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THE NATIONAL OIL COMPANIES IN LATIN AMERICA:

ISSUES IN ORGANIZATION AND MANAGEMENT

Chakib Khelil, World Bank

1. Background. During the last one hundred years the world has

witnessed a spectacular expansion of the oil sector due to the growing and

continued importance of petroleum and its derivatives in both developed and

developing countries' energy requirements. Starting with the Drake oil

discovery, the oil era saw the private U.S. sector grow very strong quickly:

initially iSt went through a very anarchic phase brought about by unregulated

fierce competition and then later in a phase that saw the survival of the

fittest that achieved a quasi monopoly of the oil sector. However, the

latter has been marked since its birth by Government desire to regulate, not

necessarily only in the U.S. but also in other European countries and Japan.

The oil monopoly in the U.S. was broken down by antitrust laws with the

establishment of several competing entities, some of which have only been

absorbed recently by others in the wave of acquisitions and mergers

(Table 1). It is worth mentioning as a historical interest that there was

one effort, that failed, to set up a Federal U.S. oil company during

President Carter's Administration.

2. In the early 1900's state oil companies were first established in

Europe in Austria, France and Italy and also for the first time in Latin

America in Argentina, with the establishment of Yacimientos Petroliferos

Fiscales (YPF). By the early 1960's most Latin American countries had
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already their State Oil Companies: Petroleos Mexicanos (PEMEX) of Mexico,

Empresa Colombiana de Petroleo (ECOPETROL) of Colombia, Corporacion Estatal

Petrolera Ecuatoriana (CEPE) of Ecuador, Petroleos del Peru (PETROPERU),

Petroleo do Brasil (PETROBRAS), Yacimientos Petroliferos Fiscales de Bolivia

(YPFB), Administracion Nacional de Combustibles, Alcohol y Portland (ANCAP)

of Uruguay, Corporation Venezolana del Petroleo, now Petroleos de Venezuela

S.A. (PDVSA) and Empresa Nacional del Petroleo (ENAP) of Chile to name a few

(Figure 1). These national oil companies (NOC's) are all members of

Asistencia Reciproca Petrolera Estatal Latino Americana (ARPEL), a regional

organization promoting mutual cooperation and assistance in the oil sector.

These oil companies are responsible for all petroleum related activities

including the gas sector except for two countries: Brazil, where gas is

distributed by State companies such as Companhia do Gas do Estado do Sao

Paulo (COMGAS) and Companhia do Gas do Rio de Janeiro (CEG) and Argentina,

where Gas del Estado is entrusted with the transmission and distribution of

gas.

3. The wave of establishment of NOC's continued in the 1960's

following the footsteps of the independence movement in Africa (SONATRACH of

Algeria, PETROCI of Ivory Coast, TPDC of Tanzania, etc.), and finally in the

1970's with a new wave concentrated in Europe in response to the oil crisis

(VEBA of Germany, BNOC of the United Kingdom, STATOIL of Norway).

4. Scope of the Paper. This paper analyzes the most important issues

that have faced and are still facing the organization and management of NOC's

in Latin America based on the Bank's experience in the petroleum sector.

W4hile this experience has been extensive only in Colombia, Ecuador, Peru,
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Brazil, Bolivia and Argentina, it appears to be rather representative of

issues encountered elsewhere in Latin America. The paper concentrates on a

regional overview but case by case analyses of each of the NOC's are also

included in the Annex. The most important issues cover (i) the energy sector

organization and management, and (ii) the role and organization of the NOC's

and their managerial and financial autonomy. Finally the paper will draw

some general lessons that have been learned through this exercise.

5. Rationale for the NOC Establishment in Latin America. The

rationale for NOC establishment in Latin America was no different than that

used by European Governments in setting up their own NOC's. Clemenceau, a

French Army General, declared that oil was too serious a business to be left

in the hands of a few private companies. NOC's were established to achieve

not only specific economic (self-sufficiency in oil, export of surplus to

earn foreign currency exchange, minimize cost of imports, etc.), but also

political (control over a natural resource to benefit public interest,

national prestige) and social objectives (achieve high rate of employment,

provide jobs and development to less developed regions of the country,

etc.). In addition, NOC's were responsible for mastering the petroleum

sector technology with a view to promote national industries for materials,

equipment and services.

6. In setting up NOC's, the Governments recognized that the NOC's were

responsible not only for economic services, but also for social and political

tasks. In addition, most of them were less competitive than multinational

companies that had considerable sunk investments and diversified sources of
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production and markets. In order to make up for this, the Governments in

the region supported the NOC's with subsidies, loans and equity injections,

granted them preferential exploration areas, distribution monopolies and

representation of the Government in dealings with other countries and

guaranteed NOC's loans in international markets. In certain cases, the

Government allocated part or all of the economic rent that accrued betwee!1

the cost of locally produced oil and price of imported crude to the NOC's,

7. While the Government injected considerable capital and human

resources in order to establish a financially viable national entity, the

NOC's management was faced from the beginning with the tasks of achieving

sometimes two conflicting objectives, i.e., achieve an adequate economic

return on investment and at the same time meet socio-political goals.

8. Development of Latin American NOC's. Except for Argentina where

private national oil companies developed concurrently with YPF and where the

exploration domain attributed to the NOC was limited, most Latin American

NOC's were set up to carry out petroleum operation activities over the whole

country, i.e., no risk contract was allowed to private oil companies except

for areas already assigned to them. In most cases, the NOC's took over

operations and personnel previously managed by the international/local

companies.

9. Today, however, Mexico remains the only country in Latin America

that still does not allow risk contracts to private oil companies. In

response to the oil crisis of the early 1970's that proved to be costly to

most Latin American economies, legislative/contractual changes were brought
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about by the need to attract investments by the International Oil Companies

(IOC's). For example, Peru, Colombia, Brazil, Ecuador and then recently

Argentina all formulated new or improved contractual arrangements in the form

of production sharing, association and service contracts. These provided new

incentives and more flexible terms which in turn attracted considerable new

investments in exploration by IOC's in those countries. This evolution in

the contractual framework was sometimes accompanied by restrictions in the

NOC expenditures in exploration due to the Government budget constraints.

10. Table 2 lists some key operating data for the Latin American

NOC's. The figures apply to the years 1983-1985 for all companies except

Petroperu where figures for 1981 were used and only intends to give orders of

magnitudes for various parameters. Tables 3 and 4 taken from L.E. Grayson

(National Oil Companies, John Wiley and Sons, 1981) although outdated (1974)

give the same general information for some IOC's and European NOC's for

general comparative purposes. Given their socio-policital objectives in

addition to their economic ones, the performance of NOC's cannot be evaluated

using the same indicators as the IOC's. In addition to how profitable they

are, NOC's should be evaluated in how well they have implemented Governmental

policy in the petroleum sector and how satisfied the people are with the

goods and services they deliver.

II. In order to achieve more autonomy and counter-balance the

Government influence, the NOC's naturally tried to achieve a power base of

their own. This could be done by investing in locations which were of

interest to powerful politicans and through recruitment of a large, highly
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trained and slilled workforce who could provide a loyal constituency. The

NOC's efforts to diversify their activities and in some cases go into foreign

operations also tend to make Governments evaluation and control more

difficult.

12. Energy Sector Organization. There are three levels of decision

making that influence the energy sector in general and the petroleum sector

in particular: the highest resides with the Government which agrees on

macroeconomic objectives for the country such as the economic growth rate,

investments levels, balance of payments, fiscal deficits, etc. The second

level of decision consists of sector allocations among for example

agriculture, industry, energy, education, others. Finally, the third level

of decisions entails the allocation of resources among public sector

enterprises responsible for a specific subsector such as the petroleum

sector.

13. Generally, the NOC's in Latin America reports to the Ministry of

Mines and Energy, Energy Secretariat, or Ministry of Public Works (referred

to as Sector Ministry). The Sector Ministry (SM) is responsible for ensuring

that the National Petroleum Policy is implemented. After review by the SM,

the budget of the NOC is approved by the Government through the Ministry of

Finance. The NOC is required to submit a four or five year plan to the

Ministry of Planning or its equivalent through its SM. The Ministry of

Planning (MP) consolidates and reviews the various sectors' investment

programs taking into account the government macroeconomic objectives. Thpe MP

then submits for Government discussion and approval alternative investment
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programs proposals. While the Government may consider the program as part of

the country's investment plan for planning purposes, the Government approves

NOC's first year budget only. This of course raises the issue that NOC's

cannot count on a medium to long term commitment of expenditures by the

Government. As a result, this impacts greatly on the ability of the NOC's to

plan ahead their financial and human resources. Only lately have the IOC's

experienced this uncertainty on their side due to recent market price

volatility and fluctuations.

14. Pricing and setting o7f excise tax levels of petroleum products and

gas derived products are the responsibility of the Ministry of Mines and

Energy after consultation with the Ministry of Finances. Because of the

political sensitivity of pricing decisions these are not made without a broad

consensus in the Government. Also before pricing decisions are made the NOC

usually have an opportunity to present their views on the impact these

decisions would have on the NOC investment programs and financial prospects.

15. In Latin America investment programs are prepared by the entities

responsible for the subsector. They are then consolidated at the sector

level (the Ministry of Mines and Energy) and reviewed and approved at the

Government level (through the Ministry of Planning). This is a bottoms-up

operation where the Government then proceeds with reallocations, sometimes

cutting across the board without segregating between profit and non-profit

earning entities or taking into account possible impact on macroeconomic

objectives of the country. Only recently in certain Latin American countries

has been an effort made to carry out a top down resources allocation taking

into account macroeconomic objectives such as, for example, the need to limit
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investment expenditures in the public sector, reorient expenditures to meet

social and other needs and reduce public debt. An effort has also been made

in some countries (Colombia and Brazil to a certain extent) to develop an

energy sector strategy aimed at achieving the least cost energy option from

the country's point of view. In some countries, a National Energy Board

(Colombia) is being envisioned to oversee a rational development

of energy resources taking into account the country's macroeconomic

objectives. In Brazil, an Energy Strategy Study has been initiated by the

National Energy Commission (reporting to the President) in cooperation with

the public sector energy companies (Electrobras and Petrobras) and the

participation of all interested Ministries and State Gas Distribution

Companies such as COMGAS of Sao Paulo State.

16. Role of the NOC. As a public enterprise, the NOC is responsible

for implementing the country's petroleum sector policies. However, in maay

countries, the NOC not only collects excise taxes on behalf of the

Government, but also monitors the IOC's fulfillment of their contractual

obligations in terms of work and investment program. As a result the NOC has

a dual role which implies great demand on the staff time to inform and

represent Government interests. In Ecuador, the Ministry basically

duplicates and directs the NOC work while carrying out also a close

monitoring of the IOC's. The NOC is generally very much involved in contract

negotiations with IOC's and even in carrying out much of the groundwork for a

new petroleum legislation.
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17. Organization and Management of NOC's. Latin American NOC's are

generally organized along centralized functional geographical lines.

Functional lines comprise, in most cases, areas of activities such as

exploration/production, industrialization (that may include refining and

transport by pipelines), marketing, engineering/project development. In

some instances, activities such as drilling services constitute a separate

division. Operations in the field either report directly to the

corresponding functional area at headquarters or to a coordinator-

administrator in the field who in turn report directly to the General M4anager

and laterally to the functional managers. Support functions such as

finances, personnel, planning and organization, legal and logistics are

generally centralized at the level of the general management whose role is to

run the company on a day-to-day basis. To date, there is no company that has

a completely decentralized organization where for example the support

functions such as finances, planning and human resources are decentralized in

the functional areas in order to provide autonomy to the functional areas and

improve coordination. This is mainly due to the NOC's lack of sufficient

number of competent managers. Some of the NOC's lost staff especially during

the 1970's when top quality personnel went to work in better paying jobs in

other countries. An effort has been made in some companies to set up

planning groups within the functional areas to coordinate the planning effort

with the Corporate Planning group of the company, draw on technical expertise

in the functional area and make the planning exercise meaningful and

realistic.
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18. Recently, the Government of Bolivia decided to decentralize YPFB

considering it to be too large to manage and cost inefficient. While this ½

still being done, the Government is looking towards the establishment of

about four functional entities fully accountable for their area of

responsibility but whose objectives and programs are coordinated at the level

of a holding company. Also, the Government of Argentina has decided to

streamline YPF organization into functional areas (Annex). It is not known

at this stage how much autonomy (in terms of human resources and finance)

these areas will have.

19. The responsibility of the General Manager (Executive Vice

President, President or Director in other cases) vary from company to

company, but generally his flexibility in running the company on a day-to-day

basis is limited in terms of personnel policies and financial

responsibility. In terms of personnel policies, he is bound by labor laws

and deals with unions of workers, sometimes a large number of them. Managers

are under great pressure to hire more workers. It is very difficult for a

manager to terminate a worker even for objective reasons. In Peru there are

no provisions for worker's retirement. In terms of financial expenditures,

the General Manager is usually authorized to approve only small amounts by

oil industry standards without having to go back to the Board of Directors.

While a program of works and a budget is approved at the beginning of the

fiscal year, this approval does not mean that the General Manager can proceed

with expenditures without first submitting it for approval to the Board.

Level of approval of expenditures at various levels of the NOC hierarchy is

limited and is inconsistent with the required flexibility and risk in the
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petroleum sector. In addition, awards for procurement of goods and services

have to be submitted for the approval of the Board.

20. While the Board of Directors has sometimes included people with

expertise in the oil sector (Case of Board of Petrobras) it includes in

general representatives from the Ministry of Energy, Economy/Finance, and

Defense. In certain NOC's the General Manager does not participate in the

decision by the Board. While in Colombia and Ecuador the Chairman of the

Board is the Minister of Energy, this is not so in Peru, Argentina and

Brazil. The Chairman of the Board/General Manager/President is always

nominated by the Government. As a result, the Government exercises an

important role in running the NOC through its representatives on the Board

and management of the NOC's. At the same time, the Board and sometimes the

higher management staff level of the NOC only last as long as the political

party that nominated them holds power in the government. As a result this

system does not provide for continuity and stability of NOC management.

21. A proposal has been made recently in Argentina to give YPF some

autonomy through a yearly contract-plan to be agreed between YPF and the

Government. This contract-plan would specify the objectives to be assigned

in agreement with the NOC; in addition, it would also specify the

Government's commitment to provide the financial resources and appropriate

trade, finance and labor legislation required for an efficient operation of

the NOC. YPF would then have the autonomy through the strengthened role of

the Executive Vice President to achieve the objectives at the least cost,,

without having to go back to the Board for the day-to-day decision. While
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be an improvement over the existing status, the chances for the success of

the contract-plan approach in Argentina would depend to a large extent on the

Government's plan to relax the various constraints (pricing and taxation of

petroleum products, cost of goods and services in the petroleum sector) in

addition to various finance, trade and labor legislations.

22. Financial Autonomy. While managerial autonomy of Latin American

NOC's is only very limited, financial autonomy is even more difficult to

achieve for the simple reason that a large part of the financial resources

required for financing the NOC investment programs are controlled by the

Government. While this is a normal prerogative of the Government

owner-shareholder, the decisions for allocations of these resources are

sometimes unpredictable since they are tied to the vagaries of the nation's

economy. Often cuts are made across the board for all public enterprises

without due consideration for the impact that these decisions have in terms

of lost production, increased cost due to delays and credibility of NOC with

foreign partners. Even when there are no budget reallocations and only

control by the Government agencies, these are in general formal only (this is

true even in France or Italy) because the Government civil servanits generally

do not have the training and expertise (and the time) to review whether the

investment program which is proposed by the NOC (i) makes sense for the

national economy; (ii) represents the least cost solution for achieving the

objectives assigned to the NOC; (iii) is of a higher priority over other

investments.
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23. As an extreme example of lack of financial autonomy, CEPE of

Ecuador receives an income for each barrel of oil produced either directly or

through a joint venture with a foreign oil company. This income is defined

by law as the cost of locally produced oil plus a return of 15%. In this

sense CEPE is treated like a Government Department. As a result, this

treatment does not take into account the high risk associated with petroleum

operations that would justify a higher return, the need for increased

revenues to develop new and more expensive reserves and the need to provide

CEPE with an incentive to be an efficient company.

24. In Peru and Colombia, the NOC's receive a share of the revenue per

barrel sold at the pump. While this could ensure adequate revenues to the

NOC if the Government were to maintain price levels in constant terms in

relation to international levels and the same margin for the NOC, this is not

always the case because of the political sensitivity of increases in

petroleum prices. As a result, not only the Government may not increase

prices, but it may also decide to cut into the share of the NOC in the price

per barrel because of its needs to increase Government revenues. At the same

time, because of the unpredictability of the timing and level of price

increases which indirectly control NOC's revenues, the NOC's have

considerable difficulty in planning ahead their short to medium term

investment program.

25. Petrobras has been apparently more successful than most NOC's in

Latin America in obtaining petroleum product prices increases by the CNP

(Conselho Nacional de Petroleo that regulates petroleum products prices in
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Brazil) on the bases of its financial requirements to achieve agreed upon

targets of production of the national plan and a regulation that assures

Petrobras a 15% return on operating assets. Petrobras annual budgets are

submitted for approval to a Federal Entity for the Control of State

Enterprises (SEST). As a result, Petrobras receives a per barrel fee at the

refinery outlet reflecting import prices parity for both imported and

locally produced crude (Brazil imports about half of its consumption). When

oil prices were high, Petrobras was able to keep the margin between import

price and cost of locally produced oil (referred to as the economic rent).

The Government, until recently, got about 8% of the product prices at the

pump (now about 17%). Today, however, with the decline of oil prices, the

element of economic rent has been squeezed out and Petrobras has proposed to

the Government for further price increases that may not necessarily reflect

import parity prices and sound economics. In the context of the present

economic difficulties of Brazil, Petrobras' proposal for price increase is

unlikely to be granted.

26. In the case of IOC's, the signals for allocation of their resources

are given by the international oil market prices. While the IOC's have to

evaluate the risks associated with oil price movements as they affect their

profitability, they still plan their activities on a long-term basis through

contingency planning. The NOC's in Latin America not only cannot do any

meaningful long-term planning but they sometimes await budget allocation well

into the fiscal year.

27. Until the early 1980's the NOC's in Latin America were able to

finance their investment programs and borrow against their balance sheets and
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projections of their financial situation based in turn on an increasing oil

price scenario. As a result, they were not only able to borrow (sometimes on

behalf of the Government) from Government Export Credit Agencies but also

from commercial banks. The NOC's had also lines of credit and easily set up

revolving funds to cover their short term expenditures. However, with the

debt crisis of most Latin Amaerican countries, the commercial banks have foun(i

it difficult to make loans to the NOC's given the issue of creditworthiness

of the countries.

28. Procurement of Goods and Services. Each NOC has its own

procurement procedures for goods and services. These procedures are not

standardized in all cases. Generally, for purchases of goods certain

contract amounts are specified for direct purchase, price quotations and bid

Invitations after publication in local and international press similar to the

procedure used in the World Bank. However, certain countries' internal

procedures are very cumbersome for the NOC's, requiring in some instances not

only the company's board approval but also a review by the Attorney General

and the Audit Court. This results in considerable delays in project

implementation. Ecopetrol has developed a system whereby they proceed to

continuously prequalify companies (both local and international) using

objective quantitative criteria for their evaluation. This list of companies

is updated annually upon receipt of information by the companies interested

in providing goods and services to Ecopetrol. Whenever Ecopetrol requires

goods or services, they would call upon the prequalified companies to bid.
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29. Lessons from Experiences of NOC's in Latin America. Three main

categories of issues stand out in the analyses of the experiences of NOC's in

Latin America in the areas of organization and management:

1. Conflicting objectives assigned by the Government to NOC's;

2. Autonomy of NOC's versus the degree oE Government involvement in

NOC's decision making; and

3. Evaluation of NOC's performance by the Government.

30. With a view to mitigate the problems relating to conflictina

objectives assigned to the NOC's, the Government on the one hand would need

to define the sector wide objectives by ensuring that macroeconomic

objectives and policies (pricing, trade, labor and financing) would stress

the economic role of the NOC and minimize as much as possible the

socio-political role of the NOC. On the other hand, the NOC's objectives

would need to be defined in a Corporate Plan with specific targets and

intermediate benchmarks to monitor performance. Another way to define NOC's

objectives would be through a Performance Contract to be discussed,

negotiated and agreed upon with Government. The performance contract would

not only define the company's obligations but also those of the Government.

A performance contract would be preferable to a corporate plan since the two

parties (NOC and Government) would use the opportunity for negotiations to

understand the other side's constraints and concerns. An independent party

such as an entity like SEST in Brazil (para. 25, 32) could possibly arbitrate

the process to avoid abuses.
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31. Concerning the issue of autonomy of NOC's versus the degree of

Government involvement in the NOC decision-making, it is important that the

Government specifically identifies what decisions it should make, while at

the same time allowing adequate managerial autonomy for NOC's. For example,

the Government would need to:

(i) be involved and make the major decisions on long range planning of

the NOC activities consistent with the macroeconomic objectives of

the country (the Government would delegate this role to the Board

of Directors);

(ii) ensure intersectoral coordination (through the Ministry of

Planning);

(iii) regulate pricing decisions of petroleum and gas-derived products

(through the Sector Ministry in coordination with the Finance

Ministry);

(iv) review financing decisions by the NOC that affect public funds

(through an agency like SEST in Brazil and the Ministry of

Finance);

(v) assign basic objectives to the NOC such as production targets

and investment levels;
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(vi) appoint a Chairman of the Board of Directors and Directors. The

Board of Directors should be nominated under a fixed term, have

members with the the experience and stature needed for the job,

and be well compensated. While the Board of Directors in Latin

America NOC's are generally officials of the Government, experience

in developed countries allow some Board members to come from

outside (other industries, pension funds, etc.). (See Tables 5 & 6

for a summary on this subject). While the Chairman could also be

managing directorl/, Executive Vice President, President or

General Manager of the NOC, the Government would need to allow

autonomy to the NOC's to hire its executive management with the

required expertise, experience and know-how. It is important that

the managerial skills are constantly improved through appropriate

selection, promotion and training. Managers should be well

compensated in relation to their level of responsibility and

performance.

(vii) evaluate periodically the performance of the NOC's in relation to

its assigned benchmarks and institution objectives, in particular

on efficiency and profitability of the NOC; and

(viii) reward or penalize the Managing Director on his performance.

1/ It is however preferable that the chairman not be the Managing DirectoF
of the NOC to ensure accountability of Management to the Board.
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On the other hand the government would need to avoid:

(i) getting involved in a priori control of operational expenditures;

and

(ii) consolidating the NOC budget into the Government budget as it

invites interference with expenditures on each line item.

32. In Latin America, most Government would also need to streamline the

organization in the sector and raise the quality of the skills requirements

by (i) eliminating excessive interference in day to day operations by the

Sector Ministry; and (ii) setting up a central advisory unit which would

carry out the needed analyses for informed decisions by the Government. The

benefit of this unit would be to provide the Government with umbiased

technical advice outside the Sector Ministry and would make up for the mere

formal control by the latter and other Ministries. This unit, which could be

set up outside the Sector Ministry, reports directly to the highest level of

power should be (i) small and well staffed with appropriate sector expertise

and have (ii) a clear advisory mandate. In Brazil, for example, this

function is assumed by SEST (Unit for the Control of all State Enterprises)

which is set up within the Planning Secretariat, which until recently

reported directly to the President of the country. Now SEST reports to the

Ministry of Finances which has also taken over the role of Planning.

33. While the holding company concept for NOC (PETROVEN of Venezuela)

is not widespread in Latin America, it is important to note that there are
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advantages and disadvantages to a holding company concept. The advantages

consist of: economy of scale, more effective in international export and

capital markets, easier to liquidate a non-viable subsidiary than the NOC,

effective buffer against political interference. The disadvantages consist

of: could become very politica,l and bureaucratic, could promote muonopolistic

belhavior, rather than close non-viable operations they may shift funds,

inventories and skilled staff from profitable to unprofitable companies.

Accountability for performance is difficult to trace. Holdings add another

managerial layer where skilled managers may be in short supply.

34. Concerning the evaluation of NOC's performance by the Government

through the NOC's Board of Directors and the Sector Ministry, it is important

that the NOC's provide for a timely, reliable and adequate flow of

information particularly in areas of cost accounting and management

information systems (MIS). There is a need also to have the Government agree

with the NOC on targets, benchmarks and indicators of performance. It is not

necessary that these indicators be all quantitative. For example under

Korean performance evaluation system, 30% of the target is composed of

qualitative indicators: corporate planning, research and development, MIS and

internal control systems and the quality of service. In addition,

qualitative indicators could include pollution of environment and safety

regulations.



Restructuring ut U.S. Oil Industry

Buyer's
Sto4kholder

COmOaipLLeS Purchase Price Sharts 1984 - 1985 Equity
Dare ot $ Traded Rank* (Blillion)

Buyer Scller Sale BMlI1ioU Otter/Share Milli4ns buyer Seller 1984 1985

Chevron Corpi. Gulf Eicrgy 011 Corp. March 1984 11.2 80 85 5-4 8-- 14.1 .14.8
Texaco Inc. Geity Oil Jan. 1985 10.M 128 28 3-5 15- 14.7 13.1
DuPout Conioco Inc. 1981 7.4 -- 14-15 11.4 NA
U.S. SLeel Curp Marathlon Pet. Co. Jail. 1982 6.2 125 30 -- 16-14 NA NA
Mobil Corp. Superior Oil Co. May 1984 5.7 45 36 2-2 21-- 13.9 13.6
Royal Dutch Shell U.S. Shell April 1985 5.7 58 -- 7-6 11.4 12.5
U.S. Steel Corp. Texas 6UG 1986 5.4 17.42 38.9 -- 39-33 NA 1.5
Occidental Pet. Corp. Ctties Survice Dec. 1982 4.0 13-12 - 4.6 2.9
Coastal Corp. Am. Nat. Gas Marcht 1.985 2.45 65 18.75 34-35 -- O.b 0.6
Diamond S. Corp. Natomas 1983 1.4 19-19 2.7 2.7
Philltips Pet. Co. AminoiI Oct. 1984 1.3
Phlitps PVt. Co. Gcneral Am. F'eb. 1983 1.14 50

TO'T'AL 63.99

Source: Journial ot Petroleuin Tech1nology, May 198t

* From Oil and Gas Journal "Top 400 lisL



TABLE 2

Some Key Operatina Data of Latin American UOCs

CEPE YPFB ECOPETROL PETROPERU YPF PETROBRAS
Ecuador Bolivia Colombia Peru Argentina Brazil

Established 1972 1936 1948 1946 1907/22 1938/53

State Owner 100% 100% 100% 100% 100% 85%

Govt. Entity MME .ME MME 'ME MOP/SE .SNE
with Regula- CONADE PLAN PLAN PLAN ECO/FIN EC/FIN
ting Functn MFIN MFIN MFIN COFIDE CNP

CONTROL CONTROL CONTROL CONTROL SGEP SEST
PROCUR.

YEAR 1985 1985 1983 1981 1984 1985
Prod.by.NOC 2,750 700 3,500 3,000 16,700 28,000
(O0OO tons/Y)
Total 14,000 850 8,550 9,500 24,500 28,000
Ratio % 20 82 41 32 68 100.

Invstmts NOC 130 80 400 200 710 2,200
(USS Million)

Employees 4,100 7,600 8,000 8,700 33,000 50,000

Revenues 1,800 500 1,800 1,300 2,771 17,100
(US$ million)

Net Income 16 100 10 2 (941) 368
(US$ million)

Assets 800 1,510 1,460 1,400 6,900 13,800
(US$ million)

Debt/Equity 34/66 16/84 65/35 67/33 negative 51/49

Net I,come/ 0.9 20 0.6 0.1 negative 2.2
Revenues %

Net Income! 2 6.6 0.7 0.1 negative 2.7
Assets %

Revenue/ 439 66 225 149 84 342
Employee
('000$US)

Assets/ 195 199 183 161 209 276
Employee
('(OO$US)

Year Invst./ 32 11 50 23 22 44
Employee
('000$US)

Oil Prod./ 0.7 0.1 0.4 0.3 0.5 0.6
Employee
('000 tons/yr)



c

PRINCIPAL ABBREVIATIONS USED IN TABLE 2

EME, MOP, SE: Ministry of Mines and Energy, Ministry of Public Works,
Secretariat of Energy

CONADE, PLAN: National Council for Development, Planning Ministary

ECO/FIN : Ministry of Economy/Finances

MFN : Ministry of Finance

COFIDE : Financial Council for Development

CNP : National Petroleum Council, Regulates Petroleum Sector

CONTROL : Controlaria: Audit Court

SGEP : General Syndicate for State Enterprises-
Auditing Government Agency

SEST : Secretariat for the Control of State Enterprises

PROCU : Procuradoria - Attorney General



Company Comparisons - Operating Figures

Standard Shell
Oil OtI I
Indiana USA Phillips CF1P AGIP EN[

Gross incoaiie (turinover) (million $) 1(,025 8,418 5,106 9,1 20h1/ 6,139C/ 8,748
Net iacomle (million 0) 970 620 430 37 31i/ 64 (89)
Assets (million $) I8,915 b,129 4,028 7,818 4,175 5,493
Long-and medium-Lerm debL (million $) 1,427 976 658 874 1,014 1,351
Yearly investment (million $) 1,826 929 628 234 905 1,274
Issued capiLal (million $) 1,875 233 191 227 450 1,636
Employees 47,217 32,287 30,802 27,800 35,875a/ 92,420
Production: oil (million tons per year) 45.6 30,6 11.2 7(0.10 16.7E/ 16.7

gas (mnillion M3 per year) 39,392 21,802 7.67g/ 15,300 15,300
Refined products (million tons per year) 61.6 55.3 34.4 58f/ 37-4 37.4

Notes: 1 lira = $0.0015
1 FF = $0.213 October 31, 1974

a/ ACIP 1974 report gives 7.919 employees. ENI report gives 28% of 78,535 emnployees in gas or
oil secLors, Lo which1 are added 13,855 overseas eminployees, assumed to be in gas or oil sectors.

b/ Equity and buy-back. Total produettoa was 41.2 million toas.

c/ ENI reporL gives sales of $7,488 for oil, gas, engineering, and consLruction.

d/ 1l()do di dotazonie (establishlmenL fund).

e/ Profit of holding company 1-.Nl was $0.64 mnillion. This figure qtioted by [)AFSA.

Y Sales aL thoine andt abro>ad.

I n tf 1s pu IC y&:sAg v

CS (olS I i(ft( d el I f'S,



Company Comparisons - Ratios

Standard ShelI
Oil Oil
Indiana USA Phillips CFP AGIP ENI

Profit/sales (per cent) 9.7 7.4 8.4 4.1 1.0 (1.0)
Profit/assets (per cent) 10.8 10.1 10.7 4.8 1.5 (1.6)
Sales/employee (thousands of $) 212 260 166 328 171a/ 95
Assets/employee (t11othsands of $) 189 190 131 281 116 59
Yearly investment/emnployee (thousands of $) 39 29 20 8 25 14
L & M debt/total liabiliLies (per cent) 16 16 16 11 24 25
Oil production/employee (thousand tons

per year) 0.97 0.95 0.36 2.52 0.47b/ 0.18
Refined products/employee (thousand Lons

per year) 1.30 1.71 1.12 2.08 1.04a/ 0.40

a/ If sales figures for hydrocarbon sector given ENI report is taken ($7,488 million),
then sales/employee = $208,000. If AGIP report figutre of employees Is taken (7,919),
the figure is $775,000; if overseas employees are added to this (13,855), the figure is $281,000.

b/ If AGIP report figure of employees is taken (7,919), production/einployee es 2.11 thousand tons;
if overseas employees are added to this (13,855), the produiction/employee ts 0.76 thlousands tons.

c/ ff AGtP report figure of employees is taken (7,919), refined products/employee ts 4.72 thousand tons;
if overseas employees are added to this (13,855), refined products/employee is 1.71 thousand tons.

eS



Table 5: CONVENTIONAL ROLES IN CORPORATE GOVERNANCE

Roles and functions Basic characteristics

Ownership role (owners)

Provide risk capital - Long term view
Define enterprise charter - Board objectives
Appoint and dismiss, the Board - Board, non-involved, monitoring
of Directors of performnance

Strategic and Supervisory Role (Board of Directors)

Provide strategic guidance - Medium-term view
Appoint, advise, reward and dismiss - Specific strategies and

top management operational targets
Control performance - Close performance monitoring

Operating Role (Management)

Develop and manage the enterprise - Shorter-term view
according to agreed upon objectives - Development of alternative

strategies and plans
- Day-to-day operations

Source: Industry, Trade and Finance Operations Division
China Department - The World Bank



Table 6: BOARD (OR SUPERVISORY BOARD) STRUCTURES IN EIGHT COUNTRIES

United Kingdom, Board of Directors: Traditionally a majority of inside
(executive) directors, although nonexecutive directors now outnumber executives on
many larger board of directors.

France, Board of Directors (Counseil d'Administration): Minimum of two-thirds
outside directors required. The chairman of the board is also the president zE:
the company. There is also an alternative two-tier board system available I

France. However, the one board system is the dominant one.

West Germany, Supervisory Board: Half are outside directors, elected by
shareholders, including the chairman. The other half are employee and union
representatives. (Two-thirds and one-third respectively). None of the directocs
of the supervisory board may be elected to the management board.

Sweden, Board of Directors: A Majority of outside directors required; the
chairman of the board cannot also be president (managing director). A minority
consisting of corporate executives (sometimes the president alone) plus, usually,
two employee representatives elected by unions.

United States, Board of Directors: Most corporation have a majority of outside
directors; the board chairman is in most cases also the president.

Brazil, Administrative Council: A maximum of up to one-third of the members of
the administrative council may be elected to the management board. The remailing
majority is normally outside directors.

Japan, Board of Directors: Most directors are the executives of the corporation;
outside directors are rare.

Korea, Board of Directors: Most directors are the executives of the corporation;
outside directors are rare.

Source: Industry, Trade and Finance Operations Division
China Department - The World Bank
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YACIMIENNTOS PETROLIFEROS FISCALES (YPF)

1. YPF is a stata-ovned petroleum company organized under the
Uectetariat of Energy in the Ministry of Public Works. It is the largest
enterprise in Argentina and one of the largest oil companies in Latin
America. In 1983-84, YPP produced approximately 65 percent of Argenti.nas
output of crude oil and, vorking together with private-sector production firts
which produce oil under contract to YPP, oversaw production of most of the
remaining 35 percent. Tax revenues from YPF's sales provide approximately 15
percent of the Government's total revenues. YPP is the largest single
employer in the country; it has approximately 33,000 employees.

2. YPF's responsibilities are to produce sufficient crude oil and
natural gas to allow Argentina to avoid energy imports, and to refine, process
and market petroleum products to suppLy domestic demand. By these criteria,
the company has been largely successful. Imports have been limited and the
country has been essentially self-sufficient in production.

Organization and Management

3. _YPF was established in 1922 as a Government department (a predecessor
organization had begun operations in 1907). In 1977, it was separated from
the Hinistry of Public Works and converted to a state corporation. The main
objective of the change in status of YPF was to encourage it to functior more
efficiently without being dependent on Government budget support.

4. The President and Vice President of the company are also members of
Board of Directors; other Directors also hold operating positions in the
company. The Directors are appointed by the Government for a term of three
years and are eligible for reappointment without limitation.

5. YPF operates through a headquarters in Buenos Aires and several
regional administrations. There are eight Departments of which two, Finance
and Industrial Relations, report to an Executive Commictee headed by the Vice
President, and the remaining six (Research and Development, Production,
Transport, Industrialization,. Sales, and Comercial Operations) report to the
Ceneral Manager of Operations, who is responsible directly to the Presidente
The Ceneral Manager of Operations is, in effect, the Chief Operating
Officer. YPF is being reorganized as shown in Annex.

6. The number of employees at YPF declined from 51,700 in 1976 to 34,800
in 1980 and 32,800 by end-1983. The initial part of these reductions reflects
YPF's returning to private ownership & network of retail service stations.
The professional staff of YPP have a reputation for dedication and competence
known in the industry. During 1981 and 1982, salaries were periodically frozen,
with the result that their real value deteriorated significantly. Salary
adjustments made during 1983 and 1984 have corrected some of these problems.



7. According to the Law of State Corporations, YPP cannot be declared
bankrupt and can only be dissolved by law. The company's annual investment
and operating budget must be approved by the cabinet, and its financial
statements are audited annually by the Sindicatura General de Empresas
Publicas, the Government agency responsible for public corporations.

Operations

'9. YPF has been able to continue physical operations with relative
continuity, notwithstanding the grest impact upon che company's financial
situation of events since 1980. Lack of foreign exchange has impaired YPF.S
ability to import key parts and has required use of makeshift substitutes &t
the expense of certain operating efficiencies. Similarly, Lack of adequate
cash floW hAs forced the firm to cuc all but essential expenditures. In
response to the latter problem portions of the fuel excise taxes collected on
behalf of the federal Government have on occasion been withheld by the
company.

9. ExpLoration and developmenC of oil and gas in Argentina is undertaken
by YPP both on its own account and with the private sector on a contractual
basis. Approximately 70 percent of exploration for oil and gas in Argentina
and 60 percent of development drilling is done by Y?M. The balance is donc hy
private sector firms under contract to YPP.

10. The amount of new reserves added each year as a result of the
combined exploration effort of YPF and the private sector has approximate-y
equaled production, with the result that total reserves of crude have re.&aieed
relativelf constant. However, the reserves-to-production ratio has declined
from levels over 17 years to recent levels under 14 due to inadequate
investments by YPF and the private sector.

11. Annual production of natural gas by Y'PF has increased signiEicanrL,
from 285 billion cubic feet (BCP) in 1975 to 400 BC? in 1980 and 423 BCF n
1982. Nacural gas is almost entirely associated with crude oil.

12. YFF operates over 4,600 kilometers of pipelines. 1,706 km are crude
oil lines and 2,951 km are petroleum product lines, The most important erud
lines are from fields in Neuquen to che west connecting petrochemical
nstaLlations located at Bahia S1anc* south of Buenos Aires; the most
important petroleum product lines extend from Campo Duran in the north to the
port of San Lorenzo north of Buenos Aires.

13. YPF has a refining capacity of 23 millions Tons/year, or
approximately 65 percent of Argentine's total refining capacIty. The ba4anca
of refining is done by private companies, notably Esso and Shell.



14. In general, the issues confronted by YPF are:

(a) Inadequate revenues net of fuel excise taxes (or
"retention income"), other taes and royalties;

(b) Loss of its equity base;
(c) Inadequate financial management and control systeMs;
(d) Need for improved evaluation and ordering of investment

priorities; and
(e) Difficulty in planning beyond a short-term horizon.

Investment Program

15. The bulk of YPF's program is allocated to exploration for
and production of crude petroleum.- In 1983 these amounts represented US$710
million, or 871 of total investment of US$820 million. Physical exploration

and production activities by YPF (and private contractors) during 1982 and

1983 are sumarized in Table 2.1 below.

Tab l 2.1

AMENTINMA ExAloratton and O@v*foont 1982-83

1982 1963

YPf Cont's* Totat YPf Cont's* Toral

Exolora*ion:
Sismic (Min*-k) 24,707 19,680

_ i s MNusber) 63 Is5 78 3 34 It,
Km's Drilled 161 40 201 209 93 302

0ev. 1 ooent:
wells (Number) - 326 210 736 473 274 749

Km's (0.11.ld) 986 524 1,510 908 647 1,355

* Cont's: Private Contractors

16. For YPF, like any oil company, there is flexibility in the amounts
which may be spent in exploration and production in any given year. In tha o
Argentina. iowever, a continuous flow of nev investment in exploration and
development drilling is necessary to prevent rapid declines in the level ot crude

production. &rSCg1Lnas' s oi. reservoirs art aumerous (over 360 are curTently ifi

production), but they are generally of small size and short-lived. The
average well produces approximately 60 barrels per day and lasts only cen
years. Out of approximately 7,000 producing oil wells, 600-700 cease
production every year and must be replaced just to maintain production.

1/ The investment budget includes all funds allocated for drilling. As it
common industry practice, funds spent on successful wells are capitalieet
and depreciated; funds spent on unsuccessful wells are expensed and
written off.
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THE CORPORACION ESTATAL PETROLERA ECUATORLANA (CEPE)

Background and Scope of Activities

1. The Corporacion Estatal Petrolera Ecuatoriana (CEPE) was established by

Decree No.522 of June 23, 1972. It is a state-owned corporation, which reports -o-

the Ministry of Mines and Energy and, according to its Law and the Hydrocarbons Law,

is the Government's commercial arm in all aspects of the pecroleum industry

including oil and gas exploration, development, transport and marketing as weLL as

the construction and operation of refineries, petrochemical pLancs and reLaced

industries. It can undertake all of these ictivities either on its own, in -o2nt-

ventures, or through service contracts with local or foreign firms.

2. CEPE's current activities are relatively limited in exploration/producti3n

but more predominant in refining and transportation/marketing of crude and

products. It currently produces about 3 millions Tons/year, from its own fields,

i.e. 20%, of the country's production, and holds a 62.5% financial share of the

Texaco-CEPE Consortium 1/, operated by Texaco, which produces the bulk of Ecuador's

oil. CEPE is also associated with City Ecuadorian Production Co., in three filds

which produce 0.2 million Tons/year. Since March 1, 1986, CEPE is the sole owner of

the Transecuadorian crude pipeline (including associated storage and export terminal

facilities), which continues, however, to be operatedby Texaco. CEPE also owns all

of the country's gas processing plants, products pipelines and distribution terminals

terminals, as well as a large proportion of the country's refining capacity

1/ Corresponding to Gulf's share in the original Texaco-Gulf
Consortium, taken over in 1974.



CEPE has a monopoly on internal wholesale marketing 1/ of petroleum

products but contracts with private firms most products transport other than _y

pipeline. It markets its own crude and the Government's royalcy crude, as well as

the refinery's surplus of refined products, in international markets.

Organization and Management

3. CEPE's charter provides for a strong Board of Directors chaired by _Ie

Minister of Hines and Energy (MfE) and including the Minister of Justice, the :ins:

of Finance, the Minister of Industry, Commerce and Integration, the Chief of tPe ..oi:-c

Command of the Armed Forces- and the President of CONADE, or their respective

delegaces. CEPE's General Manager participites in Board meetings but has no oce.

The Board usually meets every week and has broad powers in the management oF she

company, including day-to-day operations (particularly for the award of contracts

and recruitment of personneL).

4. Reporting to the Board is CEPE's General Manager who oversees 3 main line

operating. Directorates (Gerencias): the Operations Directorate (responsible for

exploration, production, refineries & relaced "industries", and engineering8, Phe

Marketing and Transport Directorate (responsible for Domestic & InternationaL

Marketing, Transport and Storage, and the Cuayaquil Branch); and the Admin-

istration/Finance Direccorate (responsibLe for Administration, Finances, Personnet

and Procurement). Also reporting to the General Manager are 2 staff Departments,

the Corporate Planning Department (responsible for planning, organization and daca

processing) and the Coordination Unit (responsible for following up the Consortiam's

activities). This organization, detailed in Annex, was put in place in

1/ Most of the country's service stations are privately-ownei and operated
(although they carry the CEPE logo).



June 1986 and aims at facilitating delegation down the various Levels of decision-

makers (a major improvement compared to the previous organization where as many as 3

Department managers were reporting directly to the General Manager). CEPE' s CZrenc

general manager, an experienced manager drawn from the private sector, was named in

1985. He has brought with him a team of high-level advisers who have introduiced

private sector methods in order to improve CEPE's managerial efficiency.

5. Improvements in CEPE's managerial efficiency are however cons;rainec by

company's lack of autonomy. In particular the Board still has approval authoricy

for any expenditure above US$50,000. Procurement of most contracts is subiect to

a cumbersome review by several outside Government entities. Furthermore, the

Directorate of Hydrocarbons (DNH), MEM's department responsible for overseeing CEPE,

is duplicating many activities carried out by CEPE, with technical groups carrying

out much of the same studies, statistical reporting etc., that CEPE does. The

Government intends to review CEPE's charter to provide for a greater degree of

corporate autonomy. However, this situation has become embedded over a long period

and basic changes will thus not likely be achieved quickly. In particular, a

radical change in the relationship and respective responsibilities of MEM and. CEPE

is not considered to be an achievable objective in the near term, given the

high political sensitivity of the issue and the legal constraints involved (in

fact, a draft law revising CEPE's charter has been blocked in Congress for the

last two years). Such a change, however, is more likely to occur if CEPE's

organization and management are improved from within, such as an improvement

of CEPE's management information and financial systems making it easier for the

Government to relax its rigid day-to-day control.



Staffing and Training

6. As of Dec.1985, CEPE's staff numbered 4,085, of whom 993 were

professionals. Staff growth, which had been very rapid in the company's firs: Den

years due to the commissioning of the Esmeraldas refinery and the start of

exploration/production activities in the Orience, (from 251 in 1973 to 3815 in '982)

has since subsided, with an increase of only 7% between 1982 and 1985. in an efforv

co improve CEPE's efficiency, recruitment hiring has in fact been frozen since

arrival of che new management team. Although salaries are lower than in ;.e cr.vaze

sector, particularly for professionals, they compare favorabLy with other sermi

autonomous public entities. Benefits include one-month annual leave, attractive

medical insurance and reciremenc plans, education allowance for children, as weiL as

special boni for large families, seniority, hardship posts, etc.. A new job

classification system is being impLemented with a view to reduce the number oE grade

levels (from 27 to 21) and optimize staff allocation. Salaries are adjusted everv

two years under collective contracts negotiaced with the unions, which are numerous

(32), strong, and well organized; a new contract entered into effect in July 1986.

Largely due to the attractive remuneration package and che unions' strength, seaff

turnover is low excepc for higher-level managers whose appoincment has been af er :sd

by political changes in the country.

7. CEPE had a training budget of US$160,000 in 1985 excluding the salaries oL4

employees while in training, and training provided by contractors and.suppLiers.

During that year, about 65% of all staff participaced in one of 250 craining

activities, roughly half of which took place abroad. Training of CEPE's staff is

expected to increase significantly in the next few years as a result of the LerVs A9

new expLoration contracts whereby oil companies have to assign Large amouncs

(averaging about USS 250,000 per year per contract) to training of Ecuadorla-r



staff. A weakness of CEPE's training program is that it focuses primarily on

technicaL/operacional subjects, whereas CEPE's fundamencal weaknesses are in tbhe

administrative/financial area4

Procurement

8. Contracts above US$50,000 equivalent are gnerally procured through

competitive bidding following Government procedures, which are quite compLex.

Extensive bidding documents are subject first to a lengthy drafting and internal

review process before being sent to the Contraloria (Auditor General) and ;he_

Procuradoria General de La Nacion (Attorney Ceneral), whose clearance can cake u? O c

several weeks or even months. Invitations to bid are then published and offers are

reviewed by a bidding committee composed of representatives from MEM, the

Contraloria and CEPE; the evaluation report and recommendation for award is Chen

presented to CEPE's Board for decision. Lastly, the Contraloria, Procuradoria and

the Armed Forces have to give a final clearance to the decision. These procurermienc

procedures are clearly cumbersome and cause substantial delays. Ways to reform chem

for the whole public sector are being studied under the Public Sector Managemen:

Project (Loan No.1326-ECU).
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THE EMPRESA COLOMBIANA DE PETROLEOS (ECOPETROL)

3ackground and Scope of Activities

1. The £mpresa CoLombiana de PecroLeos (ECOPTSROL) was created in- l948,
and began operations in 1951 when che De Mares concession and the Barranca
3erreja refinery reverted to the stace from the Tropical Oil Company (Exzotn
ac the end of a 30-year concession. ECOP TROL's presenc scatutes were
pubLiu4eu it Jaauary i970 under Decree 062. It is a szaue-uwna* corporation,
directly involved, or associated with private companies, in the expLoration Gf
sone 6.8 million ha, and it has performed geological and geop4ysical studies
over a further 20 miLlion ha. In 1982, eCOPF ROL's sales were abouc 5t of
Colombia's CUP and the existing gasoLine excise tax provided about 8% of total
Governmenc tax revenue.

2. In 1985 ECOPETROL's fields account for about 46% of Colombia's overall
production; in addition, ECOPETROL has a 60% share (including a Government
share of 20Z) in the association concracts which account for 13% of
Colombia's production. All domestic production from oil
companies (under association and concession contracts) is sold to ECOPETROL as
Long as Colombia is a net importer. ECOPETROL controls all the countrv's
refinery capacity of about 220,000 BD* and about 65% of the total national a::
and gas transportation system, which comprises aboutc 7,700 km of pipelines.

ECOPLTROL is the sole exporter of hydrocarbon products from CoLombia.

3. ECOP T OL has interests in a number of companies whose principal
activities range from exploitation and deveLopment of oil Fields to

transportation and distribution of products and pecrochemi-cals. ECOP TROL

also owns incerests in coal (49% of CAR.BCOLI, electrical utilities and

financial corporacions. At present, the total amount of its subsidiary

interests accounts for 12% of ECOPSTROL's net worth.

Organizacion, Management and Staff

4. £COPETROL is governed by a five-man board, chaired by the Minister of

Mines and Fnergy, and appointed directly by the President of Colombia. The

directors cuscomarily are persons with experience in industry and commerce.

The board meets every week and is kept welL informed. The board has broad

powers concerning all aspects of ECOPTMrOL's operation.

5. Reporting to the board is ECOPET1OL's chief executive (president),
who is also appointed by the President of Colombia. Assisting him are five

vice presidents, responsible for expLoracion, production and manufacturing,

engineering and projects, finance, and administration.

* 11 millions Tons/year.



6. As of December 31, 1983, ECOPETROL's staff numbered 8,000 of wnch@
2,500 were cechnical supervisory staff. ECOPETROL has no difficulcies
recruiting competent professional and support staff, Largely because overPi
salaries and benefits paid are considered to be among the best of pubLic
enterprises in Colombia. After 10 years of service, employees enjoy free
education for cheir children right through university, medicaL treacmene for
all family members, interest free loans, subsidized food and an excelLeat
retirement plan. Turnover of staff is Low. Around 1980, when salaries in the
oil industry abroad rose rapidly, ECOPETROL lost some qualified personneL, but
at the present time salaries paid by ECOPETROL are competitive. Professional
salaries are adjusted annually by a generaL and a merit increase and are
approved by the president. Non-professional staff salaries are fixed by
negotiations every two years with che union, which is strong and well
organized, but with which ECOPETROL's management has been able to deal
effectively.

7. ECOPETROL has a yearly training budget of about US$750,000 excluding
the salaries of employees while in training; it also excludes the craining
provided by contractors and suppliers under construction contracts and
equipment purchase orders. ECOPETROL has three kinds of staff training,
within ECOPETROL, within Colombia and abroad; each one of its nine
operational districts designs and implemencs its training program under the
guidance of a company-wide training coordinator who resides in Bogota, and who
is also directly in charge of training of personnel assigned to the Bogota
area. Training activities cover technical, financial and managerial,
personnel and skilled crafts. In 1983 each employee went on average on two
training assignments of all types and durations; about 230 assignments were
abroad.

Budgets, Procurement, Accounts, Audits

8. General: ECOPETROL's budgeting, accounting and administracion
procedures are those used by the major oil companies whose concessions
reverted to the stace and have been modified only in the interesc of

standardization and co meet the needs of a state-owned company. In general,
chese procedures are adequate with the main weaknesses being in the
arrangements for external audit. Its financial records are well
kept and up-to-date, and the costing/budgeting system reasonably well

maintained.

9. Budgets: ECOPETROL's pLanning departmenc prepares, on an annual
basis, five-year financial projections and work programs as well as tac!
year's budget. Reports on operacing investmenc budget performance are
prepared by comoucer and are senc co all departmencs and ooerating unics on a-
manchly and quarterly basis respecctveLy. The budgec Ls prepared in decali
with expLanacions of che basic assumptions used. Of the L980 -o 1983
investment budgets,only 80% was carried out due co delays and oocimiscic

budgets. dowever, ECDPETROL has caken adequace sceps to screngchen ies
.&auning and budgecing system.

10. Delegation: rn spite of board approval of the annual budget,
investments over C$30 million or US$450,000 must again be approved by the
board and any company indebcedness above US$500,000 must be auchorized by C:te
Government. Wich the board meeting at Least once a weei and with COC's
recognition of the importance of ECOPETROL co the economy, ic appears that



chere are no undue deLays. Further, unforeseen capical expendicures, if
sufficienctly urgenc, can be treated as iemergencies" and presenced co the
board after che fact. Adeqtace spending authority is delegated down to
division chiefs (C$250,000 )r US$5,000 in foreign exchange).

11. Procuremenc: ECOEETROL's procurement is generalLy done through
bidding invitacions senc to leading nAcional and incernacional companies
(particularLy those eseablished in Colombia), and which have been prequaLified
and put an rosters. This is a praccice inberited by ECOPETROL from the
privace oil companies. The procedures are well supervised and are quick and
efficienc.

12. Accounts: ECQPETROL's accounting system reflects the various systems
used by the major foreign oil companies. Electronic data processing is widely
used co monitor income and expendicures against budget. Balance sheets and
income scatements do noe show individual "cost centers" but che income and
costs from these centers can be recriaved from the computer when required,
alchough this is not done systematicalLy. The accounts and material coding
systems are good and handled proficiently.



PETROLEOS DEL PERU (PETROPERU)

Background

1. The national oil company, Petroleos del Peru (PETROPERU), was estab-
lished 'v Decree-Law 17753 on July 24, 1969, following nationalization, in
October 1968, of the production and refining operations of IPC. At the same
time, PETROPERU absorbed the production operations of the Empresa Petrolera
Fiscal (EPF), a state-owned oil company with production operations in the
northern Peruvian coastal region near the acreage of IPC, and assumed respon-
sibility for management and administration of IPC's production and refining
operations. In 1973, PETROPERU acquired five other small companies which had
been privately owned. As a result of these acquisitions, PETROPERU now
accounts for 22% of Peru's crude oil production, 1002 of reficery capacity,
and 98Z of the marketing of petroleum products. PETROPERU was given status
equivalent to a private corporation by Legislative Decree 43 of March 4,
1981. Thls latter action gave PETROPERU somewhat greater independence from
the Government than in the past in some specific activities - e.g., in the
matter of salary levels and procurement procedures -

Nevertheless, PETROPERU is still very dependent on Government policies in the
petroleum sector which affect the company significantly. Petroperu reports to
the Ministry of Mines and Energy.

Operations

2. PETROPERU is the official entity for conducting all Government acti-
vities in the hydrocarbon sector, including exploration, production, refining,
and marketing of all petroleum products, as well as activities related to
pipeline transportation of crude oil, fertilizer production, and petrochemi-
cals. PETROPERU, through a subsidiary, also has a small fleet of petroleum
tankers used to transport crude oil and petroleum products between the
Peruvian coastal ports as well as for river traasport in the Peruvian Amazon
region.

3. PETROPERU produced on the average 42,000 BD in 1981. Its refining
operations comprise six refineries which have an overall capacity of approxi-
mately 178,400 3D.* PETROPERU has a network of storage depots and rerail out-
lets throughout thA country. Except iu the case of lubricants, PETROPERU is
the sole marketer of petroleum products in the country. The other major
petroleum facility owned by PETROPERU is the 856-km Trans-Andean pipeline.

Organization

4. PETRCIERU is governed by a Board of Directors consisting of nine mem-
bers. The Chairman of the Board is the company's highest ranking official.
Three members of the Board are appointed by the Ministry of Energy and Mines,
three by the Ministry of Economy, Finance and Commerce, one member represents
the Armed Forces, and the remaining two members represent PETROPERU's profes-
sional and working-level employees, in accordance with Peru's industrial

legislation requirements. None of the managers of the key operating departments,
including the General Manager, is represented on the Board.

* Respectively 2 ,millions tons/year and 9 millions tons/year.



5. The Board has responsibility for approving all policy matters related
to personnel adminisrat 4ron, general salary increases, investment decisions,
and budgets. Nevertheless, the Government's policy decisions concerning the
petroleum sector (prices, taxes, etc.) have a direct impact on PETROPERU's
finances which still limits the company's autoaomy in an important way.

6. The Chairman 3f PETROPERU's Board is che company's chief executive,
although he has delegaced a -number of responsibilities to the Vice Chairman
and conceatraLes on puyily matters. The Gcneral Manager, who reports to the
Vice Chairman and works in collaboration with the key operational managers of
the exploration-production, refining, and engineering departments, has respon-
sibility for day-to-day operational matters. The authority of the General
Manager is relatively limited, however, and many matters such as minor opera-
tional investment decisions arn referred directly to the Bcard. The field
offices have limited authority and routine operational matters are frequently
submitted to Lima for approval. The general lack of managerial authority Within
PETROPERU and Government regulation of procurement, salaries, and travel contribute
to the weak institutional situation of the company.

Staffing, Management and Salaries

7. The number of PETROPERU employees totals about 8,700, of which 1,800
are professionals. Approximately 1,400 of PETROPERU's staff work at the cen-
tral headquarters in Lima; the bulk of its employees are located in
PETROPERU's field offices, the most important of which are in Talara and
Iquitos. The Talara installation employs approximately 4,200 persons and the
Iquitos office approximately 900.

8. PETROPERU's senior executives are generally competent and have
extensive experience in the petroleum industry in Peru. The company's
middle management, however, have been weakened by the numerous technical
and administrative staff over the past several years. These losses have
been primarily due to salary difficulties within the company since 1976,
when there was a resurgence of world petroleum activity by private companies
which provided alternative sources of employment for PETROPERU's experienced
operating personnel. The exploration and production department in Lima,
alone, lost almost 50% of its technical staff in 1978.

9. In 1980, the Government adopted a series of measures aimed at improv-
ing the salary structure of all major public sector enterprises, including
PETROPERU. In particular, such enterprises were freed from salary ceilings
which had severely limited their abilit7 to raise compensation to competitive
levels. This action permitted PETROPERU to authorize a series of salary
increases, accompanied by additional benefits, starting in March 1980. Pro-
fessionals employed in PETROPERU had salaries comparable to those of
Peruvians employed by private petroleum companies in the country and the
manpower drain to the latter oil companies in Peru had almost ceased.
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YACLMIEN'TOS PETROLIFEROS FISCALES BOLIVIANOS (YPFB)

A. Qrganization and Kanagement

Sackground and $cop- of Activities

1. YPMB was incorporated in December 1936 as a state oil company to take
over the nation.alizei Bolivian assecs of Standard OiL of Nev Jersey, Enc. 'now
Exxon). On September 19, L969, the Bolivian subsidiary of Gulf Oil Cor-
poration was aationalized (GuLf was compensaced) and YPF8 assumQd the admin
istration of all its assets. YPTF is responsible for hydrocarbon expLorac.an,
production, transportation, pipeline construction and operation, refining and
distribution as well as imports and exports. YPF3 has been engaging in
operations concracts wich foreign oil companies. YPV3 is experienced in all
phases of the oil industry from exploracion co drilling, produccion and
refining. YPFB reports to the Ministry of Energy and Hydrocarbons.

2. ra conjunction with the C*s Pipeline Project financed by the 3ank,
1D8 and NYSCU (Nev York Scace Common aetiremant Fund), YPFU established in
1971 as a department the Sanca Cruz Division which operaces the ex-Cui.f fields
of CoLpe, Caranda, Lio Grande, and a fully owned subsidary, YABOC, which
operateas the Santa Cruz-Argentina gas pipeline. In October 1985,
Government decided to reorganize YPFB to (a) sake its operations more effi-
cient, (b) limit the scope for Bolivia's aational oil company's activicies,
(c) expand che role of the private sector in boch upscream and downscream
operacions, and (d) ultimately increase production of and revenues from
petroleum.

organizacion and Staffing

3. YPF3's Chairman of the Board is the President of the company r.:n
addition, the Represencative of the Miniscry of Energy and Hydrocarbons, t1he
.4inistries of ?lanning, Finance, and Defense, YPF?'s General Manager, and a
delegace of YPFS's voriforce are represented on the 3oard. All Board members,
except YPFIS' Labor representative, are appointed by che President of BoLivia.

4. The Gen-ral Manager of YPIS is the chief execurive officer. 3elow
higm is an Assistant GCneral Manager who supervises three departments:
Exploration, Production (production and deveLopmenc in all YPF3 fieLds excepc
che ex-'ulf prop-rties) and Industrial (refining and pipelines, except :or Che
gas pipeline to Argentina). Mar1oecing, Finance, GCneral Services, Macerials,
and Contract Negociacions report directly to the General Manager of Y?P3, as
we11 as YPF3's SantA Cruz Division and YABOC.

5. As of April 30, 1985, the staff numbered about 8,299, of whom 525
were professionals, including 380 engineers and geologists. As of February
28, 1986, this had been reduced to 7,640 and the new administration is
determined to further reduce staffing in YPFB. YPFB's personnel grew at an
average annual rate of about 102 between 1979 and 1985, but YPFB at the same
time lost many of its most experienced engineers and geologists. Several
department heads have beea removed in the last several years, while others have



Left to work either for privace oil companies in BoLivia or in neighboring
countries as devaluations of the Bolivian peso eroded their salaries. In
order to redress the loss of skilled technical staff, it is necessary for YP?F
to maintain salaries of the experienced engineers and geologists at levels
competitive with those offered for these specialists within and outside
SoLivia.

Accounting, Auditing

6. YPFS's budgeting and accounting system is adequate and complies wic
scandard industry practices. YPFB has a computerized syscem to monitor income
and expenditures in each of its main profit and cost centers. The accounts
and macerial coding systems are good and the accouncing and materials depart-
menc staff make good use of these systems. YPFB's decentralized units, YA3OC
and the Santa Cruz Division, maintain separate accounting and controL depart
ments. Their accounting procedures were inherited from Gulf and are effi-
cient. YABOC and Santa Cruz Division submit monthly financial reports to
YPFB's headquarters and their yearly budgets are approved by their Executive
Committee which is composed of the manager of the unit, the head of YPF8
Planning Department, and the YPFB General Manager.

7. YpFB's Incernal Audit Unit is composed of 22 professionals and
reports directly to the General Manager. A confidential plan of action is
approved by the General Manager at the beginning of the year, and one or two
auditing visits yearly, in accordance with the relative importance of the
cost/profit centers, are scheduled. The Unit audics all departments and
cost/profit centers in YP?S except the Materials Department which has its owwn
internal auditor. YPFB's external auditing is currently done by Telleria,
Ormachea & Troche, indepeudent auditors associated with Deloitte Haskins &
Sells.

YPF8 Rescructuring

8. The new Bolivian Government pursues the policy to reduce the role of
cne public sector in the economy and to increase that of private enterprises,
and to make the public sector companies more efficient. With YPFB being the
most important public sector company in Bolivia, the Government is reviewing
its operations, investment program and scope or activities to focus YPFB more
clearly and to maka it more efficient. A diagnostic review of YPFB's organi-
zation with alternative models to reorganize the company was carried out by
A.D. Little in November 1985 followed up by a more comprehensive study by
Bocz-Allen. This work is financed by UNDP with the Bank Group as Executing
Agency.
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BRAZIL - PETROBRAS

Operating Institutions

L Petrobras has responsibility for the-exploration, drilling,
production, refining (with the exception of two small refineries which
have remained in private hands) and transportation of crude oil and gas
in Brazil. Petrobras has atlmost single-handedly been responsible for
increasing the production of crude oil in Brazil from essentially nothing
at the time of its creation to 28 millions tons in 1985.

2. In 1938 all petroleum and gas reserves in Brazil were
nationalized and the National Petroleum Council (CNP) was created to
develop dnd implement national oil policy. With the creation of Petrrss
in l953-.,the_ operational functions of the CNP were tranr-erted to it
The Government of Brazil holds 75.37% of the shares of Petrobras and 8303% Of

the voting shares; the balance is held privately. CNP continues to
operata as a-price-regulating agency under the Ministry of Mines and EneZrgy.

3. While Petrobras has been largely responsible for oil and gas
operations in Brazil, two small independent refineries which operated at
the time of Petrobras' founding have remained in private hands. Some
private companies also operate in the Brazilian petrochemical
industry. Petrobras controls one-third of the retail marketing of oil
products and gas, but other private companies participate actively in
this sector. In short, while Petrobras dominates the petroleum
industry, private firms are active in certain segments, and elements of
potential if not actual competition apply to most petroleum operations.

4. A recent example of competition in the domestic petroleum
industry is PauliPetro. PauliPetro was an agency of the Government of
the State of Sao Paula. PauliPetro's mission was to explore for
hydrocarbons in the Parana basin in southcentral Brazil, near the city
of Sao Paulo. PauliPetro was staffed with trained professionals and

1/ Decree-Law 2004, October 1953



experts, and embarked on an aggressive exploration p9rogram. After
cumulative expenditures of approximately US$430 million and no
commercial discoveries, however, PauliPetro was closed down by a new
state government administration early in 1983.

5. Petrobras reports to the Ministry of Mines and Energy. Th4"s
Ministry coordinates all activities in the energy sector, both
operational and policy-oriented. Operating institutions reporting to
this Ministry include: Electrobras in the electricity sector; Nucleobras
in nuclear energy; and the Companhia Vale do Rio Doce in the mining
sector. Petrobras has an Administrative Council (Annex) which
plays the role oE the traditional Board of Directors and a
Managing Board of Directors which is responsible for day-to-day
ooera t ijns .

6. Policy groups reporting to the MiLister of Mines and Energy
include the National Petroleum Council, which is responsible for pricing
policy of petroleum, coal, gas and alcohol. The Departamento Nacional
de Aquas e Energia Electrica (DNAEE) controls pricing policy in the
electric energy sector aad the Commisao Nacional de Energia Nuclear
(CNEN) regulates pricing policy in the nuclear energy sector.

7. The National Petroleum Council, or CNP, is charged with setting
prices for hydrocarbon products. An independent agency, it effectively
intermediates between the needs and dictates of the National Planning
Secretariat (SEPLAN) and Petrobras. The CNP manages the various
accounts which govern price-setting in the hydrocarbon sector. Although
Petrobras is subject to CNP's directives, there is ongoing dialogue
between CNP and Petrobras.

Present Status of Policy Coordination

8. A National Energy Commission (CNE) was established to
coordinate planniag for the various energy subseccors in Brazil after
the initial increases in petroleum prices in the 1970s. This Commission
is a formal group which includes the Presidency of the Republic, the
Armed Forces Chiefs of Staff, representatives from the National
Congress, the Secretariat of Planning, the Ministry of Finance, the
Ministry of Mines and Energy, the Ministry of Industry and Commerce, the
Ministry of Agriculture, the Ministry of the Interior, and the Ministry
of Transportation, among others. Additional representatives such as the
President of Petrobras or the head of the CNP may be invited to
participate in meetings of the cNE._I/ The National Energy Commission
rarely meets in full. Working groups comprising various of the members
address specific issues. A full-time honorary Secretary manages the CNE
on an ongoing basis.

1/ Constituted by Regulation 1,181 of August 26, 1981, the Group
forMally comprised representatives of the Ministry of Mines and
Energy; the CNE; Petrobras, CAEEB, SEPLAN; the Ministry of Foreign
Relations of the states of Rio Grande do Sul, Sante Catarina,
Parana, Sao Paulo, Rio de Janeiro, Minas Gerais, and Mato Gross* do
Sul; and the Brazilian Gas Association (ABG).



9. In 1982, an independent working group was established under tha
CNE to review development of the natural gas sector in Brazil. The
group included representatives from the Ministry of Mines and Energy,
Petrobras' Planning Department, the Sao Paulo State Secretariat of
Industry and Commerce, and various other govermient, industry, and
independent representatives. This effort has been organized into detailed
reviews of pricing policies, supply prospects, the market for gas, and
review of the implications of the use of natural gas on current refiner7
production.

10. The degree of centralized leadership by the federal authorities
in energy platning which prevailed at the time of preparation of the
first "Energy Model' in November 1979 appears, on balance, to have
become somewhat more decentralized. The Ministry of ines and Energy
prepared an updated version of the Energy Model in May 1981, but the
usefulness of this model has been significantly affected by changes in
the price structure of crude oil and the impact of the country's debt
crisis. The Ministry continues to refine and publish a useful inveRnory
of the country's use of energy (the "Balanco Energetico") annually.

Petrobras' Role in the Hydrocarbon Sector

11. In the debate as to how best to proceed to develop Brazil's
hydrocarbon resources, due consideration must be given to the many
skills and experience possessed by Petrobras. The company's resourOoes
are cousiderable: as of January 5, 1982, it employed almost 50,000
persons. Petrobras is the largest industrial corporation in Brazil; it
is one of the largest industrial corporations outside of the United
States.

12. Petrobras' total investment budget for 1982 was approximately
US$4.2 billion and actual investments during 1982 were close to US$4.O
billion.1/ Of these amounts, approximately 80% was committed to
exploration and production. The company's 1983 budget, originally
projected at US$4.3 billion, has been revised down repeatedly in 1983 as
part of federal cost reduction measures. Petrobras budget was tevise
down from 2.8 to US$2.3 billion.

Companhia Estadual de Rio CEG

13. The Gas Company of the State of Rio de Janeiro, CEG, preseutly
delivers 40 MMCFD to approximately 460,000 customers. Its installed
pipeline system is 2,317 km. A low-pressure cast-iron pipeline network
covers an urban area of 78 km2; a high-pressure steel system, 315 kM2c
These systems together cover one-third of the total area of Rio of 14171
km2.

14. Until recently CEG provided gas to Rio manufactured from
naphtha and LPG feedstock. As natural gas from Petrobras offshore fieds
has become available, most of the gas supplied by CEG has been converted
from naphtha to this source. t

l/ USS equivalents are approximate because continuous devaluation of
the cruzeiro makes accurate calculation of currency equivalencies
difficult.
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