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STATUS OF PROPOSED COMIBOL REHABILITATION PROGRAM

I. Introduction

1.1

1.2

1.3

1.h

1.5

In response to an urgent request by the President of Bolivia,
IDB has beer preparing & program for the rehaebilitation of the
country's nationalized mining industry (COMIBOL). In November
end Deceniber 1960, C.C. Bustor and Associates, consultents to
the IDB, carried out a technical evaluation of COMIBCL's four
major mines. A summary of their appraisel forms Appendix 4

of the present report. At the same time, IDB officers eval-
uated the economic and financial situation of COMIBOL in the
context of Bolivia's over-all economic situation (see
CO/61/DP-1-Rev.).

In December 1960,the United States Government announced its
willingness to make up to 10 million dollars avajilable for the
rehabilitation of COMIBOL ,and the Goverament of the Federal
Republic of Germany indicated its intention to contribute im-
mediately 15 million marks (US$3.75 million) for the same
rurpose.

Vhile the IDB Mission was still in Bolivia, in December 1960,
based on the aforementioned announcements on the part of the
U.S. and German Governments, the bacis was laid for possible
tripartite financing of COMIBOL's rehabilitation. This pro-
Jjected cooperative financial effort was called Tyiangular
Operation.

In Jervary 1961, the Bolivian authorities concluded an agree-
ment wilh the German firm of Salzgitter for detailed technical
ginliee of the immediate needs of COMIBOL. The first phese of
these studies was compieted in March 1961.

In March and April 1961, technicel discussions were held be=-
tween representatives of Salzgitter, the U.S., the IDB and
COMIBOL in order to reach an agreement concerning the size and
methed of execution of the Trianguler Operation. As a result
of these discussions, full agreement was reachned on technical
questions and on the probable over-all finarcial requiremerts
for & three-year rehebilitation progrem. The estimate of
financial requirements of the order of 47 million dollars
represents the unanimous recommendation of the technical ex-
rerts of C.C. Huston, Sslzgitter, and the I0UB. Representatives
of the Bolivian Government and COMIBOL participated filly in
these discussions and have expressed their agreement with the
recommendations of the experts and with the financial program.
The U.S. has not recently carried ocut independent technical
studies,but has recognisad these figures as a preliminary basis
for executing the COMIBOL rehsevilitation program. The detalls
of the technical conclusions reached in these meetings are
presented as Appendix 2 of this report.
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The point has now been reached when high-level discussions on
the methods of implementing the Triangular Operation are being
carried out with the U.S. and West German Governments and vwhen
it is necessary for the IDB to meke a decision in principle on
the extent of its participation in the rehabilitetion of COMIBOL,

II. Summsry of Financial Plan

2.1

2.3

The 3 year Pinancial COMIBOL rehabilitation program, presented
in de%ail in Appendix I,mey be surmarized as follows {in ril-
lion dollers):

Purpose let yesr Znd yesr 3rd year ZTotal
Search for new reserves 1.0 2.0 1.0 4.0
Metallurgical research 0.58 0.83 0.5% 2.0
Rehabilitation and improve- 9.5 8.5 k.0 22.¢
ment of physical installa-
tions and facilities
Restocking of cormissaries 2.0 1.0 - 3.0
Discharge of excess labor 2.0 1.0 - 3.0
Cash deficits during re- 8.0 3.0 - 11.0
habilitation
Advisory groups _0.8 0.6 0.6 2.0
Total - 33.88 16.03 6.19 L7.0

These estimates are reasonably firm,with the possible exception
of the likely cash deficits during the first 2 years of the pro-
gram, For example, the recent 10 per cent increase in inter-
netionzl tin prices, if maintained, would produce extra income
of about 3 million dollars per year. A~Again, the estimate con-
templates some reduction in outstanding short-term debts to
foreign smelters and ore buyers, thet might be renewed or re-
negotiated. At the same time, likely losses are & function of
the success of the rehsbilitation measures which cannot be
forecast exactly. Above ell, the success of the rehabilitetion
progrem will depend primarily on the readiness of all interested
parties in Bolivia - Government, management, union leadership
and labor - to support it. In any event, even under the most
optimistic assumpticn, over-all financial requirements are un-
likely to be less than 40 million dollers.

It should be stressed that thic is ean estimate, on the basis of
tkhe Pest technical information availeble thus far, of the fi-
nancial re_gnremen 5 of & serious attemrt to rehabilitate
COMIBOL, t is very difficult to assess definitely at this
monment the chances of full success of such rehabilitetion and
thus of COMIBOL's ability to become egain profitable amd to
generate sufficient funds to assure repeyment of investments

of the size contempleted.
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The two main factors of uncertainty are:

To what extent end how rapidly will the Bolivian Govermment
and COMIBOL's management and lsbor carry out those essential
measures designed to solve the major management and labor
problems in the mines? The Migsion to Bolivia believes that
the success of the Triarngular Operation depends basically on
the discipline and sense of responsibility with which the
miners accept the actions and changes involved in the rehabi-
litetion plans, as well as the backing which the Bolivian
Government will give COMIBOL in reinforcing the principle of
authority. (See Appendix II, Annex 6).

Hov guccessfiil will the extraordinary exploretion efforts be
in discovering substantisl new economic reserves?

Consequently, financing the rehabilitation of COMIBOL involves
unusual risks that should be viewed in the light of the fact that
the recovery of this enterprise constitutes, at precent, the most
important cingle element for the coumtry's development and the
mzintenance of e manageable monetary, fiscal and balance of
payments situation,

IITI. Possible Sources of Tinancing

3.1 As stated in the previous section, the financial requirements for

3.2

COMIBOL's 3 year rehabilitation program are estimated to be between
40 and 50 million dollars.

Up to this time, the following funds have been committed:

1) The United States Government hes formally ennounced its inten-
tion to lend up to 10 million dollars for the rehabilitation of
COMIBOL and has signed & loan contract with the Bolivien Government
to make 3.5 milliion dollers of this amount immediately available.

2) Negotiations have been concluded between the U.S. and the
Bolivian Government to permit the latter to use the equivalent of
approximately 3 million dollars in counterpart funds to pay for
the cost of relocating excess labor.

3) The Federal Republic of Germany has officially indicated its
willingness to make immediastely aveilsble to COMIBOL 15 million
Marks (equivalent to 3.75 million dollars) for the purchase of
spare parts and materials.

In other words, 16.75 million dollars can be considered as firmly
committed et this time.

In eddition, the United States Government bas informed the IDB
that it is prepared to examine Jjointly with the other participants
of the Triangular Operation, problems of COMIBOL hayond those of
immediate physical rehaebilitation, inecluding the financing of the
current and anticipated cash deficits of COMIBOL and the restocking
of the commissaries. For the commissaries 2-3 million dollars

in surplus esgricultural commodities might beconme availsble.
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3.4 If the IDB decides to participate in this operation, it
seems reasonsble, in view of the magnitude of the undertaking,
that it be prepared to lend up to 10 million dollars.

3.5 The balance, which might range from 10-20 million dollars,would
have to be provided by the other two lenders. The Government
of the Federal Republic of Germeny has indicated to the
Bolivian authorities that they might be willing to lend a sub-
staptial emount(10-15 million dollars) and that their 3.75
million credit comstitutes their comtribution to the first
phase of the program.

As for the United States Government, President Kennedy in his
letter to President Paz Estenssoro,made public on Mey 1k, 1961,
stated that the 3.5 million dollar loan already announced con-
stitutes "the United States contribution to the first phase of
a 'triangular' program for the rehebilitation cf the Bolivian
mining industry” and that in the discussions of the United
States with the other two lenders "the total investment
eventually to be required" will be considered.

May 19, 1961



DRAFT AGREEMENT

In view of the information submitited and in order to carry forward the
negotiations referred to, the President of the Bank proposes the following
agreement for adoption by the Board of Executive Directors:

"The Board of Executive Directors, having teken note of the status of
the plens and negotiations for tripartite fineancing of the rehabilitation
program of the Bolivian Mining Corporation (COMIBOL), agrees in principle:

&) with the form in which this operation is being prepared, and

b) with the participetion of the IDB in the Triangular Operation.”



APPENDIX I
TENTATIVE FINANCIAL PLAN FOR THE FIRST PHASE OF THE

COMIBUL REHABILITATION PROGRAM

This program has as its objective the cconomic rchabilitation of
COMIBOL and if possiblc, an increase in its level of production. Its
main fertures are:

1) to increase the ore rescrves;

2) to improve the physical plant and the methods of mining,
proccssing, and transporting of the minerals; and

3) the administrative, tcchnical, financial and economic
reorganization of COMIBOL.

In addition, thc program contcmplates financing the deficits that
will persist until the normal cconomic and financial situation of the
Corporation will have been rco—esteblished. At the same time, the program
includes the neccessary funds to dismiss excess labor and to re-establish
the inventorics of spare parts, materials and commissary supplies,

The estimates of probable financial requirements which are presented
in the attachcd table represent the unanimous opinion of the technical
cxperts of C.C. Huston and Associates, Salzgitter and the Inter-American
Development Bank who have appraised the technical and financial situation
of COMIBOL during rccent months, Nevertheless, it is difficult to
arrive at precisc cstimates of the profitability of COMIBOL as a whole,
before the results of the recommended geological explorations arc known,

From time to time, thec Advisory Group to management which has been
rccommended, is to review the results of the rchabilitation program, and
in thc light of such a review might recommend changes in the structure
and in the total am unt of investments.

Three types of investments should be distinguished:

a) emergency investments that would serve to arrest the increasing
dcterioration and avoid a possible paralyzation of the mines;

b) basic investments, such as mining exploration and metallurgical
investigations = the results would meke it possible to detcrmine
what additional long-torm investments could be cconomically
Justified; and :

c¢) long-term investments liksly to be prrofitable on the basis of
present information,

The first phasc of rehabilitation covers three ycars. Estimates of
the various typeos of investments arc shown in the attached table.
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Emcrgency investments are a major part of item 3 (Immediate Meeds
of Spare Parts and Matcrials), item 5 (Transport Equipment), item 6

(Commissary Supplics), and item 7 (Cost of Discharging about 7,500
excess workers).

Item 3 contemplates in the first years

1) rcpairing existing cquipment and machinery and their mainte-
nance for one year;

2) rcplacing worn-out machinery; and
3) restoeking the general warchouses with materials for one year,

Subscquently, only a portion of the sparc part and material nceds
would be financed as part of the program. COMIEOL would cover each
year an increasing proportion of these cxpenditures from its own funds,

Item 5 (Transport Equipment) contemplates the replacement of worne=
out tronsport cquipnent and preper waintonance of the new equipment.

Ttem 6 (Commissary Supplics) contemplatcs the reconstitution of
about a four months! stock of imported articles and a onc month stock
of domestically produced articles., It is prcsumed that salcs of com—
missary articlcs below cost will be discontinucd,

With respeet to item 7 it is presumed that 5,000 cxcess workers
will be discharged during the first yecar and 2,500 during the second
ycar, at an average cost of $L0O per person,

The basic investments arc New Explorations (item 1), Mctallurgical
Investigations {item 2) and part of the rcmuncration of the consultants
(item 8). k. ik P EE :

Three types of cxploration are contemplatcd: (item 1)

a) within the existing mincs of CUMIBOL;

b) within the area of COMIBOL's mining propertics; and

¢) in Bolivia's mineral bclt, where all the Corporation's mines
are situatcd.

It is necessary to carry out an extraordinary exploration program
in order to make up for the inadequatc exploration efforts during the
last fow yecars. Moreover, it has been assumed that $1.00 per ton of ore
treatced will be provided as an opcrating charge. This surcharge is to
finance normal cxploration and dcvelopment inside the mines,



(Item 2) the metallurgical program consists in the modernazation
of the metallurgical processes currently used by COMIBOL and of an
important program of investigation in order to increase tin recovery
in the mills,

The remuperation of the technical consultants has been estimated
at about 5% of the total cost of the program.

The long-term investments would be made in Catavi which has adequate
proven reserves; and beginning in the second year in some of the smaller
mines, It is clear that the investment plan would have to be changed
from time to time, depending on the results of the explorations,

Finally; the deficits during the first two ycars of the rehabilitation
program has been estimated on the following basis:

1) projections by C.C. Hueton for the mejor mincs;
2) projections for all of COMIBOL based on the foregoing;

3) the apparent cash deficit during the last few months, including
the service on existing debts;

L) suspension of royalty payments to the Government; and

5} an estimate of the affect of the various rechabilitation measures
on outgo and income,

¢
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ESTIMATED
FINANCIAL REQUIREMENTS FOR THE FIRST THREE YEARS
OF THE REHABILITATION PROGRAM

(in million dollars)

REQUIREMENTS ' 1st year 2nd year 3rd year Total
1) New exploration 1.00 2.00 1.00 L.00
2) Metallurgy

a) Short~term 0.25 0.25 0.25 0.75

b) Lcnger-term Oo 33 Os 33 oo 3)4 1.00

c¢) Foreign laboratory tests - 0.25 - 0,25
3) Immediate needs in spare

parts and materials

a) Major mines 6,00 3,00 1,50 10.50

b) Smaller mines 1.50 1.00 0.50 3.00
L) Equipment

b) Smaller mines - 1.50 1.00 2.50
5) Transportation - COMIBOL 1,50 1.50 1,00 .00
6) Commissaries 2.00 1.00 - 3.00
7) Cost of discharging labor 2.00 1.00 - 3.00
8) Advisroy Groups 0.80 0.60 0.60 2,00
9) Annual deficits during

rehabilitation 8.00 3.00 - 11.00

TOTALS 23.68 16,93 6.19 47,00

24,00 17.00 6.00 L7.00





