s ,  the Mission be l i eves  t h a t  they  can be 
overcome o r  avoided. The 2WG and a  fu l l - t ime  P r o j e c t  l i a i s o n  o f f i c e r  w i l l  b e  
i n s  t rumntg .1  i n  reducing b u r e a u c r a t i c  de lay .  Be cause t h e r e  a r e  numerous 
agenc i e s  involved i n  the  program the r e s u l t  is a  de f a c t o  system of checks and 



S h o r ~ l y  a f t e r  t h e  [xjwagt! of  Uecrec IOl--85, the M f t i ~ ~ o n  and CONAD1 s t u f f  
i n i t i a t e d  ;I runk ing  sys tem o f  C O N U C ' s  60 p l u s  e n t e r p r l a r w  i n  o r d e r  t o  
e f  F c c t l v e l  y  c o n c e n t r a  t c  ef f o r t e  on t h o s e  f Lrms wi th  dre most p o t e n t i a l  f o r  
succeaHfu1 p r ivn  t i z a t  ion .  Annex III.11. pretren ts i n  d e t a i l  t h e  me thodology and 
t h e  r e s u l t s  of t h i e  e f f o r t .  Tn summary, p r o f i l e s  were p r e p a r e d  for  a l l  
e n t e r p r i s e s  Lncluding b r i e f  h i s t o r i e s ,  o p e r a t i n g  s t a t u s ,  c a p i t a l  tr t r u c t u r e ,  
m l n  c r e d i t o r s ,  and o t h e r  f i n a n c i a l  d a t ; ~ .  The p r o f i l e s  a l s o  i n c l u d e  n  
d e s c r i p t i o n  o f  e x i s t i n g  a n d / o r  p o t e n t i a l  l . e g a l . / p o l i t i c a l  cons  t r a i n t s  t o  
p r i v a t i z a t i o n  a s  w e l l  a s  known e x p r e s s  ions  of i n t e r e s t  from po t c n t i a l  
i n v e s t o r o .  Annex 111. P. c o n t a i n s  n sample p r o f i l e .  

b. Methodology. Based on the  e n t e r p r  trje p r o f i l e s  and 
a d d i , i o n a l  i n f o r m a t i o n  o b t a i n e d  through d i s c u s s i o n s  w i r h  GOH, CONADI, and 
l o c a l  businessmen, a  r a n k i n g  of Eirms was prepared  which c o n s i d e r e d  two 
p r i n c i p a l  f a c t o r s :  e a s e  o f  d i v e s t m e n t  and p o t e n t i a l  economic impact o f  
p r i v a t i z a t i o n  ( o r  of n o t  p r i v a t i z i n g ) .  A t o t a l  of n i n e  v a r i a b l e s  were - 
d e v e l o p d ,  e a c h  o f  which was a s s i g n e d  a p o i n t  t o t a l  r a n g i n g  from z e r o  t o  t h r e e  
p o i n t  t o t a l  ( f o r  a maximum s c o r e  of 27),  w i t h  t h e  h i g h e s t  p o i n t  t o t a l  
c o n s i d e r e d  p o s i t i v e  f o r  p r i v a t i z a t i o n .  Five  of  t h e  v a r i a b l e s  ( o r  15  p o i n t s )  
c o r r e s p o n d e d  t o  "ease"  c r i t e r i a  inc lud ing :  ( 1 )  known i n v e s t o r  i n t e r e s t ,  (2)  
commercial  v i a b i l i t y  of t h s  e n t e r p r i s e ,  ( 3 )  d e g r e e  of  c~oH/cONADI c o n t r o l  of 
t h e  enterprise, (4) known or po t z n t i a l  l e g a l  impediments,  and  (5) p o l i t i c a l  
impediments ( i n v o l v e n ~ e n t  o f  i n f l u e n t i a l  p u b l i c  o r  p r i v a t e  s e c t o r  i n d i v i d u a l  o r  
g r o u p  o r  e n t e r p r  l s e s  of "8 t r a t e g i c "  v a l u e ) .  The remain ing  f o u r  v a r i a b l e s  
c o r r e s p o n d  t o  po tea r t l a l  impact: ( 6 )  t o t a l  a s s e t  v a l u e  ( 7 )  OOH/CONADI e x p o s u r e ,  
(8) b c d g e t a r y  Impact, and  (9) employment impact .  

According t o  t h i s  p i n t  s y s t m ,  "ease  of d i v e s t m e n t "  weighed s l i g h t l y  
h igher  t h a n  "impact  ." But each of the nlne c r i t e r i a  was i n  p r i n c i p l e  g i v e n  
e q u a l  we igh t  under the premise  t h a t  t h e  s e l e c t i o n  p r o c e s s  would b e  
complemented wP t h  f u r t h e r  dJ.scusoions wi th  i n d i v i d u a l s  f a d  l i a r  wi th  t h e  
e n t e r p r i s e s ,  i n  o r d e r  t o  i n c o r p o r a t e  o t h e r  a s p e c t s  n o t  i n c l u d e d  h e r e  o r  
d i f f  L c u l t  t o  q u a n t i f y .  T h i s  i n c l u d e d ,  for example, d i s c u s s i o n s  r e l a t e d  t o  
c a u p e t i t i o n ,  GOH p o l i c i e s  a f f e c t i n g  t h e  p a r t i c u l a r  i n d u s t r y ,  and p r e s e n t  O H  
p l a n s  f o r  t h e s e  f i r m s .  

c .  S e l e c t i o n  of  Firms,  These  d i s c u s s i o n s  l e d  t o  a r e v i s e d  - 
r a n k i n g  of  p r i o r i t y  companies. T h i s ,  i n  e s s e n c e ,  c o n s t i t u t e s  a modif ied  



E n t e r p r i s e  and Cn t e g o r y  Eae c - Irn pa c  1; To t n l  

Azucarera  Yo jon ( s u g a r  L n d u ~ t r  y )  1 3  
Me j o r e s  A I  imen t o s  (agro- . inchi  ~ r y  ) 11 
Agrlcola d e  Honduras  ( a g r i c u l t u r e )  I0 
Produc tos  L Q c t e o s  Su la  ( d a i r y  ind .  1 13  
Pape les  y  C a r t o n e s  S.A. ( p u l p  and p a p e r )  14 
INACERO S. A. (s t e e  l /  i r o n )  L 2 
Aceros  I n d u s t r i a l e s  (tl t ee11  i r o n )  11 
Tndus t r i a  s Quimicas  Conrad (chemj c a l s  ) L 2 
S i s t e m a s  I n t n l s .  de C o n s t r u c c l o n  (Cons t .  ) 1 4  

h* The p r i o r i t i z a t i o n  p l a n  reviewed o n l y  CONADI f i r m s .  N o n e t h e l e s ~ ,  the 
f  i r s t - r a n k e d  t a r g e t  f i r m s  a l s o  i n c l u d e  two WHDEFOR f i r m s ,  LQCOMAPA and SEMS A, 
i n  which CONADI h a s  no exposure .  The r a n k i n g  p r e s e n t e d  h e r e  e x c l u d e s  one  f i r m  
For which a l e g a l  c l a i m  i s  c u r r e n t l y  pending.  

The s e l e c t i o n  o f  t h e s e  f i r m s  a c c u r a t e l y  r e f l e c t s  e a s e  of d i v e s t m e n t  and 
impact  c o n s i d e r a t i o n s  a s  w e l l  as t h e  wide  r a n g e  of  e n t e r p r i s e s  c o n t a n p l a t e d  
f o r  p r i v a t i z a t i o n .  Three  of t h e  f l r m s ,  Azucarera  Yo j o a ,  Eiki j o r e s  
Al imen tos /Agr ico la  d e  Honduras,  and Aceros Tndus t r i a l e s  a r e  major  e n t e r p r i s e s  
and  j o i n t l y  a c c o ~ n t  f o r  a  q u a r t e r  of C D N A D I ' s  t o t a l  exposure .  

* Delphi is a t e c h n i q u e  f o r  s t r u c t u r i n g  "group communication p r o c e s s "  f o r  t h e  
j o i n t  r e s o l u t i o n  of  a  c a n p l e x  problem. While q u a n t i t a t i v e  a p p r o a c h e s  a r e  used  
t o  a c e r t a i n  p o i n t ,  b u t  because  a c c u r a t e  and s p e c i f i c  da ta  is u n a v a i l a b l e  ( o r  
is v e r y  e x p e n s i v e  t o  o b t a i n ) ,  t h e  w a l u ~ . t i o n  model makes u s e  o f  
non-quan t i t a  t i v e  i n p u t s  by combining t h e  e x p e r t  o p i n i o n  of s e l e c t e d  
i n d i v i d u a l s .  Although t h e  me thodology used  h e r e  is n o t  meant t o  be a  t r u e  
a p p l i c a t i o n  o f  the Delphi  t e c h n i q u e ,  i t  c l e a r l y  a p p l i e s  some of its main 
p r i n c i  p l e s  . 



'Itto key pr Lvn t  l z a  t Loll lsouer; a r c :  Lo w h o ~ ~  w l  1 l L I I I ~ , , ~ ~  c t r r ~ r p r  i s e s  b e  s o l d  
and  what nr~chanlsme w i l l  be used t o  ac l l lcve  nudl t r i i n t r ? r e .  The p r i v a t i z a t i o n  
o f  each  f i r m  ic;  un lque  and each  cast! w l L l  require s I p t , C i ' l c  - . l u tCons .  
None the less ,  d u r l n g  in tenmlve review,  o broad range  c '  cornpa ,ielc ( i n c l u d i n g  
b u t  n o t  l i m i t e d  t o  t h e  t e n  F Lrs t - - ra ted  e n t e r p r i s e s  we,; v:.:.:c:ted and 
atr i i lyzed,  w i  th r e g a r d  t o  what t h e y  mi gh t  represent .  t,, r >te I  f:r 1 b u y e r s  and  how 
they might be  s o l d .  Soundings were . 1 1 u o  t aken  s e l p r  y i l ,  ~ ' i e  l o c a l  marke t  
and  abroad t o  gauge i n v e s t o r  reception. Annex 111. I+. .. jr'esc: s. a d e s c r i p t i o n  
of  t h i s  t a s k  which Is summarized below. 

a. Mar ketling 

There  u r e  numerous c o n s t r a i n t s  t o  t11e s u c c ~ : s s f t i l  mar  k:.:..:~, c~f  SOEs i n  
Honduras. .In summary, t h e s e  i n c l u d e ,  b u t  a r c  no t  1lmi.t.c.: to: ( I )  t h e  s t a t e  o f  
t h e  Honduran economy, i n c l u d i n g  i n t e r  nt i t iona 1 and domes t ic pel rcept ion  of  t h e  
inves tmen t  c l i m a t e  i n  C e n t r a l  America; ( 2 )  t h e  I lmi t ed  s i z e  and s t r u c t u r e  o f  
d o m e s t i c  p r i v a t e  c a p i t a l ;  ( 3 )  t h e  performance and negat . ive  image of  m n y  of 
the  SOEs t o  be p r i v a t i z e d ;  and ( 4 )  t he  absence  of an  organiz,ed market  o r  
v e h i c l e s  t o  f a c i l i t a t e  acquicl i  t i o n s  and s p i n - o f f s  t o  i n v e s t o r  g roups .  These  
cons  t r a i n  ts a r e  s i g n i  F i c a n t  and t h e  i n e s c a p a b l e  conclus iorr  is that: m a r k e t i n g  
w i l l  n o t  be an  e a s y  u n d e r t a k i n g .  

Despi  t e  t h e s e  cons  trs i n t s ,  however,  p r e l i m i n a r y  mar k e t  s e a r c h e s  d u r i n g  
i n t e n s i v e  review h a v e  r e v e a l e d  t h a t  t h e r e  a p p e a r s  t o  be c o n s i d e r a b l e  i n t e r e s t  
i n  lnany of t h e s e  f i r m s .  I n  p a r t ,  this I s  due t o  a  r e a l i z a t i o n  among d o m e s t i c  
and i n t e r n a t i o n a l  bus  inestlrnen f a m i l i a r  w i  t h  t h e  e n t e r p r i s e s  t h a t  t h e y  h a v e  
been mismanaged i n  many c a s e s ,  t h a t  t h e  u n d e r d e v e l o p d  n a t u r e  of t h e  Honduran 
p r i v a t e  s e c t o r  of  f e r s  some unique o p p o r t u n i t i e s ,  and t h a t  many of  t h e s e  f i r m s  
can be t u r n e d  around i f  t h e y  a r e  bought f r e e  and C l e a r  of l i a b i l i t i e s  and 
l e g a l  and o t h e r  impediments ,  unburdened by CONADI/COH involvement  i n  
d i r ec t ion /management  , and  va1.11ed a t  realistic p r i c e s  ( i  . e .  p r i c e s  which 
r e f l e c t  the  p r o f i t - g e n e r a t i n g  p o t e n t i a l  of  t h e  e n t e r p r i s e ) .  It i s  c l e a r ,  
however, t h a t  t h e  marke t ing  program w i l l  r e q u i r e  imag ina t  ion  and per  si.s t e n c e  
( c a n p l e t e l y  l a c k i n g  t o  d a t e  i n  CONADI e f f o r t s  t o  se l l  f i r m s ) .  Moreover, much 
c r e a t i v i t y  w i l l  have t o  go i n t o  d e s i g n i n g  t h e  f i n a n c i a l  r e s t r u c t u r i n g  and  
mechanisms by which t r a n s f e r s  a r e  a c h i e v e d  on a  b a s i s  m u t u a l l y  a c c e p t a b l e  t o  
buyer  and seller. 



A second pr:.l.r~c.:l plfv o f  the  ~ ~ r o l m n c t l  n~c~rltel: 1 nt; !; [:I-;) l.c!p,y 1!.1 thn l: i I  Ilj. p,h 
p r o f i l e  and hi.# l y  ::oplr 1:; t l c ; ~  t t d  n~arlcet lng c:inlpi~ 1g1i d rou l  cl  Iw nvo1dc.d. Money 
and ene rgy  cou1.d e a r i l l y  bc dIssljr;.it,:ed I)y o t tcmpt lny,  t o  s e l l  cornl)clnies o f f  In 
g l o b a l  f i ~ r a n c i i l l .  c e n t e r  !i. 'i'hc! Inve:; torf-1 l i lcel  y t o  Lnver; t  111 t h c ; c  compan l.cs 
are a s p e c  l a 1  lxed groul) ,  Itnow1 ~!dgcal) le of' t h c  Centr;i l h e r i c i u  rcg'lon. What i s  
needed is to  s t r i k e  :1 h a l ; ~ n c c  bc~.wr . (w adequa te  d I . t~scminnt  1 on o f  In forma t Ion 
and p r m o t l o n  alld a n  over1 y rcs t r i  c t e d  cipproach that: waul t l  I imi t  d  l v e s t i  t u r e  
c h a n c e s  arid g i v e  r  1 :;tz to cr l t 1 cl.:snt. A !; el.ec:~: l.ve promoll on approach shou ld  n o t  
be  confused  w l  t.:h a p s s  lve onc!. As: ~ic:tc?d above,  a key task  of thc  'tWG and t h e  
long-term t e c h n i c a  1. as:; ir-rtancv team wi 11. he t o  n g ~ ; r e s s i v e l y  i d e n t i f y  b u y e r s  
and a s s i s t  i n  t h e  s ~:i-~l(:tur.tne, o f  dea 1s f a v o r a b l e  t o  b o t h  p a r t i e s .  

The key e le~nent :  of the recommendctl :~pproach w i l . . l .  be t o  i d e n t i f y  p o t e n t i a l  
b u y e r s  by d i s c e r n  i11g what necds can bc f ' u i f i l l e d  by e a c h  company o r  a s s e t  and  
t h e n  s e e k  o u t ,  w:L t h l ~ i  t h e  u n i v c r s e  of i n v e s t o r s  who any be l d e n t l f i e d  as 
w i l l i n g  t o  i n v e s t  ill !londurau, those  tha t have such needs  o r  i n t e r e s t .  For 
example,  cur r e n t  s h a r e h o l d e r  ti nle y have  an Ln te res  t in  ga 111 lng complete c o n t r o l  
o f  t h e  f i r m ;  i n k e r n a t l o n a l  or domes t i c  i n v e s t o r s  may be l n t e r e ~ t e d  i n  a  
p a r t i c u l a r  f i r m  t o  g a i n  a c c e s s  to C R I  e x p o r t  benefits; c r e d i t o r e  inay be 
w i l l i n g  t o  exchange d e b t  f o r  eq r i l ty  t o  enhance c o l l e c t i b i l i t y  of unpaid  
d e b t .  Annex 1II.M. p r e s e n t s  a m a t r l x  t l i a t  i l . l . u s t r n t r s  t h e s e  p o t e n t i a l  
i n v e s t o r  g roaps  and t h e i r  prest~med mot4ves For Lnves tment . 1,ikely l n v e s  t o r  
groups  i n c l u d e  : 

(1) P r e s e n t  9 lnrehol .der  s. As most of t h e  f i r  s t - r anked  
CONADI f i r m s  a r e  wholly owned by t h e  C o r p o r a t i o n ,  t h i s  is n o t  a  v i a b l e  o p t i o n  
f o r  t h e s e  f i r m s .  However, Azucarera  Yo joa s h a r e h o l d e r s  (who own 48% of s t o c k )  
have  e x p r e s s e d  s t r o n g  i n t e r e s t  i n  l ~ u r c h a s i n g  t h e  CONAJII s h a r e .  There  a l s o  
a p p e a r s  to  be s t r o n g  i n t e r e s t  among s h a r e h o l d e r s  f o r  no l e s s  than  f i v e  o f  t h e  
second-ranked t e n  f irms. I n  promot ing sharehol .der  i n t e r e s t ,  CONADI 
r e p r e s e n t a t i v e s  on t h e  Board of t h e s e  companies w i l l  d i r e c t l y  inform them t h a t  
t h e  C o r p o r a t i o n ' s  s t o c k  is f o r  s a l e  and n e g o t f a t e  a p r i c e  w i t h  IWC; a s s i s t a n c e .  

( 2 )  Idor k e r / h p l o y e e s .  S t rong  e x p r e s s i o n s  of i n t e r e s t  have  
been r e c e i v e d  i n  w r i t i n g  from the  anp loyees  o f  s e v e r a l  e n t e r p r i s e s ,  i n c l u d i n g  
l a r g e  e n t e r p r i s e s  such a#; Mejores  Alirnentos,  P roduc tos  L a c t e o s  Sula  a s  w e l l  a s  
smaller firms s u c h  a s  Tndus t r i a s  Quimica s Conrad and UICOMAPA ( O;)kDEFOR). 
Moreover, r e p r e s e n t a t i v e s  of o r g a n i z e d  Labor and t h e  Honduran Congress  have 
vo iced  p o s i t i v e  i n t e r e s t :  i n  t h e  program d i v e s t i n g  f i r m s  t o  workers .  



(3)  I n t e r e s t  of Juc;ll m d  Foreign Croups. There has  been - 
s u r p r i s i n g l y  broad i n t e r e s t  on the p a r t  o f  Cen t r a l  American i n v e s t o r  groups i n  
purchasing OONADI f i r m .  b s t  a r e  groups or i n d i v i d u a l s  are Lnterested i n  
developing a source  fo r  t h e i r  i n p u t s  and /o r  an oppo r tun i t y  t o  d i v e r s i f y  w i t h i n  
the  reg ion .  For example, Cen t r a l  Amerlci~n businessmen hove expressed what 
could be regarded a s  s e r i o u s  expremiont l  of i n t e r e s t  i n  s t e e l  r o l l i n g  ( E l  
b l v a d o r ) ;  h o t e l  expansion (Costa Rica and Guatemala); sugar  m i l l i n g  (El  
Salvador ,  Guatemala); c o n s t r u c c t i o n  (Costa EUca). Exiled Nicaraguan 
businessmen have a l s o  expressed i n t e r e s t  i n  companies of Eer i n 8  good t u r n  
around o p p o r t u n i t i e s .  U. S. and European i nves to r s  f a m i l i a r  w i  th the  r eg ion  
have a l s o  presen ted  w r l t t e n  of f e r s  for  some e n t e r p r i s e s .  

The key i n  promoting firrne t o  i n t e r n a t i o n a l  i n v e s t o r s  w i l l  be t o  t r y  t o  
a d d r e s s  s p e c i f i c  mar ke t s  through s p e c i f i c  channels .  The C e n t r a l  h e r  i c a n  
market i s  w e l l  known and a d d i t i o n a l  i n v e s t o r  groups i n  s p e c i  f i c  i n d u s t r i e s  can 
b e  r e a d i l y  i d e n t i f i e d .  b r e  c h a l l e n g i n g ,  the Far E a s t  should be looked t o  fo r  
s p e c i f i c  i n v e s t o r s  who have encountered quota  l i m i t s  f o r  t he  U.S. market and 
who could l o c a t e  i n  CBI c o u n t r i e s  t o  con t inue  t h e i r  growth. For example, 
numerous Taiwanese groups appear  t o  be very i n t e r e s t e d  i n  agro-indue t r i a l  
expansion, and one investment group is reviewing bk jo re s  Alimentos. There a r e  
many p r i v a t e  and publ ic  s e c t o r  in format ion  channels  which can be used t o  
i d e n t i f y  i n t e r n a t i o n a l  i n v e s t o r s  which the 'IWG w i l l  work wlth. 

Honduran ind iv  i d u a l s  and investment groups a r e  a l s o  i n t e r e s t e d .  While 
some of t he se  groups have been p rev ious ly  a s soc i a t ed  with CONADI f i rms  and 
s a l e  t o  them could presen t  s e r i o u s  p o l i t i c a l  o b s t a c l e s ,  it i s  encouraging t h a t  
Hondurans no t  a s s o c i a t e d  with t h e s e  groups a l s o  env i s ion  some good investment  
o p p o r t u n i t i e s .  Marketing e f f o r t s  should be presented through p r o f e s s i o n a l  
a s s o c i a t i o n s  and t he  investment departments of l o c a l  banks which have acces s  
t o  bus ine s s / i nves  tment c i r c l e s .  

( 4 )  C red i to r s .  Soundings with l o c a l  and fo r e ign  banks 
revea led  i n t e r e s t  i n  c o l l a b o r a t i n g  w i th  the  p r i v a t i z a t i o n  process  i n  v a r i o u s  
ways. b c a l  banks appear w i l l i n g  t o  work ou t  arrangements fo r  r e n e g o t i a t i n g  
d e b t ,  swapping deb t  f o r  e q u i t y ,  and providing c r e d i t  f o r  some types  of  
t r a n s a c t i o n s .  Foreign banks, mainly U. S. non money c e n t e r  banks which hold 



CONAD L/WH h o l d i n g s  w i  11 be trantxfer  r e d  th  roc~gh four  nu?d\an lsmfl: ( 1  ) 
t r a n e f  er of  e n t e r p r  l s c s  a e  g o i n g  concerns ;  ( 3.)  e i ~  le of a s s e  t e ;  ( 3) 
1. i q  u ida  t i o n ;  and ,  ( 4 )  I casing-wi LII-opt Lon-to-buy :ir rungcrnento. 

( 1 )  S a l e  of V i a b l e  Camptinies. The t r a n s f e r  mechanism f o r  
t h e  sale of e n t e r y r  l ses  wil  l be c a r r i e d  o u t  e l  t h e r  through publ ic .  b i d d i n g  o r  
d i r e c t  n e g o t i a t i o n s .  C m p w i e s  f o r  which t h e r e  a r e  numerous cxpresc l ione  o f  
i n t e r e s t  m y  b e  a p p r o p r i a  t e  f o r  p u b l i c  b i d d i n g .  It s h o u l d  be r e c o g n i z e d ,  
however,  t h a t  w h i l e  pub1l.c a u c t i o n  nlay have a t t r a c t i v e  f e a t u r e s  from the  
se l l e r ' s  p o i n t  of v i e w ,  s e r f  ous i n v e s t o r s  a r e  mucli less l i k e l y  t o  r e spond  to 
p u b l i c  b i d d i n g  f o r  ongoing c o n c e r n s  than  they  a r e  f o r  a s s e t s .  The b idd h g  
p r o c e s s  is par t i  c u l a s l y  tn~appropr  i a  t e  when the  compn ny be Lng s o l d   ha^ 
c o n s i d e r a b l e  d e b t  s i n c e  t h e  a s sumpt ion  of  t h e  d e b t  by the  owner cou ld  o n l y  b e  
d o n e  through n e g o t i a t i o n .  Tn most c i l ses ,  t h e  IWG w i l l  a s s i s t  CONADI i n  d i r e c t  
n e g o t i a t i o n s  w i t h  i n v e s t o r s  a f t e r  o b t a i n i t i g  a n  i d e a  of i n v e s t o r  i n t e r e s t  i n  
t h e  f i r m .  

S a l e  of  f i r m s  may a l s o  i n v o l v e  d i f f e r e n t  a s s e t  mix flexibility, i . e . ,  
where one  canponent  o f  a f i r m ' s  o p e r a t i o n s  may be s o l d  a s  an o p e r a t i n g  
e n t e r p r i s e  whi l e  o t h e r  components may b e  s o l d  a s  a s s e t s .  Examplea i n c l u d e  
Mejores  Alimentos,  I n d u s t r i a s  Conrad,  and s e v e r a l  o t h e r s .  The p r e f e r r e d  
f i n a n c i a l  i n s t r u m e n t  i n  t h i s  and z l l  o t h e r  t r a n s a c t i o n s  is ,  of  c o u r s e ,  cash  up 
f r o n t .  kt, g i v e n  market  c o n s t r a i n t s ,  t h i s  w i l l  seldom he t h e  c a s e  u n l e s s  
firms a r e  s o l d  with some l i a b i l i t i e s  a t  v e r y  low p r i c e s .  It 1s f o r  t h i s  
reason t h a t  the  u s e  o f  l o c a l  c u r r e n c y  c r e d i t  r e s o u r c e s  a r e  c o n t a n p l a t e d  i n  t h e  
P r o j e c t  i n s o f a r  as t h e y  a r e  i n  l i n e  wi th  t h e  cr i ter ia  e s t a b l i s h e d  i n  S e c t l o n  
1 V . D .  2. While n o t  a n  i d e a l  s i t u a t i o n ,  i t  is  also a n t i c i p a t e d  t h a t  t h e  COH 
w i l l  sell f i r m s  on c r e d i t  (wi th  no a d d i t i o n a l  GOH a n d / o r  CONADI c r e d i t  o r  
g u a r a n t e e s  provided f o r  working c a p i t a l  o r  inves tmen t  c r e d i t ) .  I n  t h e s e  
cases, terms s h o u l d  be  i n  l i n e  with. t h e  p o s s i b i l i t y  of  d i s c o u n t i n g  t h e s e  l o a n s  
t o  c o m e r c i a 1  banks  as  qui c k l y  as  p o s s i b l e .  As d i s c u s s e d  above,  t h e  swapping 
o f  f i n a n c i a l  paper r e p r e s e n t s  a n o t h e r  o p t i o n  t o  f i n a n c e  s a l e s  of f i r m s  (and 
a s s e t s ) .  

( 2 )  Sale of  Assets. A s s e t s  s h o u l d  be s o l d  with c l e a r  - 
t i t l e ,  c a n p l e t e l y  s e p a r a t e  from t h e  en ti:^ £ r a n  which they were  e x t r a c t e d ,  
w i t h  a c c u r a t e  and d e s c r i p t i v e  i n v e n t o r y  (which c a n  be used as a  s a l e s  



( ' 1 )  l l ~ l 1 1 1 o 1 1 .  W l ~ l l r ~  y, t rLL111) ;  H I I I I ~  I ~ ~ v e t ~ t m ( ? n t f l  o f f  
CONAD I '  t~ book l a  n t.f.rec: t:lvs, I lq ul de t l on I r j  11 ~ Y O C U H R  t l ~  a t  c:nn be cornpl l (XI t c d  
In many rarletz nricli l e e s  p r e f e r a b l e  t o  s o l e  11s :in trngolny, e n t e r p r i m .  Ilowevar, 
CONAD1 d o c s  hnve uoma 17 f ism which ilrc cur r c n t l  y riot o p e r i l t l o n c ~ l .  .Sow of 
thene  can 1w ~ o l t l  a s  e n t e r y r l e e n  ( in ( -11d  lny, two o f  t h e  t e n  f  l r s t - - r anked  f i r m s )  
i i ~ o  l t l ing t h e  tcdltim and axperlee of f l r tit. go l r lg th rough I i q u i d a  t ion.  The 
remci i n  ing  c a n p a n l e ~  g e n e r o l l  y  r e p r e r e n t  minor cou t u  t o  CONAD1 and minor 
o p p r t u n  l t l e s  f o r  ~ l l g r l f  l c n n t  r e c u p e r n  t lons  Ln tht! near  term. None the less ,  
t h e  'IWG w i l l  examine t h e  l e g a l  and f l n a i ~ c l n l  s t e p s  r e q u i r e d  f o r  l i q u i d a t i o n  o f  
u p e c i f i c  f l rms and m ~ k e  n  d c t e r m l n a t l o n  nrr, to whether t h e  c o s t s  ( f i n a n c i a l  and 
i n  human r e s o u r c e s )  invo lved  i n  1 lqul  d a t  Lon m e r i t  d i r e c t  p a r t i c i p a t i o n  by t h e  
WG i n  t h i s  p r o c e s s  o r  whether CONADI rct.if P s h o u l d  manage t h e  l j q u i d a t i o n  
p r o c e s s  w i  t h  per l o d i c  a s s  is t a n c e  from 'IWC s t a f f  . 

( 4 )  l e a s l n g  wl th  Option to  Buy. Again,  t h i o  p r e s e n t s  a  -- 
much less f a v o r a b l e  o p t i o n  t h a n  d i r e c t  sa le .  None the less ,  t h e r e  may be a  few, 
v e r y  spec f  f i c  c a s e s  i n  which it m y  p r e s e n t  an o p t i o n  f a v o r a b l e  t o  c o n t i n u e d  
COH p a r t i c i p e t i o n  i f  c a n p l e t e  t r a n s f e r  i u  n o t  p o s s i b l e  over  t h e  s h o r t  run.  
T h i s  may b e  t h e  c a s e  where t h e  inves tmen t  i n  p h y s l c a l  a s s e t s  is s u b s t a n t i a l  
and  where t h e  v i a b i l i t y  of  t h e  e n t e r p r i s e  i s  q u e s t i o n a b l e  enough t h a t  
i n v e s t o r s  m y  want t o  o p e r a t e  t h e  e n t e r p r i s e s  f o r  a  s p e c i f i c  p e r i o d  of t ime  
b e f o r e  commit t ing  themselves  t o  a  l a r g e  Investment.  Examples migh t  b e  t h e  
cement companies and s e v e r a l  of  t h e  l a r g e r  h o t e l s .  Leas ing  a r rangements  
r e q u i r e  c a r e f u l  s e l e c t i o n  o f  o p e r a t o r s  and c o n t i n u o u s  s u p e r v i s i o n - a t t r i b u t e s  
n o t  a s s o c i a t e d  wl th CONADI management. N e v e r t h e l e s s ,  i t  is an o p t i o n  which 
s h o u l d  remain open under  ve ry  e p e c i  f i c  c i r c u m s t a n c e s .  

C. I k o n a n i c  A n a l y s i s  Surmary 

The P r o j e c t ' s  Economic Analys is is p r e s e n t e d  i n  Annex 111. A. 4. ( c ) .  T h i s  
Annex is n o t  a t t a c h e d  because  o f  i t s  l e n g t h .  Annex I ILJ ,  however,  summarizes  
t h i s  ona lyeea ,  more b r i e f l y  summarized below, i n c l u d i n g  t h e  me thodology 
an p lo  yed and a n a l  y s e s  f i n d  i n g s  . 
The economic ana lye  is was c a r r i e d  o u t  f o r  t h r e e  f i r m  i n c l u d e d  i n  t h e  t e n  
f Prs t - ranked f i rms .  These  t h r e e  f i r m s  c o n s i s t  of two lna j o r  e n t e r p r i s e s  
(Mejores  Al imentos ,  P roduc tos  L a c t e o s  S u l a )  and  a n  i n t e r m e d i a t e  s i z e  f i r m ,  
INACERO. Whether o r  n o t  t h e  f i r m s  w i l l  i n  f a c t  b e  t h e  ones  p r i v a t i z e d ,  t h e y  
are r e p r e s e n t a t i v e  of t h e  a s s e t - m i x  t h a t  is l i k e l y  t o  be p r i v a t i z e d  d u r i n g  t h e  
f i r s t  y e a r  of  implementa t ion .  Another s c e n a r i o  would be  t h e  p r i v a t i z a t i o n  o f  
o n e  major f i r m  with t h r e e  o r  f o u r  s m a l l e r  f i r m s  with similar t o t a l  exposure  
and  a s s e t s .  The purpose o f  t h e  a n a l y s i s  was t o  e x p l o r e  t h e  p o t e n t i a l  economic  
impac t  o f  the p r i v a t i z a t i o n  p r o c e s s  under p l a u s i b l e  a s sumpt ions  and whether i t  
made economic s e n s e  f o r  t h e  COH and A I D  t o  a l l o c a t e  p r o d u c t i v e  r e s o u r c e s  t o  
s u c h  a p rocess .  
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-- Tlw economic b u t e r n e l  rat(-rr ot  retr lrrr  (from t h e  c o u n t r y ' s  im t n t  of 
v iew)  I n d i c a t e  that: i n v e ~ t m e n t  In pr l v r ~ t  l zat ion  b e n e f i  t e  t h e  I l o ~ l d u r n ~ l  
r.conamy. From a n  economic ~ r n  l n t  of v lcw,  thc e x c e p t i o n  may be  any  
f  l r m  t h a t  r equ  l r e e  t e r l  f f protect Ion t o  genera  tr  p o s i t i v e  f i r l a n c i a l  
re  t u r  ae.  

- P r i v a t i s a t l o n w i l l  h o v e n p o ~ ! t l v e  1 . r n p ~ c t o r i j o b s .  It i . s e s t i m a t e d  
t h a t  lmployment i n  the  t h r e e  f irma ana lyzed  a l o n d  would i n c r e a e e  by 
152 a d d i t i o n a l  Jobs .  

- Pr1vat : iza t lon  w i l l  have a  p ~ i t l v e  impact on the c o u n t r y ' s  f i s c a l  
a c c o u n t s  a u  u r e s u l t  of  i n c r e a s e d  t a x  r evenue ,  r e d u c t i o n  of d e b t  w i t h  
th  Lrd p r t i e u  through Income g e n e r a t e d  from p r i v a t i z a t l o n .  

- P r i v a t i z a t i o n  is l i k e l y  t o  have  a  p o s i t i v e  n e t  i m p i c t  on n e t  e x p o r t  
e a r n i n g s .  The i n c r e a s e  i n  t h e  n e t  f o r e i g n  exchange e a r n i n g s  of t h e  
f  irms a n a l y z e d  is  e s t i m a t e d  a t  ove r  $ 5  m i l l i o n  p e r  onnun. 

3. Conclueions  - 
The economic r a t e  of  r e  t u r n  a n a l y s  1s shows t h a t  t h e  n e t  economic b e n e f i t s  

fran y r i v a t  i z a  t i o n  c o u l d  be s u b s t a n t i a l  a n d ,  t h e r e f o r e ,  t h e  p r o j e c t  makes 
economic s e n s e .  The review of  t r e n d s  and problems i n  t h e  Honduran economy 
i n d i c a t e d  a  need f o r  f a e  t e r  economic growth,  d e c r e e s  i n g  t h e  f  i s c a l  d e f i c i t  , 
expand ing  i ts  e x p o r t  p o t e n t i a l ,  and g e n e r a t i n g  p r o d u c t i v e  employment a t  h i g h e r  
l e v e l s  o f  real wages. '.t a l s o  u n d e r l i n e d  t h e  need f o r  h i g h e r  p r i v a t e  s e c t o r  
i n v e s t m e n t ,  e n t r e p r e n e u r i a l  dynamism, and  a  more e f f i c i e n t  a l l o c a t i o n  of  i t s  
p r o d u c t i v e  r e s o u r c e s .  The p r e s e n t  s t u d y  's e x a m i n a t i o n  of  t h e  p r o j e c t  ' 8  

p o l x n t l a l  impact  on p r i v a t e  p r o f i t a b i l i t y ,  GDP, t h e  f i s c a l  a c c o u n t s ,  
enployment and f o r e 1  gn exchange ,  shows t h a t  t h e  p r i v a t i z a t i o n  o f  s t a t e  owned 
o r  con t ro l l l ed  e n t e r p r i s e s ,  i n  a  s e t t i n g  that induces  c o m p e t i t i o n ,  is a  p o l i c y  
move which! h a s  a p o t e n t i a l .  f o r  s u b s  t a n t i a l l y  c o n t r i b u t i n g  t o  s u c h  o b j e c t i v e s  . 

D. S o c i a l  A n a l y s i s  S u w a r y  

. T h i s  s e c t i o n  b r i e f l y  summarizes t h e  P r o j e c t  s o c i a l  a n a l y s i s  p r e s e n t e d  i n  

Annex 111. A. 4. The a n a l y s i s  examined the  obs  t a c l e s  and o p p o r t u n i t i e s  
c o n f r o n t i n g  t h e  CONADI p r i v a t i z a t i o n  p r o c e s s  i n  Honduras,  a n d  made 
recommendat i o n s  a s  t o  how t h e s e  o b s t a c l e s  might  be  overcome. 

1. S o c i o - p o l i t i c a l  S e t t i n g  

Whi le  Honduras  r e c e n t l y  e l e c t e d  i ts second c o n s t i t u t i o n a l  government , 
democra t i c  i n s t i t u t i o n s  are n a s c e n t  and f r a g i l e .  S o c i o - p o l i t i c a l  l i f e  s t i l l  



S t a t e  power i n  Ilondurab: has h l s t o r l c a l l y  been t h e  major  a r e n a  of  
p r i v i l e g e ,  f a r  exceeding i n  impor t r l n ~ e  t h e  economic,  e o c l a  l or  r e l i g i o u s  
a r e n a s  where e l i t e s  normal ly  i n t e r a c t .  R e g l n n i n ~  i n  t l ~ c  l a t e  19608 and 
a c c e l e r a t e d  i n  t h e  1970s by growing s t a t e  involvement  I n  economic s e c t o r s  ( i n  
l a r g e  p a r t  through CONN) I ) ,  huainessrnen begun to  p lay  n d lrec t ro  l c  i n  
p o l i t i c e  f o r  t h e  f i r s t  tlme. 

The s i g n i f i c a n c e  of ONAD1 c a n  be  unders tood  w l t h i n  t h i s  c o n t e x t .  The 
historical weakness of  t h e  Honduran economy c r e a t e d  :I s i t u a t i o n  where t h e r e  
were few s o u r c e s  of economic growth in  the  c o u n t r y  o t h e r  t h a n  the  s t a t e .  When 
i t  was formed i n  the  1970s, CONADI reinforced t h i s  popu la r  b e l i e f ,  l o a n i n g  
mass ive  amounts t o  t h e  p r i v a t e  s e c t o r .  Tts ve ry  e x i s t e n c e  s t r e n g t h e d  t h e  
p r i v a t e  s e c t o r ' s  tendency t o  depend on the  s t a t e  f o r  p r i v i l e g e s  and s p e c i a l  
a t t e n t i o n .  I n  some i n s t a n c e s ,  O O N A D I  b e c a m  t h e  ward of impor tan t  inves tmen t  
groups .  I n  some c a s e s ,  i t  v i c t i m i z e d  o  t h e r e .  Moreover, CONADZ c r e a t e d  a  
s i g n i f i c a n t  b a s e  fo r  even w e l l  i n t e n t l o n e d  GOH o f f i c i a l s  t o  g i v e  (and t a k e )  
from i m p o r t a n t  pol i t i c a l  and economic g roups  i n  b u i l d i n g  and m a i n t a i n i n g  s h o r t  
t e r m  c o a l i t i o n s .  

2. S o c i o - p o l i t i c a l  C o n s t r a i n t s  t o  P r i v a t l z a t l o n  - 
Because p r i v a t i z a t i o n  is e s s e n t i a l l y  a p o l l t i c a l  p r o c e s s ,  t h e  nra j o r  

d e c i s i o n  r e g a r d i n g  implementa t lon  and how f a r  t h e  p r o c e s s  w i l l  go w i l l  be 
t a k e n  a t  t h e  h i g h e s t  p o l i t i c a l  l e v e l s  o f  t h e  e x e c u t i v e  b ranch ,  and i n v o l v e  a  
c o n s t e l l a t i o n  of r e l a t i o n s  between t h e  e x e c u t i v e  and o t h e r  groups  i n c l u d i n g  
t h e  l e g i e l a  t i v e  branch,  p r i v a t e  s e c t o r  g roups ,  o rgan ized  l a b o r ,  and t h e  media.  

P r e s i d e n t  Azcona, a s  d i d  h i s  p r e d e c e s s o r ,  h a s  n o t  o n l y  g i v e n  h i s  t a c i t  
s u p p o r t  f o r  t h e  program, b u t  h a s  p ~ ~ b l i c l y  and p r i v a t e l y  s t a t e d  h i s  commitment 
t o  i t .  The extent .  of t h i s  commitment, and  how i t  i~ a p p l i e d  
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regard ing  CONADT m t e r  pr i sen  R ince holh  part Lee clrcD v i g l  lant regarding 
nrrangementri which favor orla p r t y  y,rc>up over the  o t h e r .  T f  the p c t :  is 
d ieeo lved  , however, the p r i v a t  l z a t i o n  program could used by the  
R e c u t t v c ,  including key  adv i eo r s  to the l ' r es lden l ,  arc r r  memu to 
e t rengthen o l l i ance t t  wt t h i n  h i s  own pa r ty ,  Including c ' f o r t s  t o  d i s c r e d i  t 
pa bit NR t i o n u l l ~ t  aeaocia  t i o n  w i  th CONAD I. And while t he  Na t i o n e l i s  t e  
have exprestred EuL1 commitment t o  pr iva t izn t i o n ,  t h e i r  tune wculd change 
i f  i t  was seen G R  a p o l t t i c t z e d  Libera l  Pa r ty  program. I n  t h i s  l i g h t ,  a s  
long  cis the  Pact  is o p e r a t i m ~ t l l ,  p r i v a t i z a t i o n  should .lot become an i s s u e  
of debate  between the two per:les. Should t he  P a c t  c o l l a p s e ,  a major and 
d l f  f l c ~ l t  e f f o r t  would h a v e  t o  be takea ro  maintain  1 t e  d e p o l i t i z a t i o n .  

Otlrer group8 w i l l  p lay  important r o l e s  i n  the process ,  inc lud ing  t he  
m i l i t a r y ,  l a b o r  and the media. While i nd iv idua l  o f f i c e r s  may be involved 
i n  sane e n t e r p r i s e s  and the mil . i tary may have s p e c i f i c  Lnterevt i n  a few 
e n t e r p r i s e s ,  i f  viewed i n  terms o f  n a t i o n a l  ue , u r i t y  (1  .e.  the  need f o r  
economic growth to maintafn e t a b i l i t y ) ,  the  m i l i t a r y  could a c t u a l l y  p l ay  
an  important mediat ion r o l e  (tvhich i t  f r equen t ly  plays  ) should t he  
p r e sen t  p o l i t i c a l  pac t  co l l apse .  

P r l v a t e  s e c t o r  groupa w i l l  p l ay  a key r o l e  not o n l y  a3  i n v e s t o r s  bu t  
a e  businessmen cun p o l i t i c a l  a c t o r s ,  Like o t h e r  i n s t i t u t i o n s  i n  
Honduras, the  p V i v a t e  s e c t o r  is not a monoli'ih. There a r e  s p l i t s ,  some 
cone ide rab l e ,  between groups: induat r ia l is  t vs .  merchants;  e x p o r t e r s  v s  . 
importer  s; Tegucigalpa vs,  San Pedro Sula;  anJ ,  impor t an t l y ,  a r a b s  
( T m c o s )  vs. "nat iva"  Hondurans. Discussions dur ing  i n t e n s  i ve  revlew 
i n d i c a t e d  t h a t  t h e  ? r i v a t e  s ec to r  is anxious fo r  t he  p r P r a t i z a 2 i s n  
program t o  be implemented , None t h e l e s s ,  t he r e  a r e  concerns  re \ \arding t h e  
accecls of " f a v o r i t e "  groups to  informa tiofi and r e sou rce s ,  and gene ra l  
p o l i t i c i z a t i o n  of the  process.  To the  e x t e n t  t h a t  any one group 18 

favored  aver ano the r ,  o the r  key groups w i l l  s t r o n g l y  cr i  t i z e  t he  program. 

The same i e  t r u e ,  of course ,  f o r  o t h e r  groups such as l abo r .  
Dl scus s ions  w i  th l abor  l eader  s have a l s o  i n d i c a t e d  endorsement of the  
p r i v a t i z a t i o n  program. Discuss i ons  c a r r i e d  ou t  dur ing  the  p r epa ra t i on  o f  
t h e  s o c i a l  a n a l p i s  d id  n o t  r e v e a l  a s t rong  concern with displacement  of 
workera ( i n  p a r t  berauae  many of the  e n t e r p r i s e s  o p e r a t e  a t  low c a p c i t y  
and employ few WOK kers .  W r e  concern was expressed about  worker acces s  
t u  c a p i t a l  t o  i n v e s t  i n  e n t e r p r i s e s ,  about elite groups r e c e i v i n g  



Fi .n r~ l ly ,  there Lrr  I I  common p t* rcep t lon  that  t h c  IJS(;'s lnvolvemer~t  in 
t he  program can p l a y  n I c ? ~ i t  Lloizing r o  lu ant1 kec*p program o b j e c t  lven on 
t r a c k .  I n  f a c t ,  r i r~meror~s p r i v a t e  l l i d i ~ l d ~ ~ ~  L H  hwe mtn tcd  t h a t  t h e  
program canno t  succeed w i t h o u t  A . I . D . ' n  a c t l v e  involvement.  Some g e n e r a l  
c o n c l u e i o n s  r e g a r d  lng cnrercoming s o c i o - ~ m l  l t l r n  1 cons t r n  lnt.3 can be drown 
from the  s o c i a l  a n a l  y e i s .  These  i n c l u d e :  

- CX)H o f f i c i a ? f i  a t  a l l  Levels and a l l  o t h e r  groupu which c a n  
i n f l u e n c e  the  jw i v a t  i z n  t i o n  p r o c e s s  shou ld  be g l v e n  thorough 
b r i e f i n g s  on p r : v a t i z a t l o n ,  what  Lt c a n  and canno t  accompl i sh ,  
what l e v e l  o f  r e s o u r c e s  w i l l .  be provided by  A. I. D. , and t h e  
mul t i .p l ic1 . ty  of s t e p  r e l a t e d  t o  t h e  p rocees .  Tn t h e  c a s e  of  
l a b o r  u n i o n s ,  t h e s e  consul. t a  t lorm shou ld  he on a n  i n f o r m a l ,  
i n d i v  idua  I. bas i n .  

- A s e t i o u s  p u b l i c  education program abou t  t h e  need f o r  
p r i v a t i z a t i o n  shou ld  be mounted a s  soon as p o s s i b l e  t o  inform 
t h e  p u b l i c  abou t  t h e  o b j e c t i v e s  of the  p r i v a t i z a t i o n  program. 

- Every e f f o r t  shou ld  be  made t o  s e p a r a t e  the  p r i v a t i z a t i o n  
program from CONADI i t s e l f ,  which is t o t a l l y  d i s c r e d i t e d .  

- A  good working r e l a t i o n s h i p  should  be es t n 5 l i s h e d  w i t h  t h e  media.  

- Every e f f o r t  s h o u l d  be made t o  keep t h e  p r i v a t i z a t i o n  e f f o r t s  a s  
a s o u r c e  of  consensus  among t h e  major  p a r t i e s  through d i r e c t  
c o d i t a c t s  by t h e  U. S. Ambassador and t h e  A. I. D. Director. 

E. Summary Response t o  C o n s t r a i n t s  

S e c t i o n  I1 i d e n t i f i e d  s e v e r a l  lmpor t a n t  c o n s t r a i n t s  t o  s u c c e s s f u l l y  
implementing a p r i v a t i z a t i o n  program i n  Honduras. This s e c t i o n  b r i e f l y  
surnner izes  how t h e  P r o j e c t  w i  11 a d d r e s s  them. 

The most r e a d i l y  i d e n t i f i a b l e  c o n s t r a i n t  addresrved by t h e  P r o j e c t  is 
t h e  l a c k  o f  , a n a l y t i c a l  and menager i a l  s k i l l s  w i t h i n  CONADI o r  t h e  GOH t o  
implement t h e  p r i v a t i z a t i o n  program. Through t h e  IWG, and s p e c i f i c a l l y  
through t h e  c o n t r a c t e d  TA team, CONADI and o t h e r  e n t i t i e s  w i l l  be 
provided t h e  s k i l l s  r e q u i r e d  t o  implement t h e  p rocess .  Likewise ,  t h e  
l i m i t e d  i n v e s t m e n t  b a s e  o f  t h e  Honduran economy and C e n t r a l  America 's  
p o l i t i c a l  t u r m o i l  w i l l  n o t  make s u c c e s s f u l  marke t ing  and s a l e  o f  SOEs a n  
e a s y  t a s k .  kt t h e  i n t e r e s t  i n  t h e s e  e n t e r p r i s e s  i d e n t i f i e d  t o  d a t e  



Of nrorcb concorn 1s L I I ~ ~  ri!tloui.cc: brlrie ( I .v  . l ony, - - I  crm (:red 1 t f urrdn ) 
requlrr*tl L o  r r l  low LuverrLoru t o  p ~ r c l r t r ~ w  Irrln1i.r ~ I I I I  co~~~pcln tcfl. I k s p l  to the  
avnl lab1 1 l t y  o f  cr.c!clll. tlrraugli prc:ncnt tloclrc*ctc, c * x l n t  lng l c r m ~  w l l  l make 
I t  c l  l Ef 1 ctr 1 t for  rnnny Invetr tor t~ L o  hrlvtb r lc*c . c r r i f j  to ~ u r h  f 1 ~ ~ r l n c i n g  or t o  
obta  ln It:  a t  rcor~or ieh l f~  c o ~ t u .  Cretl l 1 coul (1 con!st 1 Lute i1 ~ e r i o r m  problem 
i f  rrrtld~uni~rm tire not c s t a h l l ~ h e c l  1h;it. w i l l  :rllow potcnll:rl i n v e s t o r s  t o  
e x p e d i e n t l y  clcnw' upon requlrc?tl rc!ooul cwi.  'Ute Pro j ec t  t l w  l H w i  th t h i s  
losue tbroudh the e~trl l) l ishmt!nt,  i f  neccnnnry, of a d d i t i o n a l  c r e d l t  l i n e s  
t o  Finance d  l v e e t i t u r e s .  A " c l e i ~ n e r "  rnelhod would b e ,  of courne,  f o r  t h e  
Mleslon t o  simply r u l e  ou t  c r e d l t  and nts~rume t h a t  :ill i n v e s t o r s  w i l l  have 
accaus  t o    he i r  own f inanc ing .  While c e r t a i n l y  a t t r r r c t l v e  fcan a 
p r e s e n t o t f o n a l  po in t  of vlcw, th l e  would cons t l  t u t e  a t o t a l l y  unreal i s t i c  
approach t ha t  would e e r i o u s l  y  hamper pr ivs  t izil  t i o n  i n  Honduras. 

F i n a l l y ,  the  key c o n s t r a i n t  i n  sucr.c?ssful implementation of the  
p r i v a t i z a t i o n  program 1s mu in t a i n i n g  (X)H commitment and p o l i t i c a l  w i l l  t o  
c a r r y  ou t  t h e  process.  The P r o j e c t  d e a l s  with t h i o  c o n s t r a i n t  i n  s e v e r a l  
ways. 

F i r  a t ,  the  i n s t  1 tu t l o n a l  mechanism chosen, the T r i p a r t i t e  
P r i v a t i z a t i o n  Commis~ion approach,  b r ings  t o  bear  an important  s ense  o f  
t ransparency  of decision-making and leg i t imacy  t h a t  w i l l  be  of k e y  
importance i n  maintaining o v e r a l l  p o l i t  l c a l  support  from a broad spectrum 
o f  Honduran s o c i e t y  . In  br ing ing  toge ther  represen ta  t i v e s  from the  
l e ad ing  p o l i t i c a l  p a r t i e s  and o t h e r  important groups,  the  mechanism w i l l  
ach leve  a  degree  of concensus regord lng  p r i v a t i z a t i o n  t h a t  is p o l i t i c a l  
necessary .  

Second, the P r o j e c t  w i l l  adopt the  recommendations noted i n  the  
s o c i a l  a n a l  ye is ,  inc lud ing  the implementxf ton o f  workshops and informal  
conversations with GOH l e a d e r s ,  p r i v a t e  sector' groups,  l abor  unions,  the 
media, and o t h e r  groups t o  e m u r e  t h a t  the o b j e c t i v e s  of t h ~  
p r i v a t i z a t i o n  program a r e  fu Ply understood. 

F i n a l l y ,  the Mission w i l l  main ta in  an a c t i v e  r o l e  i n  P r o j e c t  
moni tor ing th rough qua r t e r  l y  per form-we review meetings with t h e  
Fxonomic Cabine t ,  through d l r e c t  A. I. D. Di rec tor  and U. S. Ambassador 
c o n t a c t s  wl th  key GOH o f f i c i a l s ,  and through the  B F - p o l i c y  dialogu: 
process.  I n  t h i s  regard ,  i t  is important  t o  anphasize  t h a t  i t  is the 
p o l i t i c a l  w l l l  of the government t h a t  mil l a r g e l y  determine P r o j e c t  
success .  But the Mission can s trmgthcmn the p o s i t i o n  of p r i v a t i z a t i o n  
a l l l e  wi th in  the  OOH through t h i s  d i a logue  process.  

F. Environmental  Tmpct  - 
A n e g a t i v e  de te rmina t ion  was approved by the LAC/DR Environmental 

Of f i ce r  wh: ch i s  included i n  Annex 111. E. 



The  P r o j e c t  Agrecmerrt wl l l b c  1 @ . ? l t n t l  by t l ~ c *  I'ron lt l t*nt  ot  t h ~  R r : p  h l  l t* , 
t ha  Mlnie t r y  of F'lnanct-? onti Pub1 i c :  (:rcwl 1 t i~r:tl thr* Mln In t ry  o f  Kcooady , wllich 
l r a ~  o v e r a l l .  t e u p o r ~ u l b l l i r y  for COWf,l) I. Clven ihc? riclture o r  t'rc Project -- 
b o t h  i n  terrna of l t a  a e n s i t l v e  rmturt!  and tht! Fact t h a t  non-CONAL) r SOIh w i l l  
a l f l o  r e q u e s t  a e ~ t ~ t a n c u  -- ~ t l i e r  GOll botllet~ ant1 I n e t l t u t l o n u  w i l l  hc c l o ~ c l y  
i n v o l v e d  i n  i m p l e m e n t i ~ t i o n ,  T h a ~ e  I;icLude t hv  Economlc C a b i n e t ,  a 8  we l l  
t h e  CONAD1 Board of D i r e c t o r s ,  a n d  other bodies e s t a h l i s t r a d  under t h e  
p;  l v a  t i z a  ti  on ,>ro #r nm . 

Preo idcncy of ~ ! ! e  Re pub1 L C  - 
The GOH P r o j e c t  r e p r e s r n t a  t j v e  wi 1 1 be  t h e  pcr  son  iro.ld i ng  t h e  ~ m s  i t . ion o f  

M i n i s t e r  Advisor  t o  t h e  P r e s i d e n t  o f  the Rcpuhl ic .  Tmmedintely upon a i m i n g  
o f  the ProAg, t h e  P r e s i d e n t  w i l l  p roceed  t o  e s t a b l i s h  iantl riame t h e  members of  
t h e  N a t l o n a l  P r l v a t l z a t i o n  Commfseion 

W h i l e  t h e  Board of CONADI i s  compooed p r i m a r i l y  of F ~ o n o m i c  C a b i n e t  
members, t h e  l a t t e r  w i l l  b e  d i r e c t l y  i nvo lved  i n  r e v i e w i n g  q u a r t e r l y  p r o g r e s s  
u n d e r  t h e  p r o j e c t  as n o t e d  above .  I n  a d d i t i o n ,  r e q u e s t s  from non-03NN)Z 
i n s t i t u t i o n s  t o  r e c e i v e  a s o i s  t a n c e  from t h e  'IWC w i l l  be  channe led  through t h i s  
e n t i t y  , 

N a t i o n a l  P r i v a t i z a t i o n  Commission 

The NPC w i l l  b e  a n  a d v i s o r y  body t o  t h e  GOH e n t i t i e s  p r i v a t i z i n g  SOEs a n d  
t o  t h e  P r e s i d e n t  of  t h e  R e p u b l i c ,  through t h e  Economic C a b i n e t ,  o n  
p r i v a t i z a t i o n  i s s u e s .  The NPC w i l l  be c h a i r e d  by a Government r e p r e s e n t a t i v e  
from t h e  Economic C a b i n e t  who w i l l  c a l l  mee t ings  and  be  r e s p o n s i b l e  f o r  
o v e r s e e i n g  t h e  p r e s e n t a t i o n  o f  recornmenda t i o n s  t o  t h e  COH e n t i t i e s  and t o  t h e  
Economic C a b i n e t .  The cha t rman  w i l l  be named by t h e  P r e s i d e n t  w i t h i n  30 day6 
of P r o j e c t  Agreement s i g n a t u r e  and  w i l l  c o o r d i m  te t h e  e s t a b l i s h m e n t  o f  t h e  
TPC. 

4.  P r i v a t i z a t i o n  T e c h n i c a l  Wor k ing  Group 

The 'IWG w i l l  c a r r y  o u t  t e c h n i c a l  a n a l y s e s  r e l a t e d  t o  p r i v a e i z a  t i o n s  a n d  
make r e c o m e n d a t i o n e  t o  t h e  NPC a n d  t o  CONADI and  o t h e r  GOH e n t i t i e s  r e g a r d i n g  
p r i v a t i z a t i o n .  The IWG w i l l  h a v e  i t s  own o f f i c e  f a c i l i t i e s  b u t  on a 
d a y - t o d a y  b a s i s  i t  w i l l  work p h y s i c a l l y  with CONADI and  o t h e r  GOH l i n e  s t a f f  
as r e q u e s t e d .  

U n t i l  t h e  a r r i v a l  o f  t h e  long-term T. A. team, t h e  TWG w i l l  be s t a f f e d  by 
a T.A. team f r a n  t h e  C e n t e r  f o r  P r i v a t i z a t i o r r  and  Aonduran s t a f f  c o n t r a c t e d  on 
a t empora ry  b a s i s .  A modus ope rand i .  f o r  t h i s  working  g roup  w l l l  be  
e s t a b l i s h e d  th rough  a P r o j e c t  TmpLemen t a t i o n  L e t t e r .  



'1'11a> CONA13 1 Ihurtl wl I I Ir;rvc- ovcarii l I t . u r i p t r  r lcs  11.1 I I 1 t y tor- tlc!cl t~ 10:1-mrrk 1 ng 
w i  t l ~  rc~~ln.c:t 1.0 pr LviiL lz;it  i o n  a c t  tonu .  Wl L h  l n  '10 tlrr yrr of Ill(? ~ l g n  Lng o f  Lhc 
I'ro.)c!r:r Agrmmcnt, p!r I~lrrLruc*l 1ou11 from the l konon~ l (~  Ct~blrrctt:, thu Ikbard w l l l  
nrlrna arid/ or r(?q~I(?Ht LIIC nnmlrlg of' Lho V:il r1.1 t  !on C o m a 1  ! + r ~  lon  und 0 t h a r  eilpport 
g r o u p  requlr(!d hy tl~c* I r l w .  

As noted nbove, the  Honrtl of 0 0 N A l ) I  w l l l  a u t h o r i z e  the  cs tab l iehment  of 
negot  La t lug  cormni~u J ons. I t  should a luo  request  the  I!xec~~t ive t o  form the 
Valuu t ion  Cornmiflu lonu a s  requl red  hy Decree 161-85. The l a t t e r  w l l l  s o l i c i t  
the  coopera t ion  of the 7WC i n  cfeterlni~ring p r i c e s  and o t h e r  cond i t i ons  o f  s a l e  
and  w i l l  appt ove 'IWG reco~nmendationu. 

B. - A. I. D. Arrangements 

P ro j ec t  management responsibility w i l l  r e s t  with the  Of f l c e  of P r i v a t e  
Sec to r  Programs who w i l l  c o n t r a c t  a  P ro j ec t  Liason Of f i ce r  t o  a s s i s t  i n  
d a y - t o d a y  imp1.ementatlon. The P r o j e c t  is expected t o  r e q u i r e  very  c l o s e  
moni tor ing ,  cons t an t  negot La t i o n s  and t roub l e  shoot ing  and inves  t o r l buye r  
coo rd ina t i on  on almost a  d a i l y  b a s i s .  The P r o j e c t  Of f i ce r  ,and Lia i son  
O f f i c e r s  w i l l  c s t a h l i s h  o p e r a t i o n a l  con tac t  wi th  the  WG, and w i l l  be 
r e s p o n s i b l e  fo r  implementing the P r i v a t i z a t i o n  Support  Component. Given 
expec t ed  reques t s  from d i f f e r e n t  s e c t o r s  and the canp l ex i t y  of the  program, a  
F r i v a t l z a t i o ~ .  Working Group w i l l  be e s t a b l i s h e d  i n  the  Mission. It w i l l  be 
cha i red  by t.he P ro j ec t  O f f i c e r  and r e p r e s e n t a t i v e s  from the Off ice  o f  
Developnent Finance, and the  Of f i ce  of Rural Development. As requ i red  
r e p r e s e n t a t i v e s  from the Of f i c e  of Economic Program and Analysis ,  Human 
Resources Development, and o ther  o f f i c e s  w i l l  par t i c i p e  t e  i n  Group 
d i s cuas iona .  The P r i v a t i z a t i o n  Working Group w i l l  a c t  a s  a  problem s o l v i n g  
u n l t  and a  sounding board for  d i s c u s s i o n s  on va r tous  phases and i s s u e s  of t h e  
pro gram. 

1. Me h o d s  of Implementation and Financing 

Tmptementailon and payment methods a r e  w e l l  de f ined  and fo l low t h e  
t r a d i t i o n a l  approsches  used by A. I. D. Al l  d o l l a r s  w i l l  be d i sbursed  d i r e c t l y  
by USAID baaed on A. I. D. - i ssued c o n t r a c t s ,  purchase o r d e r s ,  and o t h e r  
documentation. The fo l lowing  t a b l e  i n d i c a t e s  the  implementation and f i nanc ing  
method f o r  each major type  o f  a s s i s t a n c e .  



- 
TYPE 01' METIWD OF MET1100 OF APPHOX. MT. OE' 

ASS IS TANQ IM PI, FN ENl' AT TO N YAYM I3NT ASS IS TANm (4000) 

TA-Inst . Cont . Direct AID Con trac t t ~  I ) ~ C C C  I: l'symtn t 4 2,950.0 

TA-PS C 1)Lrcct A I D  Contract u Direc t  Paynetit 380. O 

Trave l  & Trans.  Dl rec t  A I D  Purchase Dlrec t I'ayment 60.0 

Commodities D i r e c t  A D  P u r c h e ~ c  D i r ec t  Pnyn~ent 50.0 

Rvaluat ion/Audi t  Di rec t  A I D  Cont rac t  Dlrec t Pnyment 100.0 

Cont lngency To be Determined Di r ec t  Payment 460.0 

To ta l  P r o j e c t  $ 4,000.0 

The l i m i t e d  funds budgeted f o r  a u d i t  coverage a r e  f o r  non-federal  
c o n t r a c t  a u d i t  coverage of the  t e c h n i c a l  a s s i s t a n c e  c o n t r a c t .  Since a l l  
P r o j e c t  d o l l a r  funds will be adminis te red  through A. 1. D. l s s u e d  documents t i o n ,  
we f e e l  t h a t  a u d i t  coverage is bee t  provided by the I n s p e c t o r  General bu t  the 
a u d i t  funda w i l l  be a v a i l a b l e  t o  c o n t r a c t  a u d i t  coverage i n  the  even t  t he  I G  
cannot devote  i ts  s t a f  F r e sou rce s  t o  t h i s  review. F inanc ia l  reviews w i l l  be 
performed a s  needed on the  l o c a l  currency supp l i ed  by the QOH For 
p r  iva t i z a  t ion sup port  . 

2. Procurement 

Procurement under t h e  P r o j e c t  it3 l i m i t e d  t o  the  t e c h n i c a l  a s s i s t a n c e ,  and 
t he  purchase of a smal l  canpute r  and so f twa re ,  and a p r o j e c t  v e h i c l e  f o r  thc 
' N G .  The Mission w i l l  procure t h e  r e q u i r e d  t e c h n i c a l  a s s i s t a n c e  ( i nc lud ing  
long- and short - term a s s i s t a n c e )  wi th  an i n s t i t u t i o n a l  c o n t r a c t  through an 
investment  banking, b u s i n e s s  a s s i s t a n c e  or account ing f i rm  or a consor t ium of 
these.  To cover t he  gap  between the  time t h a t  t he  TA team comes on board and 
P r o j e c t  o b l i g a t i o n ,  the Mission w i l l  ex tend  its buy-in t o  the  Center  f o r  
P r  i v a t  l z a  t i o n  ( CFP) t o  approximate ly  January 1987. Cente r  TA w i l l  a s s  is t 
CONADI i n  d r a f t i n g  the p r e - p r i v a t i z a t i o n  planning documents necessary  t o  
implement the  prcgram; w i l l  a s s  is t i n  the  market i n g / s a l e  of approximate ly  4 
SOEs; and, w i l l  a e s i s t  the  Mission i n  c a r r y i n g  ou t  the  workshops and informal  
conversa t ions  no ted  e a r l i e r .  CONADI w i l l  provide support  f a c i l i t i e s  f o r  t h i s  
group . 

Procurement of a p r o j e c t  v e h i c l e  w i l l  be i n i t i a t e d  immediately on 
s i g n a t u r e  of the P r o j e c t  Agreement. Canputer procurement w i l l  be i n i t i a t e d  

, I  once t h e  long-term T.A. team i s  choosen. 





- Other implementation f u c t o r u  w h J  ch m y  ltifl uenccs die  af fectlvcnesct of 
the program over the lorig term, Includ lng p r o p r i e t y  i n  the ne l e c t  ion 
of  l n v e ~ t o r u .  

The Mission and the  COll w i J . 1  c o r ~ t l n u e  to  t rack  Y ro jwt lmplenientn t l o n  
through q u a r t e r l y  meetings wi th  the l?conomic Cablnet and o t h e r  0 1 1  o f f i c i a l s .  
P r o g r e s s  toward meeting p r i v a t i z a t i o n  oh j ec t i vev  w i l l  coritlnue t o  be p r t  of  
ESF po l i cy  d i a logue / cond i t  i o n a l i  t y  concerns.  

More comprehensive e v a l u a t  lona wi 1 1  b~ under taken a f t e r  the  f l r  a t  and 
second y e a r s  of implementation. These w i l l  con t inue  t o  review progress  t o  
d a t e  and, a s  noted above, focus  on " l e s sons  lea rned"  o f  importance t o  t h i s  
P r o j e c t  a s  w e l l  as those l e s s o n s  t h a t  may s e r v e  A. T.D. i n  genera l .  At a  
t e chnca l  l e v e l ,  t he se  e v a l u a t l o n s  w i l l  fc cus on the mechanics of workout 
v e h i c l e s ,  i s s u e s  r e l a t e d  t o  the  va lua  t i o  I of f i rms ,  and the  f i n a n c i a l  p c k a g e s  
t h a t  have been implemented t o  c l o s e  t r e . l s ac t i ons .  b r e  g e n e r a l l y ,  they  w i l l  
focus  on the P r o j e c t  's succes s  i n  d e a l i n g  w i th  s o c i o - p o l i t i c a l  , l i m i t e d  
marke ts ,  and o the r  c o n s t r a i n t s .  F i n a l l y ,  a n  end-of-Pro j e c t  eva lua t i on  w i l l  
draw conclus  i o n s  about o v e r a l l  P r o j e c t  success  and make recommenda t i o n s  abou t 
A. I. D. involvement i n  subsequent phases of the  Honduran p r i v a t i z a t i o n  program. 

A s  d i s cus sed  w i t h  PRE's Center  f o r  Y r i v a t i z a t f o n  s t a f f ,  the Mission 
e n v i s i o n s  an important  r o l e  fo r  t h e  Center  i n  t h i s  eva lua t i on  process .  Center 
irivolvement i n  these  e v a l u a t i o n s  and i n  o v e r a l l  t r a ck ing  system w i l l  b e  
impor tan t  i n  ensur ing  t h a t  l e s sons  lea rned  a r e  d i s s imina t ed  through the  Agency. 

VII. NEGOTIATION STATUS, CONDITIONS AND CX)VENANTS 

k g o  t i a  t i n g  St a  t u s  

The Ehbassy and Mission and the  GOH c a r r i e d  ou t  ex t ens ive  d i s c u s s i o n s  on 
the  p r i v a t i z a t i o n  of SOEs dur ing  the l a s t  two years .  T h i s  d i a logue  h a s  been 
c a r r i e d  o u t  a t  t h e  h ighes t  l e v e l s  (P re s iden t  of the  Republ ic ,  Ambassador, 
Mission C i r e c t o r  , key M i n i s t e r s )  a s  well a s  a t  working l e v e l s  geared t o  
d r a f t i n g  a b lue  p r i n t  f o r  a  comprehensive p r i v a t i z a t i o n  progsam. As noted 
e a r l i e r ,  movement on e s t a b l i s h i n g  such  a  program was incorpora ted  i n t o  the  FY 
8 5  ESF Agreement signed by the  GOH and r e s u l t e d  i n  the  d r a f t i n g  of Decree 
161-85 i n  September of 1985. 

More r e c e n t  ESF n e g o t i a t i o n s  have focused on a c t i o n s  t o  be taken by the 
O H  i n  Implementing the program. T h i s  h a s  r e s u l t e d  i n  s p e c i f i c  t a r g e t s  (4 
d i v e s t i t u r e s  by December 31,  1986) a n d ,  more impor t an t l y ,  i n  conveying the  
O H ' S  commitment t o  the program t o  a l l  l e v e l s  of the bureaucracy.  GOH and 
Q)NADI s t a f f  a t  a l l  l e v e l s  have p a r t i c i p a t e d  i n  i n t e n s i v e  review, i nc lud ing  



I .  Condl t i o n s  P receden t  t o  DLsbur~t!ment: nnrl Covennnt s -. 

I . Cond I t  Ions  E1rc?cedcnt to  Di~ibrirrtcrncnt 

To c o n t i n u e  t h e  momentum e s t n h l  i shct l  t o  di l  te through t h e  Ccn te r  f o r  
P r i v a t l z n t  don TA teum, condl t i o n s  p recmlen t  t o  d i ~ b u r u t m e n t  w i  1 l exc lude  t h i s  
a s s i s t a n c e .  The f o l l o w i n g  c o n d i t i o n s  p receden t  t o  d i s b u r s e m e n t  f o r  o t h e r  
P r o j e c t  components w i l l  he i n c o r p o r a t e d  In t h e  Grant  Agreement: 

- s t a n d a r d  c o n d i t i o n s ,  i n c l u d i n g  l e g a l  o p i n i o n  and r e p r e s e n t a t i v e s ;  

- e s t a h l i v l i  and mnke o p e r a t i o n a l  t h e  Nail! onal  P r f v a t i z a t l o n  
Commiseion, i t s  T e c h n i c a l  Working Group, t h e  V a l u a t i o n  Commission, 
N e g o t i a t i n g  Commissions, and  a l l  o t h e r  e n t i t i e s  r e q u i r e d  t o  
implement t h e  program; 

- comple te  and approve by t h e  a p p r o p r i a t e  GOH e n t . l t l e s ,  t h e  g l o b a l  
p r i v a t i z a t i o n  p l a n s  c a l l e d  f o r  by t h e  llonduran P r i v a t i z a t i o n  Law. 

The i n t e n t  of t h e s e  CPs is t o  have a l l  i n s t i t u t i o n a l  mechanisme 
n e c e s s a r y  t o  implement t h e  program i n  p l a c e  w i t h i n  60 d a y s  o f  t h e  s i g n i n g  o f  
t h e  P r o j e c t  Agreement. 

2. Covenants 

Through t h e  P r o j e c t  Agreement, t h e  GOH w i l l  a g r e e  t o  t h e  f o l l o w i n g  
covenan t  8: 

- conduc t  w i t h i n  s i x  months of  t h e  s i g n i n g  of t h e  Agreement, t h e  
P r o j e c t  s t o c k t a k i n g  e x e r c i s e  d e s c r i b e d  i n  S e c t i o n  V1.C. ;  

- e n s u r e  t h e  autonomy and independence  of a c t i o n  of e n t i t t e s  
e s t a b l i s h e d  t o  implement t h e  llonduran p r i v a t i z a t i o n  program. 

A1  1 c o n d i t i o n s  and c o v e n a n t s  w i l l  be  reviewed th rough  p r o j e c t  
implementa t ion ,  i n c l u d i n g  t h e  q u a r t e r l y  p r o g r e s s  mee t ings ,  a s  w e l l  a s  th rough  
ESF-re la ted  p o l i c y  d i a l o g u e .  



!n* r e l n t m 4  t o  pc~rpoaer  

l ! ~ ~ l r t a n c a  01 po tan t  l r l  p r l v r t a  
r a c t o r  buyer *  o f  r h r  o a p a n l n r  
and mnmrn  ba lna  d l v a # t r d .  
A v n l \ r h l l l t y  o t  c r e d i t  and 
c a p l t m l  t o  I a c l l l t r t e  t l ~ m  
8 c q 1 1 l r l t l o n  01 c m p m l a r  and 
w r r o t r  b a l n ~  d tven tad .  
Cont lnuad COII r u p p o r t  t o  t h a  
d l v * # t  l t u r r  procona. 
C. l l l t /pr lvate aac tn r  
v l  l l l n ~ n e a e  and 
c n m n l t t a a ~ r t  t o  a r t m b l t a h  
n p p r u p r l a t e  I n t r n n t r u c t u r a  I n  
suppor t  o f  c m p r n l s r  halnp 
d tvcs tod .  

To aupport  CDll I n l t l a t l v a a  R a t w a n  12-15 conprinlaa p r l v a t  l a r d  - P r o J r c t  w n l t o r l n n  
t o  p l a n  and Inpl*mant  tha  t l t rounh  d l v a r r l t u r a :  n n l n  o f  r a r e t a ;  - Conaal t  I n n  r a p u r t a  
p r 1 v r t l ~ a t  lo11 of mtnta-  I l q i r l d n t l o n l  and w n n ~ a m n t  c o n t r a c l a .  - Prc~)ec:t C v a l ~ ~ a t  Inn8 
ounad a n t a r p r l @ * a  
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C.1 Output*  C . 2  011 tp1 t  l n ~ l l c r t n r a  

1. I n r c  1t11t tona l  P rmwuork  C .  I .a. TPC and M U  s t a f f e d  nnd o p u r r t  IIIIIII~ 
(Ana ly t  l c r l  nuppurt  C.1.b. COll a u t a b l l r l ~ r n  valuation C o m l a n l t ~ n ,  
f ramwork a a t a b l  l a l r d .  N a ~ o t  l n t l n g  l:ornnlentons end o t h v r  

ent  I t  l o r  r c q ~ ~ l r e d  by I k c r o e  Ih l -HS 

2.  P r l v a t l l ~ t l o t r  vuppor C.1.c. G l o b a l  p r l v r t l r n t  Ion  p l a n e  *pprnvctl 
Component* a n t n b l l r h a d .  C. l .d.  C r e d l t ,  lavcrmnee pnymantu, t r a l n l l ~ #  

nnd a ~ h r  u u p p r t  nsn ln tnnca  
n rav lc le~ l  t o  8-10 f l r t n f l .  

- I ' r u l n r t  H i ~ r l l t o r l n g  - l l l ~ h l y  q u a l l f l a d  T.A.  
- P r ~ ) J e c t  U S A I D  recorrla ova l  I r b l a .  
- C011 r r c o r d e  - I.ocal brnkm v t l l l n ~  t o  p r t l -  
- Aud f tu  c l p a t n  I n  f lnnnctnm. - V e l u s h l e  s h o r t - t e r a  t r a l n l n ~  

r r p p o r t u n l t l a s  I n  U.S., I r t l n  
h c r l c m n ,  and o t h e r  c o u n t r l a a  
u l l l  ba I d e n t l f l e d .  

- ProJac t  r u t h o r ~ r c d  and fundm 

s l l o t r d .  - P r o j e c t  ARrerwent axecutad. 1. t # c h n l c r l  Arr I r r811eo 
2 ,  PPU q w r r  t ln t t r  
3 .  Cnmmntll t l#r 
O .  T r r l n l ~ i n  and T r r v e l  
5 .  Support  Conputta~tta 
4, P r o ) w c  L l a l r o n  O l f l ~ a r  
7 .  E v r l u r t l o n  and A11dl1a 
8. Con1 lnn rncy  

T o t n l n  
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AIDAC 

E.O.  12356: N / A  
TAGS : 
SUBJaCT: FRIVATIZATION OF STATIT-0~4NhT~ COMME!?C 
FNTITIES P I D  (522-0299) 

1. T H E  ISSUES MEETING FOR THE SUBJE.,CT Y I D  '$AS HELD 
NGVEMSBB 25, i ge5 ,  FOLLOWED BY A L A X  nFvIEM O N  
NOVEMEEg 2 7 ,  1985. THE D A E C  WAS C3AIRIIP BY THE D L T U T Y  
ASSISTA"!? ACMINISlRATOR FOR ThK L A C  B U P L A U .  MISSION 
1iFPRZSL:J'l 'hTIVFS CLARIE'IED :ET?ISIGN 4SPkCTS  Or' TTIE' YnOJhC 
AKD IF?.  T)AEC rISCUSSELl SFVP:Pi?L ISSUES i4;21CH S.CI3ULp Ba 
ALD9YSSEI) D U R I N G  'TIYE PROJECT'S I NTFfi$I 'JF HIVIEW. 

D U R I k C  INTE'NSIVE EEVIEW, THF FIISSIOh' S3OIJLD EXAMIhE THE 
EXPEFIEiLCES OF OTbER KISSTONS IN Ti.Y F U H 3 . 4 U 9  P A R T I C U L A  
COSTh R I C L ,  dNil CCNSULT WIT11 TAE P3E h;JRLA!J A N D  EIRMS 
CONSULTANTS WITH EXSERIENCh IK TIS A??!'A. YE V R G L  TEAT 
Y l M P k 5 S  OF TXF. PROJECT TEAM T I S I T  PJOYTX ?IS!. TO EECOI.1Y 
COhiFXESANT VITB SOME OF THE CCNCEPXAL A N D  PRACTICAL 
FF.OELL:MS EXPERIFdCFD IN COSTA aIC.9.  

DAEC PP.STICIPA!IT,' VOTEP T d A T  d H I L F  E 'ULL CIVES'IITLI3L IS 
TEE OFJ1,STIVE OF Ti-.,' ? ? O J l  CT, SEALITY YILL CICTP.TI, TilAT 
SOME F N T I T I E S  50 NOT EASILY LFqD TEEPlSEiVXS TO FULL 
D I V F S T I T U ~  A N D  T E A T  O T H E R  S O L U T I O N S ,  s u c x  A S  m s i  
EECLS, MAh'ACEMENT CONTYACTS, PAITIAL PIYFSTITURE,  03 

.PHASED DIVESTITURI  MIGHT BF ACCEPTABLE B U T  OtiLY UNCEd 
EXCEFTIONAL CONDITIONS. 

3. COVE?!NMENT COMMITMENT. 
- )  A 

MISSION REPRESZNTATIVES A N D  D A X C  PARTICIPANTS AGREED TLAT , 2~ 3 
THE NEirl G O ~ E R N M E N T ' S  COMMITMFNT [ J ILL  BE !iFi TO T i 3  
PROJECT'S SUCCFSS RNF T H I  MISSION'S DECIS IOti 30 ?!?OC$EC j 
VITE TFZ PFiOJECT. I .. 

UNCLASSIFIEF SThTF 33131t/?l 



5. ECONOMIC ANALYSIS.  

THE VEYY EIIIEE' ECONCMIC DISCUSSIOIi IN THk PTD JUSTIE  ILS  
?EL PROJECT ON THP GROUNDS TEAT PEAL GLP 4ILL RISE AS A 
RFSULT OF MORE E F F I C I F N T  !IS8 OF FXISTING RF'.4L RESOURC1.S 
CURRENTLY TIER UP IN SEVFR AT, C O N  A D I " C O N T R @ L L E C  FIHMS . 
3ROM A FINANCIAL STANDPOINT, '!PIS PROJBCT IS J U S T I F I E 1 3  ON 
TEE GROUNDS TBAT THF DOLS 15 MILLION EXPENDITURE OVER T H E  
TBREE YEAR 3ERIOC WILL LEAD TO A!! LEAST h DOLS 6 MILLIOK 
ANNUAL RPEUCTIO'! IN GOVE'PNM2NT SUBSI CI ES TO CONADI . 
WKILS I T  I S  QlJITE LILELY T H A T  THh A l j O V l  RESULTS WILI, 
OCCUR A N D  THAT THE RATFS OF RETURN WILL b %  2UITE 
S I G N I F I C A ~ ~ T ,  IT DOES NOT KECLSSARILY FOLLOU - T P A T  T4E $ALF 
AND/OR CLOSURE OF ENTERPRISkiS \!ILL ?ROPUC% P O S I T I V E ,  
ACCEPTABLE FINAI4CIAL A N D  ECONOMIC RATES OF RETURN; 

' ' ' CE,?tTAIN MACROECON3MIC AS YELL A S  MICROECOKOMIC CONDITIONS 
FiUST FOR THE ? I D ' S  P.SSERTIO:J '!O BF RJiALIZEL. F O d  
E ; : A M P L I ~  A CLOSURI AT T % F  PRESTN'I TIYE NIGHT M l A Y  T H D T  
TEX EK3LCYEES WOULD RF it1AP.CS OF THF GOVBSNYkNT FOE hN 
I N D E F I N I T E  TIME, T3US IYC?FASING TEE KCONOMIC COST TO ThI, 
COVSkhYENT. 

THE LCONOMIC ANT IINAKCIAL XNALYSI S TEEREFORF, S T O U L I '  
I t ; C L U L E  SOME ILLUSTRATIVE EXAMPSYS REF3E;EYT ING 9.SE.S 
W E I C H  ?YE PROJECT DESIGN TEAM COKSITE3.S LISELY Tf. OCCU!. 
FCR EX!.lJ:PSE, AT A EINIMrJI4, I T  XWQ'JSD S ? W 1  4 P ? R O h , . Z A l ' l :  
(1) TC COKSIT;EI! A C A S E  OF SALE TO A '.?IV!.TE F I R 1  1.1::: k 
CASE O? CLOSURE; ( 2 )  TO DPMONSTXATE I;OF. EACB CASE TFF' 
FINL!iCIAS Iu,PACT OPI TEE btJPG3S OF TPF G3e A N D  T:iF 
LCO[iGl.?IC IM?ACT Ol i  THE ECONOMY; k N i :  ( 3 )  TO P ~ S C 3 1 k i  T31 
CONDITIONS NECESSARY FOR TLESE IMPACTS TO O C C O R  , if; ITR 
THESE ILLUSTRATIVE CASES, T9E PP SHOULD LE AHLk TO 
CLEA2LY ESTIMATE THE IM?ACT OF TEE 3ROJ.iCT ANC TO F9OVIDE 
A RATE-OF-RETUiiN ANALYSl S IN ORDER 'PO IjE:MONSTR.4TE: 'I'F AT 
TiiE EX3ENDITURES REQUI3ED 3Y THE FROJECT htZE J U S T I I I E D .  

GIVEN T E 3  LIMITED SESOU4CES OF THF PROJECT, ILLUSTRATIVE 



CCM3EfvSATION FUND, T i i l '  ? ? O J i C T  ? R O P O S t S  T O  SU5POF.T J3P 
R E T R A T  NI NC AND ?LACEMENT. b;'' UNrEI iSTANn %EF P R O J E C T  

, FAPE9 WILL INCLUDF SPECIFIC EST1MATF:S OF THF POTPN'i'IAL 
CFNbNG FOE COM?ENSAT I O N ,  S E T R A I N I N G ,  A R C  PLACEMEKT IN TF-li 
l A 3 C E T  E E N E F I C I A R Y  GROUP AND TEB MFCEANISMS FOR 

, A T M I  KI STER INC THE EM?LOYEE SEKEFITS . 

21'3 U N C L A S S I F I E C  STATE 39191E/i:2 



i e .  FOYUAT.  

( A )  L M J G T H .  T H E  P I P  S ; J B M I S S I O N  ~ P . S  2 6  P A G E S .  nix r m c  
RE'QUEETS ? F A T  T P E  MISSION APi iENE T O  T I R  1'1 PACE 
LIMITATXON IN FUTIJRE' f I f ,  SUFMISSIOIJS.  

( E )  IEKCHMARKS. TI iE  Pi' SHOUII, INCLU.3E: A SCEEPULE FO? 
" P E O J I C T  A C T I V I T I F S  k I T H  APT'ROI-HIATE DATES TO SERVh A S  

EENCEt-lk?-!!;S FOR THE ACIIIPVEMF,NT OF ? P I V A T 1  % A T I O N  TASKS. 

( C )  INVIRONMEKTAL CONCFRNS. THE 9PPNOVEIJ P I D  S i i O U L D  
I F I C L l l I E ;  P. ?EQUEST POI! A QIJOTY CATF(:C! ' lCAJ.  Y X C L U S I O K  
U h J ! : ( ; ? t  SICNED TY T F E P i I S S I O N  P I P E ~ T O H .  

8- 

( I  PAYMFNT VERIFICATION.  T H E  MISSION I S  REMINDED THAT 
ALL ? 3 0 J E C T  PAPERS MUST FOLLOln' TIiL G U I D A N C E  'PROVIPE3 ON 

'', PhY!.',PP\'T VE3IFICATION POLICY P?OVIPFT: PY A A / M  T O  MISSION 
TI?I I~CTOES OF! DECEMBE!! 3G,  l gE3 ,  ).E.!?TICULA "LY P?. 6-b 

P 
UiICH CEAL SPECIFICALLY VT'!'T! P P .  

( E )  G F A Y  AMEFJDMENT. G K h Y  f . ' 1 I I < D Y L ~ T  ~)FEs ' : -S IFTIONS hNI,  
FROSCR I P T I O N S  S E O U L 5  EE CARiFULLY CONSIDE I I E P  CUflIN? PP 

. FREPkRATION. A PLAN I ' O R  T 3 3  r,'TIISIZF.'I'ION OF M I N o ? I T Y -  A N C  
bGI.1EI.- O\,'liEr~ T.TjSLNESST:S SF'O!)LI? 91 P r E S L h T  I . : i j  I N  T h l  F2. 
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2 .  Ae discussed i n  Sec t lona  LL..M. 3 .  and t V . D . 2 ,  arid in  o t h e r  m c t i o n e  nf 
the  P r o j e c t ,  t l l v e s t l t u r e  I n  t h e  ohJec t lve  of thv I 'roJect. The broader term i s  
u ~ e d  througout the  document t o  r e f l e c t  t h e  f a c t  t h a t  i t  i s  r e a l l z e d  t h a t  f u l l  
d l v e s t l t u r e  may not be p o s s i b l e  i n  every  case -- but p a r t i a l  o r  phased 
d i v e s t i t u r e  w i l l  be considered only  undor except lono1 c o n d i t i o n s .  

3 .  The i s s u e  of COH commitment L R  ~ l i s c u ~ ~ ~ e d  i n  mume~wue s e c t i o n s .  The 
Mleeion a g r e e s  t h a t  i t  i s  t h e  w l l l  of the  GOFI t h a t  w i l l  u l t i m a t e l y  determine 
P r o j e c t  nuccees. Despi te  the  growlng a w r e n c s s  nf  the  s e n s i t i v e  na tu re  of 
under taking a  p r i v a t i z a t i o n  program, key GOH l e a d e r s ,  inc lud ing  Pres iden t  
Azcona, have continued t o  e x p r e s s  t h e l r  colnrnitment t o  t h e  program. 

4. A s  noted i n  Sec t ion  IV.B., t h e  e n t e r p r i s e  ranking s t r a t e g y  developed 
i n  t h e  PP p l a c e s  more emphasis on "Impact" t h a t  what was desc r ibed  i n  t h e  
PID. Ease of d iveatment ,  i . e . ,  demonstrat ing r e s u l t s  a s  qu ick ly  aB p o s s i b l e ,  
i s  s t i l l  considered an  important  s e l a t e g y  element.  Cut the  P r o j e c t  w i l l  
r e e u l t  i n  t h e  p r i v a t i z a t i o n  of s e v e r a l  major e n t e r p r i s e s  and i n  s i g n i f i c a n t  
economic and f i n a n c i a l  impact.  

5. The P r o j e c t  ' s  Economic Anal\rsis ad(: ,  ;:s t h e s e  concerns .  

6. Tne i n s t i t u t i o n a l  mechanism s e l e c r d  and desc r ibed  i n  S e c t i o n  SV.D.1. 
g i v e s  t h e  Board of CONADI decis ion-making sr r thor i ty .  But t h e  PTU i s  placed 
o u t s i d e  of CONADI and t h e  o v e r s i g h t  r e s p o ~ r s i b i l i t i e s  of t h e  T r i p a r t i t e  
P r i v a t i z a t i o n  Commission w i l l  make i t  p o l i t i c a l l y  d i f  E icu l t  For t h e  CONADI 
Board t o  make non-technical  d e c i s i o n s .  A s  noced i n  Sec t ion  V.E, t h e r e  a r e  
eome r i s k s  i n  t h i s  s t r a t e g y .  But t h e  Mission f e e l  t h a t  t h e  expressed concern 
a r e  addressed.  

7. The PP does  not  contemplate p r e - d l v z s t i t u r e  a s s i s t a n c e  excep t  i n  t h e  
c a s e  of F inanc ia l  r e s t r u c t u r i n g  and o t h e r  m r k o u t  arrangements where i t  is 
deemed necessa ry  t o  put t o g e t h e r  p r i v a t i z a t i o n  packages. Management 
c o n t r a c t i n g  w i l l  be provided only  a s  a t r a n s f e r  v e h i c l e ,  and on ly  i f  
a b s o l u t e l y  neceesary.  The P r o j e c t  w i l l  not make resource& a v a i l a b l e  t o  
" p r i v a t i z e "  an SOE s h o r t  of a c l e a r  d i v e s t i t u r e  t a r g e t  through managment 
c o n t r a c t i n g .  P o s t - d i v e s t i t u r e  a s s i s t a n c e  t o  w i l l  be provided through ongoing 
USAID programs a v a i l a b l e  t o  o t h e r  p r i v a t e  s e c t o r  e n t e r p r i s e s  such a s  t h e  



9 .  Annex f 1 I . A .  5 c o n t n l n n  n t l e scr lpt lor i  o f  t h e  o p l n l o n - b u i l d  lng  a c ~ m l n c r ~  
and w r k s h o y s  t h a t  t h e  MInslon w l l l  crtrry out. s h o r t l y  a f t e r  t h e  ProAg i . ~  
s i g n e d .  

10. The PP d e a l s  w i t h  t h e  notcd  Eorrnnt s u g g e e t l o n s ,  i n c l u d ~ l n g  benchmerkn 
( S e c t i o n s  X V . E . ,  VL.U.4, and Annex 1 . D ) ;  env ironmenta l  c o n c e r n s  ( S e c t i o n  V. ); 
Payment V e r i f i c a t i o n  ( S e c t i o n  V .  ) ;  and Gray Amendment ( S e c t i o n  V .  ). The 
S t a t u t o r y  Check Liar  1 s  a t t a c h e d  ns Annex T1.C. 



13Y AUC 29: 

BY SEPT 6 :  

A I D  i r ~ i  t l , i t c b : ;  d r i l f t  i r ~ q  of ?'c~c:hnical A r i : i i : ; l  ~rrlcr~ 
Acjrcon~c:nt ( r i c ~ n d r ;  c u p y  t o (: t r 'I'A f c3;lrrr) 

1. C t r  'FA team clraf t:; rnodu:; opcrarldi of P'CU (with 
input fr'ora CONADI) dnd dclivcrs to AID 

2, Ctr TA tcam p l a n s  workshop-seminars 

3. Ctr ?'A t c a m  cant-inucs m a r k e t i n g  activities i n  
cc~o[wrcl t i on wi t t r  COIJAUI 

A I D  a c h i e v c s  Lcmpori~ry worki.ng agreement with 
CONADI to permit functioning of PTU on ad-hoc 
b a s i s  until official Government sanction 

S E P T  15: AID goes out for bids on TA contract 

SEPT 1G-2 '7 :  Ctr TA team conducts privatization workshops and 
confcrences 

SCPT 16-OCT 31:  1. PTU prepares E s t u d i o  Tccnico-Econornico and Plan 
dc 'I 'raspaso 

1 
FTU selects from thc ranked f ~ r m s  the 4 for 
1986 divcstiturc plus 4 for back-up; 
-1)rcparcs and i.rni)Icmcnt-:; plans for pre-sale 
clean-up ( s e e  Annex A for complete steps i n  
a divestiture) 

- sees  to c o n t r a c t i n g  valuation experts and,  in 
collaboration with Valuation Commission, makes 
valuations 
-prepares prospectuses and does m a r k e t i n g  
program 

-develops  sales s t r a t e g y  



3 9 8 7  -- 
BY JAN 3 0 :  Technical Assistance Agreement is operative 

FED : L. T A s s i s t a n c c  contractor staffs PTU 

PTU docs cornmod i t y procurc~rnc~nt- : fo r  c.omi)uter, 
vehicie, c t c .  

MAR 30: 

JULY : 

SEPT: 

BY YEAR END: 

DEC : 

Check Point far stock t a k i n g  

Mid-term review 

In accordance w i t h  p r o g r e s s  add more firms for 
in-depth analysis 

Quarterly Rcvicw 

6 privat.izations achieved during 1307 

Semester Ilevicw 



i 0 11 3 - ..-- 

JAN : i n  ,~cc.ord,~t~c:c~ w i t  1 1  I)roqrrl!;s < r t l t l  ~nol-r* f jrlris for  
i n - t l r ~ p t  h arr~l 1 y s i : ;  

Chclck P o i n t  f o r  :;tor-1: t a k i n q  

Mid-tcrrn rcvicw 

Q u a r t e r l y  Rcvicw 

G privatizations achieved d u r i n g  1 9 8 7  

S c ~ w s  t cr R P V  i ew 



Project Locat ion  

Project Title - "-1 -I_ I__ 

and Number - -- 
Funding 

Life of Project -- 
TEE Prepared & - 
Recommended Threshold Decision -. - 
Bureau Threshold Recision 

Comments 

copy to 

copy to 

Copy to 

Privatization of State-Owncd 
Commercial Enterprizes 
522-0289 

$6,000,000 ( G )  

4 years 

Negative Determination 

Concur with Recommendation 

None 

Anthony J, Cauterucci, Director 
U S A 1  D/Ronduras 

Lars Klassen, L A C / D R / C E N  

I E E  File 

James S. Hester 
Chief Environmental O c f i c e r  
Bureau for Latin America 

and the Caribbean 





7 bas emprosas da CQ:lAD1 / I  I if 
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A l  rrcipciar 131 incremento I;, la c.!q~ernr.~or~ 8::i  ~ ~ t , ! : l o  : ! P  i!r~)(]~~cr:~dn, 
Re Im F~fndo?, I Jn id r~  hacia t,lor~d;~r;!!., ntlcr,. rl!)(r\:) (J~! j~~tr~o:,  t.I~::!:r, em 10; ll~(~,l!, ~r~,(:i:ly,, 
'-0 ~ 1 s  52 C U T I ~ ~ O I T I C ~ I ~  a i ~ i t r o ~ h t c ~ r  IJrid l ~ : l r ~ ~ !  t 7 ~ l ' , f f *  1117 ~ o , ~ \ ~ I I o I I I ; ~ ~ ~  CJII Wc~c,L~ir~,;tm pjra 
cle modificaciones a alprnas (It: sut, pcil~tic;;~:~ f:,,frlf, wl\~c.~[')rt a cl,t!: ~.~rol) lcr~\,~, y (11 ;)royc?cta 
yue, a todas I ~~ces ,  ha11 verlido irnpitlierida ( 1 1  ~ t :  11:y rf::,;~~(:t~vo f ! t ~  t ~ \ v ~ ~ ~ c l o  t r ;~ .~ :  y3 ~ T ~ L J C : \ I ~ S  

decsarrollo dcl oak.. :tt:rliijriss '11 p~ r~d~ i \ t ! t \ t r~ .  
Una de esas poll!icas ha side la cxistclrlc~a k t e ,  !-in crnbarpo, l i r ~  d r~ r f~do  errfrentar el 

de una entidad que, corrcebida ori~inalrr ientc! ilC~tlr?tn, y I e  view darrdo l i ! r p ~  ?in :.tingirna 
para impul-sar la produccihn y fornentar iar, cxpl1cac:16n. 
invenlones, espec~alment,e ell lm  carnpos In. k t r c  tiintrr, la  ayrlda ha c:omenmlo a IIe- 
dustrial y turlst~co, se convirtib con el corrcr p r ,  y por lo tnt:r\rtr, c f ~ ,  dcr:,ernbolsrzs de la 
dc 10s arios (cpecialrnente en el regimen de  rrllsrna ya :f!I,,.J;r cjf!su!;ldo, pew loti represen- 
facto) en m a  de las institucior~es nids carrup- tarltcs norteijrncric,lnns cstdn ;t la esptra de 
bs, ineptas y endeudadas cle la nacidn. que Hundur:;~~ camnla con su palabra. 

La Corporactbn Nacional de lnversior~cs De igcal mane!?, hay numerusos ernprw-  
(CONACI) fue literalmente saqueada por'hu- rios intercsidos en adquirir la5 empresas en 
rocratas, politicos y emp~ewrios de nokoria u~es t~bn ,  inclt~idos wtre b tos  algunos de ios 
~nmorelidad, y hoy por I~oy se encuentra vtr- q w  (hasta la ~l.;tr.rvencidn adrn~nistrativa de 
tualrnente desmantelada. CONADI) venian rtranejando la5 aludidzs f i r -  

Pero hay algunac, cuestiones pend~entes de mas. 
solucibn, que --h~poteticamente al  menos- Aparcnternente, hay mi.rchos intereses en 
han de ser abordadas a corto plazo pw el pugna. v quiz& el Congreso Nacional desea 
C o n ~ e s o  National. t~acer una investiqacitm a fondo con el prop& 

Una de esas cuestiones es la peticibn ex- s~ to  dc cvitar que 10s rr1;srnos que guebraron la 
presa, hecha por el Gobierno norteamericarlo, CONADI y saquearon las expresas, se t e n ; -  
en el sentido de que las empresas que CO- nen quedando coc !as mismas a procios con. 
NADl fue haciendo suyas a trav& de la acu- cesionados y con financijmiento publico. 
mulaci6n de prbtamos y gsrantlas crecienta Poro, independienternente de las salv;r- 
'sean vendidas al sector privado para que vr~el- guardas que al respecto se adopten, el asunto 
'van a operar, ya que en su mayorla se encuen- debe ser abordado con senedad yresueltocon 
ban descdpitalizadas )r en total &ado de pa- de~isi6n y responsabilidad. - 
r dl isis. Hay muchos puestos Ce trabajo que podrlan 

€1 problema cruc~al para la. venta de tales abrine nuevamente si !as fabrims, hoteles, 
ernpreszs es qge sus deuda son muy superio- etc., se abrierzn df luevo. Hay mvchcs dine- 
res s su vaior de mercado. H2y c3mpzfii?s que r@ q u e  d E s t a d ~  psdria recib~r. Incl2sive, hay 
tienen, por ejemplo, un valor real de tres mi- deudas que se han vuelto inxlrb;;',.:es. ;err 
llones de lempiras, per0 en 10s librcrs de con- que con un ftnznciamiento re2lis:a pcd: ian  
tabilidad, y particularmente en los registros s?r r~cuperadas pc;: el sector publico. 
de CONADI, aparecen con adeudos de trece Este es un tern;, compkjo, toca muchls 
millones. ' aristas sensitivas y su totai escl~recirniento 

Obviamente, nadie dard sernejante suma posiblemente romperla muchos tejados de 
por una empresa que vale una d&ima parte cristal. 
de lo que debea la tristemente c6lebrecorpe Pero LA PRENSA le dedicard, a pat ir  de'la 
raci6n pliblica creada por el populismo. fecha, una serie de eclitoriaies y r e ~ r t a j e s ,  a 

La CONADI, en cuya junta directiva hay efecto,decontribuir nc s6lo a1 esclarecimiento 
;arics ninistros del GoSierno, ner-&a un de la madeja de CGNADI sino, sobre t&c, a 
respldo legal para vender 12s cmpresa; p2r su acelera: la tsma de d~cisidn resptcto a l z  
precio real, sin que ello 66 lugar a rppros de vena de las emprssas y su reattivacioz ea el 
Contralorfa o a eventuales reclanaciones jc- nids corto $L:J posible. 
diciales. S61o asi resolveremm uno de la Engrrcs 

Para ello ha preparado un proyecto de d% fimncieror; mas O-IE-~OS" e iafor',cnadcs de l a  
c:etc qge hasta la  fecha no 112 trzxendic!? z! naclon, a I;: :'lz q~~-=.b:in3: eI p s 3  a docisi; 
publicc;. e! cuai --en w park rneddular- con- re~tif~:aicras +i: f,l;r;:z.1;3n Is ~ I E I .  
ticne una 2utorizsci6n ex2ii.sa del pde :  Ic- incrcnifnten la p:>d~ccior, j' Zjl!JZ% aal lo-.v 6' 

gisla:ivo zn la q!le ;e ~s taS iec~  qLIE CI E>!ado de! c+jet1,~3 C ~ I I C ~ '  ';c tsf 2 3?15: ~d d+s:rto!i: 
c a : p d  con 13 p y d ~ d a  OE e::ss t - ' - c > ~ c ; i r  (LC e.:.~;;~am 3; y s~c,;:: . '.! -,;::". c-,!c ir.a,:st.:.~ t.:e .. " - .  -' - ,..-- - ~ ' ~ ^ 7 3 t ' 3 : ' 2  ;?rs, :::p fi:!2!153i C!f1173 rs :F ,<a 13s d: ... .-- ,, . , Y -.'- I-...-.>-,C ~j.j-~:,2,:.---: I, p>-,:-.. ,a$ n : ~ .  .tl~.,z-!!e ..;. c . r' -.-.. , r l  .. L.  . . 

, ., * ; ,' . *a 
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"ENCUBADBRAS" 





SUS DELDTOS EN LA PC 









Cdllorlal 

&L[E HACER CON LA CBNADI? 1 



brruptm da "Lb rADI" satin 
denuncladun por :vs nombras _ . .. " . .. .a_-- - -- 





Reiior 
Anthony Ctn~teruccl. 
Direc to r  &eiI$io Liltarnnc iorlnl 
para  e l  Damrro1S.o (A.I.I).) 
Tegucignlpn,  D. C.  

Seiior D i r e c t o r :  

Tengo e l  agrndo de d i r i g l r m e  a ue ted  con e l  obJe to  de eoineter a 

eu cons idera : lbr~  una s o l i c i t u d  formal d e l  Gobierno Hondureiio p 3  

rn  e l  f i nanc iamien to  d e l  Proyecto  denolninado " P r i v a t i z a c i 6 n  do 

Empresas ~ s t a t a l e s " ,  medinnte une donacibn de l a  A.I.D. de! US. 

$. 4,000,000. Eeta dor~acicin tendri i  e l  f i n  de proveer ,  con jun ta -  

mente con r e c u r s o s  de  c o n t r n p n r t e  nnc iona l ,  l a  a s i s t e n c i a  t h c n i  

c a  r eque r ida  para  apoyar  i n i c i a t i v a  d e l  Gobierno de Honduras pa  

r a  p l a i ~ i f i c c l r  y e j e c u t n r  l o  p r i v a t l z o c i 6 n  de empresss p rop i sdad  

d e l  ee tado.  

Lo8 es fue rzos  d e l  Proyecto  s e  concent rardn en l a  p r i v a t i z a c i 6 n  

de compaiifas y a c t i v o s  de  l a  Corporacibn Nacional de  I n v e r s i o n e s  

(CONADI). Tamhi& s e  p roporc iona r5  a ~ i s t e n c i a  a o t r a s  i n s t i t u c i g  

nes  d e l  Cobiernq de Honduras r e sponsab le s  de I n  ope rac i6n  d e  em- 

p reaas  pGblicas a s e r  p r i v o t i z a d a s  t a l  como COliDEFOR, BANADESA y 

o t r a s .  E l  o b j e t o  ep  e l i m i n n r  o r e d u c i r  e l  involucramiento  d e l  - 
e e c t o r  pi ibl ico en  a c t i v i d a d e s  que pucden a e r  d e s a r r o l l a d a s  mbs - 
ef icazmente  por e l  s e c t o r  p r ivado  y ,  por e s t e  medio, c o n t r i b u i r  

a1 l o g r o  de  un c r e c i m i e n t o  econ6mico a l a r g o  p lazo .  

Aprovecho l a  opor tunidad pa ra  e x p r e s a r l e  10s s e n t i m i e n t a s  d e  m i  

mayor conaideracf6n.  

Atentamcnte, T. 
\ 

MINISTRO ASESOR DEL SEROR PRESIDENTE 



I ,  Anthony J. C e u t e r u c c l ,  t h e  prlnc. tprr l  o f  f l e e r  of' t h e  Agency f o r  
I n t n r n ~ t i o r ~ n l  h v e l o p m e n t  I n  Honduras ,  hev f  ng t a k e n  I n t o  a c c o u n t  alaong 
o t h e r  f a c t o r e  the maintenance end u t  i 1 1  z t t t i o n  of projec t e  i n  Hondurae 
p r @ v i o u d y  f i n a n c e d  or a s n l e t e d  by tho  IJni ted S t a t a s ,  do hereby c e r t i f y  
t h a t  In my Judgement Hondurae ~ E I  butti  the f l n e n c f e l  capability and t h e  
tluaran reeources c a p e h l l  t t y  t o  e f  l e c t l v e l y  m a i n t a i n  and  u t l l  l z e  the 
c a p i t a l  a e s i s t a n c e  pro jec .  t :  PRIVATIZATION OF STATE-OWNED ENTERPRTSES* 

T h i e  judgement i e  b a w d  upon t h e  fmplctnerrtetlori record of the p r e v t o c ~ s  
p r o j e c t s  implementetl  i n  l l ondures ,  and t hc cjua 14 t v of  lie vl.ann1 IIQ which 
has gpne i n t o  this new p r o J e c t .  

~ i r e c  t o r ,  USAII)/llondurus 

Date: August 8,  1.986 



aescribe how a u t h c r i z i n s  end  
~ i q r o ? r i z t i o n s  coxzittees o f .  
Sena te  e n 2  House have D ~ c n  o r  
v i  ll b e  n o t  i f  iea cor,cerr.ing 
t h e  2 r o j e c t .  

. S .  - 1 ? r l s r  t o  -- 
o b l i 2 a t i o n  In excess G? 

$5OO,OOO, will khers be ' ( a )  
engineering, fin~n:iel a r  
e t h e r  plzns nezesskry to 
carry out t S e  z s s i s t z n c e  2 2 2  
( 5 )  a rp -  :onably S i r m  e s t i s c e  
of t h e  c ~ s t  t o  t h e  U.S. of 
the assistznce? 

F Y  1 9 8 6  Cont:nuina - Resolution - 
Set. 5 2 4 :  FAA S e c .  6 3 4 A .  A Congressional Not i f i ca t ion  was 

subn~itted by A . I . D .  on 
June 17,  1986. 

Items 2(a) and 2 ( b )  have been 
completed. 

Fkk Sec.  v 6 1 1 ( a ) ( 2 ) .  I f  
f u r t h e r  Icgislative s c t i o n  i s  
required wi t h i n  r e c i ~ i e n t  No further l e g i s l a t i v e  actions 
cocntry, what is basis i o r  required. 
rezsonable expectation that 
such ection will be corp le ted  
i n  t ime t o  p e r z i t  crderly 
z c c o c ~ l i s h x e ~ t  of cxraosz  cf 
t k e  assistance? 



?.\A S::c. 3 9 9 .  IS 9 : o - j ~ ~ :  
s u s c e ? t i S l e  'LC) e n s x t l o r .  2 s  
p a r t  of r e g i o n r l  o r  
z i i l t i l a t e r a l  p r o j e c t ?  If so, 
why is p r o j e c t  no: s~ 
e;:rc2~eii? I n f o ~ : ~ t k F c :  ;r?d 

The project  will encourage 
7(a ) , (b )  o ~ d  (E) ;  gill b~ 
neutral on 7(c)  and ( f )  ; and 
will take measures 
prevent 7 (d) .  



a r e  utilized I3 l i e u  cL . . 
' C do l--- d .  

i2: F?!. 1936 Conticuinq ResoZutici! 
Sec.  5 2 2 .  I f  a s s i s t z n c e  is 
f o r  t h e  ?rsdcction of azy 

L 

cozaodi ty  f o r  expor t ,  i s  :Ye 
c o m ~ ~ o d i t y  likely t o  be ir! 
s c r p l u s  on worlz z a r k e t s  e t  
the ti3e the  r e s u l t i c g  
p rodac t ive  c spzc i t y  beccms 
operztivs, 2nd i s  sach 
z s s i s t a n c e  l i k e l y  t o  czuse 
s ~ b s t z n ~ l c l  i n 2 u r y  t o  K . S .  
proc2uce:s sf t k e  sc:;c, 
e i n i l z r  os c s z q e t l n g  
c o m o d l t y ?  

llnticlura!c h f i w  a g r ~ e d  to p r ~ v  ide 
counte rpnrt  f inonc l n g  t o  the 
e x t e n t  possible. 

Yes 



Campet. i t  ive procedures w i l l  
encourage part ic ipat ion of these 
groups .  Part of TA package to 
he provided by 8 ( a )  firm. 



coun t  r i es? 



Yes 





a.  F A A  Sec. 1 2 2 ( b ) .  --- 
I n f o r m t i o n  a n  c o n z l u s i o n  on 
c ~ p i i c i t j r  'of tf;~ cour! t ry  t o  

r r e p a y  the iozn, zt i: 
r e , z s ~ n z b l c  r z t e  oC i n t e r e s t .  

--._.___ --  -- w i l l  co~pete w i t h  U.S. . . -. - . - . . 
~ n t e r p r i s r - s t  'is : there  En 

s. T C Q - ~  ,, ,--. of 1 9 2 5  SEC.  2 0 7 .  
K i l l  ESF f ~ n c s  be use< t o  
C .  z l n a n c e  t h e  coxs t ruc t i o : .  of, 
or t h e  o ~ e r ~ t i o n  o r  
m i z t e n c n c e  of, o r  t 5 e  
scssl-lnc of fuel for, e 

C - n 2 c l e a r  f z c i l i t y ?  r 1  S O ,  

!.zs =!-I? ?resldezt ccrtlfizd 

The assistance is in form of 
a grant. 
. - 

The Honduran productive entreprises 
will be competing primarily with 
lccal businesses and with other 

- -. non-U, S.. .international invebtorr;, -. - 

Yes 





L i s t e d  below a r e  t h e  s t c t u t o r y  i t e m  
-. - ..-. which normally w i l l  be covered  

r o u t i n e l y  in t h o s e  p i o v i . s i o n s  of z n  --. 
::.:-:sssistance e g r e e ~ e r . t  d e a l i n g  w i t h  its 

D: - ,  i n p l  
ag re  
c e r t  

2ti. 

by 
ses 

- 
on, o r cover  

s i n g  11 
i l r ~ d s .  

t h e  
3 

Yee, normal A.I.C. procedures will be " . .. 
followed. 

Yes 

Honduras does not pr 
discrimination. 

actice such 

No offshore procurement of 
agricultural coinmodities or products 
are contemplated. 

? z r i t y ?  (Z: . :c.z?t  lo r ;  ~ k t ; r e  . . - * cor ,z:ocl ty r :nznccd eoz lZ 20: 
~ O ~ C P . C E ~ . -  . '3. L , E ? ~ G z ' L ~ E ~  Lr. 



- .  
FAX Sec. 603. Is t h e  
s h i p p i n g  e x c l u d e d  frox 
c o ~ ? l i ~ ~ c e  with r e c u i r e m n t  
i n  section 93l(b) 02 the 
! 4 e r c h a n t  :.:srFnz A c t  of 1935 ,  
as mended, that e t  leest  50 

s v n e d  U .S . E : ~ l j  ca~:.zercizl-- 
vessels to t h e  extent rsch 
vessels ez-e ~ v a i l a b l e  zt. 
fair and reasonable r a t e s ?  

FAP. Sec. 621. If technic21 
zssistance is f l n z n c ~ 2 ,  \(iil 
such assistance b e  furnishec 
by p r i v a t e  ~ 2 t e r p r F s e  02 a 
c o n t r a c t  b a s i s  t o  t h e  
fullest e x t e n t  practicable? 
I? the fzcilitles o f  o t h e r  
Federal a ~ e n c i e s  w i l i  b e  
utilized, are they 
particulzrly suit~Sle, 2 o t  
compet i t ive  w i t h  p r i v z t e  
enterprise, end m d e  
evcilcLlz wikk;out ~ ~ 5 c s  
i n t e r f e r e ~ c e  w i t h  eoaescic 
2 r  cc;rams? 

No contltruc t ion or engineering 
a c t i v i t i e s  are contemplated. 

No 

Yes 



International A i r  -- 

of persons o r  ? r c ? e r t y  is 
financed on q r z n t  basis, 
will U.S. carriers be  used 
to'the e x t e n t  s u c h  s c r v i c e  
is evzilsble? 

FAA Sec. 630(k!. If for 
constructior! cf ? r a E ~ c t F t . e  - 
ex=erprise, will ~ s s r e S = t e  
vzlue of ?sslstance t o  b e  
f u r n i s h e Z  by t h z  3;s. n s t  
exceed $100 nillioa (except  
for p ro2uc t l ve  enterprises 
i n  Z g y ~ t  t h z t  w e r e  d e s c r i b e d  
i n  t h e  C?)? 

Yes 



-21- 

C. - O t h e r  Restrictiors ---- 

FAA Sec.  520(nj. D3 

arrengenents e x i s t  t o  i r ~ s c r e  
t h a t  U n i t e d  Etztes ? o r e i s n  Yes 
aic! is no t  used i n  E r;;cr.ner 
w h i c h ,  c o . ? t r e r y  to t h e  t e s t  
i n t e r e s t s  of t h e  U n i t e d  
States, proxo tes  or sssists 
the f o r e i g n  z i d  p ro j ccks  cr  
e c t i v i t i e s  of t h e  
Coxmur~is t -bloc cou~kries? 

Will arrafigements p r e c l u t e  
use of S i ~ e n c l n ~ :  Yes 

f o r  periormance of 
a b o r t i c n s  2 s  a method of 
family planning G i  t o  
notivete or  coezce 
persons to p r z c t i c e  
abortions; ( 2 )  t o  pay  
f o r  performance of 
i n v o l u r i t z r y  
sterilization E S  m t h c d  
of fanily plznning, D r  
to coerce or  p r o v i d e  
f i n z n c i z l  i n c e n t i v e  t o  
any person to ~ n d e r g o  



sterilization; ( 3 )  to 
p a y  f cr zny  bi unedicsl 
r e s e a r c h  ~ h i c h  relates, 
iri whole o r  pzrt, t o  
n e t h a d s  o r  tne  
per fo inence  of  zbortions 

. , -  -..... - -  - , .  . .  - -  . o r  i3voluntary 
, sterilizztions a s  a 

Yes 

Yes 

Yes 

p o l i c e ,  p r i s o n s ,  o r  
o t h e r  l a s  enforcenent 
f c r c , = s ,  e x c q t  f c r  
r~zrce:Fes s r ~ ; r m s ?  

Yes 

FLk Ssc. 0 3 i ( i ) .  % r  
? ~ r c h 2 s e ,  s ~ l e ,  
1 0 2 5 - t e r z  l e ~ s e ,  
e x c h a n g e  o r  c u z r z n t y  of 
t h e  s a l e  of Z G ~ O T  
v e h i c l e s  m a n u f e c t u r e d  
o u t s i 2 e  U.S., un less  a 
waiver is o b t ~ i n e d ?  

Yes 



Yes 

k. F3! 1986 Continuing 
?;esoluzion, Sec.  511. ,- 

For ;?;e purpose c=  
e i d i x g  t h e  e f c o r t z  of 
h e  g o v x c z e n t  oE sxch 
country t o  re?ress thz 
i e g i t b z t c  rights o f  thz 
? o p ~ l ~ t i . o n  o f  zxch 
c c m t r - . c o z t r e r y  to t h e  
Yniversal D e c l e r e ~ i o n  o f  

7. Sunan nrghts? 

Yes 

1. F'Y 1986 C m t i n u l n z  ..- 
'eso~ution. Sec. 3 6 .  Yea 

& .." 
n 
L O  be vsed f o r  publicity 
or p r o p q c n d c  par2oscs 
~ 5 t h l n  2.S. not 
zuthor ized by Congro.~s? 



A N N E X  I11 

T E C H N I C A L  

E X H I B I T S  



The Technica l  As&le tancc  Team prcpnrcd n number of r e p o r t s  
t h a t  covered eve ry  a s p e c t  of t h e  p r o j e c t  and lnycrl t h e  foundat ion 
f o r  des ign ing  t he  va r ioue  phases t o  Implement t he  p r i v a t i z a t i o n  
p lan .  The work c o n o l s t s  of e i g h t  major s t u d l e u  which a r e  l i o t e d  
below. Except f o r  one which d e a l s  wi th  t h e  c r t t e r l a  f o r  des lgn  and 
implementat ion,  t h e  r e s t  a r e  not a t t a c h e d  t o  avoid heving n bulky 
package. These r e p o r t s  can bc found i n  t h e  f i l e s  of 
u s ~ Z ~ / H o n d u r a s / P S ~ ,  nnd t h e  Center  f o r  P r i v a t i z a t i o n .  

A b r i e f  d e a c r i p t l o n  of t h e w  r e p o r t s  w i l l  provide an overview 
of t h e  scope of work t h a t  was undertaken: 

Task 1 Report - P r i o r i t i z a t i o n  of COIVADI Firms - This  r e p o r t  
d e a l s  w i th  t h e  methodology uoed t o  s e l e c t  t h e  f i rms  and exp l a in8  t h e  
p roces s  t h a t  was fol.lowcd t o  a r r i v e  a t  a l ist  of t a r g e t s  f o r  t h e  
i n i t i a l  phase of p r i v a t i z a t i o n .  

Task 2 Report - In-Depth Review of Se l ec t ed  Firms - Cons i s t s  
ef tlhe methodology used plua t e n  i n d i v i d u a l  r e p o r t s  on t h e  f i rme  
which have been i d e n t i f i e d  a s  p r i o r i t y  cand ida t e s  f o r  t h e  p r o j e c t .  

Task 3 Report  - Report on Deal-Making A c t i v i t i e s  - This  i s  
b a s i c a l l y  a  market ing r e p o r t  t h a t  covers  r e s u l t s  t o  d a t e ,  p o i n t s  ou t  
r e a l  and p o t e n t i a l  impediments t o  concluding s a l e s  and c i t e s  
s p e c i f i c  c a se s .  

Task 4 Report 

Task 5 Report  
o u t l i n e s  t h e  cou r se  
p r i v a t i z a t i o n  t o  a s  
suqpor t  f o r  same. 

- Cons i s t s  o i  t he  fo l lowing  f i v e  s t u d i e s :  

a )  CONADI I n s t i t u t i o n a l  P r o f i l e  
b) Economic Impact of P r i v a t i z a t i o n  
c )  Market Demand Assessment 
d )  Legal Aspects - Emphasis on Review 

of P r i v a t i z a t i o n  Law 
e )  P r i v a t i z a t i o n  i n  Honduras - Obs tac l e s  and 

Oppor tun i t i e s .  

- P r i v a t i z a t i o n  Seminar Program - This  r e p o r t  
of a c t i o n  recommended t o  e x p l a i n  t h e  p roces s  of 
wide a  s e c t o r  a s  p o s s i b l e  and promote p u b l i c  

Task 6 Report  - CONADI P r i v a t i z a t i o n  Action P lans  - Thi s  i s  a  
b l u e p r i n t  f o r  t h e  t r a n s f e r  of CONADI ho ld ings  t o  t h e  p r i v a t e  s e c t o r  
and i nc ludes  a  d e s c r i p t i o n  of p o r t f o l i o  a n d - a s s e t s  and a  t r a n s f e r  
implementation schedule .  

Task 7 Report  - I n s t i t u t i o n a l  Conf igura t ion  - This  is a 
b l u e p r i n t  of t h e  p r o j e c t  and o u t l i n e s  t h e  s t e p s  and procedures  t o  be 
fol lowed t o  implement t h e  p r o j e c t .  



PODER LEGISLATIVO 

DECRETO NUMERO 197-85 ' 

C O N T E N I D B  

COh\UI4ICACIONES, CJBRAS PUBLICAS Y TRANSPORT€ 
Acuerdo Nbrnert, 186 .- h a  do 1976 

JOSE EFP?IX BU GIRON. 

Residents 
rn 

COhSIDERANDO: Que el AtUcul* 4, n h e r e l  5 del 
Bueodicho h t o ,  me lenerc r "dorucionos en pap" en vez hLhRIO mmQUE PNmrO 
Q "dadoma en pa&' como ea lo correcto. 

D E C R E T A :  

ArUmlo 1.-&formu el Artfculo 3 del Amto 
Nv 161.85, el d dcberi leema dc Ls mnem niyiente: 

S1 trammddo un plnu, de c u n t m  m u m  no two pod- 
t.1- opcraciong d e  trosposo en la f m  sciialads en 
mte ~rtfculo  b Corpornc-ib National de Inversionn (00- 
N-I) podrS tmspenarlu pas un fln d i fmte .  

Artlcdo 2 . - M o m  el c m e r d  5 del Artlsulo 4, el 
c u d  tiebemi Iwxw: 

Por %to: Ejenitme. 
I 

Ttpcigalpa D. C., 12 60 naviernbrc da 1985. 

ROBERTC, SULW WRDOVA 

P R E S I D E N T E  



M c l ~ ! o  2.-E3 etrtudo ticnico-erwcimico out. dvtfi:m 
wr elnborado por Is Admini.dracj& tie CONADI. 6 18 
k28e gen tnd  que orienk d promoo dc tr;re~aao, -1 p l ~  q w  
.% apmebe p m ~ d  lcm cdterica a la J e  DirPctiva de 
CONADT psra rlPcidir cuando 8e u f l i = a d  el pmcedknicnto 
de ~ h z  pliblin y r u h  el procedimientb de ni%~ocis .  
ci6n d i m  En todo case, se nknsieri a1 crit~rio ~cnern l  
de la n W W  de ~activar Is induRtria naciond y n-cu- 
ipxr !.m invcrsioncs o min'mizu Ian pi . rd jd~v dc COShDI 
c3 el mcncr p l m  quc wn @b!e y ctnrcnjmte. 

a) B%xiyiin Ce 1 % ~  !hta  a tntqsferir, m rsrrcifir~- 
ci6n du los quc sm rmy:nmii, bknw cnnuml;n, ~ r 6 -  
difm, p~r;kipnci5n en mirrlndm rccrcnntiles y rwrlcfi- 
q d e n  o'4mi bienee dltintoe a loe c n t r r i o w :  







Articul(> 34.--Ph c:uu dc. rim;!::,r .:::rL 1w'-n!11!;1 r?lnlo 
c c m w w t s ~ r i r  III: la ;~l~:rc: i i>ln dr. ::m . : :*~i~ l Ius  y .tcr:lctrlt-r 
pr~m 1wnl-w Irr ~ a i i n h n  fu::mcwnl 14. !:w 1 :rrllr*-:ui (:ONAI)I 
~ ~ t u ~ r t m ! r i  LI ;knIi& i n c x ~ k k  q'J* r i  ~~:;I :XKUIA it,r:!::blc- 
m r n t o  y tru rmnunic:~rh R !I* OI-;':!.I.L..IT.IH rorrtr~lrm:l  i I d  
Fntrdo. 

r P:uu ICD c ~ f c ~ ~ m  de Icn rur~diricrrrm rr4t nrim cn loa 
Si ctnno tr~rrwcwmcin' dc In t r . ~ : c ~ f c t - ~ i a  d 3wIr1r PA- i,,,i,, b), c., I, :LnLcrirrrca, ~i,.,.~.j,.,, 

v 1 1 t  I I J n 1 r lLllr,,i,,r t ; , r m i , l t ~  rr.:jl nr:.uiblru. ;L ~i:;c:n.c.lt;n ;,lc,!,iiendo 
d \ d n r  ny+tr;ldo 1% 5 L r w  y 1.1 \-:{lor rlc vvnla dc I c a  ply ::sld,:nu dr! ch csuco qllc r,c,lrl T:L1: c:.l bjCS nctivwi 0 N A L ) I  1-unbicn J r a t *  n !x ;-)did:i u ~ c u r n d n .  

c, t l r l  v, , : i  iCTlcs pimi pmm, l a  c u d  RO n : i r L i m  v ~ r n u n i c ~ r ? ~  e n  1;) I i~r rnn  rmvi.* 1.n 

~ ~ ~ : ~ l , j f ~  ldd m n t ~ n t : s  t.2rvidm dc l~sktcrlcin i;Cli- 
d )  Qilr c o n d i d ~ n  dcudm r w i i r n t n  r n i r ~ m c r  tie 

cfi, pmmcri6n dc ,.,..k c!r rralllariin (ie b i ~ n r 2  de p u -  
~nrl.r+.r.!v1.-i611 dc. c n ' 4 i l m  y/o c~~:nprx-vlr~t.a de r ~ c n t L  i(i,Lii c:Ll:.,.L,c r,,., t.(!,,! r;bs,.,.Rn t~C(:z. r . ~ r ; + x i  *:!to 

-' 
, A ,  1s; 

d l  i ~ ! I L I L  t% t-urp?.xa 

C )  C.:L. ~i h r t v r h  I!C In r m , I . v ~ l t , i ( ~ n  p a  :qn infc~lll,r a la .:.:,- L Y ) ~ . ! ,  I>: ~!r:y: i ,r j  :. p l : ~  L ! 0 (, ,-: 'L:!& tifix o:c;inlrria que cobra ~X)XAUI; r.w ,.!;iM.c:!L!::2(~M qLk-. i,JLy c4 ):I& VS:I:?.~N !~.*::.i.y% 

I,,::,,'.r,,ic,,i ;,,'t:im y de c:.:Jic Je crr;rrr--..& r c :r:r acu- . . f )  ci1e 1~2tg1n: c n  eft-dvo o cn c 1 t m  hiwes dc fin1 d l -  , , iF[ ty,...o a,z.ki(,:, Ge Dicr:.~~ez 8.c 1(%3 : . - . : . - ~ ~ ,  
a c i h  p r c v i ~ ~ ~ i c n t s  t~.iarlm c . ~ d o  m.wm el 205- ddd rirc.t::J, x;dfi <;ue E*. .&=..+ en c: :s t t  L! i ,.,: :r !<: :;.+ 
tow de h d%dn con kua I I ' .~~A~\*D,  inten-; 

17 cLvm cr : sLztoq  0 



A tsto efect., el KinistErio de Hacienda y Cridito Pu- 
y 0idt.o fiblico. 

blico vighrh el edrkb .amptimiento de la pre~ieate 
-& 25 E. 86. 



PODER LEGISLATWO C O N T E N I D O  

DECRETO NUMERO 161-85 

(X)SS11~131&YL)o: Quc oi Gol~icnlo dc la ILcpuf$ca 
4ii cm ~r:ii:uk, en mljwnu la cnsie ecouinuca quc a b l e  t i  
la Nnci&.~ rp1i~:mdn lou rn(~ranimnsa  IS vi;iWeu dc incrc- 
rnlrnto dc Ir ptuducci6n, fomcrrb dc Ira c x p r t a c i o n c . ~  y 
pn1mn~-.i6n de Im invcruiot~ca 

Se cxccptdan todm q u c U o e  bicnes mucbles e i.llmue- 
bl~r, que s i r v e n  p.ua el n o d  fundwento dc :a 
CDNADL 

ARTICLZO 2.-Tab vrnta de a c t i v w  4c hari m ~ w -  
Le el procedimiento de subasta pitbllca o de regociacibn di- 
recta, a criterio de 18 Junta Dircctlva de COSADI. h a  
procedimjentoa fe ajwtarin a las disposicionm siguientes: 

I .  SUBASTA: 

1. La CurporuiGn d e k h  establecer el precio d p i m o  y 
Je& condicionea de venta de cada errpresa. par& 
cipacibn accionaria u o t m  bienes en base a un avahio 
tecnico finmciero que cornidere el m l o r  de mercado 
de loe activoe. 

hzstn e l  30 de ibril de 19E6 b r  un m o n b  do CIEKI'O 
TZUZXTA Y DOS S f l L l X N E S  D O S C T E i i S  S I m  .Ma 

C O N S 7 D m :  Que el ejercido dc laa activid3dca 
econirmjc3e cbrrmponde pri~cordialmentc a 10s particulms. 
pur lo que a, de convcnic:~cin national t ~ ~ ~ p n r ; u  a1 .sector 
privwlo I;?-., -=rn;)rrm p r = i c i p : ~ i o n ~  :tcckn,.zieS v clc:-.k~ 
a c t j ~ ~  de c s 5 c t c r  p d u c t i v o  cn pder de la <DsAD~. 
nlnjiante la e j ccuc i6n  de un plan t&cnicbcron6mico onfc 
mido. que ticnda a rc?culwrar la9 inv~rsioncs o hinirniznr 
13s p6rdidm mi c o r n  n rrxtinr !as u n i d x L a  p n d u c t i v a s  
rn~rL.wte In c?irccc;6n c:npn.n~riA y la ingc~ciim de 1.3pi?31 
;'rivRdo. C )  S u p ' n k n d e n c i a  Je F ~ n c o s  del 1bnco Ccnteal de 

Hond~uae;  
POR T A r n ,  

D E C R E T A :  ch) Dirrccibn GccrPI dc F m b i d d  Adrninistntiva: y. 



7 )  Valnr ~ U ~ r ~ n d o  dr la nrtlvom; 



ARTICvZO 13.-La rrrurscs gcmcdon p r  In venta 
de lile emptwa, j~~ E O C ~ ~ C B ,  bienes y otms activrm, pa- 
!:L.<LII n constit.& rn fond? t~ favur de COSADI en el ~ ~ c o  ( 
G.:r.tr-iI dc  I1mdum, el c.A MA i,Lil'I=3do p m ~  nkncler en 
fornu ~~rioriuuin el send& & la deudn ~ u n n t b d a  par 
el Eshdo. 

c i k  ~ o n ~ & i i a  de DefuirroUo &;brt.stal (OHDEFOR'), de 
la C o r r d b n  Hondureiia dcl B.vlano IC€)!-IBASX) v del 



I. Nat l o n o l  Bank f o r  A g r l c u l t  urn1 Tkve'lopment (UANADKSA) - 
BANAIXSA is  t h e  pr inc. lpu 1  f l n n n c i a l  I n s t  i t l i t i o n  of t h e  COH i n  c h a r g e  of 
p r o v i d i n g  c r e d i t  t o  t h e  a g r i c u l t r l r a l  sec1:or. TI :  was c r e a t e d  i n  1980 t o  
s u b s t i t i t e  t h e  Ranco N ~ c i o n a l  d r ?  Fomerito (RANAFOM). BANADISSA owns s h a r e s  i n  
t h e  fo l l ow$ng  companies: 

Agro A v t c o l ; ~  d e  Ilonduras 
Al tou  Hornos d e  CentroamGrici.1 
Azucarera Cho lu t eca ,  S  .A. d c  C . V .  
C a r t o n e r a  Nac iona l ,  S.  A. 
Compania P ino  C e l u l o s a  d e  Cent ro  Am6rica 
Azucarera  C a n t a r r a n a s ,  S.A. d e  C.V. 
Cooperat Lva d e  Empleados-UANAFOPI 
Expor t ado ra  d e  Cafe  Honduras, S. A.  
Fab r i ca  Nacioiml d e  Al imentos ,  S.A. 
Companln Agr l co l a  C a f e t a l e r a ,  S.A. 
Produc t o s  Lac t e o s  S u l a ,  S .A. 
S e r v i c i o s  Madereros ,  S.A. d e  C.V. 
Tref  i l ado ra  d e  Cent r o a d r i c a ,  S  .A.  

N a t i o n a l  Foods tuf f  Supply Agency (RANASUPRO) 

BANASUPRO was e s t a b l i s h e d  t o  p r o v i d e  low-priced food  p r o d u c t s  t o  low income 
consumers i n  urban  a r e a s ,  t h rough  a  ne twork  of r e t a i l  o u t l e t s  s e r v i c e d  by a  
c e n t r a l  w h o l e s a l e  f a c i l i t y .  I t  s p e c i a l i z e s  i.n t h e  d i s t r i b u t i o n  of  canned ,  d r y  
goods ,  a n d  p o p u l a r  consumer i t e m s  of l o n g  s h e l f - l i v e s  and  f i x e d  p r i c e s .  
U n f o r t u n a t e l y ,  a f t e r  t e n  y e a r s  of o p e r a t  i on ,  its c o n t r i b u t i o n  t o  improving  t h e  
Honduran food  d i s t r i b u t i o n  sys tem h a s  been l i m i t e d .  By t h e  end of 1984,  
BANASUPRO h a s  a  cumula t t ve  d e f i c i t  of L. 5.9 m i l l i o n ,  n o t  c o u n t i n g  L. 2.5 
m i l l i o n  i n  a c c o u n t s  r e c e i v a b l e .  During 1985,  t o  reduce  i t s  o p e r a t i n g  l o s s e s ,  
t h e  e n t i t y  c l o s e d  down 1 8  of i t s  r e t a i l .  s t o r e s ,  p l aced  t h i r t y  s t o r e s  w i t h  
c o n s i e n a t a r i e s .  w h i l e  k e e ~ i n e  t h e  c e n t r a l  w h o l e s a l e  f a c i l i t y .  65 s t o r e s  and ,., . ., * * 

three under  i t s  d i r e c t  management. 

3. Honduran Marke t ing  I n s t i t u t e  (IHMA) 

The GOH established IlMA a s  a s p e c l a l i z e d  e n t i t y  i n  1978  t o  f o r m u l a t e  
a g r i c u l t u r a l  marke t i ng  p o l i c y ,  p r o v i d e  t e c h n i c a l  a s s i s t a n c e  and  i n f o r m a t i o n  t o  
m a r k  t i n g  o p e r a t o r s ,  e s t a b l i s h  minimum producer  p r i c e s ,  a s s u r e  a d e q u a t e  
s u p p l i e s  f o r  t h e  consumer p o p u l a t i o n ,  and r e g u l a t e  i n t e r n a t i o n a l  t r a d e  o f  
f o o d s t u f f s .  I n  p r a c t i c e ,  h o i ~ e v e r ,  I H M A ' s  a c t i v i t i e s  have been  c o n c e n t r a t e d  on  
i n t e r v e n t i o n s  i n  t h e  b a s i c  g r a i n s  marke t ,  which have  b a s i c a l l y  c o n s i s t e d  of 
c o r n  and bean  p u r c h a s e s  a t  h a r v e s t  t ime.  To s u p p o r t  t h i s ,  t h e  e n t i t y  h a s  
e s t a b l i s h e d  a  ne twork  of n i n e t e e n  s t o r a g e  f a c i l i t i e s  t h roughou t  t h e  c o u n t r y ,  
w i t h  a n  a g g r e g a t e  s t o r a g e  c a p a c i t y  of app rox ima te ly  1 1 0 , 0 0 0  MT of  g r a i n s .  A t  

- ~ 

p r e s e n t  IHMA f a c e s  a  c r i t i c a l  f i n a n c i a l  s i t u a t i o n ,  which a r i s e s  from t h e  SOH'S 
f a i l u r e  t o  p r o v i d e  a permanent s o u r c e  of f u n d i n g ,  i n a d e q u a t e  management, a x i  
t h e  v e r y  complex i ty  of i t s  r o l e .  



4. Honduran Fore  st r y  Corporal:  i o n  (COIIIEFOR) 

COHDEPOR was c s t a b l i s h c d  i n  t l ~ c  1 9 7 0 ' s  t o  d e v e l  op t h e  c o u n t r y '  u f o r e s t r y  
i n d u s t r y .  It  w a s  p r o v i d e d  w i t h  a h rood  c h o r t c r ,  which i n c l u d e d  r e g l ~ l n t o r y  a s  
w e l l  wood p r o d u c t i o n ,  p r o c e s s i n g  ntitl m l ~ r k e t i n g  f u n c t i o n s ,  Thc! e n t i t y  promoted 
t h e  e s t a b l i s h m e n t  of e e v e r n  1 saw m i  1  ls ,  t h a t  h a v e  r e s u l t  ecl i n  mn J o r  f i n a n c l o l  
l o s s e s .  The GOH h a s  r e c e n t l y  promoted Lhc s a l e  t o  p r l v n l c  L n t e r e ~ t ~  o f  
I n d u s t r i a  F o r e s t a l  Aguo F r i o  S.A. ( I 'TAFSA) .  Ilowever, COtiDKPOR r;L 11 1 re tnlnr;  
n a j o r i t y  o w n e r s h i p  i n  t l t e  f o l l o w i n g  companies :  

C o r p o r a c i b n  F o r e s t a l  In t lus t  r l a l  rle Olancho  (CORFTNO) 
C e n t r a l  d e  A s e r r l o ,  S.A. (CASISA) 
I n d u s t r i a  Madere ra  Locomapa 
S e r v i c i o  M a d e r e r o ,  S.A. (SRMSA) 
R e s i n a s  d e  Ho:~duras ,  S.A. 

5 ,  Honduran C o f f e e  I n s t i t u t e  (IHCAFE) 

IHCAPE is t h e  GOH e n t i t y  e n t r u s t e d  w i t h  p r o m o t i n g  t h e  deve lopment  and 
r e g u l a t i n g  t h e  c o u n t r y '  s c o f f e e  i n d u s t r y .  Among t h e  series o f  a c t  L v i t i e s  
c a r r i e d  o u t  by IHCAFE, i t  h a s  e s t a b l  i s h e d  f o u r t e e n  c o f f e e  mi l l s ,  t o  improve  
p r o d u c t  qual. : ty a n d  a l l o w  d i r e c t  Farmer  p a r t i c i p a t i o n  i n  p r o c e s s i n g .  
P r e s e n t l y ,  however ,  a l l  t h e s e  m i l l s  a r e  p n r a l . i z c d .  

6. Honduran Banana C o r p o r a t i o n  (COHBANA) 

COHBANA was  set up  by t h e  GOH t o  gulde and  r e g u l a t e  t h e  deve lopment  o f  t h e  
c o u n t r y ' s  b a n a n a  a c t i v i t i e s .  To a c c o m p l i s h  t h i s  p u r p o s e ,  a n d  among a  s e r i e s  o f  
o t h e r  a c t i v i t i e s ,  COHBANA promoted t h e  e s t a b l l  shment of  s e v e r a  1 b a n a n a  f a r m s ,  
which  a r e :  

C o o p e r a t  i v a  Rananera ,  S  .A.  (CORASA) 
S a n t a  In& 
F i n c a  T r e s  
Empresa  A s o c i a t  i v a  d e  T s l e t a s  (EAST) 

The f i r s t  b a n a n a  f a r m ,  COBASA, i s  t h e  o n l y  o n e  p r e s e n t l y  managed by COHBANA. 
The l a t t e r  t h r e e  f a r m s  have been  s o l d  a l r e a d y  t o  f a r m e r  g r o u p s ,  e v e n  t h o u g h  
t h e y  a r e  s t i l l  f a r  f r o m  f u l l y  p a i d .  T h e r e  Ls much i n t e r e s t  i n  COHBANA f o r  
p r i v a t i z i n g  COBASA, a l t h o u g h  i t  is  c o n s  i d e r e d  n e c e s s a r y  t o  i n i t i a l l y  
r a t i o n a l i z e  i t s  o p e r a t i o n s .  

7. I n d u s t r i a l  Development  C e n t e r  (CDI) 

The CDI i s  engaged  i n  t h e  provision of  f i n a n c i a l  s e r v i c e s  a n d  t e c h n i c a l  
s u p p o r t  t o  medium-sized and  s m a l l  c o m p a n i e s  i n  t h e  i n d u s t r i a l  s e c t o r .  T t  also 
p r o v i d e s  a s s i s t a n c e  t o  i n d e p e n d e n t  a r t i s s n ~ .  The e n t i t y  is p r e s e n t l y  engaged  
i n  t h e  o p e r a t i o n  o f  t h e  f o l l o w i n g  a c t i v i t i e s  and f a c i l i t i e s ,  which c o u l d  b e  
p r i v a t i z e d .  

Two A r t  i s a n a l  Shops ,  o n e  i n  S a n  P e d r o  Suli.1 and t h e  o t h e r  i n  
T e g u c i g a l p a .  



Ccr;lml c  Fuc t o r y  
'rllo A r t  l sonwl Mnrkvt  of' Vnl l c l  (11- Angcn lcr;, I ri ntldi LLon t o  u new o n e  t ; i a t  
wl l  1 he ~ h o r t  l y  opc~~inc~t l  I n  Roat fin. 
Rura 1 Techno log Leri Pro;jc*ct, wh i c.11 hiis a s s u r e d  1lSAJ.D s u p p o r t  lint . l 1 9 8 8  b u t  
w l l l  requlrc :  new rclndinl; n o u r c c s  from that. y e a r  on.  

8. Municipa I. Coirc?rnmentu 

' ~ h r o ~ l g l i o u t  t l i c ?  c o u n t r y ,  v i r t t ~ : ~ l  l y  111  i i  11 ~ ~ r b a n  c o r n u n i t  l c s ,  municipal 
govcrnnwntt j  ow11 ;I  ntl o p c r t l t c  pub1 I c ret; l  i 1 a n d  W ~ O ~ C H ~ I  1': m a r k e t s ,  t r u c k  
t e r m l n i ~ l s ,  ~ ~ w l  ; ~ b b n t o l r t i .  S p c c l f i c r ~ l  l y ,  Llic Tegucfp,;ilpii M ~ r n i c i p a l  l l y  owns and 
a d m l n l u t  era ucvcn  pub1 i r  initrlwtfi, w i l l  le t h e  Son P e d r o  S u l a  M u n i c i p a l i t y  owns 
and o p c r a t e a  f l v c  pub1 l c  m n r k e t s  and o n e  s l a u g h t e r h o u s e .  A m a j o r  s h a r e  o f  t h e  
f u n d s  a l l o c a t e d  t o  t h e  construction of  t h e s e  facilities by m u n i c l p n l i t i e s  h a v e  
been  c h a n n e l e d  t h r o u g h  t h e  Ranco Munic ipa  l Autbnomo. 

9. N a t i o n a l  C h t l d  W e l f a r e  I n s t i t u t e  (PANI) 

PANI, t h e  GOH e n t i t y  i n  c h a r g e  of  p r o m o t i n g  c h i l d  w e l f a r e  and b a s i c  h e a l t h ,  i s  
e n g a g e d  i n  t h e  p r o d u c t i o n  of  a  w i d e  r a n g e  o f  l o w - p r i c e d  b a s i c  m e d i c i n e s  o f  
m a s s i v e  c o n s u m p t i o n ,  i n c l u d i n g  a s p i r i n ,  a m p h i c i l l i n ,  cough  s y r u p s ,  and  v i t a m i n  
c a p s u l e s .  A l l  o f  t h e s e  p r o d u c t s  are  e l a b o r a t e d  i n  a  r a t h e r  s o p h i s t i c a t e d  p l a n t  
l o c a t e d  i n  T e g u c i g a l p a ,  by mix ing  m o s t l y  i m p o r t e d  i n g r e d i e n t s .  About 95 p e r  
c e n t  o f  PANT'S r n e d i c i n  o u t p u t  i s  s o l d  t o  t h e  M i n i s t r y  o f  H e a l t h .  

10. M i n i s t r y  of N a t u r a l  R e s o u r c e s  (MNR) 

The MNR, t h e  Honduran M i n i s t r y  e r r t r u s t e d  w i t h  t h e  d e v e l o p m e n t  a n d  c o n t r o l  o f  
t h e  c o u n t r y ' s  a g r i c u l t u r a  1 s e c t o r  and n a t u r a l  r e s o u r c e s ,  i s  a l s o  e n g a g e d  i n  
a c t i v i t i e s  a s s o c i a t e d  t o  t h e  p r o d u c t i o n  o f  g o o d s  a n d  s e r v i c e s .  S p e c i f i c a l l y ,  - 
t h e  M i n i s t r y  p l a y s  a  d o m i n a t i n g  r o l e  i n  t h e  p r o d u c t i o n  of improved s e e d s  and 
t h e  p r o v i s i o n  o f  f a r m  m a c h i n e r y  s e r v i c e s .  

11. O t h e r  GOH E n t e r p r i s e s  and E n t i t i e s  

I n  a d d i t i o n  t o  t h e  a b o v e ,  t h e r e  e x i s t  t h e  f o l l o w i n g  GOH e n t e r p r i s e s  a n d  
e n t i t i e s ,  e n g a g e d  i n  t h e  p r o v i s i o n  o f  e s s e n t i a l  s e r v i c e s .  

N a t i o n a l  E l e c t r i c  E n t e r p r i s e  (ENEE) 
N a t i o n a l  P o r t  E n t e r p r i s e  (ENP) 
N a t i o n a l  R a i l r o a d s  o f  Honduras  (FNH) 
Honduran T e l e p h o n e  Company (HONDUTEL) 
Honduran Soc i  a 1  S e c u r i t y  I n s t i t u t e  (IHSS) 
N a t i o n a l  T r a i n i n g  I n s t i t u t e  (INFOP) 
N a t i o n a l  Hous ing  I n s t i t u t e  (INVA) 
Water and Sewer  Company (SANAA) 
I n d u s t r i a l  Development C e n t e r  (CDI) 
I n d u s t r i a l  Development Fund (FONDEX) 



CONAD[ w a ~  c r e a ~ c i t l  or1 J ~ l y  3 ,  19714, i l s  ;I tax-c*xclnlp~ p u b l l c  i nves tmen t  
corporation. The o b j e c t i v e s  of  CONADT were t o :  ( 1 )  a c c e l e r a t e  p r i v a t e  and 
mixed fnvcsLmcnt in p r l o r l t y  economic s e c t o r s ,  ( 2 )  s t - rengt l len  t h e  c a p i t a l  and 
s e c u r i t i e s  market  s o  ;is t o  moni l i  z e  sovln):f;, nrid (3)  f a c i l i t a t e  a c c e s s  by 
i n d i v i d u a l  l l o n t l r ~ r a ~  i nvenLoru t o  owncrl;hlp I n  Local e n t e r p r i s e s .  

The C o r p o r a t i o n  i s  governed  by n Hoard of  D i r e c t o r s  composed of 
government  and p r i v a t e  s e c t o r  r e p r c s e n t n t  1 vcs  . The Hoard has  r e s p o n s i b i l i t y  
f o r  app rov ing  a l l  l o a n s  and i n v e s t m e n t s  and o p e r a t e 8  w l t h  " a b s o l u t e  
independence"  s u b j e c t  t o  t h e  g e n e r a l  I aws of l londuras  

During t h e  pe r iod  1975-1981, CONADI W,LIS a  ma jo r  s o u r c e  of i nves tmen t  
c a p i t a l  i n  Honduras. The C o r p o r a t i o n  i n v e s t e d  i n  a  wide r ange  of  companies  
(66 i n  t o t a l )  and was a key i n s t r u m e n t  i n  s t i m u l a t i n g  economic growth .  P r i o r  
t o  CONADI's f i n a n c i a l  c r i s e s  i n  1981 ,  i t  was e s t i m a t e d  t h a t  t h e  C o r p o r a t i o n ' s  
i n v e s t m e n t s  accounted  f o r  a p p r o x i m a t e l y  6 p e r c e n t  of t h e  n a t i o n ' s  g r o s s  
d o m e s t i c  p roduc t  d e r i v e d  from t h e  manufac tu r ing  s e c t o r ,  6 p e r c e n t  o f  
employment i n  t h i s  s e c t o r ,  2 1  p e r c e n t  of t h e  t o t a l  v a l u e  of i n d u s t r i a l  e x p o r t s  
and 59 p e r c e n t  o f  g r o s s  i nves tmen t  i n  manufac tu r ing .  

CONADI's i nves tmen t  p o r t f o l i o  c o n s i s t s  of l o a n s  (30%) ,  e q u i t y  
i n v e s t m e n t s  (19%) ,  and l o a n  g u a r a n t e e s  (51%) based on a u d i t e d  1984 f i g u r e s .  
Al though a  r e a s o n a b l y  l a r g e  number of  companies a r e  i n v o l v e d ,  most of t h e  
p o r t f o l i o  is c o n c e n t r a t e d  i n  t h e  a g r o - i n d u s t r y  and c o n s t r u c t i o n  s e c t o r s  (632)  
and i n  a r e l a t i v e l y  s m a l l  oumher of companies  (4 of  which accoun t  f o r  51% of 
t h e  e n t i r e  p o r t f o l i o ,  1 4  f o r  80% and 28 f o r  96%).  B u s i n e s s  l i n k a g e s  among t b e  . 
companies  l n v o i v e d  f u r t h e r  c o n t r i 5 u t e  t o  t h e  nar rowing  of t h e  p o r t f o l i o  ba se .  

As of December 31, 1984,  CONADI ' s  l e n d i n g  and i n v e s t m e n t  p o r t f o l i o  
t o t a l e d  Lps.349.2 m i l l i o n ,  o f  which Lps. 171.6 m i l l i o n  (49%) were c o n s i d e r e d  
u n c o l l e c t a b l e .  Tn n d d i t l o n ,  CONADI had c o n t i n g e n t  l i a b i l i t i e s  ( p r i n c i p a l l y  
l oan  g u a r a n t e e s )  va lued  a t  Lps.212.5 m i l l i o n  of which Lps.1213 ( (59%)  were 
c o n s i d e r e d  u n r e c o v e r a b l e .  Near ly  8 0  p e r c e n t  of C G M A D I ' s  e n t i r e  p o r t f o l i o  is 
i n  companies  which a r e  c u r r e n t l y  o p e r a t i n g  a t  a  loss,  e x p e r i e n c i n g  s e v e r e  
f i n a n c i a l  d i f f i c u l t y ,  o r  whose Eu tu re  i s  u n c e r t a i n .  T o t a l  l o s s e s ,  a s  
e s t i m a t e d  by i ndependen t  a u d i t o r s  s t o o d  a t  Lps.294.7 m i l l i o n ,  assuming 
CONADI's a b i l i t y  t o  r e c o v e r  a t  l e a s t  60  p e r c e n t  o f  documented c o l l a t e r a l .  
C O N A D I ' s  a g g r e s s i v e  bor rowing  p o l i c y  s e r i o u s l y  l e v e r a g e d  i t s  c a p i t a l  b a s e  i n  
amounts  d a n g e r o u s l y  i n  e x c e s s  of g e n e r a l l y  accep t ed  i n v e s t m e n t  banking  
p r a c t i c e s .  A s  a  r e s u l t  of i t s  borrowing p o l i c y  and i n v e s t m e n t  p r a c t i c e s ,  
CONADZ was bo th  e x c e s s i v e l y  l e v e r a g e d  and s add l ed  w i t h  a  non-performing l o a n  
and e q u i t y  p r o t E o l i o .  T h i s  combina t i on  r e s u l t e d  i n  a  r a p i d  d r a i n  on  c a s h  
r e s e r v e s  and t h e  i n a b i l i t y  of t h e  C o r p o r a t i o n  t o  c o n t i n u e  t o  i n d e p e n d e n t l y  
s e r v i c e  i ts o b l i g a t i o n s .  By 1981 ,  t h  C o r p o r a t i o n  r eco rded  i t s  f i r s t  o p e r a t i n g  
d e f i c i t .  By 1982 l o s s e s  had e r a s e d  a l l  a v a i l a b l e  c a p i t a l  and CONADI was 
t e c h n i c a l l y  bankrupt .  

* S r c  unattnc:hc?tl Annclx T I  1 .  A .  4 f o r  c . o m p l c t r  i n s t i t u t i o n a l  a n a l y s i s  
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ndm1nist;rat lve ~ k l  11s rrecdt?cl t o  i ~ t i t i l ~ t  L I I  the d ivce t l tu re  process, o ther  
~ k i l l a  Lncluding the obi1 l.t:y to  prepare real. i t l t lc flnilnclal  projection^ f o r  
s l ~ b j e c t  vo~npanies, cxperlc!ncc! In "fl.nancLir 1 nrchl tec turc"  (1.e. , designing 
c ~ : e ~ t i  vct I 'inanclnl packilgc~) , capacity to  undertake asse t  vnluat.lons, und 
ocpcr[enc:c! 1.n bankruptcy ~)rocer!dings i ~ n t l  public nuc t lons  nrc? missing. 

1)ivestiture oE CONAlll' s holdings r d  11 require both the absorption of 
crubetantlo,l losses nu wel'l a s  the a t t r a c t i o n  of large quan t i t i e s  of new 
c a p i t a l .  Actual Z o ~ s e s  (wri te-offs)  arc! l i k e l y  t o  be i n  the range of LPs .  300 
t o  450 n ~ i l l i o n  depending on the a b l l i t y  of the Corporation t o  r e a l i z e  the 
recorded value of loan c o l l o t e r a l  or  to  s e l l  i t s  investments and re la ted  
a s s e t s  €or a  reasonable f roction of t h e i r  recorded value. 

A more c r i t i c a l  l imi t a t ion ,  however, may be  the ex:lstence of ouf f i c i e n t  
externnl  c a p i t a l  t o  purchase the remaining a s se t s .  Not only i e  CONADI 
carryilng investments valued a t  Lps.160 n ~ i l l i o n ,  but i n  many ins tances ,  the 
a b i l i t y  t o  " turn around" the companies involved w i l l  require addi t ional  
c a p i t a l  infusions f o r  plant modernizations and/or conversion a s  well  a s  f o r  
working cap i t a l .  It is not un rea l i s t i c  t o  an t i c ipa te  tha t  the t o t a l  c a p i t a l  
required ( a f t e r  absorptlon of losses)  w i l l  be i n  the range of Lps.150 t o  250 
mil l ion.  

The attached f inanc ia l  reports show the l a t e s t  avai lable  information on 
the corporation. 





I - -  

AND INVESTMENT 
DEPARTMENT 1 

Credit and Investment Unit u 
H Follow-up Unit J 

San Pedro Sula Off ice d, 

DEPARTMENT 

Finance Unit I 

Budget Unit I 

Accounting Unit  I 

Pcrsonnel and General Services U n ~ t  '4 
Source: CONADI 
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NATIONAL INVESTMENT CORPORATION (CON* 
STATEMENT OF F I N ~ N C I A L  POSITlON 

As of December 31, 1984 
(Expressed in Lempiras) 

LIABILITIES AND CAPITAL 

Liabilities: 

La : -.. . 
. -.. - d m  r e s e r ~ e  for losses (151,849,000) 

159,139,593 

- .. I,. - 2 : s ~ :  a32 czziiissions - - -  . , - capitalized acd. 
- - - , _ . . e r  a tccun ts  receivable 38,214,216 

vi-.::: reserve f ~ r  losses (19,727,9C3) 

18,486,316 

Loans and notes 
payable to banks 

Bonds payable 

Industrial certificates of 
participation held by 
industries 43,201,090 

Interest and commissions 
payable 32,538,807 

Other accounts payable 8,250,134 

Commissions and other 
prepaid receivables 1,967,004 

Loans payable to the 
Central Government l26,965,4gB 

Total Liabilities 383,868,550 -- 

Obligations and contingencies: 

Capital: 

--..- 699 - 206 GOK C~nttibutions 22,109,120 
r,c,?i:C essezses 
3- -9, .-.... Contributions by banks 
- ,  - - t ,  ,: , zl:.:t and equipment and insurance companies 20,069,262 
less acczz-~lated deprcciaticn 553,779 - 

F e - 2 -  
42,178,382 

=,,,> received in pay3ent of 
- C ~ R S :  16,998,799 Deficit (42,178,3821 

Total Capital 

Total Liabilities 
L,384,868,550 - and Capital 

\'^ - 2. . ;he Kstes acconsanying the financial statements are an integral part of t h e s r  statement? 



Intere!2t from l c ~ a n s  

Commissions 

Dividends 

3 Interest expenses: 

Interest on loans 

Interest on bonds and certificates 
. of participation 

Interest on loan guarantees 

Profit (loss) on interest and dividends 

Operating costs: 

Cost of personnel 

Rent and other office expenses 

Depreciation and amortization 

Other costs 

Total operating costs 

Loss from operations ( 7 , 8 6 8 , 8 3 0 )  

Other (expenses) income - net 1,651,313 .--- 

Net loss 

Note: The notes accompanying the financial statements are an 
integral part of these statements. 
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.... . - - 
C:: r r czrr t Cjcc.~;, , ;  n t  

. . . . . - - . . - . -. . - . - . . . - 

1,077 
1,078 
1,079 
1 s e o  
1 D F l  
2 9 5 2  
1 F E 3  



ANNEX 1 x 1  - E CUMMULATIVE ISXI'OSURI!: O l f  CONADI ISNTERPRIS ES 

1 I IJCCI-!SR 
2 I ~ l c . i r , r e s  n l  i n ~ e n t o s  
5 hCCI\ISA 
4 Cvnient os de H o n d u r a s  
5 7 E ). tiUNSA 
t, COIJRAD 
7 Act-ros 1 r t c l i . 1 s t r  i sl es 
Ej i i z c t ca t - c r - a  t ' o j o a  
9 F e ; x  t'.LSA 

1 (:I tiCrI:f!UTUR 
I 1  Hcrtcl L I  r ~ c o l n  
12 F ' r  o d ~ ~ c t o s  Lacteos S ~ t l  a 
13 COI4TESSA Industri a1 
1 4  II\IDUCASA 
1 5  C o o a r ~ t l  5t.1le 
16 I-ICII.;DULAEI 
1 7  Dui rill c ~ s  Iji r 1 6 t n t  

lti I I W L E R O  
19 t l o t e l  Coc~an F i u i  r ~ a s  
23 l'L!\IC;Sk 
21 i-int.el era Yco joa 
22 DESATUR 
23 INDECO 
2 4  pFiO1 ldC0 
25 NETALSG 
26 Ctr;rFmALI.lA 
2 7  7 ~ : : t i l i c  Riel L i r l d o  
ZC. i_C;IJsll;r 

kt2 Other 32  E r ~ t e r  p r  i .-ec 



Specialized Credll: Yrog rums 

This note includes a l lst  of speclal lzed c r e d l t  programs which might 
prove useful  I n  the p r iva t i za t ion  process. These c r e d i t  program 
complement f inaucing normally ava i l ab le  from the domestic banking 
system, Such f inancing usual ly c a r r i e s  i n t e r e s t  rates r o n ~ i n g  from 1 4  to  
19% and up t o  three  years of maturity.  Normnlly domestic banking system 
financing does not car ry  grace  periods; however, occaeional ly,  grace 
periode of 1 t o  2 years may be offered. Subs tant ia l  c o l l a t e r a l  
condit ions a re  frequently required. 

The amouliLe of f inancing a v a i l a b l e  under the epecialized credit  program 
i n  the l is t  depend on the degree of u t i l i z a t i o n  of the  programs; i n  a 
number of cases,  the l i n e s  a r e  not revolving, 



SPICIAL CRYDlT PAClL lT l l l l  OY I'OTY.NTIAI. INTKHKUT YOU TllK YHIVATIZATION PRUJKCT 

Fondo p a r 1  c u p l t a l  du 
t rdbuJu Lnduat r l d l  

World Bunk - j71,b 
m l l l l o r r  
(on lond lng  t o  nub- 
borruwura LII 111 
Lamp1 rum) 

Central  hu lk  - LZI. I 
m l l l l o n  

WNOEl - L21.6 m l l l l u n  

11% f u r  I1otu111, 
16% I u r  wma 1 l -mud l um 
n l r r  f l r m ~ ,  
I1  t  IIU r 

Pru&rdr r  du Ha01 r IVJ- 
c l b n  Indumtrla., PHI 

IOU - $30 m l l l l o n  
(on landlng t o  uub- 
borrouerv l a  I n  
Lsmpirea) 

Cunt rd l  Bank - i l 5  
million 

' Vorklng C a p l t r l  FUIIJIJ 
l o r  S w l l l r r d  l w ~  
Ewurprlmcm (521-OZJU) 

Lima de Hrduvcua~~to  
para Expottacl611 drt 
Pruducror No-TruJ l r  l o -  
na lun 

P r e e x y u r t d c l h  v Erpcr 
r u k  l b n  do Cafe, H.1dur.1, 
Azucur, Carne y Otruu 
Produc tuv 

Lluyde Buuk l n t  I. 
$10 m l l l l o n  

IOU - $2 m l l l l u n  Y l ~ i u n c l a ~ l a ~ ~ t u  Je 
Exporcaclones No-Trud l- 
c l o n r l e a  a Palm ~n d e l  
CHI y a 8 u l r o  

Export  Rvalopmant and 
Servlcaa - Fondo 
R o t a t o t i u  en W l s r e u  
pdra e l  Flnanciemientu 

, do I r a  E x p o r t a c l o n e ~ ~  de 
Productom No-TraJLclond- 
Lev (522-0207) 

AID - $10 m l l l l o n  Nun-1 r r d l r  lond I 
exporrs 

Hoxlmum nmuu~lr ot l u u : ~  $1 
million; m~lrlmum m u t u r l l y  
1 yeor f o r  wurklng c n p l t a l ,  
7 y e r r u  f u r  t l x r d  ruplt.111; 
g r w e  p s r l u d  2 t o  3 yauru 

Commurclsl bunks 
(excluding sevlnys u ~ l d  
loone eoaocldt. lonu) 
und FONDEI 

Hurlmum emuunt uf  loun $1 
m l l l l o ~ ~ ;  m~~xlmum m u t ~ ~ r l t y  
18 monrhu t o r  uurk lng  
c h p l t u l ,  7 yuurv f u r  f l x u d  
c u p l r n l ;  2-3 ycirra graru 
pur lod  

Export  Rvelupment end 
Sarv lcer  - Fondo 
do FIoanclamiento do 
Exportaclonmm en 
Moaeda Loca l  (522-0201) 

AID - L48 m l l l l o n  

No I l m l t  t . t ~  IIIOOUII~ o i  1111111, 
muxlmum m n t u r l t y  from I t u  
10 yullra 

Convunlo F l n r  i c l e r o  
con e l  Bunco Cent ra l  
de l a  RapPbllca da 
Ar$ent ln r  

Cent ra l  Bunk of 
Argcnt lna - $15 
m l l l l o n  

Bunklng uystcm Imports o f  aoudv 
and aorv l res  from 
Argcnr LIM 

. Coovrnlo da C r h d i t o  
con e l  Banco Naclondl  
de Cornarclo E x t a r l o r ,  
S.A. (BlrNCOUlCX) de 
nax ico  

Imports n u c u r l r y  vur lu l l ;  ruw 
m u t e r l u l u  YO t o  IHO h y a ;  
conuumptlun durubluu 2 
ycaru, surv lcuu  5 yuuru; 
r n p l t e l  ~(ouds 8 years 

Nor ~ ~ v n l l u h l u  Huxlmum murur l ty  180 duy !~  
f u r  raw murer la lu;  1 y u r r  
f o r  f e r t l l l z c r s ,  r l ~ u m l r ~ ~ l n ,  
o g r l c u l t u r e I  p ruduc t r  und 
c a p l t a l  got~Ju 

L lnsa  de Cr6d i to  y 
Programs da Caranttee 
con e l  Export-Import 
Bonk do 10s Eatadoa 
Unldom 

EXIMBANK - $50 m l l l l o n  Bonco de 0cr ldenre ,  
Bonco H e r r u n r l l ,  
BANADESA, Bnnru tlu lun 
Trabb Jadursu, Banru de 
l e u  Fusrzan Armudi~s, 
Banco d e l  A l ~ o r r u  
Hondursnu 

Imporre of ruw 
m i ~ r a r l u l a  and 
lnrermudlute Inputs  
from t l l c  U.9. 

Haxlmum m s t u r l t y  l a  3 yeuru 
f u r  vork lng  c e p l t a l  end 7 
y rnro  f o r  rnveltmonr; g r r c a  
p s r l o d  l o  i yuur f o r  
worklng c e p l t a l ,  3 yearn 
f o r  lnvortmrnr 

Qlnencieru I n d ~ ~ u l  r l a l  
y Agroperuurlu, YIA 

18% UII murrgage r r e d l r v  
Uy t o  24% on l i e n  or  

unaecured loans 

S m l l  Bualneas 
Development, 522-0205 

AID - L8 m l l l l o n  
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ANNEX I I 1 - 11 1 3 1 {  .-- I ON 1'1 '  . - I . 7,A'l' . - I - ON. 0-I?  V.1 N M S  . ( :I{  . I . - A  '1'1% I A 

The Center Eor Privatization has been retained to provide 

pchnical assistance in conducting the Lecessary analyses for the 

project Paper preparation, a s  well as the selection of a small 

ncnber of priority privatization candidates among the 63 ccmpanies 

In CONADI's portfolio. Furthermore, the technical assistance team 

is responsible for the identification of potential investors for 

the selected companies and For the initiation of at least two 

necjotiation processes during the project design phase .  

Task 1 calls for the overall review of CONADI's portfolio and 

the prioritization of firms. 

2.0 Initial Peview 

Following the scope of the Terns of Refere~ce the tech~ical 

c=ssistance team revieged preliminary naterials develcped by USAID 

Yission and CONADI staff, which included: 

Company profiles (for 53 companies); 

o Preliminary ranking of firms; and 



ANNISX I I 1  - II 
P;l]{P 2 0 1  I '1 

The 1..( :hnical ;::;sistsnce t . t & , i r r i  b , ,~ t i  [.t:*r![;;.~:.c.-tl i n  ,~dv,_tnce d 

set of criteria to he considc-r6.d in t.he I j r ( . ~ r : ~ ~ ~ : ~ ~ ~  c:,,f: selecting 

the top priority cc'r;ipdni c s .  I;!~ch 1:s i + f ir i a  drltl prc~posed 

methodology were prescrlt.r:d to ,~nd (1 i :;c.:l:,r;~:d wi t:h i J S A I D  Mi !-;s.i gn 

personnel. 

A S  a result of such discl~csions, i t  was dgrrbcd to classify 

the universe of companies in CONADI1s portfolio according to the 

temporal sequence in which they should be addrcsscd. Three basic 

groups of companies were r2stab! i s k l e d :  

I. Short-Term ?rivatization ( i . e . ,  stslrting iiru;lcdiatrtly); 

11. Medium-Term Privatization (i.e., once project 

implementation begins); ~ n d  

111. Long-Term Privatization (i.e., over the life of the 

project). 

The term "privatization" as applied here includes not only 

the options of selling or liquidating CONADI's holdings, but also 

eny other kind of strategy within this context, such as long-term 

leasing or contract :r.anaccr;.r-st arrj~l~~:-en:s, rltc. 

Building upon the materials prepdred in advance, a final set 

of selection criteria was developed. Two principal Eact3rc were 

considered: EASE of privatization and the POTENTIAL IMPACT that 

i t  w ~ u l d  have on tke country In social ~ n d  economic terms. .4 

total of nine variables were deve!oped, incorporatii~g ali criteria 

prevj ously identified by USAID Mission >ersonnel and by kt-fchnical 

assist2r;ce team n:enrt?ers. Tht?,:e are: 



6 .  Total  Ar;:.-,t.,: ' i a l u ~  

7 . CONA D l is:;.: pc: 9 1  r  e  

8 .  ?8~~tiget-ar ; r  I m ~ ~ a c t  

9 .  Emplcvment. Impact 

These c r i t e r i a  were Jef i r lea  and ciassified a s  fo l lows ,  t o  a l low 

f o r  a point-based ranking system: 

1 .  Invpstr  - i ~ ~ t r r o s r  - Third p i i r t y  i n t e r e s t  i n  a cqu i r ing  - - -  - - 
a l l  or ~ a r i  o f  the  company ~ r i  i iues t ion,  or i n v e s t i n g  i n  . 
i t  i n  another  way (manayement c o n t r a c t s ,  e t c . ) .  

3 = , ~ ~ - ~ c z t ? r  I n t e r e s t  I d e n t i f i e d  

2 = I ! - . k T . i : ~ . L ~ ~  T r i ; ! r r ~ s t  P o s i ; i  S l e  

1 = Inves tor  I n t e r e s t  Unl ikely  

0 = Not a p p l i c a b l e  

2 .  -- Commercial --- V i a b i l i t y  - Company c a p a b i l i t y  t o  ope ra t e  

p r o f i t a b l y .  

3 = Profitable ::c I s  

2 = P o t e n t i a l l y  ?ref: t a b l e  

1 = Litt le, 'No Profi t :  F o : e n t l z l  

0 - Not dppl. i c:;!i): t3 



4 .  --- Legal -- i n , p r . d j l t l c n t  - - s - E x i  stcnce of !(.gal c c n s t r a  i i ? t z v  t h a t  

can abort or delay privatization, such as pending 

lawsuits dnd labor disputes. 

3 = No Apparent Impediments 

I = No Serious Tm~ediments 

1 = Serious Impediments Exist 

5. Political Im~edirnents - Existence of political and/or - _ _ _ . .  _ _ _--I - - --- . - - 
special interest groups that are likely to cause 

disruption in the event of privatization. 

3 = No Disruption Likely 

2 = Little Disr..,pti.cn Lii:e:y 

1 = Serious Disruption Likely 

6. Asset Value - Total value of company assets per latest - 
financial statements. 

3 = Over ips. 25 million 
L 

2 = Lps. 5 r n i l l i . c n  - Lps. 25 milllcln 
1 = Less than Lps. 5 million 



.. .-- .* ",+A" A- 

O .  d ~ ~ d ( j o t - a r y  - .  Impact A -  - - Size of ,1::n11al pxperld i t u r e s  and/or 

s u b s i d i e s  a f f e c t i n g  CONAD1 or O H .  

3 = Over tps. 500,000 

2 = Lps. 100,000 - Lps. 500,000 
1 = Less than Lps. 100,000 

9. --- Emwloy_ment ---- Impact - Number of employees that will be 
affected by the privatization effort. 

3 = Over 400 

2 = 100 - 400 
1 = Less than 100 

Based on the application of these nine criteria, companies 

were initially assigned to one of the three groups previously 

defined (Short-Term, Medium-Term and Long-Term Privatization 

action). 

In principle, the nine criteria were given equal weight 

under the premise that the selection process would later include 

expert committee discussions, in order to incorporate into the 

analysis other aspects not included here or difficult to 

q1ianti.f~. This in essence constitutes a'modified "Delphi" w d e l  

of analysis. 

The Delphi method has tradition~.l l y  been  plied in 

technological forecasting since the n;id-1960 's. Ec.s;~ver, over the 

last several years, it hzs also been used in maRy other ocntexzs 

in w.?ich  judgmental information is i n d i s p e n s a b i e .  These inclsde 



n o r r n a c i v e  forc+c:;~c:t:r;, s t . l ~ d j e s  conc.c:rr~irlq ! ; r . x 1 , ~ i L  . : ~ i l t ~ ~ l : : ;  , ~ n d  

prer"ererlc.:c?s , i l n d  in general., i r~ t . 1 1 ~  ,~:.,:;c::.:!,~i~c!n t: of: a I. t ~ r ; : a  t. i ve 

solution:; to probl .c?~n s i tua t - . i .onr , ,  , ~ n ; ~ l y z . i  nq t1he.i r f-fta!; i h i  1 . j  t y ,  

desi raGi  I i t y  and c!f: fect: iverlr .+r;! ; .  T)d.phi c a n  t)v ~h~ir~i~:ter i .  21'd d ~ ;  a 

technique for structuring a "group cc~rrml.~nication procc?sr;" for the 

joint resolution of a complex problem. While qtliAntikati~e 

approaches are utilized to a certain point, because acccrate and 

specific data is unavailable (or very expensive to obtain), from 

that point on, the evaluation model makes use of subjective inputs 

by coabining the expert opinions of selected individuals who are 

intimately familiar with the subject matter. Thus, the consensus 

of opinion of a group of experts provides the qualitative and 

subjective dimensions necessary for the most reliable solution to 

the problem. 

Although our methodology was not meant to be an application 

of t h ~  Delphi technique, it clearly applies some of the 

technique's main principles. 

In our tipproach, there is an interesting interrelationship 

between the variables. Among the ease-oriented ones, there is 

strong association between investor interest and commercial 

viability, since the existence of the latter'strcngly encourages 

the former. Among the inpact-oriented variables, :here is also a 

marked correlation between "total asset value" and "employment." 

In general, the size of these companies tends to have a direct 

effect on variables such as budgetary impact and GOH/CONADI 

exposure. 

Bowever, there are some criteria that oppose cr compensate 
* 

sach other. Such is the case for instance bstween "asset valxe" 

and "investor interest," where an inverse relationship tends to 5e 

the case (i.e., the bigger tne company, the l e s s  pztentlal 

investors are likely to be identified). 

Lastly, it is ir,portant to me~tion that i.he renges on the 

i potential lo?act~oriented variables [;ere defined taking into 

A '  



not as even, but is st.il1 within acceptable limits. 

4.0 First Clacsification - - - - .. . . . . - . . . . , . . .- . . . . . . . -. -- - - - 

Having defined the prioritization methodology, the company 

profiles of each one of the sixty-three firms under consideration 

were reviewed and rated in terms of the selected variables and the 

results were arranged in matrix form showing individual scores for 

each company under the nine (9) criteria, as well as total 

accumulated scores by company. 

Exhibit 1 presents the output obtained. It shows total 

scores for the entire universe of companies in the portfolio and 

ranks them in descending order; results ranged from a naximum of 

twenty-three (23) points down to a minimum of six (6). Exhibits 2' 

and 3 present the accumulated scores obtained by the firms in each 

factor (Ease and Potential Impact). 

5.0 Final List Refinement ---....----. 

At this stage, several meetings were held with USAID Kission 

and CONADI personnel to further refine the list of priority 

privatization candidates, based on the first c1assific:ation 

output. A closer review of the companies included in the initial 

ranking allowed for the proper consideration of ad2itional relev:ant 

zspects such a s  the condition of the parbticular lcl-stry, 

competition, GOH economic plans, etc., applicable in each case. 
This detailed discussion led to a revised ranking of top priority 

companies, arrived at by consensus among the eartici?ants. 

It is important to keep in mind that altkou~h short-term 

efforts will concentrate oil t':e sinall nurc5er of corr.ganies 
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s c l e d t e d ,  t h i s  tloen not prc : !ven t  (.he u o n s \ r  1 t i ng I:c,lrn or COIJAUI from 

conducting the analysis or i n - ( l e p t h  review of ot.hcr  companies in 

the portfolio in the near f u t u r e ,  particularly in cases where 

potential investors have expressed i n t e r e s t .  

Based on the above-mentioned expert committee dis~ussions, 

the first group of CONADI companies which will receive 

privatization at..tentionS i s  as follows: 

Azucarera Yojoa 

Mejores Alimentos 

Productos Lacteos Sula 

Papeles y Cartones S.A. 

INACERO S . A .  

Aceros Industriales 

Agricola de Honduras 
Industrias Quirnicas Conrad 

FUCENSA 

Ease -- .- 

13 

11 

13 

14 

1.2 

11 

10 

12 

I. 3 

Sistemas Intnls..de Construction 14 4 

This constitutes the "small number" of companies (see 

Total --.-- 

23 

21 

21 

20 

19 

19 

19 

19 

18 

18 

T.O.R. ) 

selected as priority privatization candidates to be studied "in- 

depth" (under the existing time constraints) as called for in 

Task 2. 

I Group I1 of firms - i.e., Medium-Term Privization candidates - 
was also selected by committee, based on the initial ranking. It 

iwludes the following companies: 



Cementos de Honduras 

Azucarera Central S . A .  

INCEHSA 

CORFINO 

Desatur Hoteles 

Indvcasa 

Contessa Industrial 

Tabacalera Nacional 

Metalsa 

Quimicas Dinant 

The rest of the companies and holdings in CONADI's portfolio 

constitute Group 111 - Long-Term Privatization. The sale, 

divestiture, liquidation or other viable privatization strategies 
applicable to these companies is perceived to require more time 

and effort and the potential impact of such action on the economy i 
is likely to be less significant than in the case of companies in 
the first two groups. However, as mentioned before, this does not 

mean that early privatization action would not be undertaken if 

the right opportunities arise for firms in this category'. 

Detailed information about the compan'ies in CONADI's 

portfolio, which served as a partial data base for our review,.is 

included as Appendix A to this report. 
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'I'hc 'rcrtn:; o f  Ref (-\rc?r?c'c~ t o r  k 1 1 r 1 t l 1 \ 1  ! i ; J j eel 1 1 
1 o r  nn i n  - t l t ? p t  h rr?vir*w of  ,I s r n c l  11  r l u r n t ) c \ r  of f I r rrr!;, :;c?lcc:t- - - --* - 
etl ,-is p r i o r i t y  pr iva t . iz , . l t  i o n  cant! i ( latt!s .  \ l owc>ve~  , clue t CI 
t h e  time c o n s t r a i n t s  i n  which 1-hi n n c t i v i  t.y was conducto t f  ( 4  
-5  w e e k s )  t h e  broarcl SCoiJt!  of work t:o bc! dt:cornpl ishecf (met h- 
~oclo l o q y  a n d  10 company rt?por- ts) a n d  t h e  occass ional  cle  1,iys 
a n d  d i f  f i c u l  Lies f13cf?d i n  t h c  (1,1t.a col lect i o n  e f f o r t s ,  there 
Arc? o b v i o u s  1 i r n ~  t a t  i ons  t o  t h c  c!c!gr(.e of dept - .- 11 in some of 
the r epor t s .  

Givr!n t h e  d i r e c t  re  1al:iorlr;hip t h a t  nxi.:; t s  b t ? t v e e n  l e v e l  of  
e f f o r t  and  d e p t h  ~f t h e  i n d i v i d u a l  r e v i . e w s ,  a d d i t i o n a l  t i m e  
would be r e q u i r c d  to ~producc? a more d c t a i l e i f  a n a 1 y : i i s .  I n  
easlns were cornpianics ' b c i n q  a n a  l y s e d  a re  n o t  i n  opezs t i o n ,  
the r e v i e w  is  less e x h a u s t i v e  and 1 i m i t . e d  to t h e  i n f o r m a t i o n  
o b t i i i n e d  i n  t h e  c . 2 r r e s p o n d i n g  CONADI f i l e s .  
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MEJORES ALIMRNTOS DE HONDURAS 5 . A .  DE C . ' f .  

Ma joroa A 1  imantoa, (MALI 'J was f o\~ndtic! c,n iio')ruury 2'1 , 197 1 h:: A 

corporation of variablo cnpi t n l  ( sociadcid arr~)nJ.mu (1e c a p i t a l  variable ) . 

The company i t ~ i t i u l  ly installed cr processing F J ] . M ~ ~  t in Tegucigalpa, 

which was subsequently moved to San Pedro StrI,u, and was Einal1.y 

located in t h e  Comnyagua Valley. 

The processing plant is engaged in the production of the following 

products : 

Tomato paste, tomato sauce and ketchup; 

a Fruit juices and nectars (apple, pear, peach, apricot, 

pineapple, papaya, mango, orange and grapsf ruit 1 ; 

c Cailned beans, clilli  arid ilthar f i'ui.i;$ a r ~ d  vegetables; a d  

Jel1,ies acd marmalades. 

1.1 Capital Structure 

At the tlme of its inception, MALI was 59 percent owned by 

Quimicas Dinant S.A. de C.V. However, three years later, ownersi~ip 

was transferred to Comercial e Inversiones Galaxia S.A. de C.V. 

(GALAXIA) which leit a few shares un.!.er the names of some of its 

employees, in order to fulfill prescriptions of the Honduran 

Commercial Coda. In turn, Galaxia is controlled by the Facuss& 

family which owns over 70 wrcent  of i t s  shares. 



CONADI's participation in Ma j o r e r  Alimentos began in 1 9 7 5 .  At 

that time, the company was experi cncing serious financial 

difficulties: its current ratio. (current assets over current 

liabilities) was 0.55 and shereh~lders' equity was down to 10 

percent o f  its original amount, duo to accumulatwi annual losses of 

over Lps. 4.6 million. 

Initially CONADI acquired Lps. 100,000 in company shares ; 

however, it subsequently approved direct credits to MALI and w n s  

aiso authorized by its Board of Directors to subscribe and pay-in 

an additio~~al Lps.1.75 million in company shares. In addition, it 

acquired CAREI's financing to Mejores Alimentos for an arrroun,t of 

Lps. 2.0 million. Direct loans to the company continued and 

reached a total of Lps. 35.6 million by 1981. 

The capital struc$urs of the company has 3xperienced 

significant changes over the years. Its composition at different 

points in time is shown helow: 



The latest modification of MALI'S capital structure was 

executed on February 27, 1986. On this date, the company's stock 

was reduced to Lps. 25,000. the minimum permitted by law. This was 

done to absorb accumulated losses which according to internal 

company balances, had reached Lps. 22 million by early 1986. rhe 

resulting stock structure is presented below. 

Once this new stock level was agreed, the company's 

shareholders cacided to increase the minimum subscribed capital 

from Lps. 25,000 to Lps. 22.1 million and the maximum authorized 

capital to Lps. 30 million. These increased stock levels will be 



In 1975, the Galaxia group reached an agreement with COMA111 

under which the corporation would take control of both MALI and 

Agricola. This decision was Laken to stop a rapidly deteriorating 

financial condition of the companies, allowing time to the private 

owners to design a new operating strategy and obtain new 

resources to continue activities. 

The period in which MALI was under CONADI administration is 

characterized by a sizeable expansion in output and sales attained 

by major financial injections by the corporation. Sales increased 

from Lps. 6 to 21 million per year, and output reached one million 

boxes (each box has 96 602. cans) in 1978/1979. The liberal 

investment and expenditure practices of the company's management 

resulted in overinvestment in physical facilities, machinery and 

equipment. Installed production capacity was augumented to 

200,000 boxes per month, in spite of already existing unused 

capacity. Nevertheless, dispite design deficiencies, over- 

expansion, growing unsold inventories and administrative problems, 



A N N R X  I l l  - 1 . 1  
I ' I I ~ I , ~ ~  / ( 1 1  I ) ?  

In early 1901, COMADl docitlot1 t,cr priv(1tixt5 t,hcl company, 

selling back its aheros to C a l a x i u  and a g r e e j r ~ g  tm re finance the 

accumulated debt of Lps. 35.6 mi l l j o n .  In addi t.i~n, it provided 

the company with a credit; line of Lp3. 12.0 millic~n. 

Galaxia took once more cbmplete control of the firm's 

operations and showed a profit of Lps .  71,200 in that year. 

However, Galaxia managed Mejores Alimentos as one more cost centor 

of its organization, to the detriment of the subsidiary. 

An exclusive distxibution contract was signed between Galaxia 

and MALI, which included a series of clauses detrimental to the 

agro-industrial company, including 

Sales on credit, with a term of 180 days with no 

interest charge. Gradually, the commercial drafts given 

by Galaxia to MALI began to accumulate unpaid. By May 

31, 1986, as can be observed in MALI'S internal balance, 

the value of such unpaid drafts equaled Lps. 11.7 

million. 

Sales of MALI'S products at prices below costs, both in 

domestic and foreign markets, to promote other products 

c!istributed but not produced by Galaxia. For instance 



cannod Juices  producad by MALI wore s c ~ l d  G ~ ~ L ~ J w  (:o:;t i t )  ;r 

promotions 1 t . f fo?- t ;  in Guatomri  l.a, w h l c l ~  was curried C ~ I I ~ ,  

to create a market for the Guotsmulnn product be in^ 

elaborehd by G u l . a x i n  under the same label ( N u t u r a '  a 1 .  

Galhxia charged MALI a dj atributor's commisvion of 15 

percent over retail values. In fact,, however, as 

subsequant.1~ determined by the Judicial Interventor of 

MALI, the actual commission levied by Galaxia was 

approximately 21 percent. 

e Galaxia retained ownership over the "Natr~ra's" label, 

charging MALI an annual fee of L p s  200,000 for its use. 

The additional line of credit for Lps. 12.0 million that 

CONADI had made available to Mejores Alimentos as part of the 1901 

neg~t~iations did not materialize, since at that time the Central 

Government decided to suspend a11 CONADI loans following 

recommendations made by the Wmld Bank (IBRD). In light of this 

issue, Galaxia refused to honor its commitments with CONADI and no 

payme~ts were made to the Corporation from 1981 to 1983. 

As a result of these and other exogenous facttors (such as a 

 harp economic recession in the domestic environment and strong 

competition in the Central American market), the company faced once 

more a very difficult financial situation by 1984. 

Therefore, in August of 1984, CONADI brought the case to 



CC,UI'T nrlri n J u t l  l I :  l n A I r h  Lo r v c . r ~ h ~ t , ,  E t t '  . 1 1 : v r i &  I ~ I  I - ~ J I I  , W I I : ,  r ~ l ) f ) t ~  i r1  t , r ! t l  1.0 

c)vervi cw t?tt:~h r~~~-)vt-n~t:~it,:; i n I ) l ~ t , h  P!AI,l ~ i r ~ q i  AM) .  1 1 c ~ .  I I ,  ~ , p ~ , ~ . ~ t r : ~  ! , l l s t t ,  

CONA~JI w n : ~  i nc:ttr~r~k) I f :  ( 1 1  r ~ r o r ~ t ? r l y  mt~rl L L I J ) . ~  r~bt L t ~ t .  I' i rl;,rt(: i t i  I t l r r l  i11(1u.t-; 

of M A L I  ' n rrjnc-~urct~:!, 1)y G ~ I  l n ~ i t r .  : r r l t l  c t C  t , n k i  ncr. t:(~rrc-c*t.i v,? ac t , i , ,nn  

over a three-yet~r par~oc l .  NOUX n r ~ d  i r ~ t l ~ l c :  nc~t,t:tl t . I ~ t \ l ,  r ~ r ~  t. i 1 1 ! r l l  1 

CONADI was imprudent, in the c o n c e n a  ion and i9or~.t;rt) 1 of Pl~ndrs 

provided to MALI. After the grivntizintiim o f  ~ h t :  company i n  1CJl11, 

CONADI appears to have been negligent in so lving the c o n f  usi c ~ n  

created by the transfer to Galaxia. and in dofending L11e 

corporation's portfolio of the private g r c ~ p ' s  predatary tact1.c~ 

(1983, p.15). Subsequently, in becember of 1904 .  CONADI appointed 

one if its employees as General Manager of MALI. However, soon 

thereafter the Corporation made a new change in t o p  management and 

in August of 1985 named Mr. Durdn. as the new General Manager of 

the company. 

Under the edministration of Mr. Durbrr, a srkr ies of rlorrect.ive 

actions have been taken in MALI. which are intended to reverse its 

aperating situation. These actions include the following: 

The exclusive distribution contract that handcuffed MALI 

to Galaxia has been terminated, with Judicial 

authorization and a bond of guarantee from CONADI; 

Supernumerary workers and overtime compensations have 

been drastically reduced; seasonal employment has been 

reduced from 200 to 35. 



The c c m b i n u t i o r ~  of the above measures has  a l l  owed MALI 1.c-I 

improve its  operations. 

During the period August 1985 ,to May 1906, MALI has p a i d  I I ~ : ; .  

2 2 million to CONADI . Reportedly, t h i s  amount has been credit,*:-it 

to MALI'S an accrued interest account in the Corporn t i c~n .  

Nevertheless, the total exposure of CONADI w i t h  Mejores Aliment05 

as of September 30. 1985 can be summarized as shown belaw: 

CONAD1 Exposure in MALI  

Direct financing 44,783 69.8 
Accumulated interest 7.885 12.3 
Guarantees 5,500 0.5 
Con;missions on Guarantees 275 0.4 
Guarantees paid 3,453 5.4 
Common Stock 2,289 3.6 

Total Exposure 64,185 100.00 ---- ----------- - _ _  - - - - . - - - - - . - - - - . -  

Swrce:  Company Profile - CONADI/USAID. 

There are several investment groups interested in the 

acquisitiou of Majores Alimentos. However, given the enormous debt 

burden that the company carries, it is clear that it will have to 



T t a h o * . l d  t)a br~rnz,  I n  mind , hownvor , t.hn t, nn a r e n u  l t of t.lll.> 

atocK modi P tcntlork Lhat, was exec:uLod or1 F'ehrunry 2 7 ,  1986 ,  

accurnuLated 1.omaus will be abaorbed and dobtn capt t n l  Lzatl. These 

actions w i l l  j j  gnif icantl~ improve MALI ' s c a p a c i t y  t o  iurict i  on 

prof i tab ly .  A l n o ,  there are same lagal isaues pending which will 

hnwo to be raaolved prior to se l l i~3g  the company. Both t h e  

financ'al and legal iaauea  are addraesed in this report, along 

with some management ob~ervations and considerations. 











a During the period 1976 to 1981, when CONADI provided 

financial support to the firm, s c c u m u l a t , e d  losses were no 

more than 20 percent of capital, thus yielding a positive 

shareholders' equity. However, from 1981 on, the 

company's enormous losses rapidly erclded the capital and 

shareholders' equity became negative. This negative 

equity went from (Ll~s. 1.5 million) in 1982 to an 

estimated {bps. 14.9 million) in 1904 .  

0 A definite detrimental factor in the . financial 

performance of the company has been the enormous debt 

service expense, uhich amounted to Lps. 1 . 1  million per 



As part of o w  scope r:)f work, an internal controls 

questionnaire was conducted. I t  is pertinent to note that the on-- 

site interviews performed to obtain this information are less 

exhaustive than those typically applied ic an audit. Therefure, 

they arcs not expected to disclose all the poten~,\r,l weaknesses of 

the company's internal control system, bat r3.tller to provide a 

general overview. 

Based on the data collected, the following c-buervations are 

in order: 

a A chart of accounts is not being used to provide the 

necessary consistency of account classification. 

0 Employees involved in record-keeping or custody of ass&ts 

are not adequately bonded. 



The supply of unused checks is r ~ i j t  ~ . d i t q ~ ~ a t e l  y control lei1 

and signing checks Ln advance is a common practice that 

should be avoided. 

The firm's bookkeeper is permitted t u  sign checks a n d  

prepare bank reconciliations. 

Based on projections prepared by members of the company's 

upper management, our team simulated 5-year projected financial 

statements for the firm applying an Arthur Young & Company 

proprietary Software package (AY/FastPlan TM version 3 . 0 2 ) .  It i u  

extremely important to note that these projections are realistic 

only to the extent that the assumptions made hold true. 

Significant variations in sales forecasts, production or finanr'a.1 

costs would have a marked impact on the projected statements ( see  
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Under the  assumpti i,n of h e a l  t h y  ?,ales increases over t,i~i: 

period, the ci~tNpRl)y woilld be able to obtain a n  average 

operating p r u f i t  c ~ f  3.6 percent of net sales. However, 

with annual interest expenses of Lps. 12.0 million in 

1986. gradually i n c r n a s i n g  t o  Lps.  1 7 . 9  million in 1990, 

t h e  firm is destined to incur losses ranging from Lps ,  

7.0 to 8.0 million per year. 

0 Given the accumulated debt of Lps. 70 million which 

generates increasingly high interest, the cash flow 

projections indicate that the firm will not be able to 

cover its net working capital needs, nor will it be able 

to pay down the outstanding principal on loans. 

0 Accumulated losses of over Lps. 26.2 million 8 s  of June 

30, 1905, have long diluted shareholders' equity. As 





Important changes have taken place during this time. The 

Technical Directcr, !.?hs wee r e l e g a t e d  to a staff qozi t , i : : ~ t ~  

indirectly overseeing quality control, has been given a line 

function with direct responsibility over maintenance, production, 

bottling and canning, and quality control. The Operations 

Department was a l so  restructured and now it oversees the activities 

02 accounting, pr~curement and inventories. A brief overview of 

ths individuals occupyir,g managerial positions at Mejores Alimentos 

follows: 

General Manager is Mr. Ren& Durbn, a Business 

Administration graduate who has been with the company 







Supervisor of Independer r t  Tomato Produce r s  i s  M r .  Jorge 

A .  CAceres, a n  A g r o n o m i s t  who j u s t  recently jo i .ned the 

f i r m ,  b u t  whose previous experience with Agricola de 

Honduras  is very  r e l e v a n t  to his current jot. 

I n t e r n a l  A u d i t o r  of the firm is Mr. Javier kodriguez a 

public a c c o l m t a n t  who h a s  been  in h i 3  c u r r e n t  position 

since December of 1905.  He has previous experience w i t 1 1  



The firm' s upper mauclgement, prepw res a n n u a l  p r o j e c ~ t i o r ~ s  l.:>f 

operat.Sonu, based on sa les  fo rec r r s t s  and p r o d u c t . i n n  cepabi  l . i t ; i  c:::, 
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f I - I  w i  I 0 . i 1 ,  w i  l i I v t  1 i ' I  1 ,  1 I ,  ' i 1 .  I  . , 

member3 o f  the c:c~n..iul Ling team wprc f n v c ~ t - a b l y  imprc-n3c : t l  w :  +,}I t , t ~  ir, 

anpec t of the company' :< operat, i n n s  

The following obscrvat,i.orts are relevant: 

0 Tho general operatjng condition of the plant appea r s  to 

be good; there is a preventive maintenance prr,gt7a,n irl 

place and the company has its own mechanics workshop. 

The production department has well documented manuals and 

manufacturing/production standards which include d e t a i l e d  

descriptions of the ingredients, formulas and equipment 

specifications that are used for each one of the 

company's pruducts . 



I n  t h e  case of j u i c e s  arid r ~ o c t ~ a r s ,  some c a r ~ c e r i t r a t e s  a r e  

i m p ~ r t e d  f rom t h e  U . S .  a n d  Guatemala ( s u c h  a s  apple a ~ ~ d  

pear) and others a r e  processed u t i l i z i n g  domest ic  

product3 ( p i n e a p p l e ,  mango, orange and grapef  rui.1; ) . 

a There is an excess inst,elleil c a p a c i t y  in t h e  bot . t . l ing and 

canning l i n e s ;  in aaditian, the company has approximat,cly 

Lps. 600,000 of equipment tklat i s  n o t  being u s e d .  

8 Production glans are c o o r d i n a t e d  based o n  s a l e s  and 

inventory management ; once prepared t h e y  a r e  e 1 .:,, t ~ d  

with an estimated 90 to 95 percent of accuracy. 



The overs 11 qua1 L t y  :,t,ar~~l;r~'~l,c: of' L l r t  ( I 1111pa11y ' F, K , ~ O ~ \ I , I C  1,s 

are considered t,~-l ' ., h i  ff l -I  I n  t h e  ( k n t r a l  American 

market, t h e  complrny cornpet t;.,-, with very wrll establi s11t.d 

enterprises siich as A n P r t  California, Kern's, 

Mahler , Productora Cent.roamericana and t'asabien . 

Me.jores Alimentos is competitive in quality, but its 

production costs are higher 1;lran t h o s e  of the 

competition. 

In previous years, the company exported its prodbctu to 

other Central Anlerican cotin~riess. Such exports reached 

approximately Lps. 8.0 million per ycar. In 1983, total 

exports of Lps. 6.0 million represented approximately 27 



- In Tegucigalpa through Schmid y T c r ~ t ~ r i  (Lps .  

700,00O/month) and Francisco Huet~e.(Lps.100,000imonth) 

- In Sari Pedro Sula and the North Coast, through 

Surtidora Nacional (Lps. 450,00O/mc~nth) and Unimar 

S.A. (Lps. 450,09O/n1unth) 

e The company has signed non-exc l .us ive  distribution 

agreernant,~ with the above mentioned firms and the terms 

sre c&h payment at, delive~y and a commission of 10 

. percen.t of total S a l e s ,  . when monthly sales are Lps 

700,000 or higher, and of 8 per( ,it when they are beli~w 

this amount. These terms are: obviously more 

. advantageous than the ones in place when Galaxin 



Mejores Alimentos  employs approximately 2 3 2  peop le  at tile 

present time. Total  p e r s o n n e l  has decreased by more t h a n  3 7  

..-.em n.. percent since I Y O L  - 0 3 ,  and Li l t=  1r109t jigialf  i ca i i t  r e d ~ ~ t . i ~ , : i ~  .... . V 

taken place i n  t e m p c  rary p l a n t  porp .c~nne l .  

The breakdown 

years, are indicated 

of tlie f i r m ' : ,  pe r sonne l  over I -  lust five 

below. 



After having completed o u r  review of the personnel mar~~qem~-:r~t 

functions, the following wss noted: 

e Although there has been a sharp reduction in plant 

personnel, there has been s steady increase in office 

support and professional personnel. With this change, 

the firm's production vs. overhead personnel ratio 

shifted significantly in 1986 

8 The company employees organized a union (SINTRAMAL), in 

1977, which is of democratic orientation. A collective 

bargaining agreement was signed in August of 1983 and is 

still in force. 

Salary increhses took place in July of 1985 ranging from 

4.5 percent up to 20 percent for low paid employees. 





e A lawsuit was filed by the firm against Galhxia in ci~nnectii,~i 

I with the property of the trademark "Natura". This  intangible 

asset, valued at Lps 1.0 million, is very important for the 

company and the firm claims having pnid  for it. According to 

Galaxia, the trademark was only licensed to MALI for a 

specified time period. 

At this time, the case is in court and based on expert legal 

opinion, the likely outcome appears to favor Galaxia. It 

should be noted, h~never, that when CONADI first initiated 

its particip~tion in MALI, back in 1S76, among the conditions 

established by the Corporation was the transfer of the 

Naturals label rights from Galaxia to MALI, for an amount of 

Lps. 1 million. Galaxia did not fulfill this obligation, and 

kept charging MALI an annuai fee of Lps. 200,000 for using 

the label. This situation led the United Nations Development 



@ Another e x i s t i n g  l e g a l  corlf 1 ict, t~e tweerr  ~ I i e  t w o  f i. m s  1 s  

related t o  an a c c u m u l a t e d  d e t ) t  from Gaiaxi.3 ti, M A L I  

correspondirrg to payments f o r  p r o d u c t s  ilsi i vert:ci b y  t,:.itr: r ' i , :nl 

to  G a l a x i a  for d i s t r i b u t i o n ,  u n d e r  the rnaricet.ing arranl;remenl;s 

described above. A c c o r d i r ~ g  to MALI ' s i r ~ t e r ~ l a  1 b : ~ l a r ~ c c  sheet. 

t h i s  debt  amoiants to L p s .  14. 7 m i l l i o n  a s  o f  May .'.11. 1381;. 

This accumulated credit.. which  was docr.i~nenteci try ci~rnmt;rcial 

araf ts ,  nad not been p a i d  to M A L I  a t  t h e  time CONADI tt:~oi: 

control of t h e  company. 

Therefore t h e  cave was taken to c ~ r t .  As of the time c.f 

t h i s  w r i t i n g ,  there i s  n o  j u d i c i n l  o p i n i o n  cancerisi~sg this 

matter. 



A f o u r t h  l a w ! i u i t  p e n c l l r l g  i s Llia o n e  b rough t  t,y L i c .  Mari :,I," 

Lagos, former lean1 nrlvi snr to r e  A 1 i n w n t . o ~ .  Mr. 

Lagos ' s r~ervi  ces  to tile f J rm were terminat .ecJ and he  c lui ms 

damages of Lps .  5 0 , 0 0 0 .  

o According t o  t h e  recommenda t ions  f o r m u l a t e d  by Rvux and 

Luque, t o  c lea r  u p  t h e  s i t u a t ; o n  of M A L I ,  CONADI slsould b r i n g  

s u i t  t o  G a l a x i a  f o r  t h e  abusive c o n t r o l  of t h e  company d u r i n g  

the ~ e r i o d  1981 - 1 9 8 4 ,  i n  d e t r i m e n t  of CONADI and t h e  

company i t s e l f  (1903, p.17). 

I t  is n e c e s s a r y  t o  r e s o l v e  t h e s e  existing l e g a l  c l a i m s  before t h e  

company can be p r i v a t i z e d .  The r e s o l u t i o n s  of t h e s e  c o n f l i c t s  w i l l  

r e q u i r e  p r o f e s s i o n a l  legal s u p p o r t  f w  CONADI. I t  s h o u l d  be n o t e d  

t h a t  over t h e  y e a r s ,  i n  t h e  c o n f u s i o n  c r e a t e d  by t h e  s u c c e s s i o n  of 

CONADI and G a l a x i a  a d m i n i s . t r a t i o n s ,  t h e  p r i v a t e  group has 

generally managed t o  p u t  t h e  c o r p o r a t i o n  on a d e f e n s i v e  l e g a l  





A f i r ~ n n c i a l  r e s I , r u c t , u r - j n g  o f  the firm; rind 

o A t , h o r o u g h  1 ear: 1 n n b l y n i  s and resolution of pending 

l a w s i x i  ts. 

As indicated in our f innncial s t a t u s  review, Hejores 

APimentos' financial conditlcjn as  of the end of fiscal year 1985 

(per internal financial statements) was precarious: 

Total Assets = Total Liabilities + Shareholders' Equity 

Lps. 50.2 million = Lps. 72.4 million + (Lps. 22.2 million) 

With a negative ~hareholders' equity and a covylscc dependency 

on borrowed funds to maintain aperations, %he financial burden is 

such that even with a sizeable operating profit ( i . e . ,  Cps. 3 t o  5 

million), it would not be possible for the firm to obtain n e t ,  

annual profits. In the long-run, the accumulated financial burden 



The legal analysi s and resolution of' conflicts p e n c l ? n g  should 

be conducted simultaneously arid i o  1 ikel y t.o requi  r:- s i g n i f  icr in t 

f inancfal outlays. In c~rder to acccl t:l-at,c the process ,  i t waul u 

be advisable to pursue out- of - - c o u r t  sctt.1 cn)eni,..c whcncvf:r p u s s i b 1  e. 

In order to determine the market value of the company's a s s e t s  

and >f the company as a going concern, n professional valuatlvn 

would need to be conducted. A thorough inventory and ausessmen.t of 

t h e  firm's p r o p e r t y ,  p l a n t  and equipment would facilitate this 

process. In addition, intangible assets would havc to be appraiseti 

i n  order t o  axrive at a comprehensive estimate of the company's 





On the negative r i d e ,  it. c o u l d  be argued that,  t h e r e  are 

afpnbficsnt costs invo,vec! in the preparat ion  of b i d d i n g  doc:ument,s, 

rules, r e g u l a t i o n s ,  b a s i c  information for  t he, of f e r e r s  and other- 

e x p e n s e s .  Alao, an open bid process could take a long time to 

prepare. Nevertheless, it is felt that in this caTe the advantages  

outweight ins ci  aadvantages  . 

Agrlcola de Honclbiras supplies apprcximately 50 to 70 percent 

.>f +.ha tomatoes p~,:ocessed by Mejores Alimentos f or  the production 



In addition, Agricolri dt-: I l irncturas owes ti:) M A L I  apprirximut.t-4 y 

Lps. 1 3 . 0  mi I1 ion, which t.c;.present.s a b u u t  one-f our.Lh of MALI ' s 

total assets. 

In light of the above ccmuide~.ations, it is convenierrt, to 

think in terms of .1 privatizp t;iou strategy for Me.jores A1imen.l;t.l~ 

that would incorporate Ag~..icc,.Lo dt: t loncluras. However, as can !:I(-- 

alpreciated in the in-depth review of Agricola, the liquidation of 

some of its farms and plots ( e . g .  Pepineras, El Rincdn and some 

fruits orchards) seems advisable before it is included in a sale 

package in conjunction with MALI. 

Since Agricola and its subsidiaries own a very large 

extension of land - apprnximat,ely 3 , 9 6 9  msnxRnns - of which 9 ~ 1 ~  

some 150 to 200 are being cultivated to supply tomatoes to 

Mejores Alimentos, it is possible to incorporate some of its farms 

and plots ( e . g .  Canoas and Palo  Verde, and parts of Quebracho) in 

the transaction for the privatization of MALI. Approximately 600 

to 700 manzanas could be integrated to MALI and the rest could be 

sold separately. 

Therefore, the public auction under which Mejores Alimentos 

would be sold could include the option to bid not just for the 

company itself, but also for a part of Agricola de Mmduras' farmu 
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Anotllor relovrir~t, !ispoct. of i;hi..s i~ . r .an.rnct ic ,n  t..c~ Lt. t ~ k e r ~  into 

consi do~:ut . i .c . .~n i Y 1;k.e fact t h a t ;  t,lw extension o f  1.ancl owned by 

Ayricola ile I l o n d u r u s  su1.-passes Lhr! c e i l i n g s  au t . l~or i : , ad  by l;hc 

Agrarian Fief orm ~ W S .  For this rertsc~n, sl~~iilcl A g r i c c ,  1s cia floncluras 

t,a .L.iquidated as u company, u liirgo portion of t h e  land would 

bec -e p a r t  of the agrarian reform system and payment for the land 

would he r , . .  3e in Agrarian R e f o r m  bonds, which is not d e s i r a b l e  for 

the company's creditors ( i . e . ,  Mejores Alimentos and C O N A D I ) .  In 

view of these considerationu, it. could be preferabie for CONADI t au  

implement a financial restructuring plan for Agricola, before 

incorporating it (in whole or in part) to the privatization 

strategy of Mejores Alimentos. 
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M r .  Rent? Durbn, 
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M r .  Jorge A .  C A c e r e s ,  
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M r .  Heynaldo Vallecillo, 

M r .  Hugo Blanco V .  

I n t a e r n a 1  Audi tor  

F'ersi~n~iei Manager 

EDP Superv i so r  
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The p l a n t  was o r i g i n a l l y  c r e a t e d  a s  a Gove rnmen t  o f  H o n d u r a s  (6010 

p r o j e c t .  F o r  a  p e r i o d  o f  15 y e a r s  i t  o p e r a t e d  a s  a d e p a r t m e n t  o f  t h e  

Banco N a c i o n a l  d e  Fomcn to  - B A N A F O N  ( t o d a y  B A N A D E S A ) .  I n  1972, i t  was 

f o r m a l l y  o r g a n i z e d  a5  a c o r p o r a t i o n  o f  v a r i a b l e  c a p i t a l  ( s o c i e d a d  

anbn ima  d e  c a p i t a l  v a r i a b l e )  u n d e r  H o n d u r a n  l aw .  BANAFON h e l d  9 0  p e r -  

c e n t  o f  t h e  coclmon s t o c k .  

I t  i s  i m p o r t a n t  t o  n o t e  t h a t  t h e  o r i g i n a l  o b j e c t i v e  o f  t h i s  

p r o j e c t  was t o  t r a n s f e r  t h e  p l a n t ' s  o w n e r s h i p  t o  t h e  m i l k  p r o d u c e r s .  

I n  l i n e  w i t h  s u c h  p l a n s ,  t h e  s o - c a l l e d  S u l a  V a l l e y  M i l k  P r o d u c e r s ' s  

C o o p e r a t i v e  was :ounded,  w i t h  t h e  i n t e n t i o n  o f  a c q u i r i n g  t h e  G O t l ' s  

s t o c k .  

CONADI'5 i n v o l v e m e n t  i n  t h e  P l a n t a  de P r o d u c t o s  L a c t e o s  S u l a  

(PFLS) began  i n  December o f  1976 when t h e  c o r p o r a t i o n  a p p r o v e d  a  d i r e c t  

l o a n  f o r  L p s .  2.7 n i l l i o n  and s i m u l t a n e o u s l y  a c q u i r e d  company s t o c k  

w o r t h  L p s .  1.2 m i l l i o n .  

A d d i t i o n a l  CONADI l o a n s  t o  PPLS H e r e  a p p r o v e d  d u r i n g  t h e  

f o l l o w i n g  f e w  y e a r s ,  some o f  w h i c h  were  c a p i t a l i z e d .  The c u r r e n t  

c a p i t a l  s t r u c t u r e  o f  t h e  company i s  a 5  f o l l o w s :  



CONAD1 
DONADESfi  
O t h e r  

Tot a1 

S o u r c r r  P P L S  

A5 o f  December 3 1 ,  1905 ,  t h e  c o m p a n y ' s  d e b t  t o  t h e  G0I.l r e a c h e d  L p s .  

14 .1  m i l l i o n ,  o f  which 61 p e r c e n t  ( L p s .  8 . 5 7  m i l l i o n  

and t h e  r e s t  ( L p s .  5.56 m i l l i o ~ i )  t o  t h e  N a t  

Development  Bank (BANADESA) .  

i s  owed t o  C O N A D I  

i o n a l  Agricultural 



PPLS's f i n a n c i a l  s t a t e m e n t s  h a v e  heen  a u d i t e d  b y  e x t e r n a l  

a u d i t o r s  d u r i n g  t h e  l a s t  few y e a r s 1  E x h i b i t s  1 and 2 5ummari:e 

t h e  company '5  b a l a n c e  s h c e t s  and income s t a t c m c n t s  f o r  t h e  v e a r s  

1981 t o  1985. The e x t e r n a l  a u d i t o r s  ( H e n d i e t a  y  h s o c i a d o s )  h a v e  

i s s u e d  q u a h i i e d  o p i n i o n s  f o r  t h e s e  f i n a n c i a l  s t a t e m e n t s .  

P P L S ' 5  p e r f o r m a n c e  has  n o t  been s a t i s f a c t o r y ,  a s  e v i d e n c e d  b v  

annual  l o s s e s  i n  each o f  t h e  l a s t  5 y e a r s ,  w i t h  t h e  e x c e p t i o n  o f  

1984, when i t  r e a l i z e d  a  s m a l l  p r o f i t  o f  Lp5. 104,727.00.  

F 
I n  v i e w  o f  t h e  company 's  f i n a n c i a l  p o s i t i o n  d u r i n g  t h i s  

p e r i o d ,  t h e  f o l l o w i n g  o b s e r v a t i o n s  can be  made: 

o  S i n c e  19E!,  t h e  f i r m ' s  a c c u m u l a t e d  l o s s e s  have  been 

g r e a t e r  t h a n  t h e  s h a r e h o l d e r s '  e q u i t y  and a c c o r d i n g  t o  

t h e  Commercial  Code, t h e  company s h o u l d  have  been  

d i s s o l v e d .  ( E x t e r n a l  a u d i t o r s  h a v e  i s s u e d  a  " g o i n g  

concern ' "  q u a l i f i c a t i o n  i n  t h e i r  o p i n i o n . )  

o I n  1783, t h e  company 's  s h a r e h o l d e r s  a p p r o v e d  a c a p i t a l  

w r i t e - d o w n  i n  o r d e r  t o  r e d u c e  a c c u m u l a t e d  l o s s e s .  A t  t h e  

same t i m e ,  b o t h  CONADI and BANADESA c a p i t a l i z e d  Lps .  5.0 

m i l l i o n  i n  p r e v i o u s  l o a n s .  

o  S i n c e  1981, t h e  f i r m  h a s  had  o p e r a t i n g  p r o f i t s  r a n g i n g  
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f r o m  4.5 t o  0.1, perccr r t  u f  n e t  t i i ~ l ~ s .  I ~UWC~VLJ~ ,  

f i n a n c i a l  cxpenscs ( p r i m d r i l  y a l t r i b u t a b l c  t o  t t ~ c  

a c q u i s i t i o n  o f  n i l  k d e h y d r a t i o n  e q u i p r n c n t ,  w h i c h  

g e n e r a t e s  f i n a n c i a l  c h a r g e s  o f  o v e r  Lps. 1 .5  m i l l i o n  p r r  

y e a r )  h a v e  raadc i t  i m p o s s i b l e  # o r  t h e  f i r n v  t o  r e a l i z e  

n e t  p r o f i t s .  O n l y  i n  1984 d i d  t h o  f i r m  manaye t o  

r e a l i z e  a n e t  p r o f i t ,  p r i n c i p a l l y  d u e  t o  a  s h a r p  

r e d u c t i o n  o f  s a l e s  and a d m i n i s t r a t i v e  e e p e n s e s .  

o One i m p o r t a n t  o b s e r v a t i a n  made by  t h e  e x t e r n a l  a u d i t o r s  

i s  t h a t  t h e  f i r m  shows f i x e d  a s s e t s  n o t - i n - o p e r a t i o n  

( m i l k  d a h y . d r a t i o n  equipment and  u n f i n i s h e d  b u i l d i n g  

m e n t i o n e d  a b o v e )  a t  o r i g i n a l  c o s t  o f  L p 5 .  5.3 m i l l i o n ,  

when t h e y  s h o u l d  be s h ~ w n  a t  t h e i r  m a r k e t  v a l u e  o f  Lp5.  

3.2 m i l l i o n .  

I f  t h a t  a d j u s t m e n t  H e r e  made, t h e  f i r m ' s  a s s e t s  w o u l d  

d e c r e a s e  t o  Lps. 15 .9  m i l l i o n  and  a c c u m u l a t e d  l o s s e s  

~ o u l d  i n c r e a s e  t o  Lps.  8 . 1  m i l l i o n .  

o E x h i b i t  3 shows s e l e c t e d  f i l l a n c i a 1  r a t i o s  f o r  PPLS o v e r  

t h e  same f i v e - y e a r  p e r i o d .  E x c e p t  f o r  1983 and 1984, 

when l o n o - t e r m  d e b t  and  c a p i t a l  w e r e  r e s t r u c t u r e d ,  t h e  

f i r m ' s  i i q u i d i t y  h a s  b e e n  v e r y  p o o r .  A5  i n d i c a t e d  b y  

t h e  L i a b i l i t i e s I N e t  W o r t h  r a t i o ,  t h e r e  h a s  b e e n  a  h i g h  

d e g r e e  o f  dependence  on  c r e d i t o r s  r a t h e r  t h a n  i n v e s t o r s  

i n  p r o v i d i n g  t h e  f u n d s  n e c e s s a r y  t o  o p e r a t e  t h e  

b u s i n e s s .  The o t h e r  i n d i c a t o r s  i l l u s t r a t e  t h e  
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u n p r o f  i t a b i l i t y  0,f t h e  company v i s - a - v i s  Gales and 

a s s e t s .  

Ae p a r t  of  ou r  scope o f  work ,  an i n t e r n a l  c b n t r o l s  q u e s t ~ o n -  

n a i r e  was conducted.  I t  i s  p e r t i n e n t  t o  e x p l a i n  t h a t  t h e  o n - s i  t e  

i n t e r v i e w s  conduc ted  t o  o b t a i n  t h i s  i n f o r m a t i o n  were l e s s  

e x h a u s t i v e  tha -  Lilose c o n s t i t u t i n g  an a u d i t  and were  n o t  d e s i g n e d  

f o r  t h a t  pu rpose .  T h e r e f o r e ,  t h e y  do n o t  n e c e s s a r i l y  d i s c l o s e  a l l  

t h e  p o t e n t i a l  weaknesses i n  t h e  eystem. . 
The f o l l o w i n g . g e n e r a 1  o b s e r v a t i o n s  a r e  i n  o r d e r :  

o A l l  employees i n v o l v e d  i n  r e c o r d - k e e p i n g ,  c u s t o d y  o f  

a s s e t s  o r  some o t h e r  p o s i t i o n  o f  t r u s t ,  s h o u l d  be 

a d e q u a t e l y  bonded; c u r r e n t l y ,  t h e y  a r e  n o t .  

o The company's boot:keeper s h o u l d  n o t  be  amnnq t h e  

o f f i c e r s  r e s p c n s i b l e  f o r  s i g n i n g  checks .  

o A s e p a r a t e  p a y r o l l  bank a c c o u n t  s h o u l d  b e  m a i n t a i n e d  and 

an i m p r e s t  system may b e  n e c e s s a r y .  

\ 

o A l l  i n v o i c e s  s h o u l d  be  c a r e f u l l y  r e v i e w e d  b e f o r e  b e i n g  

s u b m i t t e d  f o r  payaen t  t o  t h e  c l i e n t ,  T h i s  is n o t  b e i n g  

done a t  t h e  p r e s e n t  t i m e .  



o  The a v e r a g e  c o s t  i n v e n t o r y  v a l u a t i o n  s y s t e m  needs  t o  b r  

a p p l i e d  on a c o n s i s t e n t  b a s i s  t o  a v o i d  f u t u r e  d i s t o r t i o n  

o f  t h e  r e c o r d s .  

o  R u o t a t i o n s  i n  s r i t i n g  f o r  th t?  p u r c h a s e  ox i m p o r t a n t  

i t e m s  s b o u l d  b e  r e q u e s t e d .  C u r r e n t l y ,  t h e s e  t a k e  p l a c e  

h y  t e l e p h o n e  and no  r e c o r d s  a r e  m a i n t a i n e d .  

o  C o n t r o l  c a r d s  f o r  f i x e d  a s s e t s  do  n o t  c o n t a i n  a l l  t h e  

i n f o r m a t i o n  n c e d e d  u n  a  c o n s i  s t c n t  b a s i  5 .  

Eased on  p r o j e c t i o n s  p r e p a r e d  b y  members o f  PF'LS's u p p e r  

management, o u r  team s i m u l a t e d  5 - y e a r  p r o j e c t c d  f i n a n c i a l  

s t a t e m e n t s  f o r  t h e  company,  a p p l y i n g  an A r t h u r  Young & Company 

p r o p r i e t a r y  s o f t w a r e  p a c k a g e  ( h Y 1  F a s t P l a n  TI1 v e r s i o n  3 . 0 2 ) .  

4 

I t  i s ' i m p o r t a n t  t o  n o t e  t h a t  t h e s e  p r o j e c t i o n s  a r e  r e a l i s t i c  

o n l y  t o  t h e  e x t e n t  t h a t  t h e  a s s u m p t i o n s  made h o l d  t r u e .  

. S i g n i f i c a n t  v a r i a t i o n s  i n  s a l e s  f o r e c a s t s ,  p r o d u c t i o n  o r  f i n a n c i a l  

c o s t s  w o u l d  h a v e  an i m p a c t  on  t h e  p r o j e c t e d  s t a t e m e n t s .  

( F o r  a s s u m p t i o n s :  s e e  d p p e n d i  x C l  . 

E x h i b i t s  4 ,  5 and 6 p r e s e n t  PPLS's p r o j e c t e d  a n n u a l  c a s h  

f l o w ,  i n c o m e  s t a t e m e n t  and b a l a n c e  s h e e t s  f o r  t h e  y e a r s  1986 t o  

1990. On t h e  b a s i s  o f  t h e s e  p r o j e c t i o n s ,  t h e  f o l l - ~ r ~ ~ ! i g  

o b s e r v a t i o n s  c a n  b e  made: 









o  Annua l  c ~ : , h  f l o ~  p r o j c c t l o r ~ r ;  i n r l i c a t c  t h a t  t h r !  f i r  III  ill 

b e  a b l e  t o  c o v c r  i t s  w c ~ r k i n y  c d p i t a l  n e e d s  o ~ e r  the  

p e r i o d  i n  q u e s t i o r ~ ,  b u t  w i l l  not. b e  a b l e  t o  p a y  down t h e  

o u t s t a n d i n g  p r i n c i p a l  on  l o a n s .  

o  The p r u j e c t e d  i n c o m e  s t i ~ t c n ~ e n t  i n d i c a t e s  t h e t  t h e  f i r m  

w i l l  i n c u r  a n n u a l  l o s s e s  c o n t i n o u s l y  o v e r  t h e  5 - ,year 

p e r i o d  1.1i t h  an i nc rc?ac ,c  frctm a p p r o ) : i n ~ a t e l  y L p s .  1.d 

m i l l i o n  i n  1906 t o  a b o u t  L p s .  2 . 3  m i l l i o n  i n  1990.  

t l owevc r ,  i t  appclar 5 t h a t  t h e  i i r m  w o u l d  t ~ p  a b 1  c* t8.1 

g e n e r a t e  o p e r a t i n g  p r o f i t s  a ~ d  t h a t  t h e  g a i n  o b s t a c i e  

f o r  n e t  p r o f  i t a b i ' l  i  t y  i 5 t h e  o v e r w i t e l a i n g  t I r i t r . ~ c : i a l  c o s i  

t h a t  t h e  company h a s  t o  b e a r ,  



f'f1L5 hlls c x p e r  l c n c c r l  s i  y n l  f i c . i i n L  changcr;  i n  i t s  III,I~I~:CJCI~~?~IL 

t e d s  o v e r  t h e  l a s t  t o n  y e a r s ,  r . t l r ; u l t i ~ ~ g  i n  'a nca lcened 

o r q a n i z h t i c ~ n a l  s t r u c t u r ~ .  E x h i b i t :  7 i l l ~ ~ s t r r t t e s  t h e  u p p r r  l c v e j s  

o f  t h e  o r g a n i z a t i o n a l  c h a r t .  

The B o a r d  o f  D i r e c t o r 5  1 5  a p p o i n t e d  b y  t h c  t w o  & i ) H  p a r a s t a y a l  

o r g a n i z a t i o n s  w h i c h  c o n t r o l  t h e  compdrly. T h e r e  h a 5  been a  v e r y  

h i g h  t u r n o v e r  r a t e  i n  t o p  management p o s i  t i o r l s ,  a  ' r  c f  1 c ~ i i o n  o i  

t h e  f r e q u e n t  administrative c h a n y e s  t h a t  o c c u r  ~ n  t h e  p u b l i c  

s e c t o r .  

The n d m i n i s t r a t i o n  Nanager ,  L i c .  Jo5P k. M o ~ ~ I I E s ,  was 

r e c e n t l y  a p p o i n t e d  ( t l a r c h  o f  lY86) .  He i s  a  g r a d u a t e  i n  b u s i n e z s  

a d m i n i s t r a t i o n  and was p r e v i o u s 1  y e m p l o y e d  w i t h  t h e  N a t i o n a l  

I n s t i t u t e  o f  P r o f e s s i o n a l  E d u c a t i o n  ( I N F O P ) .  

The P r o d u c t i o n  Manager ,  Eng. E m i l i o  H u r i l l o ,  I S  a l s o  new; h e  

h a s  been w i t h  t h e  f i r m  s i n c e  J a n u a r y  1986  ( 5  m o n t h s ) .  He i s  a  

C h e m i c a l  E n g i n e e r  w i t h  d p p r o x ~ m d t e l v  10 y ~ a r s  experience i n  o t h e r  

industries. 

The M a r k e t i n g  Hanager I S  I n d u s t r i a l  E n g i n e e r  Car lo5 Vasqucz .  

He h a s  been w i t h  t h e  f i r m  f o r  a p p r o x i m a t e l y  7 y e a r s ,  i n i t i a l l y  a s  

S a l e s  t l anage r  i n  T e g u c i g a l p a  a n d  more r c c e n t l  y ( a s  o f  a  y e a r  - d q o j ,  
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The p o s i  t1 on o f  Fteqi o n a l  I.larlaqcr o l  I h c  C c n t r d l  l i c y i  an 

( I c g u c i g a l p a t  was c r e a t e d  r c c c n t l y  and h a s  n o t  y e t  bcen f i l l e d ,  

O t h e r  managerial p 0 5 i  t i o r 1 5  w i t h i n  t h e  f i r s  i n c l  udr! t h e  c h i e f  

o f  t h e  P e r s o n n e l  D e p a r t m e n t  (who had been i n  t h e  o i l i c ~ ?  on1 y J 

days  a t  t h c  t ~ m e  o f  o u r  i n t e r v i e w s )  and t h c  company '2 G e n o r i t l  

A c c o u n t a n t  (who h a s  been w i t h  PPLS f o r  19 m o n t h s ,  b u t  o r ~ l y  5 

months i n  h i s  c u r r e n t  j o b ) .  

, 
F r e q u e n t  changes  i n  t h e  c o m p a n y ' s  management a r e  t h e  c a u s e  o i  

an  a p p a r c n t  l a c k  o f  c o n t i n u i t y  i n  c o r p o r a t e  p l a n s ,  a s  w e l l  a s  o f  a 

g r a d u a l  d e t e r i o r a t i o n  i n  t h e  i i r m ' s  c o n ~ p e t i  L i v e  p o s i t i o n  i n  t h e  

i r d u s t r y .  

The r e s p o n s l b i  li t y  f o r  medium o r  l o n g - t e r m  p l a r i n i n y  i s  n u t  

f o r m a l l y  i n s t i t u t e d  a t  PPLS.  S t r a t e g i c  p l a n s  h a v e  n o t  been  

p r e p a r e d  by  t h e  management team i n  Lhe p a s t ,  n o r  h a v e  t h e y  been  

r e q u e s t e d  by  t h e  Boa rd  o f  D i r e c t o r s .  

The c u r r e n t  a d m i n i  s t r a t i  on  i s a d o p t i n g  i t s  own p r o c e d u r e s  l o r  

p r e p a r i n g  a n n u a l  p r o j e c t i o n s  o f  t h e  c o m p a n y ' s  operations, based  on 

c o n s u l t a t i o n  w i t h  t h e  v a r i o u s  f u n c t i o n a l  a r e a  managers .  Wcci i  y 

management t eam m e e t i n g s  h a v e  been  r e c e n t l y  I n i t i a t e d  w h i c h  - w i l l  



e v e n t u a l 1  y  s e r v e  ae feedbac:k t o  u p d a t e  t h e  a n n u a l  o p e r a t i o n : ;  p l a n .  

The n a t u r e  ~f Pl' 'LSO?; owr iet .ship i F ' u b l i c  S e c t o r )  and t h e  l a c k  

a f  c o n t i n u i t y  r e f e r r e d  t o  i n  S c c t i o n  3.14 ahovo  makc i t  r . x t r r ? s ~ c ? l y  

d i f f i c u l t  f a r  t h e  team t o  d e s i g n  and  i m p l e m e n t  medium o r  l o n g - t e r m  

p l a n s .  

T h e r e  i s  no  u p d a t e d  f l o w - c h a r t  o r  d i a g r a m  t h a t  d e s c r i b e s  t h e  

p l a n t ' 5  o p e r a t i o n s ;  t h e  c u r r e n t  P r o d u c t i o n  Manager  is i n  t h e  . 
p r o c e 5 5  o f  p r e p a r i n g  i t .  The same a p p l i e s  t o  p r o d u c t i o n  m a n u a l s  

and t h e  " m a n u f a c t u r i n g  and p r o d u c t i o n  s t a n d a r d s "  w h i c h  documen t  

t h e  e q u i p m e n t  s p e c i f i c a t i o n s ,  i n g r e d i e n t s  and f o r m u l a s  r e l a t e u  t o  

t h e  c o m p a n y ' s  p r o d u c t s .  D u r i n g  o u r  " w a l k - t h r o u g h "  o f  PPLS 's  

p r o d u c t i o n  f a c i l i t i e s  i n  San P e d r o  S u l a ,  i t  became a p p a r e n t  t h a t  

t h e  p l a n t ' s  l a y o u t  p r e s e n t s  b o t t l e n e c k s  and  a  p o o r  a l i g n m e n t  o i  

p r o d u c t i o n  l i n e s ,  r e f l e c t i n g  a  d i s o r d e r l y  g r o w t h  and  e x p a n r i o n  o f  

t h e  p l a n t  o v e r  t h e  y e a r s .  

P P L S ' s  p r o d u c t s  i n c l u d e  t h e  f o l l o w i n g :  

- M i l k  100 6 5 
- Powdered M i  1  k 3 5 5 
- Cheeses 100 1 0  
- C r e a m s / B u t t e r  9 0 15 
- F r u i t  J u i c e s  N.A. 5 
-------------..- ..--. ---------------------------.----..---------------- ..-. --  
Source !  PPLS 



The e q u i  pmcnt. i  5 g ~ r ~ e r a l l  y  i n  good c.ondi t i r , r ~ .  tlorrcvcr , u p  

u n t i l  5 mon ths  a g o ,  t h e r e  was n o  p r e v e n t i v e  m a i n t e n a n c e  p r o g r a r ~ .  

C u r r e n t l y ,  t h e r e  i s  no s y s t e m  t o  kt!ep t r a c l :  of r c p a i r . 5  made l o  t h e  

v a r i o u s  u n i t s  o f  e q u i p m e n t  ( u s u a l l y  r e c o r d - k e e p i n g  c a r d s i ,  b u t  t h e  

new P r o d u c t i o n  Manager i s  i m p l e m e n t i n g  o n e .  

Due t o  l a c k  uf f u n d s ,  i t  i s  n o t  p o s s i b l e  t o  m a i n t a i n  a  

minjmum s t o c k  of c e r t a l n  s p a r e  p a r t . 5  i n  i n v e n t o r y .  I ' t i l s  i s  

p a r t i c u l a r l y  s e r i o u s  i n  t h e  c a s e  of S w e d i s h  m a c h i n e r y  ! G l f a  L a v a i l  

f o r  which  p a r t s  r e q u i s i t i o n s  may t a k e  up t o  s i x  m o n t h s .  

O f  p a r t i c u l a r  i m p o r t a n c e  i n  t ~ r m s  of P P L S ' s  e q u i p n e n t  1 s  t h e  

e x i s t e n c e  o f  a m i l k  d e h y d r a t i o n  p l a n t  wh ich  Has a c q u i r e d  i n  197b, 

b u t  h a s  n o t  b e e n  i n s t a l l e d  t o  d a t e .  T h i s  p l a n t  Has p u r c h a s ~ d  a t  a  

c o s t  of  Lps.  3.6 m i l l i o n  and a  new b u i l d i n g  was c o n s t r u c t e d  ( s t i l i  

u n f i n i s h e d )  a t  an  a d d i t i o n a l  c o s t  o f  Lps .  1 . 6  m i l l i o n .  Even 

t h o u g h  t h e  company i s  s t i l l  showing  t h e  o r i y i n a l  p u r c h a s e  c o s t  of 



'Ihe tomparly tbi\5 r ~ ! r e r t t  1 y r c ! t a inod  thcl sor  v r  c e s  L I ~  ,I 

s p e c i i \ l i z e d  banis11 company t o  c o n d u c t  a t e c h n i c a l  ~ p p r - a l . j a l  o i  t h v  

p l  arlt t o  d e t e r m i n e  i t  E o v e r  a t  i  on coridi  t.1 or\ arbrl e s t  1 mai.c t l ~ r !  

a d d i t i o n a l  c a s t s  i n v o l v e d  . ~ h o u l t l  F'I'LS d e c i d t !  t o  p u t  i t  i n t o  t ~ s t ? .  

A m a r k c t  s t u d y  rri 1 1  a l s o  bc  r e q u i r e d  i n  o r d e r  t o  a s s e s s  t h c  

v i a h i l i t y  of t h i s  a d d i t i o n a l  i n s t a l l e d  c a p a c i t y  wh ich  ~ o u l d  a l l o w  

t h e  rompany t o  p r o c e s s  all e s t i m a l c d  100 .00  l i t e r s  o t  m i l k  f o r  

powdcrcd mi 1 k p r c d u c t i o n .  

PPLS i s  t h e  o l d e s t  p l a n t  i n  t h e  i n d u s t r y  a n d  f o r  a l o n q  l i m e  

f a c e d  n o  c o m p e t i t i o n .  Today ,  t h e  company i s  f a c i n g  f i e r c e  

c o m p e t i t j o n  f rom pr i v a t c l  y awned c o m p a n i e s  a n d  i t s  m a r k e t  s h a r e  

h a s  been d e c r e a s i : ~ ~  , ; I ~ ~ r p l  y .  The f o l l o w i n q  f i q u r e s  a r e  

i l l u s t r a t i v e  of t h e  f i r m  c ~ m p e t i t i v c  p o s i t i o n  i n  t h e  m i l k  and  

c h e e s e  m a r k e t s ,  which  a c c o u i i t  f o r  a p p r o x i m a t e l y  65 p e r c e n t  of t h e  

company ' s  s a l e s :  

S o u r c e :  F'F'LS 



Based o n  o u r  r v v i c w  o f  F'F'LS' commerr i d 1  i z d t .  Lon f u n c l i o r r ,  t  hc 

f o l l o w i n g  o b s e r v a t i o n s  a r c  i n  o r  d c r :  

o  Even  t h o u g h  t h e  c o m p a n y ' s  p r o d u c t s  c a n  b c  c h a r a c t e r i z r d  

a s  l a r g t .  v o l u m c l s n ~ a l l  mar g i n  p r o d u c t s ,  t h e  conlpany has  

n e v e r  c o n d u c t e d  a s e r i o u s  s u r v c y  o r  m a r k e t i n [ !  s t u d y  t o  

d e i i r l e  i t 5  c o m m c r c i a l i z a t i a r i  s t r a t e g y .  

o  S a l e s  projections a r e  p r e p a r e d  on  an  i n c r e m r n t a l  b a s 1 5  

u t i l i z i n g  f i g u r e s  f r o m  t h e  S o r  4 p r e v l u u s  y e a r s .  

E s t i m a t e s  t e n d  t o  be  c o n s e r v a t i v e ,  p a r t i c u l a r l y  i n  i t e m s  

c o n s i  clcr ed o f  l n f  c r i o r  qua1 i t y  v l s - a - v i s  t h ~  

c o m p e t i t i o n .  

o The f i r m  m a n a g ~ s  i t 5  own c o l r ~ m e r c i  a1  i z a t i o n  f u n c t i o n  

t h r o u g h  29 d i s t r i b u t i o n  r o u t e s  i n  t h e  San P e d r o  5 u l a  

a r e a  and  2 4  r o u t e s  I n  t h e  c e n t r a l  r e g i o n  ( T c g u c i g a l p a i .  

These r o u t e s  a r e  s e r v e d  b y  a  f l e e t  o f  company t r u c L s  

w h i c h  a r e  o l d  and  n o t  r e f r i y e r a t ~ d .  

c The e x i s t i n g  d i s t r i b u t i o n  s y s t e m  d o e s  n o t  a p p e a r  t o  b e  

e f f i c i e n t  o r  e f f e c t i v e ,  s i n c e  a v e r a g e  distribution c o s t s  

r e a c h  a p p r o x i m a t e l y  9 c e n t s  p e r  l i t e r  o f  m i l k  s o l d  



o 'Ihr, f i r a  c u r r c n t . 1  y  e x t e n d r  an a v e r a g e  of 45 d a y s  c r c ! t l ~ l  

t o  a nurntror of b u y e r s  I 3 6 - ~ n  t h e  7 o r . t h  a n d  22 i n  

T e g u c r g a l p a .  

o I n v e n t o r y  of f i n i s h e d  g o o d s  r o t a t e s  i n  a  p c r i o d  of 5 .5  

t o  0 . 5  d a y s ,  which  i s  c o n s i d c r r d  s l o w  ( i c .  6 . 6  t o  4 . 3  

o The company ha5  v a q u e l y  e x p l o r e d  t h e  p o s s i b i l i t y  of s ~ b -  

c o n t r a c t i n g  t h e  d i s t r i b u t i o n  o f  i t s  p r o d u c t s  ~ i t h  

wholesale d i 5 t r r b i 1 t o r 5  i l l  t h e  c o u n t r y .  More d e f i n i  :e 

e f f o r t s  n e r d  t o  b e  made t o  a s s e s s  t h i s  a l t e r n a t i v e ,  

wh ich  may r e s o l v e  a number of e x i s t i n g  p r o b l e m s .  

o  The f i r m  d o e s  n o t  h a v e  a c l e a r l y  d e f i n e d  p o l i c y  i n  

p r o d u c t  p r o m o t i o n  and a d v e r t i s e m e n t .  The t u d y e t  f o r  

t h i s  was Lps .  135.000 i n  1985 (11355 t h a n  3 . 4  p e r c e n t  of 

t o t a l  s a l e s ) .  I n  t h e  p a s t ,  PPLS h a s  r e t a i n e d  an  

a d v e r t i s i n g  a g e n c y  ( Z e u s ) .  

o As m e n t i o n e d  a b o v e ,  a t h o r o u g h  m a r k e t i n g  s t u d y  would  be 

n e e d e d  t o  a s s e s s  t h e  m a r k e t  p o t e n t i a l  f o r  powdered  m i l k  

if t h e  f i r m  d e c i d e s  t o  p u t  i n  o p e r a t i o n  t h e  m i l k  

d e h y d r a t i o n  p l d n t ,  w h i c h  h a s  a  p r o c e s s i n g  c a p a c i t y  of 

100.000 l i t e r s  per d a y .  
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R f  t e r '  h i i v i n g  r o m p l e t u d  our. r c v i  P W  o l  t h t ?  p e r s o n n r ? l  m i l n i ~ g i ! i ~ ~ ~ l i ~ t  

f u n c t i o n ,  wo r1ot.c th r?  f o l l o r r ~ n g :  

I) ' r h o r e  was an i n c r c a s c  o i  o v c r  10 pc t r cc ! r~ t  i n  t o t a l  

p c r s o n n c l  emp loyed  i n  1986, p r i m a r i l y  i n  t h e  s a l e s  and 

p r o d u c t i o n  d c p a r  t i t ~ e n t s .  

o  More t h a n  o n e - t h ~ r d  o f  t h e  c o m p a n y ' s  p e r s o n n e l  a r e  i n  

s a l e s  and w i t h  a  d i s p r o p o r t i o n a t e l y  l a r g e  p e r c e n t a g e  o f  

emp loyees  h a n d l i n y  a d m i n i 5 l r a t i v e  d u t i e s .  . 
o Company c m p l o y e ~ &  h a v c  a  u n i o n  (SI ' IRAI~PLFIS) w h i c h  1 5  

a f f i l i a t e d  w i t h  a  n a t i o n a l  o r g a n i z a t i o n  o f  d e m o c r a t i c  

o r i e n t a t i o n  (FESI  IRAN\{ ) ,  P r i o r  t o  l 9 B l ,  t h e  u n i o n  was 

a f f i l ~ a t e d  w i t h  a  n a t i o n a l  o r g a n i z a t i o n  o f  l e f t i s t  

t e n d e n c y  (FUT). I n  e a r l y  1980, t h e r e  bras a  g e n e r a l  

s t r i k e  o r g a n i z e d  by  a p r o x i m a t e l y  40 p e r c e r ~ t  o f  t h e  

emp loyees ,  w h i c h  r e s u l t e d  i n  t h e  t e r m i n a t i o n  o f  120 

w o r k e r s .  

o A c u l l e c t i v e  b a r g a i n i n g a g r e e m c n t  was n e g o t i a t e d  it1 

March o f  1985, and one i s  s c h e d u l e d  f o r  June  o f  t h i s  

y e a r .  S a l a r y  i n c r e a s e s  a r e  c a l c u f  a t e d  u s i n g  a c o n s t a n t  

p e r c e n t a g e  f o r  t h e  e n t i r e  w o r k f o r c e .  C o m p e n s a t i u n  

s c a l e s  need  t o  b e  r e v i e f l e d  and r c s t r u c t u r c d  t o  a v o i d  

c u r r e n t  d i s c r e p a n c i e s  ( f o r  e x a m p l e  a m e c h a n i c  in p r d e r  

111 e a r n s  t h c  5 a 1 ~ 1 e  a5 a c l e a n i n g  p e r s o r ~ ) .  





I n  o r d e r  t o  asst !5r  t h o  l c g a l  s t a t u s  o f  PI'L.5, t h c  tc?an~ r~:!aminccl i t s  

a r t i c l e s  o f  i n c o r p o r a t i o n  and b y - l a w s  and mure i m p o r t d r ~ t l , ~ ,  t h r  c x i . , : t c n c t .  

and s t a t u s  o f  any l a w s u i t s  p e n d i n g  a g a i n s t :  o r  on  h e t i a l  f o f  t h r  f 1 r  8 ) .  The 

f o l l o w i n g  o b s e r v a t i o n s  r u m m a r i z e  t h e  a o 3 t  s a l  i c n t  p o i n t s  o f  t h e  r e v l e w :  

o  P l a n t a  d e  P r o d u c t o s  L a c t ~ o s  S u l a  was incorporated i n  1 4 7 %  a s  

a  company o f  v a r i a b l e  c a p i t a l  ( L p s .  25,000 - L p s .  3 . 3  

m i l l i o n ) .  I n  1 9 7 7 ,  t h e  f i r m ' s , s t o c l :  r i g h t s  w c r c c l l a n q e d  i ~ n d  

i n  1 9 8 3 ,  i t  u n d e r w e n t  a  q u a s i - - r e o r g a n i z a t i o n .  C d p i  t a l  was 

r e d u c e d :  CONADI l o s t  L p s .  1.2 m i l l i o n  i n  p r e f e r r e d  s t o r k ,  a n d  

a l l  i n v e s t m e n t s  i n  t h e  f i r m  w e r e  w r ~ t t e n - o f f  e x c e p t  f o r  t h a t  

o f  t h e  d a i r y  f a r m e r s .  CONADI t h e n  c a p i t a l i z e d  L p s .  2.5 

m i l l i o n .  

o The l o l l o w i n g  a r e  l a w s u i t s  p e n d i n g  a g a i n s t  t h e  f i r m :  

- R o n a l d o  Godoy h a 5  f i l e d  a L p s .  15,00G s u i t  f o r  l a b o r  

v i o l a t i o n s .  U i t h  n o  r e c e n t  l e g a l  p r o c e e d i n g s  I n  t h i s  

c a s e ,  t h e  f i r m  i s  a w a i t i n g  t h e  e x p i r a t i o n  o f  t h e  t h r e e  

y e a r  g r a c e  p e r i o d  manda ted  b y  l a w ,  a t  w h i c h  p o i r ~ t  t h e y  

w i l l  r e q u e s t  t h a t  t h e  c a s e  b e  c l o s e d .  

- R o b e r t o  C a s t r o  R i v e r a  h a s  f i l e d  a Lps .  40,000  s u i t  f o r  

l a b o r  v i o l a t i o n s .  He c l a i m s  t h a t  a l t h o u g h  h e  was a b s e n t  

f r o m  work  t h r e e  c o n s e c u t i v e  d a y s  ( w h i c h  a c c o r d l r i q  t o  



l a b o r  v i o l d t . ~ o n ! ; .  T l ~ c  f i r m  i s  aw; i t inc )  t . l ~ '  u : c p i r a t i o n  

o f  t h r e i ?  y e a r s  i n  o r d e r  t o  r,c.qut.st. t h a t  t h e  cctse b e  

r 1  osed .  

- R a u l  E a r c i a  L i n a r e s  h a s  f i l e d  a L p s .  12,Odi l  s u i t  f o r  

l a b o r  v i o l a t i o n s .  The f i r m  is g o i n g  t o  r e q u c 5 t  t h a t  t h e  

c a s e  b e  c l o s e d .  

- J o 5 b  A l b c r t o  O v i e d o  A r g u u t a  h a s  f i l c d  a Lps.  L,OOO s u i t  

f o r  1 a b o r  v i  01  a t  i ons.  t lowevcr  , h a c a u ~ e  he  bras c a u g h t  

s t e a l i n g  money,  S u l a ' s  l a w y e r  p r e d i c t s  a f a v o r a b l e  

ou tcome.  

- J o a q u i n  U r q u i a  has  f i l e d  a  I p s .  40 ,000  s u i t  f o r  i a b o r  

v i o l a t i o n s .  C o n t r a c t e d  t o  p r o v i d e  m a l n t e n s n c e  5 e r v i  c e s  

f o r  t h e  f i r m ' s  machinery when h i s  c o n t r z c t  e x p i r e d ,  h e  

c l a i m e d  t h a t  s e v e r a n c e  pat /  was d u e  t o  h i m .  S u l a ' s  l a w y e r  

p r e d i c t s  a f a v o r a b l e  ou t come .  

As o f  t h e  t i m e  o f  t h i s  w r i t i n g  t h c r e  we re  n o  o t h e r  l e q a l  c l a i n ~ s  a g a i n s t  

PPLS @+,her t h a n  m i n o r  l a b o r  v i o l ~ t i o n  c l a i m %  



fi5 r ~ o t c d  e i ~ r l i e r ,  t h e  r r r i q i r r a l  u b j c c t i v e  o {  t h e  p1;int vras t o  

g r a d u a l l y  t r a n s f e r  t h e  o w n e r s h i p  f r o m  t h e  G O I l  t o  t h e  m i i i ,  

p r o d u c e r s .  T h e r e  i s  i n t e r e s t  o n  t h e  p a r t  o f  t h e  m i l k  p r o d u c e r s  

and t h e y  h a v e  a l r e a d y  f o r m e d  a c o o p e r a t i v e  w h i c h  c o u l d  5 C r L . C  t h e  

i n s t i  t u t i o n a l  r e q u i r e m e n t s .  

S h a r e h o l d e r s '  c a p i t a l  o f  Lps .  5.4 m i l l i o n  i n  FPLS h a s  

d i s a p p e a r e d ,  s i n c e  t h e r e  i s  an  a c c u m u l a t e d  l o s s  o f  L p s .  6.6 

m i l l i o n  f r o m  p r e v i o u s  y e a r s .  T h e r e f o r e ,  s t o c k  s a l e  i s  p o : ~ s i t l e  

o n l y  i f  t h e r c  i s  new c a p i t a l  i n p u t .  On t h e  o t h e r  h a n d ,  t h e r c  a r e  

l o a n s  w i t h  COFItlDl and BUNf iUESA f o r  L p s .  14.1 m i l l i o n  w h i c h  a r e  

g u a r a n t e e d  w i t h  t h e  c o m p a n y ' s  a s s e t s .  

A 5 i n d i c a t e d i n S e c t i o n 2 . 0 ,  t h e b o o k v a l u e o f  f i x e d  a s s e t s  , 

b e i n g  i n s t a l l e d  i s  i n f l a t e d  b y  L p s .  2 .1  m i l l i o n .  T a k i n g  t h e  

r e v i s e d  t o t a l  a s s e t  v a l u e  o f  Lps .  15.9 m i l l i o n  a 5  a  b a s e ,  t h e  

f o ! l o w i n g  c a l c u l a t i o n  r e s u l t s :  



t h i r d  p a r t  it!!; 

f lva i  l a b l c  t o  C O N A D I t D A N A U E S A  Lp5. 8 . 7  m i l l ~ n n  

Takinrl  i n l o  acco r ln t  t h e  con1111ned e x p o s u r e  c ~ t  b o t h  t ~ C l i l  

p a r a s t a t a l s  of L p s .  1 4 . 1  m i l l i o n  i n  d i r e c t  l o a n s  t o  F'F'LS, t h e  

t o t a l  l o s s  t h a t  t h e  G O I i  would h a v e  t o  b e a r  a m o u n t s  t o  L p s .  5.4 

m i l l i o n .  

This a s s u m e s  of c o u r s e  t h a t  t h e  s t l a r e h o l d e r s  l n s e  t h e i r  

i n v e s t e d  c a p i t a l  ( i e .  C O N A D I :  L p s .  2 . 5  m i l l i o n ,  B A N A D E S A :  L p s .  

2.5 m i l l i o n  and  m i n o r i t y  s h a r e h o l d e r s :  Lps .  4 7 2 , 3 9 0 ) .  

However ,  t h e s e  nuinber5 a r e  o n l y  i l l u s t r a t i v e  o f  what  c o u l d  

happen  i n  a  company l i q u i d a t i o n  s c e n a r i o ,  b u t  a r e  h a r d 1  y 

a p p l i c a b l e  i f  t h e  company i s  t o  r e m a i n  i n  o p e r a t i o n  b u t  

t r a n s f e r r e d  t o  t h e  p r i v a t e  m i l k  p r o d u c e r s .  The main p r o b l e m  i s  

i l l u s t r a t e d  by t h i s  b a s i c  e q u a t i o n ,  w h i c h  i n d i c a t e s  t h a t  n o t  o n l y  

i s  t h e r e  n o  e q u i t y ,  b u t  t h e r e  i s  a l s o  an a c c u m u l a t e d  d e f i c i t :  

T o t a l  A s s e t s  T o t a l  L i a b i l i t i e s  t E q u i t y  
Lps .  1O1U57,406 = I p s .  18 ,587 ,019  t ( L p s .  5;OlJ1.5 j  



I f  the Lv.tf!rn,.rl n u d i  t o r  ' 5  r c c : o r ~ m t ! n t l ~ ~ t i n r ~  r t ! c ) i ~ r d i ~ ~ t j  i r ~ f  1  a t c t l  

a s s e t s  a n d  u n d c r s t a L o t l  accurnulictr!il 1 o451?5  i s  f o l  l a r r e d ,  Lhc a l~ovr!  

e q u a t i o n  b ~ ? c u m o s  uvcn wor:ic: 

Undcr t h e s e  c l r c u m s t a n c c s ,  o n e  p o s s i  111 c o l  t c r n a t i v e  i o r  

CONADI and UANALESA i s  t o  c a p i t a l i z e  o n e  p o r t i o n  s f  t h r  d e b t  i n  

o r d c r  t o  r e - e s t a b l i s h  t h e  c o m p a n y ' s  e q u i t y  s o  t h a t  i t  c a n  b e  s o l d  

a s  an  a c t i v e  e n t e r p r i s e .  

S i n c e  t h e  d e b t  t o  b o t h  p a r a s t a t a l s  ( L p 5 . 1 4 . 1  m i l l i o n )  i s  p a r t  

of t h e  L i a b i l i t i e s  i n  o u r  e q u a t i o n ,  a s s u m i n g  t h a t  t h e y  c a p i t a l i z e  

Lps .  8  m i l l o n  o f  t o t a l  l i a b i l i t i e s ,  t h e  e q u a t i o n  becomes:  

T o t a l  A s s e t s  - - T o t a l  L i a b i l i t i e s  t E q u i t y  
Lps.  1 5 , 9 2 5 , 4 9 0  - Lps.  1 0 , 5 0 7 , 8 1 9  t Lps .  5 , 3 3 5 , 6 7 1  

The s h a r e h o l d e r s '  e q u i t y  of Lps .  5 .3 m i l l i o n  would be t h e  

p r i c e  t h e  d a i r y  f a r m e r s '  c o o p ~ r a t i v e  would pay f o r  PF'1.S' s h a r e s .  

C O N A D I  and D A N R D E S A ' S  t o t a l  l o s s  would be t h e  i n i t i a l  c a p i t a l  

i n v e s t e d  ( L p s .  2 . 5  m i l l  i o n  e a c h )  p l u s  t h e  l o s s  assun~c.cl i n  t h e  

e q u i t y  r e s t r u c t u r i n g  o p e r a t i o n  ( L p s .  2.7 m i l l i o n )  wh ich  a m o u n t s  t o  

a p p r o x i m a t e l y  Lps.  5.2 m i l l i o n .  We b e l i e v e  t h a t  t h i s  n o u l d  b e  a 

much b e l t e r  a l t e r n a t i v e  t h a n  t r y i n g  t o  l i q u i d a t e  and d i s s o l v c  t h e  

company, wh ich  i s  what t h e  Honduran C o m a e r c i a l  Code m a n d a t e s  when 

t h e  f i r n ' s  a c c u m u l a t e d  l o s s e 5  e x c e e d  t w o - t h i r d s  of t h e  

s h a r c h o l d e r s ' e q u i t y .  In  l h i s r e q a r d ,  l h e  e x t e r n a l  a u d i t o r s  had  



1 C I I L I I  ~f then I I I  11r11111;tr 1611  b 1 : ~ ( ? 1  c ~ p ~ ~ i ~ r ~ t  

Co rpo ra t . i o r1  havt: c?u.pr.c~jscrl  i i r t e r ~ c r ~ l :  i n  t h e  UIIII~.\ l I ;:cd d c h y r ! ~  , i l l  or\ 

p l a n t  t h a t  PI"1.S a c q u i r e d  i n  1970 .  I f ,  ba.jr?d or1 t hcd i r  o n . s i t c .  

i n s p t l c t i o n ,  they d e c i d e  t o  p u r s u e  n e g o t i a t i o n c  f o r  t ! i e  p u r c l r a s e  o f  

t h i s  e q u i p m e r i t ,  t h ~  c a m p a r ~ y  o u i ~ l d  r e c u p c r a t c  sonre o f  : t b  

i n v e s t m e n t .  Howeve r ,  t h e r e  w o u l d  hc  e n o r n ~ u u s  "srcnk c o s t s "  s i n c e  

i t  i s ;  n o t  l i k c l y  t h a t  t h e  b u i  l d i r t y  L w h ~ c l r  i s  s t i l l  u ~ ~ f i n i s h e d j  

c o u l d  b e  o t h c r w i s ~  used .  

However ,  w i t h  t h e  p r o c e e d s  o f  t h e  s a l t ? ,  t h e  c o o p u r ~ y  c c u l d  p h y  

p a r t  o f  t h e  o u t s t a n d i n g  f i n a n c i n g  f o r  t h a t  c o n c e p t  ( e s t l i n a t e d  L p s .  

1.5 ' m i l l i o n  p e r  y e a r )  a n d  s ~ c j r ~ i f i c a n t l y  I m p r o v e  i t s  ca5 t1  f l o t r  arld 

n e t  i n c o m e  s t a l e m c n t  c o n d i t i o n s  i n  t h e  f u t u r e .  T i l l s  a 1 t e r n a t i . i ~  

w o u l d  n o t  s o l v e  t h e  p r o b l e m  o f  t r a n s f c r r ~ r r g  t h e  o c r n e r s h i p  u f  F'PLS 

t o  t h e  p r i v a t e  s e c t o r ,  b u t  w o u l d  b e  one  s t e p  i n  t h a t  d i r e c t i o n .  
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SUMMARY 

On t h e  bataiu of el revltbw of t h r e e  flrniri u ~ ~ d e r  c-urrcwt t r e n d u ,  and o f  
p r o j e c t  loriu f o r  a w l t  h -p r ivur  i zn t  f 011 s c c n n r i o ,  it I u c~onclutled t l l a t  t h e  
p r o j e c t  makes economlc s e n s e .  Thlu l.6 ~ ~ t u h 1 i r ; h c . d  by r e l u t  i v e l y  h i g h  
economic i n t e r n a l  r a t e s  of' r e t u r n  for two of  t he f irrus. T h e  p r o j e c t  Cs 
l i k e l y  t o  l end  t o  por ; i t ivc  arid rcblnt  i v e l y  h i ~ h  nc.1 cronomir  b e n p f i t s  and 
p r i v a t e  p r o f 4 t e b i l l t y .  Moreover, i t  w i l l  huvc a  b e n e f i c i a l  i m p ~ c t  on 
f l s c a l  a c c o u n t s ,  f o r e i g n  exchange ,  rind t lw  genera t  i o n  of  j o b s .  

BACKGROUND 

Honduras n e e d s  t o  i n c r e a s e  i t o  r a t e  of economic g rowth ,  enhance  i t s  n e t  
e x p o r t  p o t e n t i a l ,  a c h i e v e  a b a l a n c e  of p s y u e n t s  which i s  v i a b l e  i n  t h e  
l o n g  t e r m  w i t h o u t  r e l i a n c e  on emergency t i s s i s t a n c e  form a b r o a d ,  r educe  
i t s  f i s c a l  d e f i c i t ,  and g e n e r a t e  p r o d u c r i v e  employment a t  h i g h e r  l e v e l s  
o f  r e a l  wages. To a c h i e v e  t h e s e  o b j e c t - i v e n ,  t h e  c o u n t r y  must m a i n t a i n  
t h e  momentum of r i s i n g  p r i v a t e  s e c t o r  i n v e s t m e n t ,  f o s t e r  c o n d i t i o n s  f u r  
e n t r e p r e n e u r i a l  dynamism, and improve t h e  e f f i c i e n c y  w i t h  which i t s  
economic r e s o u r c e s  a r e  a l l o c a t e d  t o  p r o d u c t i v e  a c t i v i t i e s .  

I n  p r i n c i p l e ,  t h e  p r i v a t i z a t i o n  of  state-owned e n t e r p r i s e s  i n  a  way t h a t  
s t r e n g t h e n s  c o m p e t i t i o n  i n  Honduran market-s cou ld :  h e l p  c o r r e c t  t h e  
o v e r e x t e n s i o n  of t h e  p u b l i c  s e c t o r ,  t h u s  imply ing  a p o s i t i v e  I.mpact on 
t h e  long- term p u b l i c  budge t ;  c o n t r i b u t e  t o  t h e  i n c r e a s e  i n  a l l o c a t i o n a l  
e f f i c i e n c y  i n  t h e  u s e  of  r e s o u r c e s ;  and send t h e  r i g h t  s i g n a l  t o  p r i v a t e  
i n v e s t o r s .  Accord ing ly ,  i t  c o u l d  f a v o r a b l y  a f f e c t  o v e r a l l  p r o d u c t i o n ,  
habor  market  and t r a d e  c o n d i t i o n s .  T h i s  s t u d y  e x p l o r e s  t h e  q u a n t i t a t i v e  
s i g n i f i c a n c e  of s u c h  e f f e c t s .  

METHODOLOGY 

At t h e  t i m e  t h i s  a n a l y s i s  was c a r r i e d  o u t ,  much was unknown abou t  t h e  
s h a p e  t h e  p r i v a t i z a t i o n  p r o c e s s  i n  Honduras was go ing  t o  t a k e .  For 
example,  n o  c l e a r  i n d i c a t i o n  e x i s t e d  abou t  t h e  a v a i l a b i l i t y  of p o t e n t i a l  
b u y e r s ,  fo rmulas  f o r  s a l e ,  o r  t h e  minimum c o n d i t i o n s  t h a t  would be 
a c c e p t a b l e  t o  t h e  government .  I n  s u c h  c o n t e x t ,  any s t u d y  which is b u i l t  
on  p r o j e c t i o n s  i n v o l v e s  a  c o n s i d e r a b l e  d e g r c e  of u n c e r t a i n t y .  Such 
s i t u a t i o n  n o t w i t h s t a n d i n g ,  t h e  p r e s e n t  s t u d y ' s  c o n t r i b u t i o n  is t h a t  i t  
i d e n t i f i e s  p o t e n t i a l  e f f e c t s .  

The a n a l y s i s  a s s e s s e s  t h e  impact  of p r i v a t i z a t i o n  th rough  a d i v e r s i t y  of  
measures .  One of  t h o s e  measures  i s  t h e  economic i n t e r n a l  r a t e  of  r e t u r n  
(EIRR), t h a t  is ,  t h e  r a t e  of  d i s c o u n t  t h a t  r e d u c e s  t h e  p r e s e n t  v a l u e  of  a 



p r o d ~ w t  l vc* u r ~ l  t ' e  n c t  cconoml c s  lwnuf 1 I 1) i o n:ero. l /  An fr i tor~iul  r a t e  of 
r e t u r t r  h l g l w r  t.l~en 11 c r l t  l c t ~ l  vrrlur! lxrdlcatc!tr tllicr a d l o c a t i n g  p r o d u r t l v e  
r e e o u r c e u  ro I hc procluc t l vcm 11c.r i v l  t y  ha-Ink; cavrrluclt cd mnkcr~ erorlomic 
uennc. 21 Ao e ~ p l o i n c t l  ) ) I -  low, I rl t llc prcricnt a n n l y n l  rt t i re  c * ~ ~ l c l ~ l a t  i o n  
o f  ecoiiomir f m t  c?r.~inl rill ~ I J  o f  rt:t ur rr l r ,  b n w d  or1 11 p u r r i n l  nrwiiauremcnt of 
n e t  c ~ r o n o n ~ l  c t~tane f I I r i  ; f r l w c 3  1 I I c,r l l y ,  t tic vril r l t 1  of Forcblgn e x c h c ~ n g e  and of 
l a b o r  have  b c e r ~  c a r t  ) t rr j t  v d  I o c!xllrcbt;li t h i : l  I- t rue vcrl ue  t n t h e  cvonomy. 3 /  - 

Otlic?r ef'fec1:y o i '  j> r lv i \ t  l z ; ~ t  l or1 arc! a.1 oo  1mpcbrt:nnl . ' h e  s u c h  e f f e c t  
r e l a t e r ;  t o  w!wi:her 1:Iic: f l i-111s t o  be p r l v ; ~ t -  I zc?d c o u l t l  be a t  t r a r  t:lve 
i n v e n t ~ o e n t r ;  f o r  prlvo.r:e c?~l l . r t ?prcncuru .  The ai-rc11.yeis a d d r e s a w  t h i s  iscrue 
by ex;mLnLng t l w  prlv;..l:c? p r o f l t ~ r i t ~ i . l l t y  of: t h e  f i r m s .  O t h e r  impacrcc h a v e  
t o  d o  wi t:tl t h e  e f f e c t  of i!rJ.vitr iza1:ion on s u c h  key macroeconornf.c 
v a r i a b l e s  a s  t..he f l sc la l  b:1cIgct., f o r e i g n  exchange  e a r n i n g s  and  
employment .  F innJ - ly ,  I: tir!t,c .l.t; ?.he i s s u e  of how many r e s o u r c e s  s h o u l d  be 
a p p l i e d  t o  tht: pr:l.vat!:r.;~rlor~ o f  crrch f i r rn .  

-----. 
1/ Net: economic  bcnef  i tn a re  d e f i n e d  a s  t h e  d i f f e r e n c e  be tween  t h e  - 

pre sen t :  v a l u e  o f  t h e  f l o w  of ou tput :  and  t:ho p r e s e n t  v a l u e  o f  t h e  f l o w  
o f  c o s t s  of t h e  yroduc  t i v c  u n i t ,  b o t h  measu red  u s i n g  economic 
p r i c e s .  Economic p r i c e 6  a r e  p r i c e s  w h i c h  r e f l e c t  t h e  o p p o r t u n i t y  
c o s t  t o  rhe economy of  a l 1 o c a t : i n g  r e s o u r c e s  t o  a g i v e n  p r o d u c t i v e  
a c t i v i t y  r a t h e r  t h a n  t o  a b e s t  alternative u s e .  

2 /  The c r i t i c a l  v a l u e  r a t e  of  r e t u r n  i s  a n  e s t i m a t e  o f  t h e  o p p o r t u n i t y  - 
c o s t  o f  c a p i t a l  i n  I ionduras .  A r a t e  o f  12% was u s e d  a s  t h e  c r i t i c a l  
v a l u e .  

3 1  Due t o  d a t a  and  t i m e  c o n s t r a i n t s  i t  was n o t  p o s s i b l e  t o  a d j u s t :  o t h e r  - 
p r i c e s .  

4 /  V a l u e  added  i s  the d i f f e r e n c e  be tween  t h e  v a l u e  o f  p r o d u c t i o n  and  t h e  - 
c o s t  of i n t e r m e d i a t e  o r  bough t - i n  i n p u t s - -  raw materials and  o u t s i d e  
s e r v i c e s ,  f o r  example .  I t  t h u s  m e a s u r e s  t h e  v a l u e  w h i c h  a f i r m  a d d s  
t o  t h e  %ough t - i n  i n p u t s .  The a g g r e g a t i o n  of  v a l u e  a d d e d  f o r  a l l  
p r o d u c t i v e  u n i t s  i n  a n  economy Is n o t h i n g  e l s e  b u t  GDP. 



The rrna1yr;ie proceeded I n  two p h a s e s .  The f l r r t t  pl~rrrie a p p l l e d  t h e  
c r i t e r i a  c o n v e n t i o n a l l y  used I n  t h e  econonilc e v e l u u t  i o r ~  o f  p r o  j e c t . u  - 
p r i v a t e  p r o f i t a b i l i t y  and i n t e r n a l  r a t e  of r e t u r n ,  f o r  i n s t a n c e  - t o  
gauge t h e  w o r t h i n e s s  of p r i v a t i z a t i o n  and esLimate  i t s  impact on GDP. 
The second phase  c o n s i s t e d  i n  a n a l y z i n g  t h e  impact on t h e  o t h e r  s e l e c r e d  
macroeconomic v a r j  a b l e s .  

The a n a l y s i s  i s  bu1l.t  on t h e  a u s m p t i o n  t.hat once p r j v a t i z e d ,  t h e  p r e s e n t  
CONADI f i r m s  would behave as p r o f i t  maximizers .  They would have  t o  
compete i n  t h e  f r e e  market  and would have no r e c o u r s e  t o  f i n a n c i a l  
b a i l o u t s  by t h e  GOM. The e s s e n t i a l  i m p l i c a t i o n  d e r i v e d  from t h e s e  
a s sumpt ions  i s  t h a t  under  s u c h  c o n d i t i o n s  t h e  f irmo would be managed 
e f f i c i e n t l y .  I n  a d d i t i o n  t o  t h e  fundamenta l  a s s u m p t i o n s ,  a s e t  of 
f i r m - s p e c i f i c  a e s u m p t i o n s  was adop ted .  The l a t t e r  a s s u m p t i o n s  a r e  
f e a s i b l e  and  r e a l i s t i c .  They were e ~ t a b l i s h e d  a f t e r  a n  e v a l u a t i o n  of t h e  
f i r m s  f i n a n c i a l  r e p o r t s  and i n  c o n s u l t a t i o n  w i t h  t h e  management and 
t e c h n i c i a n s  of t h e  f i r m s .  E s s e n t i a l l y ,  s u c h  f i r m - s p e c i f i c  a s s u m p t i o n s  
s p e l l  o u t  c o r i d i t i o n e  f o r  becoming c o m p e t i t i v e  and v i a b l e ,  and relate t o  
t h e  f o l l o w i n g  a s y e c t s : 2 /  - 
1. New owners would add reRources  t h a t  would enab1.e t h e  f i r m s  t o  i n s t a l l  

a p p r o p r i a t e  equipment  and o b t a i n  on s t i m e l y  b a s i s  needed raw 
m a t e r i a l s .  

2 .  Achievement by t h e  f i r m s  of reduced a v e r a g e  p r o d u c t i o n  c o s t s  t h r o u g h  
more e f f e c t i v e  p l a n n i n g ,  b e t t e r  o r g a n i z a t i o n ,  and b e t t e r  u t i l i z a t i o n  
of i n s t a ? . l e d  p r o d u c t i v e  c a p a c i t y .  

3. Expansion of  s a l e s ,  i n  p a r t ,  t h rough  t h e  r e c o v e r y  of  l o s t  m a r k e t s  o r  
marke t  s h a r e s .  

11 As were i t  n o t  f o r  t h e i r  e x i s t i n g  i n t e r e s t  s e r v i c e  burden  t h e s e  f i r m s  - 
would show p o s i t i v e  p r o f i t s ,  t h e  o p t i o n  of l i q u i d a t i n g  t h e i r  a s s e t s  
r a t h e r  t h a n  p r i v a t i z i n g  t h e  f i r m s  as p r o d u c t i o n  u n i t s  was n o t  
c o n s i d e r e d  i n  t h e  a n a l y s i s .  Given t h a t ,  as a t  p r e s e n t ,  i n  t h e  
w i t h o u t - p r i v a t i z a t i o n  s c e n a r i o  t h e  f i r m s  would more t h 3 5  c o v e r  t h e i r  
v a r i a b l e  c o s t s ,  w i t h  a  s u r p l u s  t h a t  i s  a p p l i e d  t o  c o v e r  p a r t  of  t h e i r  
f i x e d  c o s t s ,  i t  makes s e n s e  t o  assume t h a t  t h e y  c o n t i n u e  t o  o p e r a t e .  

21  The p a r t i c u l a r  a s s u m p t i o n s  adop ted  f o r  e a c h  f i r m  a r e  p r e s e n t e d  below. - 
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Me j o r e s  Alimentos was; er;tabl..l~'n.-.,i : > 27; ' o produce  canncil f r u i t s  and 
v e g e t a b l e s .  I n i t i a l . l y ,  t h e  ::orrrpan;, w.. . r . ':,dtely owned. I n  1975,  CONADI 
became b o t h  the r;tuclcho l d e r  and creJ i~rc- ,  r d i  t:lie company. A t  p r e s e n t ,  
CONAD1 ho lds  57 .2% of t h e  s h a r e s  end , h e  company owes CONAD1 L63 .3  
m i l l i o r i  i n  d i r e c t  l o a n s ,  accurnu.:stcd i n t e r * e s r  and l o a n  g u a r a n t e e s .  
Mejo res  Alimeutos c u r r e n t l y  o p e r a t e s  at. 34% of c a p a c i t y  and employs 126 
w o r k e r s .  The compilrly i s  prof 1 !.ah 1.e operat:  i o n a l l y ,  i .e. , b e f o r e  1-he 
payment of i n t l e r c s t ,  bill: i n c u r t i  net. l o s s e s  a f t e r  euch payments. 

There  a r e  s e v e r a l  i .nvest:ment groups  i n t e r e s t e d  i n  t h e  a c q u i s i t i o n  of 
Me j o r e s  Alirnent.05. iiowever , a s  wi th  umny of t h e  CONADI e n t e r p r i s e s ,  
g i v e n  t h e  enormods debt. b u r d e n  t h a t  t h e  company c a r r i e s ,  i t  is c l e a r  t h a t  
i t  w i l l  have t o  undergo f i n a n c i a l  r e s t r u c t u r i n g  b e f o r e  i t  can  be  pu t  on 
t h e  marke t ,  A l so ,  t h e r e  a r e  some l e g a l  i s s u e s  pending which w i l l  have t o  
be r e s o l v e d  p r i o r  t o  s e l l i u g  t h e  company. 

The company f i n d s  i t s e 1 . f  i n  a p r e c a r i o u s  f i n a n c i a l  s i t u a t i o n  because  of 
poor  f i n a n c i a l  a d m i n i s t r a t i o n  and management, consequen t  h i g h  p r o d u c t i o n  
C O S ~ R ,  and l o s s  of i t s  s h a r e  of  t h e  C e n t r a l  American marke t .  

P r o j e c t i o n s  under E x i s t i n g  C o n d i t i o n s  (No P r i v a r i z a t i o n )  - 
T a b l e  1 summarizes t h e  e x p e c t e d  performance of M e j o r e ~  Al imen tos  f o r  t h e  
n e x t  f i v e  yea ro .  I f  t h e  company c o n t i n u e s  t o  o p e r a t e  f o r  t h e  n e x t  f i v e  
y e a r s  as at  p r e s e n t ,  s a l e s  a r e  e x p e c t e d  t o  i n c r e a s e  o n l y  a t  a n  a n n u a l  
r a t e  of 3% and t h e  goods would be s o l d  o n l y  f o r  l o c a l  consumpt ion.  The 
c o s t  of o p e r a t i o n s  i s  a l s o  e x p e c t e d  t o  c o n t i n u e  t o  be h i g h  which,  



MEJOKE!; ALIMENTOS (Not Yri vat: i . zed)  
Income Statement - 

S a l e s  (Wholesele va lue )  
D i s t r i b u t o r  Margin 
Net S a l e s  ( a )  
Coet of Goods Sold 

M a t e r i a l s  
D i r ec t  Labor 
D i r e c t  U t i l i t i e s  
Spare P a r t s  
Other Coets 

TOTAL 

Net Product ion Margin ( b )  

Inventory  Costs 
Marketing Costs  
Adm. Over head 

TOTAL 

Net Opera t ion  Margin ( c )  
Itkterest 

Net Prof i t  Before Taxes 

( a )  Net s a l e s  = s a l e s  minus d i s t r i b u t o r  margin. 
( b )  Net produc t ion  margin = s a l e s  minus t h e  sum of t h e  d i s t r i b u t o r  margin 

p l u s  t h e  c o s t  of goods s o l d .  
( c )  Net o p e r a t i o n  margin = n e t  p roduc t ion  margin minus t h e  sum of 

i nven to ry ,  marketing and a d m i n i u t r a t i o n  overhead c o s t s .  



2. The new ownero I n  j e ~  t 1nt.o t h e  company a ~nInlrnwn 01 E2.0 m i l l l o n  t o  bc 
used as  work-lny, c u p l t n l  w h l c t r  w i l l  n l l o w  t h e  company t o  o b t a i n ,  on a  
t l m c l y  b a s l s ,  raw m a t e r l n l s  f o r  t h e  manufact-ure of i t 8  p r o d u c t s .  

3. With e f f i c i e n t  managewent iind cnough working c a p i t a l ,  u n i t  c o a t s  would 
be reduced .  The rcduc;-t ion w i l l  be ach ieved  Ln t h e  f o l l o w i n g  ways: 

( a )  Adequnt-e p l a n n i n g ,  working c a p i t a l  and raw m a t e r i a l s  c a n  lower  
cost:s pe r  u n i t  produced a t  t h e  r a t e  o f  1 X  a n n u a l l y  f o r  a p e r i o d  
of f i v e  years.  

( b )  B e t t e r  o r g a n l z o t  i o n  of p r o d u c t i o n  c a n  c a u s e  a n  a n n u a l  r rduct - ior .  
i n  d i r e c t :  l abo r  c o s t s  by 0 . Z  p e r  unit.  produced f o r  f i v e  y e a r s .  

( c )  According t o  stud.Les made on t h e  p lan t . ,  c t i . 1 . i . t ~  c o s t s  c a n  be 
reduced w h i l e  product-ion is  i n c r e a s e d ,  e s p e c i a i l y  f u e l  c o s t s .  
Based OII t e c h n i c a l  o p i n i o n s  of p l a n t  e n g i n e e r s ,  i t  i s  c o n s i d e r e d  
tha t .  an lnc rea f i e  of 11 i n  t h e  u s e  of t:he i n s t a l l e d  c a p a c i t y  w i l l  
r e s u l t .  i n  a a e c r e a s e  i n  t h e  u s e  of Fuel  by 0.4% p e r  u n i t  produced.  

( d )  I f  t h e  p l a n t  i s  o p e r a t e d  e f f i c i e n t l y ,  t h e  m a n u f a c t u r i n g  overhead  
w i l l  d e c r e a s e  by 0.5% a n n u a l l y  p e r  u n i t  produced.  

4. E f f o r t s  by d i s t r i b u t o r s  t o  s e l l  Mejo res  Alimentos p r o d u c t s  are 
s e n s i t i v e  t o  t h e i r  p r o f i t  m a r g i n s .  CurrenLly ,  t h e  d i s t r i b u t o r ' s  
margin  i s  10%. I n  o r d e r  f o r  t h e  co'mpany t o  i n c r e a s e  i ts  s a l e s  i n  t h e  
d o m e s t i c  m a r k e t ,  a s  we1.l as  i n  t h e  C e n t r a l  American m a r k e t ,  a  h i g h e r  
marg in  w i l l  be g r a n t e d  t o  t h e  d i s t r i b u t o r  t o  s t i m u l a t e  e f f e c t i v e  
promot i o n  campaigns .  A 15% margin  h a s  been assumed. 

I/ S a l e e  p r i c e s  of  t h e  f i r m s  r e f l e c t  estimates of t h e  t r u e  v a l u e  of t h e  - 
f i r m s  assets. The e s t i m a t e s  were d e r i v e d  from . independent t e c h n i c a l  
s t u d i e s  (INACERO and P r o d u c t o s  LEicteos S u l a ) ,  management o p i n i o n s  
(INACERO), and t h e  c o n s u l t a n t s '  a d j u s t m e n t  of  r h e  v a l u e  d e c l a r e d  i n  
books (Mejores  Al imen tos ) .  



TABU( 2 
MEJORES N,IMENTOS (J'rivet. i z e d )  

1.ncorne Statement  -------- 

S a l e s  (Wholesale va lue)  
D i s t r i b u t o r  Margin 
Net S a l e s  
Cost of Coods Sold 

M a t e r i a l s  
Di rec t  Labor 
Direc t  U t i l i t i e s  
Spare P a r t s  
Other Costs 

TOTAL 

Net Production Margin 10,647 11,814 13,064 14,404 15,837 

Inventory Costs 171 179 187 196 2C 4 
Marketing Costs 240 251 262 274 28 5 
Urn. Overhead 1,920 2,007 2,097 2,191 2,29L ------ ------ ------ ------ ------ 

TOTAL 2,331 2,437 2,546 2,661 2,78(! 

Net Operation Margin 8,315 9,377 10,318 11,743 13,057 
I n t e r e s t  1,980 1 ,788  1,596 1,404 1,212 

N e t  P r o f i t  Before Taxes 6,335 7,589 8,922 10,339 11,845 

Income Tax 2,398 2,900 3,833 4,000 5,003 

Net P r o f i t  3,937 4,689 5,089 6,339 6,842 
------------------------------------------------.-------------------------- 

The fo l lowing  p i c t u r e  emerges. There would be an i n c r e a s e  i n  ne t  s a l e s  i n  
yea r  5, with n e t  s a l e s  w i th  p r i v a t i z a t i o n  exceeding yea r  5  p r o j e c t i o n s  

4 
u"" 



wlthout pr lv r t t  i zrrf lort by 4 7 % .  i f  Nc*Jorc.fr A i l m r ! t l P o ~  followa a derermlrmd 
p o l l c y  to e x p ~ u d  e x p o r t @ ,  i t  c o u l d  c?xpot.t thot i n  year  5, ro1:al export cj  

w o u l d  amount t o 1,10 rn: l 11 011 .  For  yeor  5 wagen and employmenr r ~ n d e r  
~ r 1 v a t . l  zat i o n  e~cc*cd  t 11e r ~ r o  lec'f ion f o r  thc no privrar lznt  i o n  uccnnr io  by 
about 4OZ. The dl  t f r . 1  crlce bv t.wct!n bor l i  net rr of p r o  Jw t l o n e  I n  ~ u m o r i z e d  
i n  T*blc 3. 

TABLE 3 

MEJORES ALIMENTOS 

'PI 

~ u m m m a 1 ~ a m m ~ n ~ ~ m m ~ m 1 1 m 3 1 m 1 1 1 ( n ~ m . 1 ~ . ~ w ~ ~ 1 w m m 1 1 ~ u ~ ~ ~ m m ~ m ~ n ~ m m m m ~ ~ ~ m ~ ~ ~ ~ m ~ ~ ~ a ~ U ~ ~ ~ ~  

P I N T  OPEKATI NG NO. OF 
SNXS MARGIN EXPORTS SALARXE S EMPLOWES 

~ m u ~ ~ ~ ~ ~ ~ ~ ~ m ~ 1 ~ ~ ~ ~ ~ ~ ~ i l ~ n ~ ~ ~ 1 m 1 ~ ~ 1 * 1 ~ 1 ~ ~ 1 a m u a n u a ~ n a m a a m ~ m m ~ m ~ m ~ ~ m ~ m ~ m m m m m m ~ m m % m  

1. Non-Privuelzed 
Yeor I 20,403 5,820 0 1 ,252  126 
Yeas 2 21,014 6,995 0  1 , 2 9 0  130  
Year 3 21,644 6 ,175 0  1 ,329 134 
Year 4 2 2 , 2 9 4  6 ,360 0  1 ,369 1 3 8  
Year 5 22,963 6,551 0 1 , 4 1 0  142 

11. P r i v a t i z e d  
Year 1 29,146 8 ,315 8 ,744  1 ,790  1 8 0  
Year 2 30,4  58 9,377 9,139 1 , 8 6 3  18  5 
Year 3 31,828 10 ,518  9 ,548  1 ,939  189 
Year 4 33,261 11,742 9,979 2,019 194 
Year 5 34,757 13,056 10,417 2,012 198  

11. D i f f e r e n c e  between P r i v a t i z e d  and Non-privatized 
Year 1 8 ,743  2,495 8,744 538 54 
Year 2  9,444 2,382 9,139 573 5  5  
Year 3 10,104 4,343 9,548 610 50 
Year 4  10,967 5,382 9,979 650 56 

11,794 6,505 10,417 602 5  6  Year 5 -----------.-----------------------------------------.--------.--------------- 

CASE STUDY NO. 2: PWDUCTOS ULCTEOS SDLA 

The e n t e r p r i s e  was e s t a b l i s h e d  i n  1972 t o  produce d a i r y  p r o d u c t s .  I n  
1976, CONADI became a s t o c k h o l d e r  and now h o l d s  46% of t h e  e q u i t y .  
BANADESA a l s o  h o l d s  a n o t h e r  462, and 8% is p r i v a t e l y  h e l d .  

The e n t e r p r i s e  f u n c t i o n s  a t  65% of c a p a c i t y  and employs 308 p e r s o n s ,  69 
of whom a r e  i n  a d m i n i s t r a t i v e  p o s i t i o n s .  T h e  management appears t o  be 
weak i n  t h e  a r e a s  of p r o d u c t i o n ,  f i n a n c e  and marke t ing .  The company is 
i n  d i r e  need of r a i s i n g  t h e  s k i l l  level .  of i t s  p e r s o n n e l .  



If t h e  company corlt l llufle t o  f u n c t  i o n  w i t  h I l u pri0nt*nt rret - l ~ p ,  1 r l n  
expert ad t h r  berwl?crl 1986 and 1990,  thcb nc.1 opertrr lng margln  w l  1 l be 
c o n ~ l o t  cnt l y  pouit.lvc?. Ilowcsver, t h e  opecot lng mereln  lu  o n l y  4% of 
@elerr, wtr1ct.r is cons ide ro t l ,  ever1 by t tw r.nrnpnr~y 'u admlnlrrl r a t  o r e ,  t u be 
much t o o  low. I f ,  l o r  axample, i t  i r r  ~ o m p u r e d  w i t h  I tw  o p e r e t  Lng m s r ~ i r ~  
of LEYUE ( a  p r l v a t c  company 1ot.att.d l n  1.0 C e l b t ~  produclnf l  e l m i i ~ r  
p r o d u c t e ) ,  Lactetocr S u l u ' ~  op ta rn t lnu  ~ O H ~ H  are t ~ b o u t  10% h i g h e r  Ihun  
IXYDK's. I n  f a c t ,  n major  weaknetle of Lacst eon S u l a  ( . t~n be found i n  
u n u t i l i z e d  c a p a c i t y  and t h e  h igh  c o ~ t  of p rodur t  1  on;  t h e  lat-1 er i n  p a r t  
etame from t h e  p o l i c y  of m i l k  p u r c b a c s ,  dlrteted by t h e  g o r e r n m c n t . l l  - 
P r o j e c t i o n s  under  E x i s t i n g C o n d i t i o n s  (No P r i v a t l z a t l o n )  --- ---- -- 

The p r o J c c t e d  income e t a t e w e n t ,  whlch nhowe n e g a t i v e  net  p r o f i t s ,  
d e a c r l b e s  t h e  o v e r a l l  p i c t u r e  of t h e  company f o r  t h e  n e x t  5 y c a r o  w i t h o u t  
p r i v a t i z a t i o n  ( s e e  T a b l e  4 ) .  Aa w i t h  MeJoreo Al imentoe ,  were  I t  n o t  f o r  
t h e  i n t e r e s t  burden,  t h e  f i r m  would show a p o s i t i v e  p r o f i t  marg in .  

P r ~ l e c t i o n s  f o r  t h e  P r i v a t i z a t i o n  S c e n a r i o  

T h i s  s e t  of p r o j e c t i o n n  is based on t h e  fo; l lowing nseumpt lons :  

The company would be s o l d  a t  I t s  n e t  a n s e t  v a l u e ,  L17.6 m i l l i o n ;  t h e  
purchaee r  would l e v e r a g e  up t o  L13.2 m i l l i o n .  T h i s  r e d u c e s  S u l a ' s  
i n t e r e s t  c h a r g e s  s i n c e  c u r r e n t  d e b t  is L15.7 m i l l i o n .  

The new owner would fund i n s t a l l a t i o n  of a powdered m i l k  p l a n t  a t  a 
c o s t  of a p p r o x i m a t e l y  L 3  m i l l i o n .  

The company would a c q u i r e  enough m i l k  t o  r u n  t h e  p l a n t  e f f i c i e n t l y .  
T h i s  i s  p e r f e c t l y  a c h i e v a b l e  s i n c e  t h e r e  i s  enough m i l k  i n  t h e  
c o u n t r y .  Moreover,  t h e r e  i s  a market: i n  H m d u r a s  f o r  powdered m i l k .  

A p r o f e s s i o n a l  management of t h e  company cou ld  r e d u c e  u n i t  c o s t s  a s  
f  01 low8 : 

(a )  Raw m i l k  would be purchased  a c c o r d i n g  t o  p r o f i t  o r i e n t e d  m o t i v e s  
r a t h e r  t h a n  f o r  " s o c i a l "  r e a s o n s  a s  c u r r e n t l y  p r a c t i c e d .  It i s  
e s t i m a t e d  that t h i s  change i n  purchase  p o l i c y  c o u l d  r e d u c e  
p r o d u c t i o n  c o s t a  by 2% a n n u a l l y  f o r  a  10% r e d u c t i o n  by y e a r  5. 

1/ The government r e q u i r e s  t h a t  d u r i n g  t h e  w i n t e r  months ,  t h e  company - 
p u r c h a s e  e x c e s s  m i l k .  Dur ing t h o s e  months t h e  s u p p l y  of  m i l k  is 
u s u a l l y  g r e a t e r  t h a n  demand which ,  a t  p r e s e n t ,  l e a d s  t o  f i r m  t o  i n c u r  
i n  h i g h  s t o r a g e  c o o t s .  With a  powdered-milk  p l a n t  i n  o p e r a t i o n  t h e  
m i l k  c o u l d  be p r o c e s s e d  i n t o  powder and s o l d  d u r i n g  t h e  summer when 
non-powdered m i l k  i s  s c a r c e .  



PROI)IlI:'l3S LACTEUS SIILA 
(Nor Yrlvat f x a d )  
h c o m c  Stnt .ement  

M i  1k. 
Chocolate 
Powdered Milk 
Butter 
Cheese 
Other 

TOTAL SALES 

Coet of Goods S o l d  
Materials 
Direct Lobor 
Direct U t i l i t i e s  
Spare Parts 
Other Caste 

TOTAL 

Net Production Margin 

Inventory Costa 
Marketing Costs 
Adm. Overhead 

TOTAL 

Net Operation Margin 
Interest 
Net Profit  



Milk 
Chocolate 
Powdered M i  lk 
Butter 
Cheese 
Other 

TOT& SALES 39,124 

Cost of Goods Sold 

Net 

Net 

beer i a l s  
Direct. Lahor 
D i r e c t  U t i l i t i e s  
Spare Parts  
Other Costs  

TOTAL 

Product ion  Margin 

Inventory Costs  
Marketing Coats 
Adm. Overhead 

TOTAL 

Operation Margin 
I n t e r e s t  1 , 5 8 6  
Nee Prof i t  Before Taxes (60) 
Inrone Tax 0 
Prof Lt ( 6 0 )  



TAHLJ! 5 

NR'I' O P1',IUfT 1 NG NO. Ol.' 
SAI,ES MARGI N KiWOHTW SALARIES EMPLOYEES 

m a ~ m n m m m m m m m m m m v - - w - - m n m ~ - ~ ~ ~ - - ~ m a ~ ~ m m m w m ~ ~ m m w m m - ~ m ~ - ~ - ~ w ~ ~ - m ~ ~ - m m ~ ~ m ~ w m m ~ ~  

I .  Non-Prl vnr i zed 

Year 1 3 9 , 1 2 4  n , 5 2 5  0 
Yenr 2 4 3 , 2 5 0  1 .  '86 0 
Year 3 41,989 1 ,072 0 
Year 4 53,423 2, ~433  0 
Year 5 59,704 2 ,  32ti 0 

Year 1 39,124 1 ,, 525 0  
Year 2 4 4,890 3 , 9 6 5  0 
Year 3 50,409 6,503 2,000 
Year 4 57,465 9,747 4 ,000 
Year. 5 64* 144 13,073 6 ,000  

111. Uif f e r ence  Betgeen P r i v a t i z e d  and Non-privatized 

Year 1 C\ 0 0 0 0 
Ytar  2 1 ,634 2 ,279 0 10 6 
Year' 3 2 ,420  4,631 2,000 6 3 
Year 4 4,036 7,664 4,000 9 6 
Year 5 4,440 10,745 6,OO (8 )  4 

INACERO was e e t a b l i s n e d  i n  1984 t o  produce b i l l e t s  and i r o n  b a r s .  It  was 
o r i g i n a l l y  owned by B ~ n c o  Con t inen t a l  end CONMI under t h e  name of 
ACEROSR. In 1984, t h e  agreement between t h e  Bank and CONADI l e d  t o  a 
r e s t r u c t u r i n g  and CONADI became t h e  owner of IfiACERO, h ~ l d i n g  99.97% of 
t h e  s h a r e s .  The t o t a l  l i a b i l i t y  of t h e  e n t e r p r i s e  is s l i g h t l y  less than  
Ll4 m i l l i o n ,  L3.7 m i l l i o n  of which is a  deb t  t o  CONADI. 

k t  p r e s e n t ,  t h e  enterprise i s  func t i on ing  a t  l e s s  t han  50% of  c a p a c i t y ,  
and i s  o p e r a t i o n a l l y  p o f i t a b l e .  However, a s  h igh  h t e r e s t  payments 
exceed the g r o s s  p r o f i t  t h e  e n t e r p r i o c  is i n c u r r i n g  i n  ne t  l o s s e s .  



LNACKKO'a f incrnc'inl problama arrt tlue ma Lnly  t o :  

( a )  Underut.1 l izat .  ion of 1net:nl lad ccrpac1t.y. Thc plant: cou ld  produc.c 
22,000 tona of h i l l e t : ~  iind 24,000 torin of ba re  per year. In 
controtit ,  i t  only produc.ae 9,600 end 2,400 tons of h1l.lare and 
bar& rcr~dpectIve1y. In port., the low producrlon ref lect-a e r ~ d  
inconaletent  eupply of w r a p  metal.  'It a1 ao ref:lect;cr the f a c t  
that  CONADI'e policy i s  to  uoe PNACEHO a~ a eupplier  of b l l l e t e  
fo r  Acaroe Induet r i i ~ l e s  and t o  keep both coupantes i n  operat ion.  
Thie happen8 i n  ~ p i t e  of the f a c t  that. INAClERO can produce i ron  
bare a t  a l o m r  cost  than Aceroa Induatr ia lee .  

( b )  INACERO'a coat8 a r e  too high to  compere w i t ) ;  !mnorted i ron bar 
pr ices .  

( c )  The i n t e r e s t  burden ellminotee any ponelhi l i ty  of a t t a i n i n g  
prof i  t e  a f t e r  payment of int .ereet  . 

Project ions  under --- Exletfrrg Conditions (No Pr iva t i za t ion)  

As shown i n  Table 7 ,  under exie t ing conditione although w l e s  would 
increase by 42% i n  5 yeare,  and net operat ing margin i e  posi t ive  and 
increases ,  the i n t e r e s t  burden i e  eo big t ha t  tax loeeee remain st 15% of 
ealee. Without e w h  burden the  company would ahow a net  prof i  t .  

TABLE 7 
I N A C E R 0 - (Not Pr ivat ized)  

Income Statement 

Cost of Goods Sold 
Materials  5,690 7,286 8,096 8,096 8,096 
Direct Labor 852 1,090 1,212 1,212 1,21.2 
Other Costs 9 68 1,241 1,380 1,381 1,383 ------ ------ ------ ------ ------ 

TOTAL 7,510 9,618 10,688 10,689 10,690 

Net Production Margf n 1,346 1,722 1,912 1,911 1 .910  

Marketing Costs 5 3 5 3 5 3 5 3 5 3 
Mm. Overhead 540 680 743 7 18 731 ------ -----,- ----- ----- ------ 

TOTAL 593 734 797 7 71 784 

Net Operation Margin 753 989 1,116 1,140 1,126 

In t e r e s t  2,112 2,330 2.545 2,773 3,036 

Net Prof i t  Before Taxes (1,359) (1,341) (1,429) (1,633) (1,910) 



Wlthitl 5 y c n r s ,  t t r ~  e n t e r ~ ~ r l w  wuultl ftmc'f J o n  ul f u l l ,  capr~c ' l ty  t o  
produce  b l l l a t  r~ ond bnru ( e r v u r u l  p r e v l o u s  r r t  udieta c a r r  l e d  out by L h v  
In ter -American I k v c l  opment R w k  ( II)U) u t ~ d  pr iv t l t  a ronw ' t l n g  firms 
c e t a b l l ~ l t r  t h i s  f i ~ c t  ). 

The ent -eryr  lse would not. incre i lne  i t s  ndmlnlr.~t r u t  l v c  at o f f  will l e  
p r o d u c t i o n  I n c r e a s e s .  

INACCKB cou ld  compete w i t h  i m p o r t s  , J-/  -- 
Although t h e  book v a l u e  a p p e a r s  t o  be L16.7 m i l l i o n  i n  t h e  b a l a n c e  
s h e e t ,  t h e  company i s  e o l d  f o r  i t s  r e a l  ner: a e a e t  v ~ l u c  of LB 
m i l l i o n .  INACERO's a d m i n i s t r a , i o n  s u p g e o t ~ x  t h a t  t h e  r e a l  v a l u e  of t h e  
company i s  a b o u t  h a l f  of t h e  book v a l u e ;  and 

The i n c r e a s e d  c a p a c i t y  u t i l i z a t i o n  would resu l t  i n  a 6% d e c r e a e e  i n  
t h e  u n i t  c o s t  of p r o d u c t i o n .  

T a b l e  8 p r e s e n t s  t h e  p r o j e c t i o n s  f o r  t h e  w i t h - p r i v a t i z a t i o n  s c e n a r i o  and 
T a b l e  9 summarizes t h e  d i f f e r e n c e s .  One can s e e  t h a t  w i t h  p r i v a t i z a t i o n  
t h e  o p e r a t i n g  margln  would also i n c r e a s e  c o n s i s t e n t l y  and i n  t h e  f i f t h  
y e a r  would come t o  145% of  t h e  o p e r a t i n g  margin  w i t h o u t  p r i v a t i z a t i o n .  
The i n c r e a s e  i n  l a b o r  utilization i s  s m a l l .  

1/ While  the p o s i t i o n  t a k e n  i n  t h i s  r e p o r t  i e  t h a t  under  e f f i c i e n t  - 
management t h e  f i r m  wruld  be c o m p e t i t i v e ,  t h i s  assumpt ion is 
questionable. The e l u c i d a t i o n  o f  t h i s  p o i n t  would r e q u i r e  a n  in -dep th  
s t u d y  beyond t h e  s c o p e  o f  t h e  p r e s e n t  r e p o r t .  



TABLE 8 

(Privatized) 
Income Statemerit 

(Thoutiand of Lempiras) 
m ~ m - ~ = m m - m - m m = m - m ~ = ~ ~ ~ ~ ~ m ~ ~ m m m ~ m m ~ ~ ~ w ~ ~ ~ m = m - m -  

TOTAL SALES 

Coat of h o d s  Sold 
Materials 
Direct Labor 
Other Costs 

TOTAL 

Net Production Margin 

Marketing Costs 
Adm. Overhead 

TOTAL 

Net Operation Margin 

1 Interest 

Net Prof i t  Before Taxes 

Income Tax 

Prof i t  



1:nyucr of Yr1vatl.zatl.on -- 
(Thouennd of Lemplrue) 

I. Nou-PriimtFzc!d 
Year 1 8,856 752 0 852 142 5,552 
Year 2 J.1. ,340 9 88 0 1,090 182 5,828 
Year 3 12,600 1,115 0 1,211 202 6,476 
Year 4 12,600 1,139 0 1 ,211  202 6,476 
Year 5 12,600 1,125 0 1,211 202 6,476 

XI. Pr iva t i zed  
Year 1 12,600 ].,I72 0 1,280 150 6,415 
Year 2 l b ,  280 1,547 0 1,333, 167 7,124 
Year 3 15,960 1,966 0 1,460 183 7,800 
Year 4 17,640 2,429 0 1,582 198 8,454 
Year 5 18,480 2,803 0 1,624 2 03 8,678 

111. Difference Between P r iva t i zed  and Non-privatized 
Year 1 3,744 420 0 348 8 1 ,863  
Year 2 2,940 559 0 24 3 15  1 ,296  
Year 3 3,360 851 0 249 19 1,324 
Year 4 5,040 1 ,290  0 371 4 1 , 9 7 8  
Year 5 5,880 1,678 0 413 -1 2,202 L 

------.-- - ----- ------ -----..-...-------.------------------- 

OVERALL IMPACT ON SELECTED FIRM LEVEL VARIABLES 

As shorn i n  Table 10,  once forced t o  compete and under e f f i c i e n t  
management, t h e  f i rms  could expand s a l e s ,  achieve wider n e t  o p e r a t i n g  
margins ( i . e . ,  s a l e s  minus a l l  c o s t s  except i n t e r e s t )  and h i g h e r  p a s i t i v e  
p r o f i t s .  

SUMMARY CRITeRIA OF WORTHINESS AND THE ALLOCATION OF PROJECT RESOURCES 

These c r i t e r i a  a r e  summary measures of a  p ro j ec t  wor th iness  e i t h e r  from a 
p r i v a t e  o r  economic viewpoint.  From a p r i v a t e  pe r spec t ive  p r o j e c t  
wor th iness  means t h a t  a p r o j e c t  is  an a t t r a c t i v e  investment f o r  
en t r ep reneur s  who would cons ide r  i n v e s t i n g  i n  it.  AB used i n  t h i s  s tudy ,  
w o r t h i w o e  f  rorn an economic pe r spec t ive  meane t h a t  an  inve~stment  is  
worthwhile from t h e  pe r spec t ive  of t h e  count ry  (not  of p a r t i c u l a r  
i n d i v i d u a l s ) .  



TABLE 10 

1'RLVATLZATLON: PBOJECT 1ti'JWASES IN NW SALES, 
OPEHATING MARGIN AND AFTER-TAX PROFITS (a )  

(Thousand 1985 Lempirae) 

Year 1 12487 2915 8780 

Year 2 14018 5220 11616 

Year 3 15964 9825 1381 5 

Year 4 20040 14336 17548 

Year 5 

TOTAL 84623 51224 73444 

NOTES : 

( a )  Combined r e s u l t s  f o r  Mejores Alimentos, Productos Lacteos and INACERO. 
( k )  N e t  s a l e s  f i g u r e s  a r e  a r r ived  a t  by s u b t r a c t i n g  t h e  d i s t r i b u t o r  

margin from s a l e s  proceeds. 

( c )  Net opera t ing  margin was defined a s  sales proceeds minus a l l  income 
statement c o s t s  except t h e  payment of i n t e r e s t  and taxes.  

( d )  According t o  p ro jec t ions ,  i n  t h e  wi thout -pr iva t iza t ion  s c e n a r i o  t h e  
t h r e e  companies would have ohown negat ive  net p r o f i t s  before  taxes 
f o r  a l l  years .  I n  con t ra s t ,  i n  t h e  w i t h - p r i v a t i e a t i o n  s c e n a r i o  t h e  
companies show pos i t ive  ne t  p r o f i t s  a f t e r  taxes.  I n  thi61 l i g h t ,  t h e  
f i g u r e s  In t h i s  column a r e  t h e  abso lu te  d i f f e rences  between nega t ive  
n e t  p r o f i t s  before  p r i v a t i z a t i o n  and t h e  p o s i t i v e  n e t  p r o f i t s  a f t e r  
p r i v a t i z a t i o n .  These f i g u r e s  a r e  t h u s  a  combination of l o s s  
reduction p lus  a c t u a l  pos i t ive  p r o f i t s .  AB explained i n  t h e  t e x t ,  
t h e  s a l e  of t h e  f i n a s  by t h e  GOB is taken t o  e n t a i l  a s u l w t a n t i a l  
reduction i n  t h e  i n t e r e s t  payment burden of t h e  f i rms.  Ily i t s e l f  
such s u b s t a n t i a l  reduction i n  i n t e r e s t  psymente would g ive  r i s e  t o  a 
p o s i t i v e  p r o f i t  before taxes .  
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Alrondy tho prcvioue etsr t iona 'illrve prowitled t h e  anewer r:o how a t t r a c t i v e  
would the  firtun bo from a p r i v a t e  pe repec t l vc .  The nagut lvu bafose tax  
p r o f i t s  p r i o r  tc i  p r l . vn t i za t l on  ahow tha t .  t h e  f i r m  wero not a t t r e c t i v o  o r  
v i a b l e  inveetuwncs frou a  p r i v a t e  pernpecr lve ;  i n  c o n t r e e t ,  under t h e  
p r o j e c t i o n s  ee t ab l i ehud  f o r  t lw wi rh-pr l .var . i zn t : io~~ a c a n r r i o ,  t h e  f i rme  
are v i a b l e  and p o t e n t i a l l y  nt:t rnct:ive i n v e e t w n t e .  The s w i  t c h  from belng 
money l o s e r e  t o  money ua rne re  in summarized i n  Table 11 by 
wi thou t -p r iva t i znc ion  nega t i ve  elmple rnt.es of p r o f i t e  which renuc from 
-1.3 t o  -15.22, and which change i n  t h e  w i t h - p r i v a t i z a t i o n  e c e n a r i o  t o  
p o s i t i v e  r a t e s  rang ing  from 13.8 t o  29.OX.  

The wor th inese  of t h e  e n t e r p r i a c s  ao p r i v a t e  inveetments  a f t e r  
p r i va r i za t l . on  i s  b e t t e r  r e f l e c t e d  by t h e  f i n a n c i a l  i n t e rna l .  r u t e s  of 
r e t u r n ,  o more compreheneive measure of p r o f i t a b i l i t y .  Such r a t e s  range 
from 13 .1  t o  2 6 . 2 ~ 9 ~ ~  

A d i f f e r e n t  pe r spec t i ve  is  provided by t h e  p r e sen t  va lue  of t h e  n e t  v a l u e  
added f lows a t t r i b u t e d  t o  each  f i rm  f o r  a  5-year time horizon.  Ae 
i n d i c a t e d  i n  a p rev ious  a e c t i o n ,  such measure i n d i c e t e e  t h e  preeen t  v a l u e  
of f u t u r e  con t r i bue ione  by t he  f i rms  t o  g r o s s  domest ic  product (GDP). 
One wou.ld expec t  t h a t  i f  p r i v a t i z a t i o n  has  a s t r o n g  b e n e f i c i a l  impact on 
p roduc t ive  a c t i v i t i e s  t h e  f i rms '  c o n t r i b u t i o n s  t o  GDP would r i e e .  The 
t a b l e  i n d i c a t e s  t h , ~ t  such is  t h e  case .  The p reeen t  va lue  of GDP 
o r i g i n a t i n g  i n  t h e  f i rms  rises from L58.280 m i l l i o n  p r i o r  t o  
p r i v a t i z a t i o n ,  t o  L94.189 m i l l i o n  w i th  p r i v a t i z a t i o n ,  an  i n c r e a s e  of over  
6QX. 

1/ Unless o therwise  i n d i c a t e d  t h e  time hor izon  cons idered  f o r  t h e  - 
c a l c u l a t i o n  of t h e  i n t e r n a l  r a t e s  of r e t u r n  i s  5 years .  The use of a  
5-year time hor izon  i s  a very conse rva t i ve  e s t i m a t i o n  procedure i n  
t h a t ,  under t he  assumptions used,  A longer  t ime hor izon  would r e e u l t  
i n  h ighe r  r a t e s .  One would t h i n k  t h a t ,  g iven  t h e  c u r r e n t  s i t u a t i o n  
i n  Cen t r a l  America, i n v e s t o r s  ope ra t e  wi th  a  r e l a t i v e l y  s h o r t  time 
frame. Because of t h i s  pe r cep t ion ,  and t o  make t h e  e s t i m a t e s  even 
more conse rva t i ve ,  t h e  "salvage value"  of t h e  a s s e t s  a t  t h e  end of 
t h e  5-year hor izon  haa been w r i t t e n  down t o  zero .  

While a d e t a i l e d  s e n s i t i v i t y  a n a l y s i s  was no t  performed i n  t h i s  
e tudy ,  t h e  i n t e r n a l  rate of r e t u r n  r e s u l t s  are h igh ly  s e n s i t i v e  t o  
changes i n  t h e  t i m e  ho r i zon .  Given t h e  assumptions,  on ly  a  1-2 year  
ex t ens ion  of t h e  time hor izon  causes  a  s u b s t a n t i a l  i n c r e a s e  i n  t h e  
rates. Furthermore,  i t  i s  l i k e l y  t h a t  f i n a n c i a l  p r o f i t a b i l i t y  is 
h igh ly  s e n s i t i v e  t o  changes i n  t h e  cos t -per -un i t  and s a l e s  
assumptions.  The l a t t e r  unde r l i ne  t h e  importance of e f f i c i e n t  
management. 
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(a )  Calculated f o r  year 5 .  I r  is def ined a s  net p r o f i t s  before t a x e s  d i v i d e d  by sales. 
(b) For a tine horizon af 7 years  (see t r x c ) .  
( c )  For a rime horizon of 8 years ( s e e  t e x c ) .  



T11c r e s u l t  tg show n I ~ l y , l ~  i l r t  e r r i ;~  1 r a t e  ot r e t u r n  for  Mc.)ores A J  lmer~t ot; 
(29%) and 41 re lc i t . lvc ly  h igh  r n t c  fo r  I ' r o d ~ ~ ( ~ t ~ u  1.c1ct~ou Slrlil ( 1 4 X ) .  7 1 1 ~ ~  
r a t e  f o r  INACISKO f o r  n ',-year p o r i o d  1s ntBgist l v c n .  1 1  -- 

These r e ~ u l t t i  suggent. t h a t  I hc t ioc lc t  y d o e s  wcl 1 i n  a 1  ioca t  lnl:  s r i i r r e  
p roduc t  l v e  r e s o u r c e s  t o  Me j o r e s  A1 lment 01; and I o  Product o s  L a c t e o s  S u l n .  
The catle of INACERO however i s  1vs.s c l e a r .  The low r a t  er; of r c r u r n  f o r  
l N A C E K O  sugges t  t h a t  t h e  s o c i e t y  would be be t t - e r  o f t  11 i t  a l l o c a t e d  i t s  
r e s o u r c e s  t o  ot h e r  product - lve  a c t i v i t i e s .  011 t h e  o t h e r  hand,  n s  
i n d i c a t e d ,  t h e  u s e  of a  l o n g e r  t ime h o r i z o n  f o r  l N A C E H O  might  be 
a d v i s a b l e .  Nonet h c i c s s ,  w h l l e  r he g e n e r a l i z e d  opinion If;  t h a t  Mcjores  
Al imentos  and P r o d u c t o s  Lact-eos S u l a  have a potent  i a l  f o r  b e i n g  
c o m p e t i t  i v e  i n  a n  u n p r o t e c t e d  s e t  t  i n g ,  t h e  o p i n i o n s  r e g d r d i n g  INACEKO a r c  
d i v i d e d .  It  is q u i t e  possib1.e t h a t  w i t h  l e s s  p r o t e c : i m  t h e  f i r m  c o u l d  
no t  s u r v i v e  on i t s  own. T h i s  was n o t  a n a l y z e d .  

The ERR8 c a n  be u s e f u l  a s  a  c r i t e r i o n  f o r  a l l o c l t i n g  t h e  p r o j e c t  
r e s o u r c e s .  As e x p l a i n e d  i n  o t h e r  s e c t i o n s  of  t h e  p r e s e n t  document,  A I D  
a,..d t h e  GOH w i l l  a p p l y  r e s o u r c e s  t o  h e l p  c a r r y  out t h e  p r i v a t i z a r i o n  of 
t h t s e  and o t h e r  CONADI f i r m s .  A s  t h o s e  r e s o u r c e s  a r e  Limi ted  i t  is  
r e l e v  , n t  t o  a s k  up t o  what. point  w i l l  t h e  p r o j e c t  be j u s t i f i e d  i n  u s i n g  
r e s o u r c e s  toward t h e  p r i v a t i z a t i o n  of a  p a r t i c u l a r  e n t e r p r i s e ?  

The h igh  r a t e  of economic r e t u r n  f o r  Mejores  Al imentos  j u s t i f i e s  :he 
a l l o c a t i o n  of a r e l a t i v e l y  h i g h  p r o p o r t i o n  of resources toward i t s  
p r i v a t i z a t i o n .  P r o d u c t o s  L a c t e o s  S u l a  a l s o  m e r i t s  t h e  a l l o c a t i o n  of 
r e s o u r c e s  toward i t s  p r i v a t i z a t i o n ,  bu t  less t h a n  Mejores  Al imen tos .  I t-  
i s  h a r d e r  t o  j u s t i f y  a l l o c a t i n g  r e s o u r c e s  t o  t h e  p r i v a t i z a t i o n  o f  
INACERO. Accord ing ly ,  i t  i s  recommended that .  t h e  r e s o u r c e s  a l l o c a t e d  f o r  
t h e  p r i v a t i z a t i o n  of INACERO be h e l d  t o  a  minimum. 

1/ One s h o u l d  n o t e  t h a t  INACERO r e s t a r t e d  o p e r a t i o n s  a s  r e c e n t l y  a s  1984 - 
a f t e r  be ing  s h u t  f o r  a p p r o x i m a t e l y  t h r e e  y e a r s  and h a s  been p roduc ing  
a t  low l e v e l s  of c a p a c i t y .  The c h o i c e  of a 5-year t ime  h o r i z o n  f o r  
t h e  e v a l u a t i o n  of INACERO migh t  be e x c e s s i v e l y  low -- f o r  example ,  i f  
t h e  t ime  h o r i z o n  i s  ex tended  tal 10 y e a r s ,  t h e  r a t e  becomes +14%. 



Employment E f f e c t :  

None of  t h r e e  e n t e r p r i s e s  i s  l a b o r  i n t  cn! , l ve .  D i r e c t  employment  c r e a t  l o n  
f o r  t h e  f i v e  y e a r  h o r i z o n  w a s  m e a s u r e d  by d e t e r m i n l n e ,  u n d e r  t h e  
p r o j e c t  i o n s  p r e s e n t e d  a b o v e ,  t h e  i n c r e a s e  in t o t a l  l a b o r  c o s t s  t h a t  would 
take p l a c e  i f  t h e  f i r m s  w e r e  p r i v a t i z e d ,  a n d  d i v i d i n g  s u c h  i n c r e a s e  by a n  
e s t i m a t e  of t h e  a v e r a g e  l a b o r  c o s t ,  I t  was  e s t i m a t e d  t h a t  352 j o b s  would  
be c r e a t e d  i n  t h e  t h r e e  firrnr; d u r i n g  t h e  F i v e  y e a r s  f o l l o w i n g  
p r i v a t  i z a t i o n .  

&act o n  t h e  F i s c a l  A c c o u n t s  

Tax r e v e n u e s  s h o u l d  i n c r e a s e  as  a r e s u l t  o f  g r e a t e r  p r o f d t s  a n d  sales t a x  
r e v e n u e s .  The p o i n t  c a n  be i l l u s t r a t e d  w i t h  a b e s t  c a s e  s c e n a r i o :  t h e  
e n t e r p r i s e s  a r e  s o l d  o n  a c a s h  b a s i s  a n d  t h e  COH a p p l i e s  i t s  p o r t i o n  of 
t h e  s a l e  p r o c e e d s  t o  r e d u c e  t h e  d e b t  w i t h  t h i r d  p a r t i e s .  'In that:  
s c e n a r i o  a s i g n i f i c a n t  p o s i t i v e  i m p a c t  o n  t h e  f i s c a l  a c c o u n t s  i s  shown 
p o s s i b l e .  T a b l e  1 2  shows how t h e  application o f  t h e  s a l e s  p r o c e e d s  
a f f e c t  t h e  s i z e  o f  t h e  g o v e r n m e n t  d e b t .  I t  i n d i c a t e s  t h a t ,  u n d e r  t h e  
e x a m p l e ,  t h e  r e m a i n i n g  d e b t  t o  be s e r v i c e d  by t h e  g o v e r n m e n t  f a l l s  f r o m  
L79 m i l l i o n  t o  L49 m i l l i o n .  



Productos Lllcteos Sula  12,200 16,620 7,645 ( b )  4 ,555  

INACERO 

TOTAL L79.097 L49,452 

( a )  Given t h a t  CONADI owns 57.2% of t h e  s h a r e s ,  t ha t  t o ; a l  l i a b i i i t i e s  
su rpas s  by f a r  t o t a l  a s s e t s ,  and t h a t  the  f i rm owes CONADI L63.2 
m i l l i o n ,  e s s e n t i a l l y  being i t s  s o l e  c r e d i t o r ,  I t  was assumed t h a t  
CONADI r ece ives  a l l  of the  proceeds. 

( b )  CONADI r ece ives  and a p p l i e s  46% of t h e  proceeds,  t h a t  i s ,  the same 
propor t ion  of i t s  sha re  i n  t h e  s tocks .  

( c )  CONADI does not r ece ive  anyzhlng from the  s a l e  of t h i s  company 
because the f i r s t  rnortdage belongs t o  Bancc Con t inen ta l .  
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The economic  r a t e  of r e t  I J ~ I \  i ln;11y5is  sliow~ t tlat t I IC  n e t  economic' h e r l e i i t s  
f rom p r i v a t i ~ a ;  i o n  c o u l d  be s u b s t a n t i a l  a n d ,  t h e r e f o r e ,  t h e  p r o J e c t   make^ 
economic  s e n s e .  The r e v i e w  of t r e n d s  and  p rob l ems  i t 1  t h e  !londuran 
economy i n d i c a r e d  n need  f o r  f a s t e r  ~ c c r : ~ o m i c  g r o w t h ,  d c r r e a s i n g  t h e  
f i s c a l  d e t i c i t ,  e x p a n d i n g  i t s  e x p o r t  p o t e n t i a l ,  and  g e n e r a t i n g  p r o d u r t i v e  
empldyment a t  h i g h e r  l e v e l s  of r e a l  wages. I t  a l s o  u n d e r l i n e d  t h e  need 
f o r  h i g h e r  p r i v a t e  s e r  tor  ir1vestmen1-, erit r ~ e p r e n e u r i a l  dynamism, and  a  
more e f  f P c i e n t  a1 l o c n t  i o n  of i t s  produc* t i v e  r e s o u r c e s .  The p r e s e n t  
s t u d y ' s  e x a m i n e t i o n  of  t h e  p r o j e c t ' s  p o t e n t i a l  Impact  on p r i v a t e  
p r o f i t a b i l i t y ,  GDP,  t h e  f i s c a l  a cco l Jn t s ,  employment and f o r e i g n  e x c h a n g e ,  
shows t h a t  t h e  p r i v a t i z a t i o n  of s t a t e  owned or  c o n t r o l l e d  c n r e r p r i s e s ,  i n  
a s e t t i n g  t h a t  i n d u c e s  c o m p e t i t i o n ,  is a !po l i cy  move which has  a  
p o t e n t i a l  f o r  s u b s t a n t i a l l y  c o n r r i b u r i n g  t o  s u c h  objectives. 

- 
1/ The f o l l o z n g  p o i n t  i s  w o r t h  n o t i n g .  The f o r e i g n  d e b t  o f  t h e  s e t  o f  - 

three compan ie s  a n a l y z e d  i n  t h e  economic  s t u d y  i s  r e l a t i v e i y  small; 
i t  is  e s t i m a t e d  a t  be tween  3 t o 7 %  o f  t h e  t o t a l  d e b t  of t h e  - 

c o a p a n i e s .  Fo r  mos t  o f  t h e  CONADI e n t e r p r i s e s  t h e  f o r e i g n  d e b t  is a 
small p r o p o r t i o n  o f  t h e i r  d e b t s .  Up t o  December 31, 1 9 8 5 ,  o f  
CONADI's g u a r a n t e e s  t o  f o r e i g n  i n s t i r u t i o n s  i n  b e h a l f  o f  Honduran 
f i r m s ,  some 76% w e r e  c o n c e n t r a t e d  i n  n i n e  f i r m s .  

D r s f t e d  by: E P A / J J ~ u t t a r i - t r m  
(0258M) 7 / 3 0 / 8 6  
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(NOTE: I f  va lue  of sale is l e n s  
than C p .  500,000, the local 
announcement should appear iwice 
with 3 day intervals between 
anr~ouncemer~ts . If the value 
exceeds Lps. 500,000, the local 
announcement must appear 4 times. 

- One or more foreian 
publications, i f  authorized 
by the Board ot Directors. 

13. Reads public announcement. Interested Party 

14. Sends letter of interest and 
registration fee t s  the 
Corporation. 

15. Sends copy of company "prospectus" 
to all Interested F'arties. 

The Corporation 

Interested Party 16. Submits offers containing 
information requested in 
"prospectus. I' 

17. Opens sealed bids in presence of 
witnesses and observers at a 
predetermined place and time. 

Executive President 

Fepresentative of 
the Superintendency 
of Banks, BCH 

18. Witnesses opening. 

18. Witnesses opening. Representative of 
the Directorate 
General of Adm. Probity 

18. Witnesses opening. Representative from 
CONADI Board of 
Directors 



Valuation Commission 

W i t  

Dc?t-erminr??; if Interested P a r  t i e s  
represent r;h;lrcholdt?rs, 
cooperatives or companien 
cstabljshed by workers of t h e  
company to be sold. 

2 0 ( a )  Determines i f  these groups 
have a r e a l  interest and the 
financial capacity to acquire 
the subject company. 

20(b) Gives preference to these 
groups if conditions in 2 0 ( a )  
are met. 

Determines if Interested Parties 
directly or indirectly represent 
public functionaries, state-owned 
companizs, members of the Board of 
Directors, or members of the 
Valuation Commission. 

21(a) If any of these conditions 
are met, disqualifies offer. 

Determines whether offer(s) should 
be submitted to the Valuation 
Commission for consideration. 

22(a3 If not subr'kted, go to Step 
25. 

Sends offer(sr to Valuation 
Comnlission. 

Reviews all offers submitted. 



Executive Preoident 

Notary Public 

Executive President 

Board of Directors 

Interested Party 
( not selected) 

Executive President 

Selects bcnt offer nubjcct  to t h c  
conaidcrationn in Steps 13-24. 

2 5 ( a )  If no offer3 arc selected, 
repeats public auction within 
30 days. (Go to Step 8). 

A t t e s t s  to public auction results. 

Sends public auction resu1.t:; dnd 
recommendations concerning 32le to 
the Roard of Directors. 

Approves terms of sale. 

28:a) If disapproves, repeats 
public auction within 90 
days. (Go to Step 8) 

Announces selection results and 
awards sale to Interested Party a2 
a public meeting. 

If not satisfied with selection 
results, appeals decision to 
Executive President. 

Refers appeal to the Ad-Hoc Appeals 
Tribunal. 



The Corporation 

Valuation Commission 

The Corporatic:: 

Board of Directors 

1. Cond:~ct.s technical and financial 
studies of subject company. 

2. Establ.ishes conditions of sale 
including minimum sales price. 

3. Recommends direct negotiations as 
desired sales strategy. 

3. Submits recomme.clation to Valuatiorl 
Commission. 

4. Reviews sales strategy, conditions 
of sale and minimum sales price. 

5(a) If disapproves, returns to 
the iurporation with 
recommendations for change 
(Go to Step 1) 

6. Returns to the Corporation. 

7. Submits sales strategy, conditions 
of sale and minimum sales price to 
the Board of Directors. 

8. Resolves unanimously to utilize 
direct negotiations as preferred 
sales strategy. 

9. Approves conditions of sales and 
minimum sales price. 

8(a) If disapproves or modifies, 
returns to he Corporation 
with recommendations for 
change (Step 1). May require 
a new valuation. 



The Corporation 

Procuradoria General 
de la Republica 

Accepts r ecoamorldll t i on of 
Negot iat i ng Cornrnisr-;  i on by unanirnaus 
vote. 

13(a) If unacceptable, rejects 
recommendati.on and returns to 
Neoginting Cornmission. (Go 
to Step  11) 

Authorizes the final terms of sale. 

Arranges for Terms of Contract to 
be published as follows: 

- In "La Gaceta" three times 
within 10 days of 
authorization of sale. 

Notifies Procuraduria General de la 
Republica of the terms of sale 
approved by the Board of Directors 
within 10 days of such approval, 

Accepts terms of sale within 
three working days of last 
announcement of sales contract in 
"La Gaceta." 

17(a) If terms of sale are judged 
unacceptable, opposes sale 
before the Board of Directors 
within three working days of 
the last announcement of the 
sales contract in "La 
Gaceta." (Go to Step 13) 

Returns to Board of Directors. 



r h ~ r d  o f  D i  rclctc.,rrl 

The Corporation 

E x e c u t i v e  President 

2 0 .  Drcparetj 1. i n a l  s a L c s  conkract and 
f~ends to Exccut:ivc President. 

21. E'orrnalizca m l u s  contract if nQ 
opposition i s  rcgistercd an 
d i s c u s s e d  under Step 1 7 .  



I , ,  I ( ' 1  5 

o p r i o r i t y  b a s i s .  

- Prof i I es and i n - d e p t h  h n a l j v s e s  o f  I early 

d i v e s t i t u r e  c e r ~ d i d b t e  c o r ~ ~ p a r ~ , i c s  hbve been developed 

which would allow the Board  of Directors w i t h  PTU 

tscistar~ce t o  select a giver1 coxpany  f o r  i n m c d i a t e  

IN a c t i o n .  

1.  F o b r d  of Di rec to r s  r ~ q ~ ~ s t s  t h e  z t z f f  of ,?D!;!,.!:i 

w i t h  PTU assistance t o  under t , ake  a n  i n - d e p t h  

znalysis of  t h e  c j n d i d a t e  conyhny in t h o s e  cazes . 

where it h a s  n o t  alrsady been d o n e .  

r, 
L .  The staff of CONADI and  t h e  FTU pre?are t h e  

m . .. 
" t e c h n i c a l - e c o n c r m i c "  s t u d y  c~lled for i n  L s w  161-t5 

s s  b a s i s  for a c t i o n s  and decisions. 



O n  t h e  b a s i s  of t l ~ e  recommer~dations of the 

Val \ l a t i  on  C o m r n i  z s i o n ,  t h e  Board of D i r e c t o r s  

i n s t r u c t s  t h e  PTU a n d  the staff of COIZk.DI t.o 

p r e p a r e  a "d ive s t i t , u r e / s a l e s  p l a n " .  

The F'TU ' b e g i n s  tc, i d e n t i f y  a n d  c o m r n u n i c b t e  w i th  

potential buyers Or, t . 1 , ~ :  b a s i s  of t h e  zpprovi-d s a i e z  

p l a n  (S t ep  6 ) .  

The s a l e s  p l a n  referred t o  i n  s t e p  6 sddresses the 

i s s u e  of d i r e c t  n e g o t i a t . i o n  v e r s u s  a u c t i o n .  The 

Board of D i r e c t o r s  makes a decision and i n f o m s  t h e  

PTC and other  hzcncies a s  called f o r  ty Lsw 161 6 5  



of fer'orr; u r ~ d  w i t n e a s c s  t o  ri p i i t , l  i c  r ~ c t  ( d e f i n e d  by Law 161  - 

8 5  ) w h e r e  a 1 1  b i d s  r e c e i v e d  a r e  a c k r ~ o w l  e d g e d .  

3 .  Tlic r i a f  f of COI.IIiDI with PTlJ a : . s i  s t a r i c c  reviews a n d  e v a l u a t e s  

t h e  b i d s  r e c e i v e d  arid p repares  r e c o ~ r ~ r r ~ f : ~ ~ d a t j o n s  t o  the Board 

of Di rec tors .  

4 .  T h e  Board of D i r e c t o r s  d e c i d e s  the h w a r d  of t h e  a u c t i o n  and 

instructs the President t o  c o n - ? e n e  a p u b l i c  hearing to make 

the &ward I:not:n. If  t he  Shard c'f r l l r e c t o r s  o n  the 

r e ~ o r r ~ m e n d a t i o n  af t h e  staff a n d  the ?TO d e c i d e s  t h a t  the 

o f f e r s  r e c e i v e d  do r i o t  a d e q u ; r t . e i y  meet t .he r e q u i r e m e n t s  of 

t h e  terms of reference, the auction is d e c l t i r e d  i n v a l i d  and 

t h e  process is repeated within the following 90 d a y s  a s  

c a l l e d  for i n  t h e  d i v e s t , i t . u r e  Isw. * I f  u n s u c c . - , ~ s f u l  i n  the 

second i n s t a n c e  t h e  Baard reviexs i t s  d e c i s i o n  a n d  i r i s t r u c t s  

- - - - - . - - - - - - - - - -  
*sub j ec t  t o  p o s s i b l e  cl~r;r~g- .es  i n  t l ~ e  terms of r e f e r ence .  



2. The I4sgotizi t ion Commission with PI'U ass j . s t&nce  identifies the 

p ~ t e n t i n l  buyers and the s a l e s  strategy it w i s h e s  t o  p u r s u e  

in each csre. 

3 .  The t l e g r ? t i j t i o n  Commi-.sion wit11 i ' T U  c l s s i s t b r ~ c e  & ~ p l - i ~ i r ~ i : t z ~  0r.e 

p o t e n t i b l  huycr s t  t h e  time irft.i:r c z r r t f u l l y  deciding fin t h 2  



7. As rnhndb ted  by the d i  v e t , :  t s r e  law, CCINADI pub?.Ishes t h e  

terms of t h e  cantrbct hrrd s u b n l i t s  Po~~crn to the "htt.prrrey 

General " . If no objections are rejsed , t h e  s a l e  is 

formalized; otherwise t h e  r ,rocess i s  repq3at.ed and i . e v i e d  as 

r e q u i r e d .  







AH a consequence of t h l  s ,  an  t he fin1 t cvl Nnt  i o n s  Deve lopment Program (UNDP) 
e x p e r t s  Roux and Luque have polntc4  o u t ,  CONADT assirtnecl t h e  dual  r o l e  o f  
p r l n c i p n l  shareholder .rnd p r l r ~ c i p o l  crc*t l i tor  of  the  companies, a  sf t u a t i o n  
vhar enta i lec l  a s e r i o u s  conf l l c t  o f  L n t ~ ~ r c ? s t s  and o b j e c t i v e s . *  During the  

--- * Agustrn F .  Roux y A l b e r t . ~  I A ~ l q v e .  ---- I n f o r m ~  so%rc c l  Crupo Agroindustr ia l  
Me J o r e s  hl imentoo,  AgrZcola de tlo11dt1r.1:;. Program,~ d e  In  ~ a c  i . n e s  Unidas para 
e l  Desarro l lo .  14 de Navtembre dc 1987. 



( 1 )  The  Galaxia Group I.ntrod\~c:c.tl I I I ; : ~  t h e  G u a t e m a l a n  market j u i ce s  a n d  
n e c t a r s  o r o d u c e d  h!r MALI, a t  p r i c c s  b e l o w  c o s t  i ~ s  p a r t  of a promotional. e f f o r t  
c - .- 
ru: iis Guatemaian p r o d u c t s ,  & L C ~  e n t a i l e d  a l o s s  f o r  MALT of  ; ~ b o u t  L.R00,000;  

( 2 )  I n  Junc. 1981, t h e  p r i v a t e  o w w r s  modt t i c t f  t h e  1-erms o: payment  Lo 
MALI by t h e  G A L A X I A  d i s t r i h u l i o n  company ,  extc>nt l lng  thta p e r i o d  From 60 t o  180 
d a y s  w i t h  n o  i n t e r e s t  c h a r g e  ( t h i s  r ~ l t , i l l c d  ,I l o s s  oF a: l c i ~ s t  L. 1 m i l l i o n  p e r  
y e a r  t o  M A L I ) ;  

( 3 )  U s i n g  t h e  p r n c t  i ce  o f  s ~ b c c ~ ~ r - l  L ~ Z ,  G A L A X I A  o r d e r e d   he p r o d u c t  t o n  
of new b r a n d s  ( s : l ch  as  Del F r u L t o  ' * I , I ~ ' .  ,11111 S a v a g e )  a t  prfcccj which d l d  not  
c o v e r  o p e r a t i n g  c o s t s ;  



l n  August 1984 ,  CONAD1 succeed t?d  I n  h i ~ v l n g  t h e  C o u r t s  i ~ p p o i n t  a J u d i c i a l  
I n t e r v e n t o r ,  Mr. Run6 Duriin, t o  c o n t r o l  c a s h  lnovemerlts Ln MALI and  AGRICOLA. 
The l n t e r v e r r t o r  i n l  t l a t e d  h i s  f ~ . i n c t l o n s  w i t h  g r e a t  en thuf i l a sm aud dynamism, 
,rind a f t e r  t d e n t l f y i r ~ g  a s e r i e s  o f  f r r e p , u l . a r i t i e s  i n  t h e  mdnagement o f  MALI and 
AGRLCOLA, began t o  t a k e  c o r r e c t i v e  m e a s u r e s .  Twu d a y s  a f t e r  I i i  .r a r r i v a l  h e  
a s k &  and  o b t a i n e d  permission from t h e  Corrrts t o  s t o p  s a l e s  on c r e d i t ,  a n d  was 
a l s o  g i v e n  b road  n u t h o r l t y  t o  p n r t l c l p a t e  i n  t h e  a d m i n i s t r a t i o n  o f  t h e  
company. I n  t h l s  manner ,  among o t h e r  a c c o m p l i s h m e n t a ,  h e  was a b l e  t o  c h a n n e l  
company fur tds  t h r o u g h  bank a c c o u n t s  t h a t  b e l o n g e d  t o  MALI a n d  AGRICOLA and  n o t  
t , t h e  G a l a x i a  Group,  i ts had been  done  dur i? .g  z e v e r a l  y e a r s .  He a l s o  c a r r i e d  - .  C: 
GiiL a :"il& 3 i t q g 1 e  i n  avoid h a v i n g  c o  m.?rket MALi'S p r o d u c t s  e x c l u s i v e l y  
t h r o u g h  CALAXIA, d e m o n s t r a t i n g  a  s e r i e a  o f  c o n t r a c t  . c l o l a t i o n s  o n  t h e  p a r t  of 
t h e  p r i v a t e  g r o u p ,  which n e g a t i v e l y  d f f e c t e d  MALI. T h i s  s t r u g g l e  f i n a l l y  
s u c c e e d e d  when t h e  C o v r t s  a u t h o r i z e d  t h e  ;se o f  a l t e r n a t i v e  m a r k e t i n g  c h a n n e l s  
and  CONADI p r o v i d e d  a L. 1 m ; l l l o n  l e t t e r  o f  g u a r a n t e e ,  t o  p r o t e c t  t h e  company 
f rom a l e g a l  s u i t  For  damages t l l a t  bus subsc lquen t ly  i n i t i a t e d  by G a l a x i a .  

I n  Decemher 1984 ,  CONADI o s ~ l g r ~ e d  o n e  o f  Lts employecn t o  o c c u p y  t h e  p o s i t i o n  
of G e n e r a l  Manngrr o f  MAI.1. I f o w v e r ,  t l ~ i v  p e r s o n  was u n a b l e  t o  r e v e r s e  t h e  
f i n a n c i l i l  d e t e r i o r i r t  ton  of  M A L I  and  ACRIC01,A. Constrqueot:ly, i n  A u g u s t ,  1 9 8 5  m 



(1) A l a w s u i t  was L: L l cd  by t i l e  f i r m  q ; ~ i n r ; ~ .  GALAXTA 111 c o n n e c t i o n  w i t h  t h e  
u s e  oE t h e  N a r u r a '  !; t r ; ~ d e l n a ~ - k ,  u n d e r  w h  i . c : l ~  MALI 1narkct:s I t s  produc:ts. Elv.  '1 
t h o u g h  t h e r e  are  docurncnt:; i n d i c a t i n g  t l m t  CAIAXIA s o l d  t h e  l a b e l  t o  M. + .  , t h e  
p r i v a t e  g r o u p  c;harf:d L .  200,000 p e r  yc?;tt' L O  t h e  compiiny For t h e  u s e  O F  t h e  
t r a d e m a r k .  The <I ( t o ,  of t h e  t r a d e m a r k  Iias b e e n  s e t  a t  I,. 1 m i l l L o n .  

( 2 )  A n o t h e r  -.3i s t i n g  l e g a l  conl'l ict f;~c.c.d by MALI rerers t o  nn accurnu la tcd  
d e b t  o f  atound L .  16 m i l l i o n ,  . ~ s s o c l . i l  c d  to payments  I o r  p r o d u c t s  d e l i v e r e d  b7 
MALI t o  GALAXlA d u r i n g  t h e  yc? ars 1981 - 1084 ,  11nd12r t h e  p r e v l o ~ ~ s l  y L n d i c a t e d  
mark!. t i ng arrangcinct~; s .  

(3 )  T h e r e  i s  a 1.. 1 7  r n i l l t o n  d n m g t  cL;11-n p r e s c n t c d  by t h e  C a l n x i a  Group 
against M4L1, as cornpenr;atior~ For MALI' . . ;  u n l  1;tter:i L t e r , n i n a t  Lon of i t s  
e x c l u s i v e  distribution c o n t r . i c t  wi t h  (;AIJAXIA. 



( 2 )  'Che Lnilbl l l  t y  of CONADI  t o  ~ n ; ~ l r ~ t a l n  p rope r  c o n t r o l  of t h e  compnny, 
either a s  u m a j o r i t y  s l ~ , ~ r c h o l d c r  or ;IS 11ic p r l n c i p ~ l  creditor. In b p i t e  of 
CONADI b e i n g  t h e  p r l n ~ : l p i ~ l  Y ~ I : ~ I ~ c I I ~ I ~ P ~  o f  MAlrI, d ~ l r l n g  ,I p e r i o d  of s e v e r a l  
y e a r s ,  GAI,AXIA was a b l e  t o  t lef l rw thcb compauy's ( -  - r a t i n g  s t r a t e g i e s .  

( 3 )  '!'!!e c . w t : l ( : ~  i!~nployed by n pri.v;rte s e c t o r  g roup  t o  d e l a y  t h e  a d o p t i o n  
of corrective rne;lsurc?.r by t h e  C o r p o r a t i o n ,  o r  t o  lnduce d e c i s i o n s  de t r , i r nen tn l  
t o  CONADI. Such t o c t l c s  11;tve inclurlctl t h e  c o n t r a c t i n g  of high-powered lega l .  
a d v i c e  and ,  a l l e g e d l y ,  t h e  co-opt i i t  ion  o f  s0rr.e CONADI o f f i c  l a l s ,  which have 
pe rmi t t ed  G A I A X I A  t o  m l l k  thc company f o r  y e a r s ,  d e f a u l t  on t h e  payments  of 
s e v e r a l  l o a n s ,  and wln i1 s v r i c s  of 1q;:rl conf ront i r  t t ons  wi th  CONADI.  
S u r p r i s i n g l y ,  CONADI a p p e a r s  t o  have lacked  t h e  c a p a c i t y  t o  b r i n g  -3 s u i t  
a g a i n s t  C A L A X I A  f o r  damages done t o  MALI and t h e  Corpo ra t i on  by t h e  p r i v a t e  
group ,  t o  demand ;I t l c f i . n l t t v e  t r a n s f e r  o E  t h e  N a t u r a ' s  l a b e l  t o  MAI ,T ,  and t o  
c o l . l e c t  t h e  cunounts o w d  CAIAXIA t o  t h e  company. 

( 4 )  The s e r i e s  of I r r a t i o n a l  management p r a c t i c e s  t h a t  t h e  c u r r e n t  
i ~ d ~ n l n t s t r e t i o n  of MALI t ~ a s  been a b l e  t o  remove, which had deve loped  o v e r  a 
number of y e a r s ,  under  b o t h  CONADI and p r i v a t e  s e c t o r  managements. These 
p r a c t i c e s ,  r e s p o n s i b l e  f o r  s l g n i t l c a n t  Losses t o  t h e  company, i n c i u d c d  
ex t r eme ly  l a x  s e c u r i t y  s t a n d a r d s  and Large numbers of unneces sa ry  workers ,  
which nave i n  t u r n  ciiused a h i g h  i n c i d e n c e  of employee t h e f t  and poor  mora le  
and p r o d u c t i v i t y .  



En 1 9 7 4 ,  t;e f irmb I t r  e!~c:riturn p 6 b l  l(:a tle const  l t t ~ c i b n  clc l;r :;oc ictlncl 
Mcrcantil  "Azu.:arern Yo joa,  S. A .  dc C.  V .  ", Irltt!gract;r por 103 :;pllores 
P.M. Donaldo Sunzo Tom6, P.M. Carlos Montlicll Klvera,  El la s  J .  
Kattnn, Dr. Kotiolfo Past03 Z c l a y i l  y rlcna C:rlscina tiornies Gr R i ; ~ , ; : , r ,  
con un c a p i t a l  socLnl m l x i m s  a u t o r i m d o  d c  Lps. 4,000,000.00 y un 
c n p l t a l  mlnimo d e  Igs. 100,000.00. 

En 1976, se reformb l a  c s c r i t u r a  d c  cons t i tuc ihn  d e  l a  sociedad, para 
aurnentnr e l  cap1 t a l  s o c i a l  m6xlmo eutor izado d e  Lps. ft,000,000.00 a 
Lps. 6,000,000.00 y el c a p i t a l  mlnimo d e  L p s .  100,000.00 a Lps. 
4,000,000.00. 

En 1977, se volv ib  a reformar I n  cr;crit.ura d e  cons t i t uc ibn  d e  l a  
sociedad, para aumentar e l  c a p i t a l  m5ximo su tor izado a 
Lps. 12,000,0n0.00 y e l  capital minlmo a Lps. 6,000,000.00. 

D. AN0 DE PUESTA E N  MARCHA 1976 

E .  CAPITAL 

1. Monto d e  Capi ta l  Socia l  ---- 

Susc r i to  Y Pagado .-- 
No. d e  Acciones 

Comunes 
Preferentes  

Lps. 12,000,000 

Lps. 12,000,000 
120,000 
90,000 
3O,OOO 

E l  va lor  nominal de cada accibn e s  de Lps. 100.00. 

2. Monto de C a ~ i t . i l  Contable 

Fecha 30/8/R5 
Capi ta l  Lps. 12,000,000 
Utilidnd ( D e f i c i t )  Acumulado (2,188,631) 



CONAD1 empezh a p;~x-t ic ip , l r  en  l a  emprc:;.] dcstle 1976,  ano en quc. l e  ot.org6 
a v a l e s  ha s t a  por un monto de L p s .  11, '~15,6?2.00.  I,a p a r t  LcfpaciGn d c  In  
Corporacibn en AYSA se d l b  en l a  s 1 ~ 1 1 i t . r l t t  formn: 

3.. Avalcs 

a )  Resoluci011 No. 11 /76  ,162 J t l n t n  Di rec t ivn  d e l  7 / 5 / 7 5  otorgn:  

i) Aval p o r  Lps. 2 ,000 ,000 .00a11tee l  U a n c o A t . 1 L n t i d a u o t r a  
lnst  i t . r i r :  i.hn barrcar i a  nac tonn l  o e x t r a n j e r a .  

i f )  Aval por  Lps. 2,000,OGO.OO Eac i l i t ados  kur e l  Libra  Bank de  
I n g l a t e r r a  (no se  u t i l i z b ) .  

i i i )  Aval por Lps .  4 1 , 6 3 2 . 0 0  a  favor  d e l  Deutsch Sudamerikanische 
Bank de Alemania. 

I v )  Aval por Lps. 7,500,000.00 a favor  d e l  B . C . I . E .  

b )  Resolucibn No. 1 7 / 7 6  de Junta  D l r ec t iva  d c l  1 9 / V I 1 / 7 6  se nu to r i z6 :  

i 1 ' v a l  por Lps. 2,000,000.00 a favor  d e l  Chase Mank~ t tnn  Bank 
(aval  temporal por ptEstamo otorgado a Yojoa). 

- 
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i )  Uaa g a r n r ~ t i ; ~  banc;~ri. l  por Lpr;. 384,7TiO.OO, .I f a v o r  4:: Tt.xac.o 
Caribbean por cuenta de Azucarera Yojo.~, S .  A .  

1) Rcsoluclbu 11/76 d e  Junta D1rr:cttvn d e l  7/5/76, otorga:  

i )  Prfistamo d l r e c t o  por L p s .  2,000,000.00 con opci6n de  conversf6n 
a ncclor~r:; .  St! rcf1n:incl.b por un ano rntis scgCn resolucibn dc 
Junta Dlrcnct 1v.i No. 77/75 con opci6n dc conversi6n a :cciones. 

Li) Pr6st.1rno d l  r ec to  por Lps .  1,392,708.00. 

2 )  ResoLuci611 39/76 dc Jurlta Dlrcct iva tiel 2 3 / ~ / 7 6 ,  otorga:  

i j  Linea dc CrEdico por ips. 2,000,OGO.OG. 

3) Resolucibn 79/60 dcl Cornit6 d e  Cr6dLto d e l  29/0'/79 por L p s .  
2,000,OCO.OO a 7 anos de plazo. 

Acciones 

a )  Resoluclbn 77/25 d e l  25/111/77, a u t o r i z a  pa r t i c ipac ibn  en e l  c a p i t a l  
d c  la empresa por Lps. 100,000.00 rncdiante acciones comunes. 



C. VALOR EN 1.IRROS AC'TIJAL 

E l  n i v e l  d e  u t i  l i z ,~cLOn d e  s u  capacldrltl i n s t , l l ad , t  dc! mol l c ! r ~ t f ~ ~ ,  depcrttic* (!el  
Area s~m_ht.?d3 y d : ~ p u ~ ~ i b i i i c i a d  dc l a  mlsmn, l a  c11a1 C Y  p r o c e ~ n J i l  por l a  
empresa. En e l  c i c l o  d e  1984,  se o b t u v f e r o r i  600,000 q u l n t a l e s  d e  azGcar l o  
que e q u i v a l e  a un 86% de l a  capac idad  u t i l i z a b l e .  A 1  r e s p e c t o ,  e s  dr? a c l a r r l r  
que  l a  c a p a c i d a d  a  que  se hace  mencibn e s  d i a r i n ,  pe ro  e n  el. c a s o  d c  l o g  
i n g e n i o s ,  se supone que E s t o s  s o l o  o p e r a n  c l n c o  m e s e v  en e l  a n o ,  por t a l  razbn  
la  capacidad i n s t a l a d a  t o t a l  e s  d e  700,000 q u i n t a l e s  d e  a z t c a r .  

La empresa no c!.ene d i f l c r ~ l t a d e s  pa ra  o b t e n c r  c a p i t a l  d e  t r a b a j o ,  e n  e s t o s  
momentos s e  e n c u e n t  r a  h ~ c  lcndo 10s p r e p ; l ~ , ; l t  i v o s  p i r n  l a  prhximn z a f r a .  



CONAD I 1ni111f. i C![IF (?TI t l ~ t I ( ; i I  1 i n I ' * I  I O  1 1 ) i l  I . I IVC' I ' ! ;  I OIIV:; V I I  I I I - ~ ; ! ; ~  ;IIIIO!; e l  I I,(!<* I 1):s , ; ~ v ; I  1 I - , ,  

y p l r t  LC: lp ;~( :  1 h r l  act l o ~ i a r  I a.  KII  [ . ) ~ ~ s I . ~ I I ~ ~ ~ J  (1 L I 12cI.o:i 1.0 q t ~ ~  ; I C ~ , : I I , ~ ; I  ;I [ ,I  

Corpvr;4( t.td11 :;on 7,pq.  500,000,  ~ a t l t  I i i i ~ i l  ~ I I ~ I I I ~ :  ji111 K <: par F::;~;I P I I I ~ I : , ? : J : ~  y : ~ c ?  

I ( J  1 I Hcsyf'i3t;i) ;I 1 (1 [vl~lc ' l~do p;l(:t;~(l() (!I! (! 1  c:3!3O i f f ?  nC:C 1 Ollf!:; 

p rc f~ t -+>t l t (* : ; ,  l i i  t*tiiilI:t::;;~ IIO hi1 c ' l ~ b l f l r t : ~  ~ . o [ . ; ~ ~ I I I P I I ~ : ~  sus p f i ~ ( l l ( l ; ~ ~  , ~ C ~ I ~ I I I I , A ~ ~ . ~ S ,  pc)r 
l o  qtw 1;i A::;~ml)lr!ii i!f! r~crf.o~lir,t.ns no h , l  tlecrct:iIdo e l  cllqrlJ.at~tlo preferentt? a 

Con respec to  o Ian re lac lones  obrcro pa t rona le s  no exfst-en confl tc to: ;  
Legnlcs. En 1984 se  f i r m 6  un c o n t r a t o  co l cc t fvo  con t lur ;~clbn de t r e s  snoc;. 

R . AS L'EC'MS TEC?I ICOS 

A ~ c ~ c n r P r : l  Yo inn nrndtjcc. ;izCcar b1ani-a y m p l n - r n -  Fn el ram_#! I!P  l a  f n d u s t r f n  t jp - .----2-r - KaG 

produccibn de  azGcar der ivada de l a  cana de azuc-at, e s t a  empresa so  ha 
-C----- 

convertfdo en 10s dl t imos anos en. lkder  en Honduras e n  cuanto  a eficfen_c-12, l o  -- 
c u a l  ge r e f l e j a  en  e l  c o s t o  d e l  q u i n t a l  de azGcar prod~~cido.~=r~o, 
AYSA no solamente produce azGcar, ha segufdo l a  e s t r a t e g i a  dr+ f n t e g r a c i b n - p o y  
l o  que  tambiEn produce cana de azGcar. Esto l e  permite un c i e r t o  grado de 
i t  ~c~endIC'T;-c~a y s e g m m n  sus operacfones f a b r i l c s .  Ya que un ingenio no L1 

puede p e m l t f r s e  mantener l a  opcibn de s o l o  comprar can3 a  productores 
independientes ,  aGn baJo 13 bpt fca  que se redujeran sus  c o s t o s .  .La segurfdad 
en e l  f l u J o  CIc r n . ~ t ~ - r l , ~  pr tm.~  t ! ~  lmpnr t .~nte .  En 6poca d e  Z J ~ ~ S ,  un dlL1 parado 



La crnpresn c u e r l l a  con  I n  n s l * ~ ~ r f i  d r .  CC!!EA.F!:I?, c~ns!:!tei-c3s t f c n l c ~ ! ;  ~ I I V  h.111 
s u g e r i d o  camhion  y / o  a d L c i o n c s  a 1  e q u i p o ,  q u e  h a n  r e s u l t a d o  en mcjor . l r  e l  
r e r d i m i e n t o  y b a j a r  10s c o s t o s  promedFos e n  10s G l t i m o s  a n o s .  

S o b r e  e l  s u m i n i s t c o  d e  materia  pr lmn,  l a  f t s e n t e  es I n  m i s m ; ~  emprcsa y 
p r o d u c t o r e s  i n d e p e n d i e n t e s .  Cenerat .mcnte l a  comp;infa p r o v w  a e s t o s  
p r o d u c t o r e s  i n d e p e n d i e n t e s  de e l e m e n t o s  i n d i s p u n s a b l e s  p a r a  l a  ~ . ~ r o d u c c l h n  d e  
cana. F h t o s  elementos s i g n i f i c a n  c n  pr i rncra  i n s t a n c i a  u n  c o s t o  p a r a  I n  
e m p r e s a ,  p o r  l o  q u e  s o n  c a r g a d o ! ~  a1 proc iuc tor  y ded: lcidos a l a  h o r a  d e  
l i q u l d h c i f n  q u e  gene rn l rnen t c  se d.5 cu; ! t ro  rnescv d c s p ~ ~ ? : ;  d c  t e n L n ; ~ t l a  l a  







E l  mercaclo n a c i o n a l  c s  atur id ido  por C@A ( C e n t r a l  d e  i(np,e~~lo.:, S . A . )  y r ' t t l . 1  

?.ngerllo t i e n e  su pa: t l cLpac ibn  en c s t e  mc!rcndo. AYSA poc;etm 4 . 1  1 2 . 5 %  d1.I 

mercado oacLona1 e l g u n l  p o r c c r i t a j c  en  1.4 cuota d e  U . S . A .  E;1 r e s t o  tic 
p r o d u c c i b n  es  e x p o r t , i t i o .  





Proyecc iones  f i n a n c f  e r a s  re;l l . lz; ldils  po r  l a  ernpresr!  clue s e  e n c u e n t  r;l d l s p . ) r ~  L b l c 5  
en  10s a r c h i v o s  d e  CONADC. 



ANNEX 1 1 1  - 0.2 
lJal;c 1 ' 1  o r  1 3  

S t a t u s  tIcl p r o c u s o  d c  r e n c g o c i n c i b r ~  tlc I n  dcduda d c  1;1 cmprcsa ,  el1 
r e l a c i b n  a 10s pre 's tamos avaLfdos  po r  CONADI. C1i31 e s  la por;c..l,fu d e  l a  
emprcsa r e : ; pcc to  n 10s pagos  d c  c a p i t a l  de  e s t o s  prEstnrdos? 

Que i n t c r c s n d o s  e x i s t e r ~  2nra comprnr  I n s  n c r e e n c i a s  de l a  emprca con  
CONADI! C u a l  e s  e l  v a l o r  de mercndo d e  l a s  a c c i o n c s  d e  CONADL en AYSA 
(canto comunes como p r e f c r e n t e s ) .  

P o s L b i l i d a l ! ~ : :  de  v e r ~ d e r  p a t t e  de lilr t i e r r n s  d z  i a  empresa. Rorque son 
t a n  ba jos 10s r c r ~ d i m i  c n t o s  agrLcoZnr;? 

Pol t tica azucnrura nac Lons l .  

S t a t u s  a c t u a l  d e  l a  o f e r t a  de cornpra d e  a c c i  pnes p o r  p a r t e  d e  CAHSA. 

B. IMPLICACIONES PARA LA PRIVATIZACLON 

Es un c a n d i d a c o  a t r a c t i v o  cuyo a n 2 l i s i s  a m e r i t a  ser  p r o f u n d i z a d o .  


