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INTERNATIONAL BANK FOR RECONSTRUCIION AND DEVEICTVENT

OFFICE MEMORANDUM

TO0: Mr. E. H. Sheehan DATE: November 20, 1970
FROM: 'R, Ribi and V. Nercissiantz
SUBJECT: ARGENTINA - Loan GLL-AR

SEGBA, 1970-72 Investment Program
Full Supervision Report

i In accordance with our terms of reference of September 10, 1970,
we carried out a project supervision mission in connection with the above
loan. We stayed in Argentina between September 23 and Cctober &, 1970.

Project Data

2 ¢ Borrower ) Servicios Electricos del Gran
Buenos Aires S.A. (5EGBA)
Amount of Loan =~ US$H60 million
Amount disbursed by Octcber
154 15870 US$h4.8 million
Amount uncommitted by October
15, 1570 US$36 million
Date of Loan Agreement November 1L, 1969
Effective Date February 2, 1970
Closing Date September 30, 1973
Date of Last Supervision Missicn December 1969 (for Loan 525-AR)
Current Exchange Rate US$ 1.CO0 = NPS L.0O
2

" The Bank Project is SEGBA's 197C-72 investment program as planned
in 1969. I% includes (a) the completion of the 250 MW steam unit No. 9 of
Puerto Nuevo, (b) the completion of the modification of two boilers 2%
Puerto Nuevo for coal firing, (e¢) 119 km of 220 kV line, 136 km of 132 %V
lines and cables, two 220 kV substations, 10 new 132 kV substations and *he
extension of ten existing 122 kV substations, (d) 850 km of 13.2 kV cables,
1,200 km of of 13.2 kV lines, cver 6,200 km of low voltage lines and cables,
2,500 transformers and 350,000 metars, This program was estimated to cost
US$2L7 million (US$167 million in local currency and US$80 million in
foreign exchange)}. 26% (US36L million) of the financing was planned to be
covered by loans 525-AR and 6LL-AR, L% (US$9 million) by suppliers’ credits,
18% (US$L5 miliion) by borrowing on the gepital markets and 52% (US$129
million) by internal cash generation. -

F
-

Summary

lix Progress on the Bank Project is satisfactory. Construction of
transmission lines is abiout six weeks late. while the rest of the original
program is essentially on schedule. The installation of ths peaking units



Mr. R.H. Shsehan -2 - _ November 20, 1570

which were added to the program, but will not be financed by the Bank, is aboui
three months behind schedule. However, this should not have serious consequences,
Additions to the program (especially the gas turbines) and inflation are the

main factors that have increased the estimated cost of the 1970-72 investment
program by 19% to US$293 million. Secretariat of Energy, SEGBA and the Bani

have agreed that SEGBA would not install further peaking units in 1972 and

1973 if by end of 1970 work on the El Chocon hydro development is still on
schedule.

5 SEGBA's present financial position is also satisfactory. However,
the 1970 return on net fixed assets in operation is expected to be only about™
5.3%. SEGBA will TequeSt Tor January 1971 the 154 rabe inoreass %o which 1T

“will be entitled, in order to make up for the 1970 deficit in revenues and to
earn a return of 8% in 1971. Optimal financing of the balance of the 1970-72
program can be attained if the Government will allow SEGBA to borrow in 1971-72
at least US$35 million from the capital markets on a long term basis as
previously planned. Otherwise, SEGBA will have to rely increasingly on high
cost medium term bank loans - as it had to do in 1970 - and perhaps not pay
cash dividends.

6. A first estimate of the cost of the 1973-75 investment program shows
that it would amount to about US3300 million, of which about USE1LS million
would have to be financed.externally by suppliers, by borrowing in the market,
and by the Bank.

Action Recommended

Te Since, according to its present financial plan, SEGEA will have to
borrow substantial amounts from the insernational capital markets in the future, it
is important that the Government clearly define SEGBA's rplace in Argentina's
foreign borrowing program. We recommend that the Bank follow up on this matter
with the Government. The first opportunity tc do so would come with Mr. Skilling's
next mission to Argentina in December 1970. By about March 1971 SEGBA should have
the financing fer the 1971 part of the rrogram assured. If the Covernment does

not permit SEGBA to borrow externally, it would have to rely increasingly on .

high cost medium term bank 16&S afid peTHADS REL"Pay cash dividends.
8. The next full supervision mission should be schduled for aboub

October 1971.

Execution of the Project

9. Progress on the generating facilities is satisfactory. The 250 MW
steam unit at the Puerto Nuevo plant was commissioned in June 1970, as planned,
and has now worked for four months without unscheduled shutdowns, The change-
over of two boilers at the Puerto Nuevo plant tc coal firing is about one
month late. The installation of the units of the third group of peaking

units which will be financed through suppliers' credits is about three months
behind schedule, mainly because the delivery times are longer than anticipated
in early 1970. This delay is not expected to have serious consequences,
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10 While work on distribution is essentially on schedule, construction
of new transmission facilities is about six weeks late. This is due to the

- lengbhy negotiations for the loan, which forced SEGBA to postpone eguipment

orders. Presently, work in this field is progressing at the pace planned
in 1969, '

by iy 8 SEGBA has revised the cost estimate for its 1970-72 investment
program taking into account the additions that have become necessary and the
contract prices for the equipment already ordered. This revision has
resulted in a 19% increase of the total cost of the program from USS2L7
million to US$293 million. The increase is due to (a) a US$S5 million carry-
over from the previous program, (b) US327 million and US35 million for
peaking plant and transmission facilities not included before, and (c) US$1L
million in increases of equipment costs, partly compensated by a US35 million
decrease in contingencies. The new cost estimate is reasonable.

12. Progress on procurement is good. SEGBA has almost made up for the
delay in the placing of the orders.

Planning
13. SEGBA's planning is satisfactory. In cooperation with the Secretariat

of Energy it has carried out a probability study to determine the requirasd system
generation and the possible deficits in capacity which might occur in the Buenos
Aires-Litoral system between 1970 and 1977 under different assumptions for the
growth of demand and for the date of commissioning of the El Chocon development.
The study also takes into account the fact that the 313 MW nuclear plant at Atucha
cannot be commissioned bafore 1973 and it assumes that, once in operation, this
plant will not reach its full reliability before 1977.

1k, SEGBA has requested the Secretariat of Fnergy to approve the
installation of ancther 200 MW of pesking units, which would bring the total
capacity of such plants in the Gran Buenos Alres-thoral system to an
exceedingly high 725 MW (about 20% of total installed capacity) distribut:d
over sbout 35 units, which would be unreasonable. The vrobability study

shows conclusively that the risk SEGBA would incur in 1973 if it did not install
the proposed peaking units, would not be greater than the risk it had to incur
in late 1969 and early 1970 before the 250 MW unit at Puerto Nuevo was in
operaticn. This helds true even in the extent the commissioning of the first
unit at El Chocon is up to about one year late. In the.light of thg above
results, the Secretariat of Energy, SEGBA.and-we.agreed.that-no. .additional

gas turbines should be installed in 1972 and 1973, if by end of 1970 work

at the El Chocon development was still essential 1ly on schedule. In any

event, the Secretariat of Energy and SEGBA will explore measures to reduce

the peak load in the next few years from the levels presently projected.

Such measures could be: instituting again (i.e. as done in 1969/1970)
daylight saving time, and/or reaching agreements with large consumers that
they will noV use more than a certain amount of power during the peak hours

of the critical months,

15, For its transmission and distribution system SEGBA has contracted

- two spec1a113ts of SOFRELEC who arrlved in Buenos Alres_;n mld September

S TR b T 85 R R TS T
M
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Mr. R.,H. Sheehan -l - _ November 20, 1570

and who will assist it in introducing modern concepts in distribution design
and in resuming longer term planning.

Past Operations

16. During 1969 and 1970 the service SEGBA provided continued to
improve due to the increased reliability of the subtransmission and
distribution systems. However, it is still far from satisfactory. During
the summer season of 1970 SEGBA's clients suffered several severe inter-
ruptions and long periods of low voltage.

X7 The Central dispatching contract between SEGBA and CTAE expired
on December 31, 1969. 1In 1970 dispatching was done on the basis of short
term ad hoc arrangements. Negotiations for a new contract are underway.
AyEE is expected to join the dispatching arrangement in 1971,

18. - In 1969 the peak load at SEGBA's plants was 1,24l MW {against
1,330 MW in 1968) i.e. 80% (against 95% in 1968) of the maximum laad of the
Gran Buenos Aires-Litoral system. Energy sales in 1969 were 6,160 GWh (i.e.
13.5% more than in 1968).

9. In 1969, the rate of return on average net plant in service was

(8.2% i.e. 0.2% above the minimum return defined in the 1962 concession.

Net inceme was about NP$129 million, of which about NP$20 million was paid

as cash dividends to preferred and common stockholders. The 1969 income

was 35% lower than in 1968 mainly due to rate reductions implemented by
early 1969 in line with the concession. These reductions produced 2 7.9%
decrease in average revenue per kWh (excluding taxes) from NP$0.123 in 1968
to NP$0.113 in 1969. The lower income is also reflected in a rather high
operating ratio of 70%. 1969 capital expenditure amounts to NP$277 million,
about half of which was financed by net internal cash generation. Highlights
of 1969 ovperation and the more important indicators concerning SEGBA are
shown in Annexes 1 and 2.

Current. Position

20. Working capital is adequate. Current assets at the end of the rirst
half of 1970 were about NP$387 million, as compared with current liabilities

of NP$22Ly million, giving a current ratio of 1.7:1. Cash was about ¥P$1L million,
equivalent to about 4 days of billings, which is adequate for SEGBA's working
needs., .

* @

21, Accéunts receivable from Government authorities and agenciss remain
at about the 1968 level of NF$LS million, which is an improvement in view of
the increased sales. SEGBA expects to improve further the situation of these

| accounts.
1970 Operatiocns and‘Investment -o
22. Energy sales in the first half of 1970 were 3,353 GWh which is 15.6%

more than in the same period of 1969. SEGBA estimates its total energy sales
for this year at about 7,025 GWh, which would represent an increase of L%
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over 1969. This figure is considerably higher than the forecast made at

the time of the appraisal (6,620 GWh), mainly due to increasing industrial-
ization and higher per capita consumption induced by a generally optimistic
outlook towards the future of the Argentine economy. The recent political
changes have somewhat dampened this optimism. However, a consequent
reduction of the demand increase is not likely to occur before 1971.
SEGBA's projections which foresee an increase in sales of about 10% per
year for the period 1971-72 appear reasonable.

23, In 1970 SEGBA expects to earn a return of only 5.3%. This is
mainly due to the effect of the June 1970 devaluation of the Peso and +o

some extent to an unexpected wage increase in September 1970. The Government
and SEGBA agreed for political reasons to postpone the rate increase which
SEGBA would have been entitled to in October 1970 under its concession.

SEGBA now expects to be granted in January 1971 a rate increase of about

15%, which will allow it to make up for the lower revenues in 1970 and to
earn an 8% return in 1971.

2l Capital expenditures in the first half of 1970 were about

NP$115 million which is about NP$1l9 million below the budget. Total capital
expsnditure for 1970 is now expected to reach about NF$312 million as compared
with the original forecast of NP$356 million.

Borrowing From The Capital Market

&5 During the negotiations of Loan 6LL-AR, the Government and SEG3A
agreed that in 1970 SEGBA would start borrowing on the capital market and
would continue borrowing through the construction period of the project, in
order to prepare itself to finance its expansion beyond 1972 with a minimum
of further help from the Bank and without contributions from the Covernment.
Thus, SEGBA's financing plan assumes annual borrowings from the market of
US$10 million in 1970, US315 million in 1971 and US$20 million in 1972.

It was expected that the first issue would be placed prior to July 31, 197G,
market conditions permitting.

26. Accordingly, early this year SEGBA approached some investment
banks, and in April it recieved an offer from Baring Brothers of London.
Baring proposed to undertake in 1970 a bond issue for SEGBA in the Burcpean
market for a US$10 million loan in Eurodollars with a term of 10 years

plus one year of grace and an interest coupon of %4%. The bonds were to be
issued at a discount rate such as to give a yield to the investor of approxi-
mately 9.6% to final date or 9.75% over the average life of 5% years. Morse-
over, the bonds were to be guaranteed by the Government as to principal and
interest,

27. The Government, however, would not allow SEGBA to proceed with
issue of such bonds in 1970, Subsequently, SEGBA had to resort to a Bank

of America dollar loan for the same amount but for only a five year term

with a floating interest rate of 1.625% over the London Interbank Offering
Rate. The interest rate calculated on this basis is presently about 10-1/16%.
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28, As menticned in paragraph 11, the present estimate of SEGBA's
investment program is US$L6 million more than foreseen in the appraisal report
for Loan 6LL-AR. Optimal financing of the balance of the present program can be
attained if the Government will allow SEGBA to borrow in 1971-72 at least

US$35 million from the capital market on a long term basis as planned
previously. Otherwise, SEGBA will have to rely increasingly on high cost

medium term bank loans ~ as it had to do in 1970 - and perhaps not pay cash
dividends.

29. Since local market conditions continue to be very unfavorable for
long term borrowing and the raising of public equity capital, it is important
that the Govermment clearly define SEGBA's place in Argentina's foreign
borrowing program, which it has not done up to now. We recommend that both
the South America and the Public Utilities Projects Departments follow up
on this matter with the Government. For a first step, we suggest that

Mr. Skillings take up this issue with the new Minister of Economy during
his December mission to Argentina., A brief follow up mission from Public
Utilities might be necessary early next year, preferably in March, when
1970 accounts have been finalized and 1971 capital expenditures more
accurately forecast, but before 1970 dividends are declared.

Personnel
30. Progress_in reducing personnel is continuing. By August 31, 1970
the total number of employees was 23,7 against §h,135 at end of 1969),

which is aboul 250 and 50 better than the 1970 and 1971 targets, respectively.
The ratio of employees to customers improved from 1:89 at the end of 1969 to
about 1:93. This ratio is expected to be as low as about 1:96 by end of 1970
when SEGBA should have reduced its number of employees to 23,500, which

would correspond to the 1972 target.

31, While there is still a large excess in administrative personnel
to be reduced during the next few years, SEGBA's management feels that in
1971 it will not be able to further reduce the technical personnel. There-
fore the decrease of the total number of employees will slow down next year
and possibly come to a standstill in 1972 or 1973.

2. SEGBA intends to recruit a substantial number of qualified

- professionals, This is necessary because the positions immediately below
“the top management are poorly staffed. This increase in professional staff,

which might amount to 20 or 30 persons, has practically no bearing on the
overall figure discussed above.

33. Training of lower echelon personnel appears satisfactory. At
higher echelons it is not. For this level SEGBA intends to begin systematic
training both in Argentina and abroad in 1971.

-~
Organization and Management

3l. Decentralization of SEGBA's commercial and technical departments
is proceeding satisfactorily. The responsibility feor customer service, meter
reading, collections nct handled centrally by mail, construction of low
voltage lines, installations of transformers, connection of new customers and

|
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repairs are now being delegated to the district offices without referral to
the higher levels of management. Ten district branch offices have been
set up and five more are expected to be set up in 1971.

35, The five working parties, which have been set up with the help of
SEGBA's consultants (Middle West of the US) to propose and implement
improved systems for financial control and management information, started
working about a year ago. They have been mainly engaged in defining
projects, preparing job descriptions, and training staff. The groups have
recently started to produce proposals, some of which - improved customer
accounting, computerizing the payroll and the financial statements - are
expected to be completed next year. The budget control system which is
presently being used and improved, was also devised by these parties

during the past year. '

36. SEGBA's top management continues to form a reasonably efficient
team., However, its balance could be endangered by the changes in the

Board that took place at the beginning of October 1970. Mr. Jorge Sabato,
the new president of the company appears to have a perscnality that could
easily clash with that of Mr. Meoli, who has been confirmed as executive vice
president. Mr. Meoli told us openly that, while he was ready to cooperate
with the new president, he would resign if Mr, Sabato or the new Board

(see Annex 3) tried to restrict his prerogatives.

Future Progranm

37. The 1973-75 preliminary investment program requires about

US$300 million, of which about US$1LS million may require external financing.
SEGBA intends to ask ths Bank for a part of the needed financing; the balance
will have to be financed by suppliers and borrowing in the market.

RRibi/VNercissiants:jr
IBRD

‘cc: Mr, Chadenet Central Files (2)
Mr. Baum _ Department Files
Mr. Piccagli Chronological Files
Mr. Rovani
Mr. John King
Mr, Engelmann
¥r. Weiner
Mr. Armstrong
Mr. Howell ; o
Mr. Berrie
Mr. Jennings
Mr. White
Mr. Saeed/Ducker .

Mr. Skillings/Fajans (6) (South America)
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ANNEX 1

| | ARGENTINA

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES S.A. (SEGEA)

Highlights of 1969 Operations

1969 Increase Over 1963
Installed Capacity 1,573 MW 15.9%
Energy Generation 6,309 GWh 0.1%
Energy Sales - 6,160 GWh 13.5%
Number of Consumers (in '000) 2,149 3.9%
Number of Employees 2L,135 ~11.3%
Arerage Reverue/kWh (excluding taxes) NP$0.1132 -T.9%
Total Operating Revenue “NP$706 million -3.8%
Operation and Maintenance Expenses NP$398 million 12.3%
Depreciation NP$ 94 million 6.3%
3 Interest Expense g NP$ 35 million -2L.5%
Net Income NP$129 million -35.1%
Capital Expenditure NP$277 million L6.2%
; .



ANNEX 2

ARGENTINA

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES S.A. (SEGBA)

Some Important Indicators - 17C

PART 1

Reflecting Characteristics of the Utility

Thermal generation as % of total energy generation 100%
Average growth rate of energy sales in the last Iy years 9.L%
Annual load factor 58%
Industrial energy sgles as % of total energy sales 31%
Average Consﬁmption per consumer in kWh 2,866
Average fuel cost per million Btu US¢33
Total Investments per kW_installed capacity US$529
Tebts as £ of total capitalization LL%
PART II

Reflecting Efficiency of the Management

System loss as % of total energy sent out 1. 0%
Average thermal efficiency of plants 30.5%
Average revenue per kWh sold to all consumers US¢2.8
Average revenue per kWh sold to residential consumers US¢3.1
Average reverme per kWh sold to industrial ccnsumers US¢2.5
Average overall O&M expenses per kWh sold US¢1.6
Operating ratio 70%
Return on average net plant in service 8.2%
Net internal cash generation as % of capital expenditufg - 49.8%
Consumers per employee _ 89

Energy sales per employee ('000) ' 255
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ARNNEX 3

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES S.A. (SEGBA)

SEGBA's Board

Mandate expires at
following stock-
holders meeting:

_ Name Office
Sr. Jorge A. Sabato President
Sr. Gabriel A. Meoli Executive Vice President
Srta.Carmen Ana Hrubisko Secretary
Sr. Augusto M. Andreu . Director
Sr. Raul 0. Bianco Director
Sr. Enrique O. Canepa Director
Sr. Orlando Mattei ' Director
Sr. Rodolfo Pio Otero Director
Sr. Basilio Serrano Alvernate Director
Sr. Sabas L. Gracia Nunez Alternate Director
Sr. Julio Gorzalez del Solar Syndic
Sr. Enrique L. Bladco Garma Alternate Syndic

197
1972
1972
1972
1970
1970
197
1#1e
1971
1971
1970
1970
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ARGENTIRA

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES S.A. (SEGBA)

Places Visited and Officials Met In Connection with the Mission

1. Mr. Ribi was in Argentina from September 13 to October 2, 197C.
During the first week he supervised Loan 577-AR (see Report of October 1€, 1970)
and he spent the last two weeks on the supervision of Loan 6LLi-AR. Mr.
Nercissiantz was in Argentina between September 19 and October 6, 1970 in
connection with the supervision of Loan 6LL-AR. Except for a visit te the
Atucha nuclear plant on September 19 and to El Chocon on September 21 and

22, 1970, the mission was in Buenos Aires.

2 Senior officials dealt with included:

- the Minister of Economy: Dr. A. Moyano Llenera
- the Secretary for Eenrgy and Fuels: Dr. D. Fernandez
- the Subsecretary for Energy (for technical matters): Ing. E. Chayla
- the Subsecretary for Energy (for economic and financial matters):
Lic. L. Anidjar
- Ing. J. C. Altmann, director of the office for sector studies in the
Secretariat of Energy
- from SEGBA: Ing. G.-Meoli, executive vice president
Ing. O. Briozzo, technical manager
Ing. B. Bronstein, planning manager
Ing. A. Blanco, commercial manager
Dr. H. Rabinovich, administrative and financial manager
- from CIAE: Ing. A. Kurlat, administrative manager
- from AyEE: Ing. J. Pegoraro, executive vice president
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List of Rate Covenants:
Loan Loan Amount Date
Project No. US$ Million Signed
Buenos Aires Power Project 308-AR 95 Jan, 19,
2nd B.A. Power Project 525-AR 55 Jan, 25,
3rd B.A, Power Project 6lly-A% 60 Nov. 1k,
El Chocon Power Project 577-AR 82 Dec. 19,

* No loans or credits for telecommunication, water, rai
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Power - Segba

l. Description of Rate Provisions

Covenants in Loan Agreement (1969)

5.13 ' The Borrower shall from time to time take all steps which
shall be necessary or desirable, as permitted under the
Concession, to obtain such adjustments in its rates for
the sale of electricity as may be necessary to provide
revenues sufficient to: (a) cover all operating expenses
including taxes and adequate maintenance, and provide for
straight-line depreciation of assets based on realistic
valuations of such assets and on their estimated useful
lives but in any case at an average rate of not less than
3%3; and (b) provide a reasonzble return on the Borrower!'s
net investment. %

6.02 A substantial change in the Concession shall be an event
of default.

Covenant in Guarantee Asreement (1969)

3.08 The Guarantor will grant or cause to be granted to the
Borrower rates as provided in Concession and Loan Agreement.,

Conditions of Effectiveness

There was no need for conditions of effectiveness on rates
for any of the three loans. The granting of the 1962
concession, described below, was a condition of effectiveness
of Loan 308-AR.



Sumary of Concession (February 1, 1962) - ]

The concession provides that_rates should generate revenues sufficient
Yo produce a return of 8% on the average value, expressed in dollars,
of net plant in service plus a notional valus of working capltal egual
to 5% of the average value of net plant in servies. This is after
covering all operating expenses, taxes end adequate straight-line

depreciation (at a rate or rates not defined) computed on the value,

also expressed in dollars, of gross fixed assets i service at year end.
In lieu of income and all other taxes, Segba pays taxes to municipalities
and to the Province of Buenos Aires on all sales, except to railways and

-for public lighting. In addition, Segba collects taxes, not shown in

its incone statement, for the account of the Federal, Provincial and

Municipal authorities, most of which are for electrification purposes.

reading of January, on the basis of 2 detailed application submitted

by Segba to the Secretaria de Estado de Energia y Mineria (SEEM) before
December 1 of the previous year. If the 8% return has not been achieved
(or has been exceeded), the revenues of the year immediately succeeding
must compensate the difference. Changes arising in labor and fuel costs

during the year are to be automatically compensated for by interim rate
adjustments. Furthermore, if changes in economic circumstances, such as
“lower sales, devaluation of the currency, etc. could be expected to result
in an insufficient net income for the current year, Segba cen adjust its

rates proportionally after informing the Secretaria.

Power rates are revised annually, effective with the first meter

Segba maintains for rate purposes two dollar acoourfts, of gross fixed

) @ssets in service and of accrued depreciation.® The original values were

|| recorded in the concession. Additions to fixed assets are translated into

|l dollars at the average free exchange rate in effect during the year in which

' the assets are put in Service. The free exchange rate on the last working
day of the year is used to convert into pesos the dollar values of net
incorme and depreciation cherges.

%pecific delays are provided for the submission and approvel of rate
applications and rate "liguidations" (the verification of the final
results of the oompleted fiscal year). In case of a dispute, rates
are to be implemented provisionally while the matter if being decided
by the Executive or the Courts.

%

% These accounts are for rate meking purposes only; Segba's owm
books are presented on an historic cost basis,
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Power - Segha

2. Reasons for existing rate provisions

The existing rate covenants in the Toan and Cuarantee Agreements (6Ll AR)
are identical to the covenants for the two earlier losns except for the specific
definition of depreciation &s straightline depreciation, based on the estimated
useful lines of assets but in any case at an average rate of not less than 3%.
This specific definition was first introduced in a side letter to the agreements
of 1968 (525 AR) to £ill a gap in the concession provisions, which made possible
inadequate depreciation policies to be followed in 196l and 1965. It was
introduced in the covenants in comnection with the last loan as part of the more
recent policy to limit the use of side letters.

Lack of funds was one of the primery causes for severe power shortage in
Buenos Aires in the fifties and early sixties. The rate provisions in the 1962
concession were part of a series of mezsures evolved in cooperation with the
Bank and intended to enable Segba to mobilize the resources necessary to restore
and mneintain an adequate power supply in Buenos Aires without burdening the
national budget. OSegha was reorganized and recapitalized as 2 stock corporaiion
whose shares, wholly owmed by Government, would in due course te sold to the public.

The purpose of the rate provisions in the concessions was thus to engble - —
Segba to:

(a) achieve such level of earnings aé'woul".enﬂble it to attract new ¢
debt and new equity from the publicy Segba had initially little
debt (227 of total capitalization); to increase leverage, L0Z of
the Government ovned share capital was converted into 5% preferred
stocky to result I future anmual returns on cormon sheres and

urnlu" of zbout 12% (after interest on debt and dlvidends on
prcferrea).

(b) finance from net iternal cash generation a reasonable proportion
of its expansion requirements; about L5% was needed in the first
three years through 196L, zasswning no cash dividends and no sale
of new shares, to complete the finan01ng plans that could bhe
arranged. (Bank loan and mostly suppliers! credits); this was high
considering that assets would increase 8L in the three years.

A rate of return (of 8%) on the dollar value of assets was used 2s it
£

(8) a clear,chjective and almost sutomatic criterion for setting rates,
Imnch "oqu limit political influence to the minimum;

(b) a relatively simple method for maintzining the level of revenues
in constent terms of despite inflation;



(c)

(d)

one of the most commonly accepted techniques for expressing the
earnings goals described agbove, and for testing performence after

the fact;

an indirect but effective technigue for specifying the earnings
level necessary to achieve the uncderlying cash generation goals

sought.
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Power - Segba

3. Performance

2. Performance under concession

The real test of Segbal!s performance under the rate covenant is not
whether it has achieved the 8% return in the concession (which is not a minimum
return as in many covenants), tit whether Segba has complied with the terms

.of the concession, taking in due course all the steps necessary t achieve the

8% return and to recover any shortfall out of the subseguent years revenues.
There were two instances, in the eight-year period, when the Government did not
allow Segba to apply the concession:

(a) At the end of 1963, the Illia Government having recently taken office,
turned dovm Segbals routine application for & relatively modest rate increase,
using this as an opportunity to cha 1lenge the 1962 reorganization of Segba and
its autonomy. It arbitrarily reduced Seghat!s depreciation charges and conseguently
its revenue requirements for 198!, and 1965 to inadequate levels, thus making it
appear that no rate increase was needed in 196, and a smaller rate increase was
justified in 1965. Since no ninimum depreciation charges were spelled out in
the concession or lozn agreement, the Government was able to claim compliance
with the letler of the concession. Nelther the Bank nor Segba challenged the
Covernment in court. The ‘sare Covernment reversed itself in 1966 partly as 2
condition for further Bank lending, partly also because-it was able to-verify -
the serious consequences of its Jnadequate policies of 196l end 1965 on the power
supply in Buenos Aires 1d on the national budget.

(b) At the end of 1967, the Government allowed rates for 1968 which
would enshle Segha to achieve an 8% return in 1968 but would not enzble it to
recover oui of 1968 revenues the shortfall azccuwnmlated at the end of 1967.
Prior agreement was obtained from the Bank, and confirmed by a side letter to
loan 525 MR, on the basis of an exception l measure made necessary Yy economic
circumstances.

Except for these two instance a complied strictly with the terms
of the corcession, Increasing power times over the 6 years throuch
January 1968, to a  level which was hen about L.7 times what it was at the en
of 196). The combination”g ™ increased sales, reduced Xbor costs znd stebility
of the exchanze rate of the peso made it possible to reduce rates sligh
1969. Another modest reduction is expected for 1970 despite a planned increase
in fuel costs and wages. As = resuli, the average revenues per kwh sold would
be, in p sbs, less in 1970 than in 1967. It was in 1969 about US cents 3.25
equivalent.
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b. Actual Results -

(i) Aonpal financial retums

A sumoa of ‘the returns exnerienced since the first loan was made is



shovn below. The first line shows the returns as recorded for purposes of

the concession. The second line shows what returns would have been achieved

if (a) Segba's depreciation policies in 196l and 1965 had been consistent b 3
with earlier and subseguent practice and if (b) the exceptional Government uﬁ%gﬂ,

contribution of 1968 already mentioned had been treated as a capital contri- @Mpu;;[i ,

bution rather than as revenues, as then provided by the Government and agreed
by the Bank. The third line shows the cunulative amounts in billions of pesos
by which revenues exceeded (or fell short of ) the level provided for in the
concession. The fourth line shows the exchenge rate, in pesos per US$, applying
at the end of each year reviewed:

1964 1962 1963  196L 1965 1966 1967 1968

Average returns % 8.2 6.y | 3}8 751 8.6 6.8 (12.

; r A A
Average returns A 2 ¥
adjusted % B.2 6.4 2. {5.6 8.6 6.8 9.3
Cumul.Surpl, or(defic.)
Billions of M3 - (0.6) (3.3) (4.1) (3.2) (5.5) 3.5
Year end Exchange rate ,
M3N per § %0 134.1 132.5 150.9 188.5 247.3 350.0 350.0

Considering the difficult circumstances, Segbals performance measured :
in returns on a dollar rate base was rather remarkshle.

The corrective mechanisms in the concession, which had been conceived e
at a time of relative currency stability and free exchange rates, imposed on
Segba a particularly hard discipline during this period of inflation: under
the concession, a devaluation in the course of a year increasss Segba's
revenue requirements from the first of the year, since the dollar values of
depreciation charges and net income for that year are translsted into pesos at
the rate of exchange in effect at the end of the year. TVhen the devaluation
takes place, Segba should increase its power rates so as to earn in the
balance of the year the full amount of additional revenue requirements, If
the return is not achieved, the shorifell must be fully recovered in the next
year,

In 1962, Segba was able to achieve the permitted return because:
(2) the power rates in effect at the beginning of 1962 included a contingency
in excess of calculated revenue requirements and (b) the devaluation of the
currency took place early in 1962 (from 83 pesos per doller) and additional
corrective rate action could b taken in time.

in 1961/67, 2 modest contingency against devaluation was included only
in one year, 1966. Devaluations, however, were frequent and. considereble,
causing shortfalls in earnings to snowball to V3N 5.5 billion at the end of
1967. To recover this amount would have required a larger rate increase in
1968 than would have been consistent with the Government stabilization policies
at the time, and it would have been unrealistic for the Bank not to allow the
exceptional departure from the concession already referred to.

The met income for 1968 exceeded by VSN 3.5 billion the requirements
of the concession, which included the recovery of the 1967 shortfall. Despite
an average rate reduction of 5% at the beginning of the year, the net income
requirements for 1969 are expected to be exceadad also.



(ii) Financing of expansion

In the seven year period through 1968, Segba's assets increased by
almost 150% from USS 351 million to US$ 856 million. This increase of
US$ 505 million, was not evenly distributed in the period: about 55% took
place in. the three years 1962-6l and the balance in the four years 1965-68.
The financing of this increase in fixed assets and working capital was
approximately as follows: ;

Millions of

Us$ Z
Goverrment contributions 52 10
Net cash generation 252 ( SQt
Amgtization of debt ( tgdnwﬁmﬁ 105 : Zl
Net additions to debt ) 96 Ay
Increase in assets 505 100

In the period, Segba was @ble to finance from internally generated
cash a slightly higher proportion of the expansion needs than originally expected.
This was due to a slow down of the expansion in 1965-67 caused by adverse
politicel and economic circumstances. As far as outside financing was concerned,
the pattern was quite different from expectations: short term borrowings and
government contributions substituted for the long term borrowings which were
not available; dividends could not be paid in cash.

(iii) Rate structure and efficiency of operations

The rate provisions in the concession as reflected in the rate covenants
did not pursue any specific economic objective as such, other than removing
the financial causes of acute past power shortages and avoiding to burden the
national budget with financial requirements for power. Significant improvements
in the rate structure have been obtained independently by persuasion rather than
legal agreements. The Bank has also applied pressure to reduce labor costs, as

a condition to making a second loan and in discussions not reflected in eny of
the agreements. As a result, while operations were expanding, personnel has
been reduced in the 2% years through January 31, 1949 by about 1,200, with a
further reduction of 500, to about 21,000, expected by the end of 1969. The
number of consumers per employee would then be about 89, as compared with sbout
71 at the end of 1965. Also some persormel was transferred to construction
leading to additionzl savings in operating expenses.



ARGERNTINA

Power - Segba

In their form the rate agreements with the Government and Segba are
excellent to the extent that they merely confirm self-imposed objective
criteria of financial performance, and detailed mechanisms of implementation
written into the concession by the Covernment and Segba themselves with
inform2l help by the Bank prior to and during the apprailsal of the first loan.
These detailed mechanisms and very vprecise criteria were of particular
importance since, when -the first losn was made Segba had not built up any
record that would have warranted 2 US3 95 million loan.

An evaluation of Segba's performance over the seven-year period since
the concession was made effective and the first Bank loan was signed is of
particular interest in view of the difficult challenges of the period. These
challenges were weatherad by Segba and its satisfactory performance is due in
the CGovernment to apply the concession.

!

The political arguiment of 1961,-65 did considersble damage to Segba's
management and efficlency and slowed down its expansion progrem. As far as
power rates are concerned, however, the zdverse effects were only temporary. -
In the end lack of funds:confirmed the need for rate policies of the kind
provided for in the concession.

The resl and major .challenge of the period, however, was the fast
depreciation of the peso. This challenge, which is evidenced by the fact that
in one year, 1962, the exchange deteriorated from 83 to 13\ pesos per dollar,
and in three years, 1964/1967, from about that level to 350 pesos per dollar,

was met remarkably well.

The internal cash generation was meintained at a high level in constent
terms due to the corrective mechanisms, tied to the dollar, of the concession.
Only relatively small amounts had to be contributed from the Covernment budget
to assist in financing expansion in 1964/1967, during which no Bank loan and

practically no outside f£iy necing could be obtained. At the end of the period

Segba is dn an excellent financial position which, in more favorable market
conditions, would enable it to borrow substantial amounts of funds.

It ¢annot be said that the guaranteed rate of return in Seghba's concession
lead to inefficiency. Inefficiency long pre-existed the adoption of the present
concession and actually increased only in the period when the concession was
challienged. If anxthing, the guaranteed rate of return did help in the recent
period, along with Bank pressure, in bringing sbout an improvement in efficiency,
as redwtion in costs was the only way of containing rates to levels acceptzble
to the public.
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PLAN DE OBRAS - FINANCIACION

(en millones de dalares)

Periodo 71-72 [ Periodo 73-75
Plan
: Equipamiento # Plan r .
propiamente b TOTAL b Equipamlento
dicha adlcxpnal preéigﬂgnte wd belonal TOTAL
PLAN 1970-72 223 223
Turbinas gas 150 MW 18 ° 18t i
Turbogrupo 350 MW 15 15l 41 41
L PLAR 1873-75 ) 316 316
| : 223 13 256 316 41 357
FINANCIACION .
A - Recursos propios 208 208 | 358 358
Menos: Serv. deuda y otros 86 : 86 P 119 . 119
Dividen' s en efectivo - ' - : = =
Aumento cap. en giro 19 - 105 19 -1051: 15 =134 15 ~134
Recursos propios netos 103 103; 224 224
B - Créditos : f
Bl - Ya obtenidos
Banco Mundial 53 53
Eximbank y Proveedores 23 76 23 76
B2 - A gestionar (ya previstos)
Emisidon obligaciones 35 35
Préstamo medio/corto plazo "9 b 4% % 9. 4l
B3 - A gestionar (afin no previstos) i
Proveedores 150 MW 10% 10
Proveedores 350 MW 12% 12 3
Banco Mundial (Segba IV) l 80** 80 |
Emisidn de oblig.,Bco.Desarro- B
l1lo y/o apoyo del Gobierno 23%% 23 12%% 29%% | 41 |
223 33 256‘ 316 “41 . | 337
Resumen recursos a gestionar: De proveedores . . « o« » ¢ » » 10% . o M E® oW ow e 1A
ntI'OS . . . L] . » [] [ 67** - . . . . . . . ® 121**
Total . . . . v » . 77 » . . . s ® . . 133
f ——————
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Buenos Aires, 20 de mayo de 1971

34214

International Bank for
Reconstruction and Development
1818 H Street N.W.
Washington D.C. 20433
Atencién: Sefior Ettori

De nuestra mayor consideracién:
De acuerdo con lo prometido, tenemos el agrado de adjuntarle

las 2 planillas que completan la informacién requerida por Vd.
Esperando que las mismas le resulten de utilidad para su tra-

bajo, nos complacemos en saludarle muy atentamente.

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES, S.A.

J } '\ “é%%%/gzbéﬁtﬁyfk;ﬁ;ﬁ
& COSMA! B. BRUNSTE”/
GERENTE

Subgerente

R
'] Anexos

\E‘-/



- eIy

Y

SHaL

AN

-

w

i

[
1
1)

ALLgEs

i h 18 s aedl )

92 AUk LG

e
P s FRsise it

S

FINN]
W -y

S s



Internetionsl Bank for
Reconstruction :nd Development
1318 ¥ Strest N.¥.
¥ashington D.C. 433

Bo muestra miyor comsider.cién:
Be acuerdo com lo premetido, temewss ¢l agrado de odjuntarle
las 3 planillas gue completan la informocie requerids por V.
Esperands que les mismus le resulten de utilided pare su tra-
bajo, wos complicemns en saludsrle wiy stemtomente.
SERVICHSS EISCTRICOS DEL GRAN SUENOS ATRES, 5.4,

B. BRONSTEIN
*‘ wsﬂn GERENTE

Bubg:- :nte

8j/ot



20 de mayo de 1971

Sefior Ettori

Como podrd observar, en la Table I aparecen importes en el afio 1965
correspondientes al Crédito 308 AR, como también en el afio 1970, del 525 AR,
y en cambio en la Table II las inversiones a las cuales se aplicé el Crédito
308 AR terminan en 1964, y en 1969 terminan las inversiones financiadas por
el Crédito 525 AR.

Esta diferencia se debe a que en la Table I se han inclufdo en los
afios mencionados 1965 y 1970 los tltimos desembolsos realizados hasta los respec-
tivos "closing date" correspondientes a inversiones que en su mayor parte se

efectuaron hasta los afios 1964 y 1969,

> 2
-2

B. BRONSTEIN

GERENTE



OVIMIENTO 19592

Retiros y

Dotaoidn

SALDO AL

LOVIMIENTO 195601

Rotiros y

Dotacidn

SALDO AL

MOVIMIENTO 1961

Ratiros y

Dotacidén

SALDO AL

LWOVIMIENTC 19021

Rotiroa y

Dotaeidn

SAIDO AL

LOVINIENTO 19630

Rotiros y

s Dotaeidn

S5ALDO AL

HOVINT:NTO 19645

Ratiros y

Dotacibn

SALDO AL

LOVIMIENTO 19651

Ratiros y

Dotacidn

SALDO AL

MOVIKIENTO 196614

Retiros y

Dotaoidn

SALDO AL

MOVIMIZLNTO 1967¢

Retiros y

Dotaoibn

SALDO AL

LOVIZT:IP0 1963+

Retiros y

Dotacién

SALDO AL

KOVINIENTO 15698

Rotiros y

Dotacidn

VALOR AL 31.10.1958

ajustas

31.12.1959

ajustes

31.12.1960 |

ajustes

31.12.1961

ajustes

31l.12.1962

ajustes

31.,12.1963

ajusten

31.12.1964

ajustes

31.12.1965

ajusteos

31.12.1966

ajustas

31.12.1967

ajustes

31.12.1988

ajustos

SALDO AL 31.12,1969

Pesos Loy 18,188

MOVIMIENTO 1970+

Retiros y ajustea

Dotaoidn

SALDO AL 31.12.1970

DEPAECTACICH

Dz 105 BITHES DISTINADOS AL SERVICIO

- 12.607.531,43
365.278.¢12,41

304.816,77 -
6.807.602,01

u?s

2.300.082,29

: msmy—es e
, INSTALACIONES EN SEAVICIO } LUESLES Y UTILES
L - ula s
4.315.443.227, 33 T0.502. 339 93 144.460,637,05

4979485

_87.503,55 |

" 4.668.115.508,76

205.971,76| -
4.699.933,26
T445964301,43

150.963.022,29

106.965.156,45

- 1.259.623, 29
B G037 45

2'.442.096,39

114.613.9G38, u'{

114,646,865

PR a4 T

(RAMTINTAS T VARIOS i

AN CDADM

D% TRANCPORTE |

wos

1.747.576,97

- 20,578,72

1.341.642,90

1.156.734,20§ -

- 166.184.856
51279 030.6h2

19,.654.526,320

- 128.816,511

[ 7.621,726.650
[27.167.43C.439

~ 376,106,405

|

2,411.452,32) =
20. 15.376,“
171, 205 bOo,Tu‘

1.844.950, u3‘ -
21.833.50%,00!
151.194 .3b1,b3

5.189.770,58,| -

= 34.493.436.85 = 562,872.68] = 2.713.362,— = 14.325,14 | - GAZ. 80—, = 1o.r.90,7'7
130.612.970,23  5.808.933,81 2.639.972,49 31,829,92 ¢ 10,684,374 .56 125.820,53 |
5.364.279.042,14  83.242.362,56] 150.800.232,78  2.430.197,56 | 124.662.135,63 1.959.974,66 37‘(,3
= 27.529.465,70 = 451.065,83} = 15.911.781,31 = 260,033,995 = 2.077.333,50 - 31,240,52
| 909.266.872,82  10.977.5006,61 3.232.101,40 39.,020,50 11.5%:.1:355.: 143.165;54
| 6.246.016.449,26  93.768.503,34]  138.210.592,34  2.205.134,47 134.442.732 ;05 2.071.500,08 | ‘?3, 65
L]
1.243.362.970,34"  14.525.282,93 15.532.345,42 254.402,91 12.760.579,15 212.685,75 |
| 1.309.534.353,09 9.767-594,02] 4£.174.755,33 120,416,52 | | 118.937.428,32 856,530,386 | .
8.799.213.777,69  118.361.080,25|  197.917.053,09  2.793.003,50 | | 266.141.038,52 3.171.516,69 | ’ZLf 372
; | } L.

[=  40.393.630,98 - 1.093.063,34 = 17. '-13.«_,09 ;

| 2,013,590.863,84  15.156.512,18! 49.937.013,05 74 15 |

|0.772.411.010,55  132.451.558,27,  240.761.633,63  3.451

i |

= 115.953.638,26 - 1.831.056 oﬂ 2.052.787,20 1449
1.747.565,420,71  11.581.082,97!  12,424,201,32 22.335

[12.404.042.793,—  142.151.885,21]  261.233.625,15  3.269.%

- 133.325.650,36 = 2.125.630,36| = 13.950.433,51 = 282.307,4 i
2,426.961.215,12  12.875.125,61) __ 17.653.212,30_ 93.336,67
14.697.0?4.353,76 15? G01. BJO,;d 204 970.510,)d ,-lqﬂuub ,30

st il

- 3-1..1Cl.2:'),5u
__ 2R.46P.515,T0
3,{,,".?;’,,5) 3}9

- 23.05T,93
._;'..2 0,39

- 356,106,47
129 T1 G2

- 216.006,%
1,350.063,33 |

4.559.556,11 ';aq 15

44336, 3., - 34,252,16 - 12,173.854
127 054 .725 5417\_:.'1'_1-.2_,5:) BQB.J’l.u 33
3076944899 34020.252,79 | | 712.637.602

2.775.667 - £2,219,47 1 i
_190.157.359 523.336,74 | :

575,076,591 4.121.370,06

4.839.433 -

§7.833,12 |

,-uTb,Ju -

8.132.319.311 _23.235,193,03|  205.338.742_ 533.05%,
34.923.645.395 203.639.785, 138 T75.567.600 4.610,155,26 |
|

- 196,112,453 (= 1.911.462,04| = 4.877.7¢2 =

(8.576.339.156 24.503.826,16]  195.430.974

43.303.076.098 . 231.232. 152,;0 . 956_1 w0727 5
433.038.760,93 E 9.661.810,72

|

i | I

- 11.144.865,95 - 16.649.072,0%. 361.364,36 =  235.938,23
106.465.064,88  26.616.2¢6,22 _  2.394.07123 508.742,57
528.158.959,01 241.199.346.67 | 11.6G5.413.24 & 76 DRI GA

22..:03,3(:
1.701.540,95
§.318.736,51 2452’.({

- 126.785,25
1.693.207,15 | 559 %

~y ~em o163 %Y &



VAI[J‘& AL 1,11.1958

mmum'm NOV.53 & DpTC.59 Anmpl
Hotirtos
Trancferencias

SALDC AL 31,12.1959

KOVIMIFNTO 1960 Amplincionos

Letiroo

Transferencias |

SALDO AL 31,12.1960

MDVINIENTO 1961 Ampliaciones

Retiros

Tranoferonoiaa
SALDO AL 31.12,1961

VOVIMIENTO 1942 Awmplineionos
Hotiron
Transferencias

SALDO AL 31,12,1962

KOVINIENTO 1963 Amplisciones

Liatires
Tranaferencias
SALDO AL 31,12.1963

KOVIUTENTO 1964 Ampliscionas

Netiron
Transferencias
SALDO AL 31.12,1964

LOVIMIZNTO 1965 Azplisoiones
Rotiroa
Transforonclas

SALDO AL 31.12,1965

mvﬁuwm 1966 Ampliancioncs
Ratiros
Trancforoncias
SALDO AL 31.12.1966

UWOVIMTZTO 1967 impliscionos
% Hotiros

Transforoncias
SALDO AL 31,12, 1967

EOVILIERTO 1968 Auplinciones
Ratiros

Transferencias
SALDO AL 31.12.1943

MOVIMIENTO 1969 Azpliaciones
Ratiros
Transforencias
GALDO AL 31.12,1569

Pasos Loy 18188

MOVIIENTO 1970 Azpliscionss
flatires
Transforencias
SALDO AL 31,12,1970

INVESSICNES 72 fos : & ATSTIVNATOS AL SERVICIO
- msrmcm* '.:'i?zr“;:\f:cm' B A :V:mL:‘:sir 1z i*;:‘:m;:;.cz vEs Y g ICACTONZS f,.mm'm:
TELEFONTCAS 2
3 ulo H uls uls b, o ] o uss B _
12.536,452.542.12  204.810.530.01 175.997.643.39 2.875.3C3.67 130.862,230.11 2,337.923.21
| 3.759-824.94 48.376.5¢ 8.713.620,78 1i2.113.37
=  14.109.524,03 - 230.510.11 |- 317.243.16 SuJL.zm = 1J28T T30 ~ 2C.375.32
1,501.972,60 19.325,6n 12,426.39 G)_'.‘i: - TRE45,08 = 203.40] -
12.523.845.010.65 204.599.345.50 179.452.651.56 200 138.316.455.60 2,220.462,.86
535.012.509,26 6.781.521.55 15.243.837.06 ! 55.213.365.54 701.879.26
= 23.286,076.54 - 350,425.29 |- 474.153.04 ! - 243,517 = =~ 4.06;.97 .
56.275.014.14 630,703.15 |~ 2.239.178.06 = i ! - 39%.393 s - 6.425.80
13.071.346.457,55 211.631.141 . 191,963,126.62 2 ‘rf'. 0 195.800,222.44 2,520.451,35
3.753.904.519.53 46.073.755.37 5.855.376.49 ; 15.306.706.05 . 134.756.64
= 26,558.825.06 - 433.256.00 = 14.961.531.09 C = 1.251.533.76 = 13.734.18
=" 970.637.64 = 12.577.68 |= 950,150.75 i = 025,13 = 31.364.75
16.848.221.510,33 257.277.003.01 181.926.721.27 2R 2mM,117.0 3.079,549.06
2.109.707.631.06  23.177.615.08 17.631.080.85 155.039.40 111.769.77 933.026,47
= 261.726,385.77 = 4.152. 872.93 |- 2.5393.721.17 40.670.2 - 4.989,2 - T9.762.04
1.612,476.310,74 56,322.2¢15.13 31.080.164.54 A70.353,86 25.420.¢ 403.003,21
'E?-Ew-e";;a.ear.u 332.626,093.49 22&.0&9.245.L-§ 30435.600.85 ] 2 40 341.33,.2&-0.05 4+3392.724.70
18.833. 065.349.41 16.‘, «321,276.5¢6 45.604.707.15 333.159.49 93.534.097.33_ 684,737.87
- 93.380.503.13 - 1,265, 067“5 - 545.427,42 u.noa.lo - 231.345.86 = 3.520,72
- _4.676.83%.83 - 55, ;6').12 - 547.63%,92 030,50 815,309,57 12,376.51
41.158.673.999.81  495.423.842,06|  272.540,689.70 3.753.&:3.45 Snug.d 446.756,341.10 5.076.353,36
11,176.467.803.18 85.545.870.89 49.852,310,17 355.c;;.4: 155,
. - = 5 - 4o |= 3“, 38 e e 2 =
ELE T MORTORE  Hemae. g
52.214.(-12.61;3.-—- 519.054.148.49 A&l b2,.10u.55 : { &7
10.276.326.310.71  66.819.241.62 |  132.432.126.66 f 179.457.745,28
= 133.633.175.24 = 2,131,275.18 |- 13. )Uu-[l?.f}l = 34.201.299,56 -
1.134.206,53 14.273,72 13.129 ,— i e )
62.353.940.096,— 643.756.290.64 440,155,505 : 72225355560 64485.730.65
5+604,770.743 49.184.459.63 9'! 433 G20 e 430.124.39 ! 119.530.564,— 77.617.65
= 166.184.8060— = 2.411.452,32 |- 5 13.338.65 = 153774577 e = 235.006.5%
= of 15.774.11 ' ) 3200, 727, e 15,900,64
71.7597.525.9430— 690.529-297795_“ snu,,mu;,«.— 5:137.075,87 | F02,4 2 829 ,656.256,m= 6.']:0.341)6?
i o~
11.280,136,096.— 39.059.145.57 1106.731,149 = 337.610.99 | 262,821.37
bl 5 L 5 s R, 1.841.950,03 = 2.775.667 g 42.219.47 - - 92,T45.72
| EFETA 1 e 1T 83405080 | L4304 = 54433007435 Tt B.0C0.413,53
17.351.555,403 . — 52.512,877.97 363.143.91
=k 376-106.‘105-"— " 5l7‘j917?0-5‘3 2 = - ;-9-634031
99924-334. 5200 = TT4. 50000055 783 5_] TLo02.206. 157 e
15,450,262 .449 o~ 44.199,067.07 165.607.010.— 47+536.422 0 357.843.022,— 1.3.;1.5:19.45
196.112.4530— = 1.911,4€2.62 = 4 877.;112.-- 1.657+393.— = 22,803.30
- - £ : = e = 2 il ;- ;{
f15. 178.483.522.— 816.794.205,33 o;u.,.,,..;..,u.—- 189,035,157 i «404.352.12G, = 5.508,704,76 | O /s
1,151.784.835.22 84217.455.43 1.898.851.27 14.043.921.26
317.611,159,21 87.698.755.88 2,410.692.30 31'-91&.&2 1.778.777.93 470.675. 75 4.192.042.}4 1.199._1'.29.25
= 13.544.865.95 = 17.255.535.77 |- 354.643.08 34.07,.\;1 - $e324.75 - 4575463 = 162.303.56 = 127.728.62
- 28,291,132 |= 6,521.28 1.363.22 1.222.78 a20,70 ! 2,285, 50 SA2M3 |
1.455.851.128.48  807.205.074.10 1042664333,42 5-937.429.'.'af 3.676.527.23 1.317.114.16; 13.136.,9€0.54 9.452.038.76 | YA A1
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1962 - 23,5 %

1963 - 24,4 % —— Diflaasn Ale ot =0
1$ guum-aimﬁ.4;—€fa4J{LMthuu;

1964 - 27,6 % i — ‘o siepile ~+

1965 - 29,3 % LostaMis (GBR)

1966 - 30,0 %

1967 - 30,6 %

1968 - 31,0 %

1969 - 30,6 %

1970 - 30,7 %
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Rendimiento Térmico =
Kiloc./KW a la red
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(segba)

FACTOR DE INDISPONIBILIDAD

EN CENTRALES

1962
1963
1964
1965
1966
1967
1968
1969

1970

QQ,QOS :

0,163

0,287

0,215
0,187
0,175
0,134
0,125

0,110
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DATOS ESTADISTICOS PARA EL BANCO MUNDIAL
Nov.1958 A F o
Dic.1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
01 Produccién GWh 3.084,8 | 2.850,6 | 3.158,3 | 3.123,8 | 3.737,4 | 4.672,6 | 5.104,2 | 5.481,6 | 5.894,1 | 6.693,8 | 6.704,7 | 6.958,3
02 Compra de ensrgia GWh 283,5 95,3 63,6 | 1.013,3 806,5 443,2 475,2 388,6 357, 9 97,4 969,2 | 1.455,4
03 Energi"a entregada
a la red GWh 3.209,6 | 2.809,8 | 3.068,8 | 3.978,7 | 4430759 | 4.799,5 | 5+244,5 | 5.506,9 | 5.874,7 | 6.404,2 | 7.283,5 | 7.994,3
05 Energfa facturada CWh 2.718,0 | 2.385,0 | 2.544,5 3.693,9 3.484,6 | 3.915,9 | 4.269,8 | 4.601,6 | 4.874,7 | 5.428,7 | 6.160,2 | 6.861,4
08 Carga mixima anual MW 528, 9 528,4 660,8 888,2 939,8 | 1.099,5 | 1.168,5 | 1.235,3 | 1.316,0 | 1.394,0 | 1.547,0 | 1.697,0
21 Ndmero de medidores
instalados 140864513] 10114.682]14145.649]1.706.422]1477367111.833.641/1.901.468{1.978.724]|2.048.881}2.136.964]|2.229.102}2.319.29¢
22 Nimero de clientes resi-
denciales (Tarifa N°® 1) 840,000 862.000f 886.100]/1.331.000{1.388.200|1.430.700]1.488.800{1.558.500}1.640.600|1,726.300{1.795.300}1.871.10C
23 Gastos de operacibn y man-
tenimiento (x) 28,0 30,2 33,4 54,8 79,6 98,6 130,31 172,3 223,6 241,6 273,5 320,2
24 Importe facturado (Tarifas
+ impuestos y fondos) (x) 59,9 67,5 74,8 118,4 171:1 198,6 310,5 459,17 611,0 710,9 779,8 841,6
25 Importe facturado por im- ‘
puestos y fondos (x) 13,7 3,5 5,8 8,7 9,6 ;| 22,9 28,2 35,6 44,3 82,4 86,0
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COsT oF FRDJEETS LROGENTINA - SEGBA Pable 11
Construstion Technical Characteristics 1962 1963 1964 1965 1966 19617 1968 1969 1670
Geners Transmission ‘ Total Total Total Total Total Total Total Total =
Commin tion Losal |Foreign .| Looal |Foreign E;t i Local |Foreign i Local |Foreign Byponai| L9031 |Forelam| .. Local |Foreign Eroangy| w0l [Foreien 3| boval |Foreizn %8 | 1ocal |Foreigm Total
Begins Ends sioning WA | Cost |Exokang ‘“_’;:::E: Cost [Exchange t\f;es— Cost Exchang ht?;;i Cost |Exchange tﬁ:‘:s— Cost |Fxchangd t“” 2| Cost [Brohanga i“‘:;ﬂ— Cost bronangd PR ol Ioohansd SxReRALl o Ty o JXPendi
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1
GENERATICN J
- GEA Station ) 1958 1963-64 | 600
~ Puerto Nuevo N° § = ) 1368 1970 250 I | [
= Peaking Units (8kl15)) ) 1967 1968 140 50418 | 44,12 | 88,85 | 17,79 | 12,86 25,72 | 20,55 14,68 | 29,37 6,58 | 3,90 T480 | 1,76 0,85 | 1,70 || | 4,09 | 2,88 | 4,12 | 17,76| B,5 13,53 || 33,57 7,84 | 17,44 | 28,15 6,09 | 13,54
= Other Generating P1S ) 2 — — st bl o el ) i : B3
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wearts and, (111} the rie in the exch:nge rate to 412 »ezor &
SHGAN fealt at thnl time thst, s 2 windrwm, it would veech L.id 2
your's end, On iy 13, 127, 30BA suomitted on apolicotion for a 205

iverease signed vy Ing. -eoli uhich was turned doun by the then cecreiary
o Enerpy, Ing. daielr,

ks Refuqing tw ollow :“I0BA to nut the t riff incresse into effec
(a5 orowived i opce - SAtn sng as fusrimteed by the Goaern..r:ent) ua s
sorious enocurh : 1f, oyt Jecretury Hedel went cub of bis way o
breach our ooreousits oneniy by izcuinp a resolution on Mmy 27 ctating
that the fixing of torifls reguired the vrier »0 'r'!v-v';, of the ’-’ac,;s,-r
?mhr,uf, Lﬁaﬂ H& this srizcisle hed heen L7238 ‘.g by ths irpeniine .urvene
Conrt, In eff ,-:‘:;, he imotiied taat the Loan and Quarsntes Aprecments were
uncon~titutional,

/2
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5e on June 1h, 1771, Ing. !eold zpain 2pdlied to the “ecretsris
for the 207 t-riff inrresce snd polnted out that in hi~ ¢>inlon 3N

win sntitled undey it= conces~ion to an ~muiomrtic ineresce, but ratner
than formmlly contert the former ‘ecretary's recclutdon (Inp. Hdardek hod
by then resiened) Tng, Heold vroed that GBA be nllowed to imylement

the inecresre imsediztely %o preciude the need for ~n even larger increate
intar on.

-

£, M™e months of June snd July were hectic for the psuer cector,

to say the leact. The sreatest lo~s from the domkls acin® of view wan

the re-igmation of lnz, Jeoli tow-rds the end of June. e w1z yedlsced

as Taxacutive Vice-lre-ideat by Zenr Adairal Andreu, without the required
oyior conzul# tion with the Jonkt. Iarlder in June ir. Tabato had accenzed
and held the, ﬁoo for oue doy a5 the Minister of rublic Works =nd ervices

{the political ‘ﬁlij nee of this is too comlex for me), On June 17,
Inz. uOIulLlO was amasinted Hindster of Mablic ilorke =nd ervices and ic

sti11 in office. On July 23, Ing. ¢abato was forced to retism oy Ing.
Gordillo 2nd the next diy “FG3A was !1ntervc1i4:h hy the Government ~nd
idmdlyal Andren wan noJoinied Interventor. fhi- procedure -boliched ths
myeeutive Committee o srovided in SEGHA's "Sofstutesy ond hence conrtituted
snother viol-tion of ouy ~greenenis, The follouing dsy, Ing. “eporsro

w10 haid commetentiy tesded AyES for the pret five yerrs wou also forced

to revien iz oocition, 411 these moves were ~ccomdanied by o borr=gs of

infloastory ores: reieassen casting llessro. “obats and Gar“il‘u in sh

roles of doficaders of notional interests again~t foreien interference,

i On Auruct 3, L4mirsl Andreu signed » 'LW annlication to the new
ub-secretary of ‘merpw, Dr, Oorri ?crem, for o “7LGEA tﬁrl:f increane,
em of a lack of

3y then ithe reuired incre-se was bS53 but in ?ntlﬁlﬂ--
euick nction Dy the Sovernment, Adairal Andreu suprcested 0sT The increzre
wa abrut D27 bheooinning o oentenmer i. a far np action * poen teken on

thi= apoylicuiion, Meoording o L 1@ Governnendt it i- Leding Treviswed™ in

+ha “erretirin. Ine, Oordillio told usz in erfsence thst -n increqse in m
"reyyoneilnte anount! would be rr-ﬂted 2t the "vonvenient timet, Houmaly
the =~7e rea-rks were niade oy Ur, virrd Perez but in more flowery 9:nilii,
e fin:nca -1nlhter, Pr. .uilled, told uo he woula toke o cdecluion ac

soon &3 he get: the nrooesal Jrowm ithe Ihnister of Puulic rorks rod oervices,
One brisht oot is thst the DTinrnce Hindster is adamint cbout ned providing
fund: for .54 from the budeet, hence he will undoubtedly hove To oonrove
some Yind of rote increxve, ihe firure circulating taroush the Jecretaris
of inergy last week wss 357 and the posuible timing the cecond holf of
Jéptenbey,

8« U5 to now T(3i's progren, and hence the Bonk « fin-nced project,
hau been on schedule, However, the deterioyating finsneial necition ef
¥GBi, re-ulting {rom insdecuste ¢ariifs, will soom chwuve a rudedantial
>;nwdofn of the program. If taxdffs are not reiced this ye-r, net internal
cash generstion of soout U.310.0 willion will cover only 115 of the U300
miilion ¢npital proer-m of this yetr leaving a finsneing goo of U331
rillien for which fin-nscing hes not been yev srronged, uezotiatlons =re
in progre=s for oz mediun~term lo-n of =pout U317 million from Lazmazd
Freres of Prri=, Houever, I doubt if creditor: will be lsnding to 2G84
1f there is no sswuraace for 2 promi incyesce in tarilfs (Tazard is neot
only ausre of the viol:tion of the 2greemeni by the Covernment but has
menticned it to uc)e Thus, ac muchk 2t 353 of thils yesr's orogram may have
to be delayed in order to accomwd:zie the investment to the financing available.

; ' : ; #3
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@, CECGBA': creapizstional orohlen i3 not cuite 23 critical as the
rate situatien., There is obviously no conecensus az to the fornm of
organization -G33 Lhould have nor cny ureent decire to mrke chanrea,

With Inge. Tabuto and Halek pons there is less wrescure for co-narticination
of the workers in the mnnagenmant, Tt does reem, houever, that the Governe
uent will inclet on chaneing (0654 from 2 “ociedad Snonima o o ~tote
enternrice and will prebebly abandon any nttempt to cell shares to the
public. The Governrent will probzbly slso insict on taking awsy SECGBA's
right to vub rate incre-cses into effect nutematically. As long as the
Governasent recopnires the need for sutoneny (with adequnte salsries snd
tenure for momagement) snd the need for revenmue:s to contribute a sizgnifie
cant amount toward expon-ion we should be 2ble to renegotizte 2 satisfactory

o

A TEATMENT,

L0, Regrrdlecs of whether “7CBA receives some kind of a toriff increace
in ihe rext few weeks, the Bank chould emress it- dizplezsure with the
manaer in wiich the contrectusl rreenents hove been Hroken. ‘e may well
h=ve w it dowm with the Governrent next yesr to diceucs nozeible chonges
in “EC3A'e charter but uhen the time coass we :hould be negoti~ting frona
a porition of sitrensih rather thon wesknescy this crn best be acquired

by incicting on toriff action now that comlies fully uith our agreementc,
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Mr. Gunier K. Wiese ' ‘ DATE: August 23, 1971
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Joseph Fajans ,Af//'. Y
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ARGENTINA - SEGBA/HIDPONOR MISSION

i Mr, Shechazn, Mr. Ribi and I held discussicns in Puenos Aires en
SEGBA and HIDRONOR on August 18, 12 ana 20y 1971, Ve saw Dr, Jusr Quiliei,
HlnlStE“ of Treasury and Finance, Ing. Fedro Gerdille, Minister of Public
Works and Services, Mr., Raul Fernandez of the Ministry orf Public Works
and Services, Dr. Julio Carri Perez, Under-Secretar rv of Energy, Ing. Osvaldo
Ravl Sannuele, Dr. Carri's Depuiy, Ingz. Prospero Carlos Puchulu, Exscutive
Assistant to Dr,. Carri, Ing. Tsasac Mtmann of the Energy Secretariat,
Adimiral Auvgusto Andreu, Interventor o: &3Jﬁd, and mosv of SZGBA's Deperiment
Managers, and Ing. Hector Percz }baCC, Zxzeutive Vice-President and Ing.,
Carlos Sureda, Direcior of HIDRONOI Ve also sav Ing. Alberto Kurlat, .
General Mansger of Compania Ital —‘”vﬁnJlnw de Electricidad, Ing. Jcrgﬁ
Pegorarc ana General ¢'sndrea, rrefzdﬂnud. respeciively, of the ibixed
Cormissicn for Salto Grande (Argent 1n¢-U“Lgu1y) end the Mixed Commission

.I‘

for Apipe (4rgentina-Parzzuay). }r.VaLbﬁv, vwe met with Ing. Meoli, lommor
Executive VWCb"DTLSldQ b of SEGBA, Ing. Thibs ui former Secre ary of Energy,
and Ing. Robartson Lavzlle, forrﬁv Lnan7-¢90“ﬁ*'"v of Energy. Ing. Got=lli
Was out ot tewn., Qutside the pcuur sector, I called on Dr. Albornoz, Ui
Resident Representative, for a genﬂrhl convers au;01, on Inz. Aguero at
Vialidad Nacicnal to enguire aboat the sieps for making the last road loan
effective, and on the ”ﬂwb*:“ K L

Hank and the Ministry of External Rola*ions
to ascertain the status o the Arzentine Decres Lav on the Bolivian pipeiing,

2. The reception was gooa and 5eﬂgrally guite friendiy. This may hove.
been dus to Mr. Alier's letters o1 fugust z, hauded over ana explainad io the
two Ministers by Dr. Mey; to the omissicn cn our part of any reference to

the existing coﬂuractual ooligations, which are being disregarded; and also
to the contacts which Mr. Eibi hzd with the Hinisiry of Public Works and
Services before t“, arrival of r. Sheehan and myself. Wwhile I regard our
visit as useful (asswning that the officials we mat would ccnt nuz in their

posts), I do nob know how fruitful it will prove, The Government people zre
new, poorly inforzmed and rpay more attenticn to appearances than 4o quas zntive

v "’1

issues. fThey also szemed to imply that nost decisions were beins bLaken b”
the President ¢r the Republic hinself. Neverinzless, the SIGEA suaAi, and
particularly Admiral Aindreu, thought that cur visit would be beneficizl.
Power Rate

3. This I regard nov as the foremost issue. While I expect the

rates to be raised no later than Ssptember 15 (possibly together with
railway tariffs), we received no indication at all as to what might be
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%
the extent of the increase. I was interested to find Admiral Andreu more

preoccupied with the question of SEZCGBA!s reorganization than with the rate
problem, and heard from MNessrs. Thibaud &nd Robertson Lavalle doubis as to
the Government's capacity to put a substantial increase into effect. I was
also somevwhal worried by the statement of the Finance Minister to the effect
that Dr. Julio Genzalez del Solar, SiGBA's former "Sindico", was advising
him on SrGBA's financial position (this appeared to be the best guarded

. secret in town); we understood from SEGBA that a month ago Dr. Gonzalez

del Solar was still expressing doubts as to SEGBA's need for more moncy,
j.e. higher rates. '

L. Very briefly (Mr. Ribi's supervision report will cover these
points), SuGBA's 1970-72 expansicn program is generally on schedule, with all
payments being made as due. If adequate funds were available, the pregreom
may be ccmpleted in May/June 1973, well bsfore the sSeptember 30, 1973 closing
date of the Third SZG3A Loan. Hewever, availability of funds deperds on

the rates being raised right now by an average or about L6 percent (SEGBA's
third application, dated August 3, shows U5.57 percent as required by the

end of August), and $18 million being obtainsd frem Lazard Freres (see Mr

de Iesseps' letter of fugust 3, 1971). If the rates were not raiced and the
loan cowld not be cbtainad, SEGBA woula not be able to pay its bills three
months from now, weuld be shert of $35 millicen equivalent in cash, and would
have an eurnlngs deficiency of about $40 million at the end of the year,
showing a rate or return of 3.2 percent instead of 8 percent. SEGBA's cash
positicen is further affected by the delays in payment of bills for electiri. ciiy
supplied to CGovernrent departments znd a;uncic Contrary to the Governmeni's
commitment, these arrears have increased subs antlallv since the Fzll of

1969, when the Bank nade the third loan to SEGBA and these now amount to
about $12 millica.

S. Dr. Quilici received us on August 18 in his office cn a hOaplLul
bed, with both legs in cast after a second operation. He was very fricndly
and lively, and tolu us that we may inform the Bank that he would come to
Washington on crutches for the Annual Meeting of the Fund and the Bank as
their Governor. FEe said that the decision to raise power rates in Puenos
Aires (and railway tariffs) had been teken in principle and he hinsely had
already advised Italo accordingly. He was waiting for the Ministry of Public
Works and Services to complete its studies and inform him whether raies should
be raised now, or next year, and by how much, He was in full agreement that
the users should pay the cost of eleciricity services and determined not o
glve a penny from the Treasury to the power entities., He went on to erchasiz
that higher revenue frem rates must not be used to increase Wages and salaries

¥ Mr, Blumstein of Tramsportaticn Projects De pariment told me in Buenos Aires
that in order to meet, by December 31, 1971, the financial target set out in
the Loan agreement uwtd the Bank, the Railways had applied for an increase in
tariffs, as of August 1, 1971, of 10 percent for freight, 20 percent for
Passengers, and hO percenn for camnuters, 4As yet, the Govermment has given
no indication of the possible timing and scope of this increase,
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but should be applied to the cost of investment which the Bank was supporting.
The Bank could therefore rest assured vhat the expansien program weuld go
forvard as plamned. Dr, (uilici was visibly suspicious of SEGDA's salary and
Vage levels ana indicated that Dr. Gonzalez del Solar was gpecifically locking
into this matter for him. It appeared that he wantsd to have Dr. Gonzalesz!
findings before he approved the recommendation of the Ministry of Public Works
and Services,

6. In view of the Minister's scomewhat critical attitude towards SEGBEA,
We pointed to the substential increase in the efficiency of its personnel, as
evidenced by the nuzber of consurers served by one emvloyee, rising frem about
65 to about 95 over the past five vears. This created a very favorable
impression and the Minisier conceced that ke had ignored it. We also pointed
to the arrears in Government payrents for SEGBA services, eliciting a sharp.
reaction to the efiect that the Govermment shouiu meet the bills as due arid
that S8GB4 shoula threaten to cut off electricity to Government entities as it
does in the case of private enterprises, .

T The meeting on August 19 at the Hinistry of Public Works and Services
with Ministisr Gordillo and Under-Secretary Carri Peres started with a statement
by the lattzr that X¥r, Alter's letter had been ackn Wledged and that power rates
would be raised at "the epportune moment". The matier was bzing given maximum
attention with a view to preserving the rentability of tho power entities but
had to be decided within the Tframzwork of the Govermmeni!s econcmic and
financia’ policy, ana taking into account the requirenents of all entities
supplying electricity to Ruenos Aires; SxGBA was not the only electricity
supplier, there were also Italo and Agua ¥y Energia lactrica. The necessary
studies were under way. Their conclusions should be ready in about cne wesk

and weuld then be presented to Jhe “Adnister, who would consult with the ¥inister
of Finance,

8. We responded firmly that we were avare that there were three suppliers .
of electricity for Buenos Alres but that SS3BA was the one which was carrying
out a very large expznsion program, the third with which the Bank was assoziated.
Our contribution was relatively nodest, amounting to about 25 percent of total
cost; SwGBA itselr financed the majer part of the investment. To date, the
program was on time which gave us great satisfacticn, However, wunless higher
rates went into effec: soon, the program would be delayed by lack of funds.
Consequently, we were very interestad in the timing and size of the increase

ana had tzken note that the Energy Secretariat would complete its studies in
about a weeck. After scme camnent about the probable tining without any mzniion
of the scope of the increase, Mr. Gordillo said that he would stress the point
about the importance of the expansicon program proeceeding on schedule to the
President of the itapublic when submitting the rate increase for Presidential
approval, The SEGBA officials told us previously that although ihe May 27, 1971
Resolution of Secretary Haiek to the effect that rate changes required prior
approval of the Energy Secretariat was centrary to SEGBA's concession, SEGBA

had to take the existence of the Resolution into account and ask that rates be
raised instead or advising the Secretariat that they would be raised.

-
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Q. The next morning, August 20, when we met with Under-Secretary Carri
Perez in his office, he referred to the "frank and vseful" discussion at the
Ministry and indicated that the study of the various rate alternatives for
SEGBA and Italo would be completed shortly ana a Government decision miznt
be expected between September 1 and 15. The situation of AyEL would be
revievwed separately as this required more time. :

Reorgsonization of ZEGBA .

10, This subject does not interest the Finance Minister. He explained
thuat vhen he wvas Mfinister or the Santa Fe provincial government, he "privatized™
two or three public services, giving them *he form of Jjoint stock cempanies.,
Then, somewhat timidly, he conceded that he Was in part responsible fer "la
intervencion" or SZGBA because he would nob tolerate co-participation of
workers in the managenent, ' The Iicht and Power Union was too influential

5

already; management should be ex lusively in entreprencurizl hands. s
11. We found a differznt attitode at the Ministry of Public Works and

Services., Mr., Gordillo and Under-Seeretary Carri Perez (close friends from
Copdoba) both spclze on the subject. They wanted 32CBA to be an "authentic

enterprise", independent and versatila. The precsent interventicen would not
affect this. The exisliing charactier stics of SEG34ts structure would be
maintained and some other good Teaiures sddad. The guality and calibre of

managencnt would be preserved, 25 would the independence ana responsibility
for decision-naking. There was no intention to nae personnel changes. The
open recogaiticn of S48DA's status as "stabe enlerprise® would be brousht out.
Dr. Carri, an attorncy by profession, Was emphatic in saying that 5IGBAts
present lcgal form of "sccisc od nacnimal was fictiticus and not convenient.

An enterprise with one cwner cowld not be a joint stock caspany and he did not
see vwhy the Covernnent should g0 1 misleading the public. A Cormissicn has
been, or is being, sat wp to mecke recommendations; it would address itsell not
only to S:GBA bub also to other goverazinent-ovnad entities. Tha final ain

was to have cae typs of "empresa d2l Estzdo®, with a central holding co~
ordinating manszemncat and pPlanning. We limited ourselves to stressing the
need for oporational and FSnancial autonciy, and asking that the Bank be kept
informed of the progress of the Comdssion's work. '

12, At the time, none of the persons we met szemed to know what the
substantive aims of ihe Government wers ana what weight the Ccmmission's
recomendaticns would carry, once they were formulated. In lieuw of the Board
and the Execcative Cerrittee, Adm. fnareu bas formed an advisory committee,
consisting of four Direcors represanting the Army, the Air Forece, the labor
{ wnion and the staff association. The Army Director, General Kunez, is
apparently Adm. Andrsu's 1iaison with the Government Cormission. The Admiral
has kepi the department heads in their positicns and appears to have full
confidence in Ing. Bronstein, tha Planning Manager, Ke told us openly that
he relied on the departmental menagers for preiessional and tecnnical
expertise and was mainly concerned with laber relaticns. He zlso indicated
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that he had been "interventor" of the Light and Power Union for six months
back in 1955 &nd has since maintained smooth and friendly relaticns with the
Union's leadership. He assured us that labor realized that SEGBA needed

to invest, gro~ and provide good service. From Ing. Meoli I learnt later
<that, in SEGBA Board meetings, the Admiral had invariably cast his vote
together with the Director representing the Uniop.

Lgreements with the Bank

L

13. Dr. Quilici was the only Government official who referred to the
existing contractusl arrangerments. Hz did so saying that he would have
conversations with the Bark in Washirgion during the fAnnual Meeting on the
Government's desire to change scme clauses in the existing Agrezments, e.g.
the provision for Bank approval of ths Executive Vice-President of SZG2A.

We limited ourselves to remarking that this was not the requirement and he
replied lasughing that he knew it but had exprzssed himselr crudely. He also
thought that Ban% approval of SEGEA's auditors was unvarranted; we indicated
that this was a very generalized provision.

L. We mentioned to Admiral Andreu that in talking with the Government
we never pointed to existing Agreements. He said that he realized what the
siiwation was but thought that we were right in not invcking contractual
obligations at this stages.

HIDRONOR's ¥xoansicn Plans

15, hfter discussing the proposed Alicura and Planicie Banderita hydro-
electric plants witn Massrs. Terez Pesce and Sureda at HIDRONOR on August 20
(sea Mr. Ribi's back-to-office renmort), we raised with Unaer-Secretary Carri
Perez the wrgent need for a study, which would shos Alicura's place ana
Justification in ths context of an overall develcpment plan for the integrated
povwer sysiem. Wwithout knowing the conclusions of such a study, we ceuld not
appraise Alicura for financing by the Pank whieh had bsen requested by
HIDRONCR (see my memorandum of Auvgust 6 to the Files on this subject). We
also indicated that further work by HIDIDIOR was required to decide on the
most appropriate site, determine the typ2 of the Alicura dam, and zssess
poder demand in the Comahue region of Patagoniae

16. Disregarding past discussions between the Bank and the Energy
Secretariat on the subject of a study of naticnal pover pricrities, Dr. Corri
replied that, by coincidence, he had a weck earlier instructed Ing. Altmann

to undertake the study and carry it out urgently. The study would take =bout
six weeks and its conclusions rmight be available by the end of the year.

17. We also apprised Dr. Carri of the reguest made to us by HIDRONOR

for the use of a $9 millica balance of the Chocon loan to finance the foreipgn
exchange cost of civil works for Planicie Banderita (see my memorandum of
August 6 to the Files on HIDEONOR-Alicura) and asked him whether the Governmant
Wwould be interested in the Bank cons?dering the request. His reaction was
positive: he favored the full utili: :ticn of the Chocon loan for justifiable
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onip aank]  INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

gt -
\D"-f,w ,ﬂj 1818 H Street, N.W, Washington, D. C, 20433, US A.
: Area Code 202 + Telephone - EXecutive 3-6360 * Cable Address - INTBAF;AD

July 21, 1965

A

Servicios Electricos del Gran Buenos Aires, S.A.
Balearce 18L
Buenos Alres, Argentina

Gentlemen:
Pursuant to Sectlon 3.01 of the Loan Agreement of January 19,

1962 between us, there is set out below an amended List of Goods
showing the amounts withdrawn at the Closing Date under each categorys

Amounts expressed in
U.S.dollar equivalents

I. Local currency expenditures for goods
required to complete the Greater
Buenos Aires Thermoelectric Station
and the Interconnection System and
Distribution System 60,000,000.00

II. Imported Goods
A, Equipment for Distribution System

Expansion 2l,973,379.96

B. Engineering Services ; 1,973,691.31

C. Shipping & Insurance for FOB contracts 1,L04,161.85
D. interest and other charges during

construction . 5,000,000.00

Total withdrawn 93,351,233.12

Please indicate your agreement to this final amendment by
signing the form of confirmation on the enclosed copy of this letter
and returning it to us.

Very truly yours,

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

CONFIRMED: ,By;zé%Ld%/ 42255
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SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES S. A. Table I
INVESTMENTS PROGRAMS PARTLY FINANCED BY I.B.R-B-
(THOUSAND $) — % S
n Lea, 302 4o 525— /
1962 1963 1964 1965 1966 1967 1968 1969 1970
APPLICATION OF FUNDS . 15
Total investments 1) 138,810 |114.600 [112.,800 | 89.938 |106.230 [120.070 |189.800 |271.989 |245.115
Addition to Working Capital 20,884 | 17.980 (16.630) (17.620) 94.930 | 80.240 550480 (6.130) (19.561)
Others - - - - ~ 500 - 5.461 | 18,910
GRAND TOTAL 159.694 |132.580 | 96,170 | 72,318 {201.160 (200.810 |245.280 |271.320 |244.464
SOURCES OF FUNDS
I Net internal cash generation 2) 35,926 | 31.481 | 20.631 | 19.606 | 81.250 |100.250 |180.030 129.610 [105.312
b ———— e A — = —— g | el e P e = -
II Domestic contribution @ Subtotal 38.32ﬁ_ 22.427 19,083 _19.680 119.4§2_ 99,370 8,060 11;?20 14.435
- Share capital (Gobierno Nacional) 38,394 | 14.070 | 15,000 | 10,000 | 50.000 | = - 1,380 -
-~ From local Banks Privale - - - - 60.000 | 86.06C 3.940 - 3.000
- Y.C.F. Contribution - - - - - a5 - 1.500 894-
- From private sector (local supyliers) - 4.607 4.133 8.190 7.430 8.540 1,150 - 3.188
~ Customers' contribution ; - Q5Q «490 2,030 4.770 2.970 8.640 71.353

ML -'|
v

Fereign private investment or loans

i I.B.R.Dt

308 AR

525 AR

644 AR

IV GRAND TOTAL
1) Total investmeniss Generation

Transmission
Distribution —>
Others '

2) Indicate direct tazes: Total

Exchange rate at year end § / Doller
Exchange rate average $ / Dollar

3.150

- e — - L - o, - 40.000
19 0886 67 .079 310378 10q692 - - Ll - -

- - wem - - - 33 -100 106 0890 38 0586 7
159,694 [132.580 | 96,170 | 72.316 [201.160 {200,810 [245.280 |271.320 |244.464
b g e oD SRS SRS RE | SRS | I s | SRR | S

3.1 ¥ | 2537 2937 8
100,356 | 35.569 | 41.090 | 13.155 3.532 | 13.659 | 47.370 | 61.032 | 51.175
21.687 | 36.915 | 23.102 9.778 | 14.224 | 16.423 | 24,388 | 54.392 | 57.554
11.355 | 27.158 | 42.109 | 62.0164| 80,010 | 68.678 |101,873 |149.289 [133.068
50412 | 14.938 €.499 4,989 8.455 1.310 | 16.169 T2 16 3.318
6,100 | 10,020 | 11.710 | 17.940 | 25.910 | 35.038 | 40.997 | 44.040 | 47.079
1,341 | 1,325 | 1,509 | 1,885 | 2,473 | 3,500 | 3,500 | 3,500 | 4,000
1,1373 | 1,3837 | 1,3991 | 1,6862 | 2,0717 | 3,3181 | 3,5000 | 3,5000 | 3,7792

{,s)
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1962 | 1963 | 164 | 1955 | 1966 | 1967 | 1968 | 1959 | 1970

ayostaents 1) 138,810 |114.600 [112.80C | £9.923 {106,230 |120,070 [189,£00 [271.539 |245,115
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Door Adniral Favarom |

We were happy to sea you ol your &8S0C dztes in Wes ai ugbon last
month and to be £-'.a»h., to rav ia': wlth veu sone of the probloms of
immadinte intersat to BEGRL and the Trntornstbional Bonk for Reconstruc-
%lon and Development, As 2 resuly of ibeso msetings, we hove reashsd
cactaln eosuzlesiors which I am anw 1oz to communicate to you now, £0
that you com beke them into pensidaratlon in dstomining tﬁ_a c:mx'
of astion you wich SEG2L e dals. I should say in all franknmess
thet we think .”;::3 of theso rqaolz':;: arg sorious enough to pravend
us Jrew moiting & T 1o4n T S0 in the near futurs. Bub Fow soon
tns‘E” % ran LOnSLdol o ned loan wiil cepend on tha speed with which
cortain docisions ave made and implemsnted by SEC3A.

Tha Pivsh of these *W&J& the eritical cash position of
sranThieh snovld Le sabstanilally improved beforo a nod loan can e
consicared. Tou have outlinsd to us ths steps you hopa to teks to
rates addidional long term fuads for SLGZA and your O:T*ecmtmm that

sales will meow at a sufTicient rate in ths remainder of the yeor o
isl“Z‘u‘J:’, gaaTalg pevoms subshentially. With regard to the firot of
.‘L\.W, wo bolisve thu 3E0A% rhould pu sua ibs discuseions with the
Covernmant to obiain promptly the caplial cont: iimtions 2nd ths
anthorization for & public bond issuwe which you dizeussed with us.
Thass massures uoﬂ.:i enchle 55324 %o correct the serlous shoritegs of
rorking eapital and to provids a basia for fin miv o itas capital ro-
enivanante for this yaar.

yith ranard to the revems {reaw aal:,.: t his year we hope your

FE

expsotations will be rm_...r_f..\).. m.dJ 1% is wnlikely thal you will havo

L

el ficiens daba to ba ceriaia aboub the courss e¢f gales vobil Avgust

o Loplonber, If by then it appears thal your expe c*::1 tions ere nok
Wing fulfilizd you will have io £ind othsr neans, including furibher

Lle
r"_"tj j- e

" neveasss, for 2llgviating the compe aayts eurre m Tinancial pro-
elons

_4.

e n

s S A ok s BN R R
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{la have noted the varlous steps you bhave takon towards mesiting
yrg requiremonts of ENOR\'s concession this yaary but you will recog-
vy that thesemwqulrononts kave nob yeb been Iully mat. _ile beliove

o

«ns4 from now on SZC34 should take all the nwcesoary stops vo ensure

5) 3% Ths objectives of iis CORCosgion ard Savisijied ia rull, This

< )

)

e )

- e N

Soa1d enabls YOTSHNGS U0 COVer CXLensss, soreciabion (uhich wo wnder=

1and SEORA will resume charging ab adsquate rates of at lecst 3 por
1p to
3

-

3

4

sat), proper rermmaration of the invested capital, and also he
oanmn oxponsion. ALl this may vell require some rato incroasss;

<t now that an adequate supply of power has been restored, considore
13 enphasis should be pub on efficlency and on econony of service

T:

ok E

&=
o
&

2w w0 ER

e

s rolieve the pressure of incressed expenses on the level of power
r.tog, I know that you agree that drastic reductions must ba nods in
eonoutg lobor cosho, W would wish 0 s¢6 the initial resulis of a
“Troiren o this cnd before we could make a now losa.

irother problen to be solved is that of the menagement and orgine
.2tioA of SEINN. The pooitions of Deperiment Heads and Asmistant—
as

should be filled by experienced and compstent mon wao under your
action can ba rolded into an effoctive management leon. Tho internal
eroanization of SECEA should alse ke strengthonad, particularly by
{atroducing budzstary controls and modern accounting methods. I know
you will agres that this 1s a prerequisite to vasolving SEG2its other
problens end T look forward to hearing from you about progress in
tctiling these matters..

With regard to SLGBA's proposed investment program and its cost
I have two points to make. The first is that we thinkt that SLGH
erould receive formal approval by tha Governwont of ilts progran in
erdor to bo satisfied that the proposed expension can ba carried oud
¥ithout the delays experienced in 198l es a result of the lack of
guvernmontal approval. 4

My second point is that, as we have alrcady explained, the procurg-
2t of all the goods for ths program supportsd by a Bank loan must be
2d2 on the basis of international competitive bidding. Vhile we would
ricept a reasonable degree of preference for local suppliers, 1o be

b2
”:'@W":‘ﬁned by mutual sgreement at-a later stage, we could not agres to

B

-
4
-

‘o arbitrary allscation to local suppliers, as is wrogently contan-
£ 3 P o

wYnbn = TReC ] - ] 2
#lated, of a substontial proportion of the grods to be procured Tor ths
FTeiran, regardleos of price. SI03)\ should propars a nsw cost estimaie

cenbine sunpliors

b3
-

g internatlonal prices and assuming thed Jocal Ar

tht be grantsd a price difforential of say 15 per cont above thess

iees, You may also consider that the exchongs rate does not pormlbd
accurats comparisen of foreign and demsstic prises. Should you wish

2
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| coatralmirante Fodro Favaron July 27, 1965

ip PrOPOSe & Mmore realistic rato, &s you menvioned coring your vilsib,
sng Bank would ba prepaved Yo consldar such a proposal, Horeovel,
£ you wish o onsure that Argentine supplicrs have the best opporitus-
ity of compating on this basis you should discuss with the Governnent
tha extondt to which they nay be relisved of existing indirect taxes,
speluding customs tarifls and surcharges, oa raw materlals end sopie
pinished productse

e

You will also recall that during the discussions we stated that
shs Pusrto Busve unit would net bo ellglblo for financing by the Bank,
if 1% were ccquired by way of a "turn keoy" conbtract; on tha other
hand, e tried to enphasizo that the czelsion as to how the uhib
should ba designed and its conponents purchased, rests exclusively
vith you. I SLIGTA succocds in buying a unld sulted to the require-
ponts of its systum Y & roasenable price and socuraes appropriote
{inansing, tho Bank would not necessarily be precludad from lending

for the pthor parts of the projran.

L)

Finally, I wish to record that the cholce of a consulionh beo-2s-
sist SEGRA with its peneration, tronsmlesion end distrlbution prograi
\ had mot baan mads up to the time of your departure from Yashington.
| As soon 8s you hzve nads 2 sploction, we would apprecliate your sending
us ths consultantts tomms of reference and ths curricula vitae of his
key personnel.

Tn comcluzion, I wish to assure you that tha Bank shares both
STGRLts and your perscnal concern for the expansion of puwe fzeilities

in Busuos Aires and for the improved quality and efficliency of socrvice.
We fool, however, that 4 davelorment canmot be achioved unless

every efiort is mads to strengihen . Szﬁaajgﬁgyﬁagizémas.
Ve vory much hope that you will rocclve the full support of e Coverne
pent in ordar to toke significant steps in this diresctlon within the
shertest possibls time, The Bank is yilling to halp in providing the
needad financial assistence, btubt SEGEA will first bave to move quickly
to resolve the warious polnts mentionsd in this letter. ‘

Yith Kndest regards,

- Sincerely yours,

e

Gerald Alter
Director
Western Hemisphers Depariment

ce. to Dr, Elizmalde
Dr. San Migusl

Cleared with Messrs. Rovani and Sheehan s= C’Q s

I;*reviauf drafi clsared with Messrs, Cancio and Keltie
c. to Messrs. Aldewereld, Cope, Chaufournier, Piccagli, Rovani/Zheehan,

Rl —aa : .
Cancio, Keltie/Dambski, Knox; Jfajans/RShechan/TRovani/ADKnox:mh
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POSSIBLE QUESTIONS THAT MIGHT BE RAISED WITH
THE MANAGER OF SEGRBA
1. What have been the useful Bank contributions -- foreign exchange -- help to get tariff
increases approved -- outside views -~ changes in organizational structure -- assistance in

staff reductions, etc?
2. What comments on IBRD activity and procedures, what is his experience of IBRD?

3. Has SEGBA managed to adhere to financial and other covenants with the Bank in recent_

years and have they found them useful?

L. TIs load growing in light of forecasts (higher annual growth rate expected in 1969-71 --

more than 8% -- than in 1965-67)7

S. Vas the 250 M{ Puerto Nuevo station completed on schedule (in June 1970) and if not,

why not?

6. Is the nuclear staticn at Arucha on schedule and expected to start supplying in 1972;

if not, why not, and what will be done to meet demands?

7. Will SEGBA be able to finance expansion after 1972 without either government or IBRD

financing, as tentatively expected in the last appraisal reporé?

’ ‘ | Grf"u/'
il
EI N el
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