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PREFACE

The purpose of this document is to provide a mid-term evaluatidmeod SAID
funded Zambia Privatization Support Project. The overall intethas this evaluation
will provide USAID, ZPA, and CFED with an objective and oatl basis for making
decisions about future privatization program and project priorities.

The evaluation project was undertaken by Peter Boone of SRI and (Rete
Consultant to SRI under this project. The authors would like to thekiD/Zambia,
ZPA, CFED, and all other individuals, companies and governmeiciatéfin Zambia
who contributed to this report. The findings and recommendations, hovesverll as
any errors and omissions, are solely the responsibility of the evalueam.
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EXECUTIVE SUMMARY

PRINCIPAL FINDINGS

Following a slow start in 1993-94, not uncommon for privatization prograin
this kind, the Privatization Support Project is now on track toeaehfand exceed) all of
the substantial goals and objectives set forth in the Projectr Raque Contractor
Agreement. The GRZ, USAID, the ZPA, CFED, and the majofcauttractors should all
be credited with very strong performance to date. This highloréde overall
performance is particularly noteworthy, given the serious inibalstraints the project
faced including: ZPA and CFED personnel turnover at the semmis]epolitical
constraints (ZIMCO), the initial ZPA Board indecisiveness] aerious overall logistical
constraintstelephone, fax, other operational support problems.

4

If the project maintains current momentum, the evaluation tegliraves it could
become one of USAID’s most successful private sector inéatim Africa in recent
years and the ZPA privatization program could serve as a modeihé African
continent.

Transactions Progress

As of end-Septembet995, 31 companies had been privatized (sales agreements
concluded) under the ZPA program compared with overall life-ofeptdarget of 50-75.
From the start of the CFED contract (February 1994) through end ofn8egtd 995,
sales agreements have been concluded for 22 companies comparadanget of 50 for
the life of CFED’s contract. In addition, six companies wereotirssl or liquidated
between 1993 and September 1995. As of October 1995, privatization Shlessea
some $26 million in proceeds for GRZ.

Given the current pace of privatization, the evaluation teamveslighe ZPA is on
course to exceed the target set in the Project Paper atipimg 50-75 companies during
the life of the project. These forecasts for transactions twobwleted are based on the
following:

Executive Summary v
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. The large numbers of companies in the “transaction pipeline” (68
companies had started, but not yet concluded, negotiations in October
1995);

. ZPA staff have improved and tightened procedures considerablyhave
past two years (valuation, advertising, board submissions and agproval
negotiations);

. Training and skills development in negotiations have improvedubbty

of negotiations and as a result, negotiations time is dropping @rom
months 2 years to as little as 1 day);

. Overall momentum for privatization has been built and ther&a major
bafflers in sight for privatizing the remaining 145 or so comgmm WA's
divestiture sequence plan.

Executive Summary \Y
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Training/l nstitutional Devel opment

There has been significant interaction and on the job skills transfeeen the
CFED advisors and Zambian counterparts at the ZPA. The ewaldaefim considers that
“on-the-job” training has been an important contribution of the CFEDractor team.

In terms of more formal training the following activitiesredaken place under
the project:

. Negotiations skills workshop training by Ostrer and Associdtigély
effective in teaching directly applicable negotiating skiiist resulted in
faster negotiations with clearer objectives.

. CFED training program sharpened privatization and transackilis of
ZPA staff.

Key ZPA staff and other Zambian officials directly involved irvatization also
benefited from third country training under the Privatization Suppojeétrincluding:

. International Law Institute: courses in legal aspects oapration and
capital markets development

Executive Summary Vi
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KEY FACTORSIN PROJECT SUCCESSTO DATE

It is the assessment of the evaluation team that there are arrafrfdmtors which
have been key in project success to date. Many of these facteratiad as “turning
points” in the successful implementation of the privatization progi&ithout some of
these issues resolved, the project would not have been so sucaadstul could have
even stalled as a complete failure. The principal succesgfdtito date include:

Institutional Factors

v .Recruitment of top level Chief Executive, following a world-wsdsrch.

v" Strong commitment and technical strength of CFED advisdrs, have been
willing to assist local staff, but also have been ready to tpltheir sleevés
to get the job done.

v Highly effective training course in negotiations skills dalege by Ostrer and
Associates to a solid cadre of independent negotiators. The appr&eaoh ta
emphasizes greater flexibility through a “total value packagbnique,” and
negotiating time has been reduced substantially as a result dfathang
course.

Executive Summary viii
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In thesectiondelow the evaluation team assesses achievements to dath of eac
the four component areas.

Privatization Transactions

As of end-September 1995, 31 companies had been privatized (saleseadsee
concluded) under the ZPA program compared with overall life-oeptdarget ob0-75.
During this same time period, some sales agreements for&®mesiness units were
concluded. From thestartof the CFED contract (February 1995) through the end of
September 1995, sales agreements have been concluded for 22 congrapasd with
a target ob0 for the life of CFED’s contract. In addition six companies wessalved or
liquidatedbetweerll993 and Septemb&f95. As of October 1995, privatization sales.
had raised some $ 26 million in proceeds for GRZ.

Given the current pace pfivatization,the evaluation team believes the ZPA is on
course texceedhe target set in the Project Paper of privatifZags companies during
the life of the project. These forecasts for transactions toimpleted are based on the
following:

. The large numbers of companies in the “transaction pipelinesf(@sd of
September 1995, 68 companies had started, but not yet concluded,
negotiations);

. ZPA staff have improved and tightened procedures considerablyhave
past two years (valuation, advertising, board submissions and agproval
negotiations);

Training and skills development in negotiations have improvedubhéty
of negotiations and as a result, negotiation time is dropping (frorarzhs
-2 years to as little as 1 day);

. Momentum has been budhdthereareno major barriers in sight farivatizingthe
remainingl45 or so companies in ZPA'’s divestiture sequence plan

Project Objectives and Assessments of Achievementsto Date 111 12
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F. Other Contractors

Ostrer and Associates. This company provided training in the area of negotiations skills
development. The training was delivered to WA staff, WA Bddeanbers, government
officials, politicians, members of the press, local professsmald local business
executives who were interested in being independent negotiatone faPA. A total of
eight workshops for 20-40 participants each were given between ©&&fx and
November 1995

The training program taught the art and business of negotiataig tdethe
mutual satisfaction of buyer and seller. The CFED team worksgdci@sely with Ostrer
and Associates in the development of the privatization case saudlenaterials used in
the negotiations skills training courses.

The course was given almost universal superlatives by participatetsns of its
effectiveness in teaching negotiating skills directlyvaie to the Zambian privatization
deals. The training program also gave participants the opporturiyctass the goals
and objectives of the privatization program and the importandegirbgram to the
Zambian economy. The course was also credited with helping impuike opinion on
privatization by giving participants a clearer understandingefpals, objectives, and
benefits of privatization.

In addition to the negotiations skills training, Ostrer and Astexias
contracted to provide ZPA with model legal sales agreementierihis contract, Ostrer
and Associates provided both a model for a share purchase agraechaniodel for an
asset sale. Attorneys hired by ZPA to draft the legal sglements found both models
to be useful, thorough, and helped provide them with a clearer pictdiAo$tandards
and expectations for the legal agreements.

Following the analysis of the bids, a document is produced faZRi#eBoard for
the purpose of requesting approval and negotiating authority to proceeuegitations
with the selected bidder or bidders. This document provides background datazhe
company to be privatized as well as a summary of the bidssegicand the outcome of
the bid evaluation by company. Finally a recommendation is made arh \Wwidders
should be invited for bid development sessions with the independent nagdsaim.

Project Objectives and Assessments of Achievementsto Date [1-25



MID-TERM EVALUATION OF THE
ZAMBIA PRIVATIZATION PROJECT SRI INTERNATIONAL

Negotiations

Negotiation is the most critical step in the transactions psock negotiations
drag or end in an impasse, the goal of privatizing firms is mathed. On the other hand,
when the ZPA and its outside negotiators conduct successful bugmesgotiations, it
creates a very positive impression to the investor and niakese likely that the buyers
will put forward a favorable bid.

In the first year of the project, negotiations often got bogged downodaek of
flexibility on the ZPA side, and protracted discussions occurred whiEnvizere lower
than valuationprices. To overcome these problems, a company called Ostrer and
Associates was hired to train independent negotiators, lawyes staff ZPA Board
Members, and other privatization stakeholdders including somebersrof Parliament
on successful negotiations techniques.

According to the individuals taking the course, the training waisihieffective in
improving negotiation skills, helping negotiators understand Wt objectives are,
and whattheir strengths are. Negotiators also learned about flexibitayle-offs, and
determining what their best alternative solutions are in tlase first choice is not
realized. Consistent with GRZ privatization objectives, th&ning program also
emphasized a *“total value package” approach to negotiations. Uhersystem
important consideration is given to non-price issues such as emgibgytnaining,
investment, technology transfer, business knowledge and plans etc.

Following the training of a solid cadre of independent negotiatorg, veith
further skills development through practice, the time necessasgnclude negotiations
Is now dropping considerably. In 1993-94, negotiations lasted in the od2g@months to
2 years, now the process has accelerated to as little as 2vidlayso reported drop in
guality or thoroughness of the process. The current ZPA practicatige negotiators
appointed by ZPA must have attended the negotiations skills traouingse. If the
individual has not attended he/she is not considered.

Current Privatization Procedures and Methods 1V-40



