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Introduction

The Port of Aricaislocated in Arica, Region 1 (Tarapaca), about 20 km south of the Peruvian
border and 200 km west of the Bolivian border. The port started a bidding process during
1999 with the purposes of obtaining private investment in the port and improving the port
operations through the granting of a concession. Although some private consortiums
purchased the Terms of Reference of the bidding, none of them bid for the concesson. The
Arica Port Company, together with the authorities concerned, is currently analyzing the
causes of the failure, based on which the next bidding processis to be prepared.

This paper was prepared to discuss possible measures to improve the facilities and operations
of the Port of Arica with not only those who are involved in the granting of a concession but
also those who are concerned with Arica’ s future development.  The improvement of the port
is important because it is a prerequisite for Arica s becoming a main gateway to the Pacific
Ocean in the central zone of South America. The final version of this paper, based on the
discussions and other information to be obtained, will be presented in the Final Report of the
study. Therefore, any comments on and additional information for this paper will be highly
appreciated.
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1. Present Situation

1.1 Facilities and Operations

ThePort of Aricais situated in Arica, the northernmost city of Region 1 (Tarapaca) and Chile,
located about 20 km south of the Peruvian border and 200 km west of the Bolivian border.
The port was constructed between 1960 and 1966 and currently possesses a cargo handling

capacity of 2 million tons per annum.

The port consists of two multi-purpose terminas, Molo de Abrigo Terminal and Molo Norte
Terminal, with atotal of seven berths (Berths No. 1-No. 6 for the former and Berth No. 7 for
The total land space is 358,454 m?, including 130,656 m? of open storage area
and 17,276 m*of covered storage area with six warehouses for general and hazardous cargo.
Table 1.1 and Figure 1.1 describe the facilities available and their conditions at the Port of

the latter).

Arica.
Table1.1 Terminalsand Berthsof thePort of Arica
Terminal Berth Length | Dredged |Covered storage| Stacking Construction details
(m) | depth(m) area(m?) area(m?)
1 114 4.00 1,900 18,852 | Concrete blocks
2 200 4.90 0 32,260 | Cells of metallic sheet piles
Molo de 3 200 8.20 8,000 26,720 | Cells of metallic sheet piles
Abrigo 4 170 9.75 5,376 12,700 | Dike of sheet-pike cells
5 170 8.60 0 13,540 | Dike of sheet-pike cells
6 170 9.75 0 11,864 | Dike of sheet-pike cells
Molo Norte| 7 (for Peru) 200 7.90 2,000 14,720 | Cells of metallic sheet piles
Total 1,224 17,276 130,656

Source: Arica Port Company.

Figurel.l Layout of thePort of Arica
Source:  AricaPort Company.




In addition to these facilities, the Port of Arica has acquired an extra-port deposit called
“Punta Gallinazo” (Galvanized Point), which islocated 12 km north of the port. The project
will add an area of 40 ha to the existing capacity of the port, providing a deposit for bulk
minerals, a container terminal, and multi-services to support transport activities.

The total cargo transferred in 1999 was 1.35 million tons, 67.5% of the current capacity.
The use of the berths is around 30-35% per year, leaving a significant margin to continue
operating without a risk of saturation, at least for the next 5 years. Its security system is
supported by professional staff and technological equipment, including video cameras to
monitor the 24 hours-a-day operations of the port. The port has experience in handling
international cargo, especially Bolivian transit cargo, which accounted for 63.5% of the total
cargo transferred in 1999.

The city of Aricaiswell connected with its hinterland (including Bolivia, Peru, Argentina, and
Brazil) and major cities in other zones of Chile through road and railway networks and airway
connections: Arica-La Paz Railway; Arica-Tacna Railway; the 500 km road to La Paz through
Tambo Quemado; the 50 km road to Tacna, Panamerican Highway to Santiago; and daily
flight servicesto LaPaz, Iquique, Antofagasta, and Santiago.

1.2 Cargo Handling

In 1999, the Port of Arica handled 1.35 million tons of cargo, increasing by 3.5% from the
previous year. Despite Chile's generaly stagnated trading activities in the late 1990s,* the
cargo handling at the Port of Arica steadily expanded, achieving a compound average annual
growth rate of 5.8% for the period of 1991-1999. As shown in Figure 1.2, however, it is
largely explained by the high growth of Bolivian transit cargo (including both import and
export).
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Figurel.2 CargoHandled at the Port of Arica by Operation (1991-1999)
Source:  AricaPort Company

! Between 1997 and 1998, Chil€'s exports and imports decreased by 12% and 5%, respectively, affected by the
Asian economic crisis.  See, Ministry of Economy, CORFO, and JICA, The Study for Promotion of I nvestments
and Exports for the Balance Economic Devel opment in the Republic of Chile, Progress Report I, August 2000, p.
1-27.



The main cargoes handled at the Port of Aricaare: 1) mining products; 2) industrial products;
3) soybean cake; 4) wheat; and 5) chemical products as illustrated in Figure 1.3.  While
mining product cargo, mainly for export, has maintained its leading position, soybean cake is
the fastest growing commodity at the port in the last five years. The soybean product is
currently exported principally by Bolivia to other Andean Pact’s member countries, such as
Colombia, Venezuela, and Peru, but is expected to increase its importance in cargo handling
at the Port of Arica as the road connections from Brazil and the eastern part of Bolivia are
improved.
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Figure1l.3 CargoHandled at the Port of Arica by Product (1991-1999)

Source:  AricaPort Company

Container movement at the Port of Arica grew fast in 1991-1998 as shown in Figure 1.4 (with
a compound average growth rate of nearly 15% for the period). The port handled 756,089
tons of containers (equivalent to 75,288 TEU) during 1998, ranking first in the container
market of the North Zone and Southern Peru. In light of such rapid growth of container
movement, it has become obvious that the port must prepare its facilities and equipment for
handling a larger volume of containers more efficiently.
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Figurel4 CargoHandled at thePort of Arica by Type of Cargo (1991-1998)
Source: Arica Port Company



Arica’ s share of the total cargo handled by major ports in the North Zone and Southern Peru
(i.e., among Arica's “competitors’) reached 20% in 1999, as indicated in Figure 1.5. While
the share of the Port of Antofagasta (exporting mainly mining products) is far larger than
those of the other ports, the Port of Matarani (handling mainly bulk cargo) has been growing
fastest, exceeding the cargo handling of the Port of Iquique in 1999. The growth is owing
largely to its aggressive port sales, as characterized by alower port charge, associated with the
improvement of access infrastructure (especialy roads) and port facilities in recent years.
Bolivian exporters interviewed in this study expressed that they were increasingly interested
in using the Port of Matarani as an aternative to the Port of Arica, though agreeing that the
latter would continue to be the natural gateway for Bolivian cargo.
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Source: Port Companies of Arica, lquique, Antofagasta, Matarani, and I1o
1.3 Shippersand Agents

The users, shippers, and shipping agents of the Port of Arica include major enterprises in the
macro-region, including Chile, Bolivia, Peru, and Brazil (those originally from Brazil but also
operating in Bolivia), and the world as shown below. Such a situation suggests that the port
has a potential to become a main gateway to the Pacific Ocean in the central zone of South
America once its facilities and access infrastructure (including bioceanic corridors) are
substantially improved in the future.

(1) Shippers and Consignees (cargo owners including both exporters and importers)

Cargo Enterprises
Mining products Cormin, Sogem, Lambol, Intraini (all Bolivian exporters)
Industrial products | Portal Textile, Celulosay Derivados S.A., Imextran SRL, Alke & Co. BoliviaS.A.
Chemical products | Union Carbide, Quimboal, Ind. Ravi, Petroquim SRL, Vitro PQ QuimicaS.A.
Soybean products | ADM-SAQO SA., Industrias Oleaginosas, Industria Aceitera S.A.

Source:  AricaPort Company




(2) Carriers

Carrier (Liner) Destinations
Maersk Europe, Asia, North America, South America, Central America
Harrison Line Europe
C.G.M. Northern Europe, U.S.A.
C.SAV. North America (East and West Coasts and the Gulf), South America (East and
West Coasts)
P& O Nedlloyd Lines Europe
I nchacape Shipping Services | Argentina, Europe
Seaboard Marine South America (West Coast), the Caribbean, North America (West Coast)
C.C.N.I South America (West Coast), the Caribbean, U.S.A. (East Coast)

Source:  AricaPort Company

(3) Shipping, or Forwarding, Agents

The shipping agents and stevedoring companies operating in the Port of Arica include
AGENTAL, MARVAL, SAAM, IAN TAYLOR, AGUNSA, NAVIPORT, SAOMARCO, and
ULTRAMAR.

(4) Dockage Agents

The dockage agents operating in the Port of Aricaare AMBOL, SERCABOL, TRANSITMAR,
and ORBERBAR.

1.4 Parties Concerned with Port Management
(2) AricaPort Company (Empresa Portuaria Arica)

The Port of Arica is managed and operated by the Arica Port Company (Empresa Portuaria
Arica), one of the state-owned port companies established in 1998 based upon Law No.
19,542 of December 1997. These companies were formerly held by Empresa Portuaria de
Chile (EMPORCHI) but divided into 10 independent entities in order to accelerate necessary
investments in port terminals through awarding concessions to the private sector and to
enhance the competitiveness of each port through decentralized management.

The Arica Port Company, like other 9 port companies, is a statutory entity under the public
law and has its own assets, unlimited duration and under government control through the
Ministry of Transport and Telecommunications (MTT). The company is responsible for the
management, exploitation, development, and preservation of the port and its terminals, as well
as for the assets held. The company is thus allowed to perform any activities and projects
related to the port operations, including construction, renovation, repairs, and preservation
works.

The company is required to involve third parties in port operations through: 1) the granting of
concessions; 2) lease contracts; or 3) the creation of joint ventures. The maximum duration
for cases 1 and 2 is 30 years. Terminal operations and the construction of new terminals,
however, will have to be done only through the tendering of concessions. The private sector
can be in charge of loading, unloading, and transfer of cargo between ships and storage
facilities.



The company is managed by the Board of Directors of three members appointed by the
President of the Republic in accordance with Law No. 19,542. The Board appoints the
General Manager, who has al the power and obligations of the management in additions to
those set forth by the said law and those granted by the Board. The organizationa chart is
presented in Figure 1.6.

General Manager

Internal Audit Secretariat
Commercial Manager Development Manager
Security Data Processing Technical Risk Prevention
Center Supervisor Advisor
Assistant Assistant
Commercial Manaaer Develooment Manaaer
| |
Development Procurement Accounting Internal Development Customer
and Business and Finance Securitv Office Service Center
Figurel.6 Organization of the AricaPort Company

Source:  AricaPort Company
(2) Ministry of Transport and Telecommunications

The Ministry of Transport and Telecommunications (MTT) isin charge of the supervision of
all aspects related to the management and operation of the Arica Port Company and the
control of itsassets.  For example, the port company was incorporated in April 1998 through
a decree issued by the MTT. The port areas can only be modified at the request of the port
company through a decree issued by the MTT. The MTT provides advise for the
formulation of the Master Plan (with a term of 20 years) and the Suggested Investment
Schedule (5 years) of each port company. The Master Plan and Suggested Investment
Schedule are not compulsory but serve as guidelines for local and foreign investors in the
granting of concessions and the development of new private investment ventures in each port.
The MTT also approves the technical rule issued by each port company for the use of its
terminals.

(3) Ministry of Finance

The Arica Port Company must report its financial performance to the Ministry of Finance and
pay IVA and taxes on the profit. The company must also submit a part of the profit, as a
dividend, to the Ministry of Finance and is thus not allowed to re-invest the profit for the
improvement of the port facilities. The budget of the port company is approved jointly by
the Ministry of Finance, Economy, and Transport and Telecommunication through an



executive decree.  The Ministry of Finance is responsible for paying to the port company the
cost of storing Bolivian transit cargo for the duration of 365 days for import cargo and 65
days for export cargo, based on the Treaty of Peace, Friendship, and Commerce signed
between Chile and Bolivia in 1904, as described in the next chapter. Such a payment, made
from the state treasury, amounted to 2,550 million pesos (approximately US$5 million) in
1999.

(4) Ministry of External Relations

The Ministry of External Relations is in charge of negotiations for internationa treaties and
agreements, particularly with Bolivia and Peru, which condition the operation of the Port of
Arica.  The Peace Treaty of 1904 between Chile and Bolivia and subsequent trade
agreements have established favorable commercial conditions for Bolivian cargo imported
and exported through the Port of Arica.  According to the Certificate of Execution of the
1929 Treaty between Chile and Peru, the Port of Arica handed over the operation of Berth No.
7 to the National Company of Ports (ENAPU) of Peru in November 1999. These treaties
have significantly affected the granting of a concession in the port, as described in the
following chapters.

(5) Business Management System (Sistema Administrador de Empresas, or SAE)?

The Business Management System (SAE) is an entity created to administrate enterprises,
societies, and assets for which CORFO possesses actions, rights or other title of property.
For the fulfillment of its function, SAE executes all the rights as a partner, shareholder, or
property owner of the enterprises under its jurisdiction through the boards of directors. The
boards of directors have large influence on the administration and are fully responsible for
carrying out, in each enterprise, the general objectives and policies of SAE.

SAE’s main objective is to enhance the efficiency and competitiveness of public enterprises.
For this purposg, it has an internal organization in which officers in charge of each enterprise
function as a counterpart of the enterprise in analyzing the accomplishment of its final goal,
implementation of projects, and execution of established budgets. Of specia importance is
to establish procedures to prevent any act that implies corruption at al levels. SAE, as a
holding company of the state, provides assistance to obtain a better result of each one of its
integral entities so as to contribute to improving the quality of life of all the Chilean people.

Public enterprises owned by SAE include METRO S.A. (with SAE's share of 77.0%),
TRANSMARCHILAY SA. (96.1%), ZOFRI SA. (51.0%), POLLA S.A. (99.0%), COTRISA
SA. (93.7%), and sanitary-related enterprises such as ESSAT SA. and ESSAN S.A. (both
99.0%).

In the capacity as mentioned above, as well as by the MTT's request to CORFO, SAE has
been supervising the tender offer process of the Port of Arica.  Since none of the parties who
had purchased the Terms of Reference presented a bid to obtain the terminal concession in
February 2000, SAE, together with MTT and the Arica Port Company, has been reviewing
factors for the lack of the private sector’ sinterest in the bidding. SAE has also requested an

2This section is based on information obtained at: http://www3.corfo.cl/sag/ presental/presents.html.



analysis of conditions necessary to realize future bidding and attract private capital.
(6) Bolivian Port Service Administration (ASPB)®

The Bolivian Port Service Administration (ASPB) was created in December 1996 as an
official customs agent that provides necessary services for transit cargo from and to Bolivia,
taking over the work of its predecessor, Autonomous Administration of Customs Warehouses
of Bolivia (AADAA), established in 1965. ASPB started its services in June 1997 and has
established offices in Arica, Antofagasta, Matarani, Illo, and Rosario (Argentina), Altamira
(Urguay), and Quijano (Paraguay) since then. It is planning to set up new offices in
Mejillones, Iquique, and Tocopillain January 2001. ASPB’s servicesinclude:

e Reception, verification, storage, safekeeping, control, and certification of all types of
goods in trangit for import of export

e  Stacking and unstacking of containers

e Arrangement of the dispatch of import or export cargo by the request of clients
e Taking care of and storing transit cargo at warehouses

e Loading and unloading of cargo

e Freestorage of cargo for 365 days for import cargo and 65 days for export cargo (only at
the Ports of Arica and Antofagasta)

At the Port of Arica, ASPB contracts for loading and unloading services with SAAM (for
genera and bulk cargo) and CONTORSA (for containers). ASPB’sfunction is basicaly the
same as the Arica Port Company’s and, therefore, it seems to be redundant. Its main task,
however, isto issue a document called “Unique Port Document to Bolivia (DPUB)” for transit
cargo to Bolivia after inspection by one Bolivian and one Chilean officers. DPUB is an
official document of the Integrated Transit System (SIT), which was established, based on the
1904 Treaty, between the Chilean and Bolivian governments in 1975 specifically to ensure
cargo trangit through the Port of Aricato Bolivia. Charges for these services depend on the
cargo (weight, kind, duration of storage, etc.) but are as high as US$120/container.

1.5 Financial Situation

The financia statements of the Annual Report of the Port of Arica indicate that the operating
results amounted to 2,464 million pesos (about US$4.9 million) in 1999, corresponding to a
53% increase from the previous year (for the eight-month period from May to December
1998)." The net profit after taxes was 1,222 million pesos (about US$2.4 million) in 1999,
increasing by 6% as compared with the previous year (for the eight month period mentioned
above). The port company has short-term and long-term liabilities with the Barcklays Bank
and the Chilean State.

% This section is based on the brochure of the Bolivian Port Service Administration (ASPB); Pedro Perez Mendez,
Transito Comercia Irrestricto por Puertos del Pacifico Aricay Antofagasta Otorgado aBolivia, Arica
Impresores Digitales Ltda, 1999; and a personal interview with Mr. Juan Carlos Vadivia, Manager, ASPB Arica
Office on December 5, 2000.

* Empresa Portuaria Arica, Annual Report, Puerto Arica 1999 Annual Report and Balance Sheet, 2000, pp. 33-
60.



1.6 Issuesfor Future Development

Although the Port of Aricais unarguably one of the most important gateways to the Pacific in
the macro-region (Northern Chile, Southern Peru, Bolivia, Southwestern Brazil, and
Northwestern Argentina), it must tackle the following issues in order to maintain its leading
position therein. The improvement of facilities and services is an urgent task for the port to
meet the demand for cargo handling which has been growing and is expected to grow further
in the future.

1) Superannuated infrastructure: The port was constructed between 1960 and 1966 and,
therefore, wharves and breakwaters are superannuated. In particular, wharves are not
strong enough to install heavy equipment for cargo handling and stack more than two
containers thereon.

2) Insufficient space for container yards and warehouses for bulk and general cargo: The
port does not have enough space inside the port and is therefore creating a storage area
that will have a deposit for bulk minerals and a container terminal outside the port.

3) Insufficient water depth: Even the berths with the deepest draft of the port (9.75 m at
Berth No. 4 and Berth No. 6) cannot provide services for large vessels such as a panamax
with the weight of 50,000 tons or more, which require a draft deeper than 12 m.

4) Contamination problems: The deposit facilities of minerals are not adequately developed
to prevent contamination problems.  Trucks loaded with such cargo may also pollute the
city’ s environment as the access roads go through residential and commercial areas.

5) Inadequate equipment for cargo handling: The port has no modern-type cranes and
equipment to handle cargo, especially containers, at the port. 1t does not have a country
elevator for grain cargo, either. More storage facilities for bulk cargo are also

necessary.

6) Low efficiency in port operations: Although there was a gradual increase in the transfer
speed (the volume of cargo transferred by vessels per hour of actual work) in recent years,
the average speed was 150 tons/hour for 1999. It is much lower than that of the
privately operated terminal of the Port of Iquique (192 tong/hour for the period of July-
October 2000).°

2. International Treatiesthat Affect Port Operation and Concession
2.1 The 1904 Treaty with Bolivia

Based on the Treaty of Peace, Friendship and Commerce signed in 1904 and other subsequent
agreements, Chile has provided Bolivia with the facilities of transport and communications
that were nonexistent until then. Among those treaties and agreements, the 1904 Treaty is
definitely the most important since it seems to be grounds on which the Bolivian government
negotiates with the Chilean government concerning the use of the Port of Arica, as well as of

®Port Companies of Aricaand Iquique.



the Port of Antofagasta. Even when the issue under discussion is not explicitly stated in the
Treaty, according to Chilean experts, afina decision is made through the interpretation of the
Treaty by both sdes. The 1904 Treaty reads:

Article 6 — The Republic of Chile recognizes, in favor of Bolivia and in perpetuity, the full and free right
to commercial transit through its territory and ports on the Pacific coast. Both governments agreed, in
specia acts, on the convenient regulation to secure, without damage to their respective fiscal interests, the
above-expressed purpose.®

Article 7 — The Republic of Boliviawill have the right to constitute customs agencies at the ports that the
republic designates for its trade. Such ports qualified to do its trade are the Ports of Antofagasta and
Arica.  The agencies take care of transit cargo, direct it from the wharf to the railway station and load
and transport it to the customs of Bolivia in wagons closed and sealed with a customs clearance that
indicates the size, weight and mark, number, and content, which will be exchanged with a return customs
clearance.

As a means to achieve this objective, Chile linked the Altiplanic capital with the Pacific
Ocean by constructing the Arica-La Paz Railway from its own treasury.” Furthermore, Chile
assisted to connect interior railroads, granted port facilities at the Ports of Arica and
Antofagasta for the free transit of Bolivian cargo; permitted the installation and operation of
customs offices in Chilean ports, which is still valid today; and provided storage facilities
inside the ports without charging for transit cargo. Chile has granted all the facilities for the
installation of an oil pipeline between Sicasicaand Arica.  The initia clauses related to this
agreement were changed to enable Bolivia to export and import products by this route, by
which the concession of the maritime front of the said oil pipeline was renewed for another 20
years from 1999.

There also exists the Integrated System of Transit (SIT), which started in 1975. By means of
meetings at |east twice a year, Chilean and Bolivian authorities concerned with ports, customs,
and relevant transport have established one common system for Bolivian cargo transit and its
corresponding documentation procedures. An integral part of SIT is the Center of
Information and Coordination (CIC), consisting of the representatives of EMPORCHI
(presently the Port Companies of Arica and Antofagasta), the Arica-La Paz Railway, Chile's
National Customs Services, AADAA (presently ASPB), and the Bolivian sector of port users.

The Ports of Arica and Antofagasta have assigned a space of 30,000 m* within the respective
port areas, where Bolivian import cargo, in transit to the country, can be stored free of charge
up tooneyear.® If thereisno space available in the port areas, the Chilean government pays
for a maximum of 60 additional days in other areas. Similarly, export cargo in transit to
overseas, particularly bulk minerals of zinc and lead (around 300,000 tons per annum), can
enjoy free storage for 60 days and count on an additional space of 4 ha for their storage.

® Tratado de Paz, Amistad y Comercio entre Chiley Bolivia, suscrito en Santiago de Chile el 20 de octubre de
1904, ratificaciones canjeadas en LaPaz, e 10 de marzo, de 1905, promulgado el 21 de marzo de 1905,
publicado en € “Diario Oficia” No. 8169, de 27 de marzo de 1950. Trand ated by the JICA Study Team. An
English trandation of the entire Treaty, which consists of 12 articles, will be provided in the Final Report of this
study.

" This paragraph and the following three paragraphs are based largely on the information provided by the
Ministry of External Relation on its website (http://www.minrel.cl/pages/politicos/asur/boliviahtml).

8 At the Port of Arica, the storage space available for Bolivian import cargo is 32,000 m? of open areas and 5,400
m? of covered aress.



Also, both ports have assigned warehouses of 10,000 m? and protected zones for storing
dangerous cargoes.

There are aso specia tariffs for Bolivian cargo in FIO (“free in and out,” i.e., cargo with
loading and unloading charges paid by shippers) conditions, i.e., 20% lower than the market
price. All these facilities are superior to the recommendations of the Convention on the
Commerce of Land-locked Countries of the UNCTAD.

2.2 The 1929 Treaty with Peru®

In accordance with the Certificate of Execution of the 1929 Treaty, an agreement for the
handing-over of Berth No. 7 to the Peruvian government was singed on November 13, 1999.
Peru was to manage the terminal, though still under Chilean sovereignty, through the National
Port Company (ENAPU) of Peru for an indefinite time. By this agreement, Chile and Peru
concluded the negotiations for the Certificate of Execution, finalizing the unsettled articles of
the Treaty of 1929 and its Complimentary Protocol.’® These articles had established
obligations that Chile would construct, at its own cost, and put into the service of Peru one
wharf terminal in the Bay of Arica, one office for customs services, and one termina station
for therailway to Tacna.  In these establishments and zones, Peru’ s transit commerce can use
independent facilities.

The 1929 Treaty and its Complementary Protocol established a concept of absolute free
trangit of persons, cargo, and arms to and from the Peruvian territory through the Chilean
territory. Chile and Peru also discussed tools accompanying the Certificate of Execution,
which clearly illustrate the localization of those facilities and the area connecting the railway
station with the wharf. Along this line, Peru executes free transit and carries out customs
servicesfor its cargo as disposed by the treaty.

The National Railway Company (ENAFER) of Peru and ENAPU administer the
establishments and zones designated to respective companies, i.e., the former for railway
activities and the latter for wharf management. ENAFER, the successor of the concession
granted in the 19th century, had already been operating the Arica-Tacna Railway for many
decades in the manner that apart from the Certificate, it would more actively connect the
wharf with the railway system and corresponding installations.

The Certificate of Execution contains a regulation that details procedures that apply to the
ENAPU and ENAFER and those corresponding to the Peruvian Customs, the control of entry
and exit of transit cargoes in the establishments and zones, and their functions from the
railway to the wharf terminal. The Chilean and Peruvian Customs will cooperate in the case
of illicit acts, which is especially important for the prevention and control of drag trafficking.

The wharf terminal, administrated by ENAPU, forms a part of the port complex of Arica
Therefore, the Certificate of Execution singed between the Arica Port Company and ENAPU

® This section is based on the Certificate of Execution signed on November 13, 2000, aswell as on the
information provided by the Ministry of External Relation on its website

(http://www.minrel .cl/pages/paliti cos/asur/peru.html).

10 At its culmination, Chile and Peru inaugurated the Cristo de la Concordiain a plaza agreed upon by the two
countries on the Morro de Aricain November 2000. The Cristo, alarge bronze statue, extends hisarmsin the
manner that one is oriented towards Chile and another towards Peru.



also includes agreements concerning port charges and solutions to operative controversies
towards the objective of generating one competitive, equitable, and sound transport mark to
enable Peruvian cargoes transferred by the wharf to have diverse origins and destinations.
The wharf can be utilized in the case of port congestion, though import cargo not destined to
Peru cannot be stored therein.  The transit cargoes can be transported by the railway or roads,
based on: 1) the regime of free transit defined in the 1929 Treaty and its Complementary
Protocol for the railway; and 2) the Agreement on International Terrestrial Transport of
Countries of the Southern Cone, adopted in 1990, for roads.

3. First Bidding for Concession (Failed)
3.1 Bidding Process

With the advice of the Dresdner Kleinwort Benson South Andes Ltda., the Arica Port
Company developed a bidding process during 1999 with the purposes of obtaining private
investment in the port and improving the port operations through the granting of a concession.
This process involved the following four stages.™

1) Promotion of the process by means of an information memorandum and selling the
bidding terms (the Terms of Reference, or TOR)

2) Vidtsof the General Manager to each consortium that had purchased the bidding terms

3) Technical and visual information on the port company was provided to interested
companies

4) Port visits and subsequent discussions and analysis of managerial and contractual issues

The port company started selling the TOR in September 1999 and set January 27, 2000 and
February 14, 2000 as the dates for the reception and opening of the bidding proposals,
respectively. Although six consortiums purchased the TOR, none of them bid for the
concession.” The Port of Arica became the first case of failure in the tendering of a port
concession in Chile. Other cases, i.e., the Ports of Vaparaiso, San Antonio, and San Vicente
in the first stage of the concession process in the Chilean port sector and the Port of Iquique in
the second stage, have all been done successfully.

3.2 Bidding Terms
(1) Facilities Subject to Concession
e Berths No. 1 — No.3 (Explanada Sur) and their backup areas representing 108,209 m?.

These backup areas include: 1) covered warehouses of 9,972nv; and 2) offices (e.g., a
container terminal office, ASPB’s office, etc.) of atotal 697 m?.*

! Empresa Portuaria Arica, op cit., p. 19 and p. 59.

12 To the knowl edge of the JICA Study Team, the consortiums that purchased the TOR included stevedoring
companies, shipping agents, and food processing companies of Chile and Bolivia.

B The transfer of this sector accounted for 28% of total cargo transferred, 60% of general cargo transferred, 22%
of containers transferred, and 15% of the total bulk cargo transferred by the port in 1998, respectively. Berth
No. 1 isnot used for cargo transfer but for small ships such astugboats. Bulk cargo is transferred only by Berth
No. 3 within this sector.



e Muelle Comercial Sector of 260 min length including Berth No. 4 and a part of Berth No.
5 (90 m) and an area of 23,660 m? of which 19,130 m? is paved. Buildings and

constructions include two warehouses of atotal 4,500 m? and one office of atotal 30 m>.*

e The backup area in the eastern sector. In the initial plan presented to potential bidders,
the whole area of 97,941 m® was to be concessioned, but the area used for Bolivian
mineral uncovered storage (presumably 28,596 m?) was later excluded from the area for
bidding. This change significantly reduced the attractiveness of the concession to
potential bidders. The eastern sector to be concessioned includes: 1) uncovered storage
areas for general cargo (mostly fertilizers) of a total 9,560 m?, and 2) buildings and
constructions of a total 862 m?. Except for the fishing terminal (rented to fishing
companies and ship repair yards), there is no infrastructure or construction in this sector.

e Infrastructure investment in a bulk terminal in the eastern sector.  This construction is to
respond efficiently to the increasing demand of bulk cargoes. The new terminal should
offer the best quality service and transfer speed for al kinds of bulk cargo, complying at
the same time with all environmental requirements.

Berth No. 6 (including a part of Berth No. 5) would continue to be operated by the Arica Port
Company in order to enable users to choose freely operators at the port (i.e., to put the port
under a“multi-operators’ condition). Until late 1999, Berth No. 7 was to continue under the
administration of the port company but later handed over to the National Port Company
(ENAPU) of Peru, as mentioned in the previous chapter.

(2) Concession Period

The period of the concession offered was 20 years, which could be extended by a maximum
of 10 years through negotiation with the Arica Port Company for the injection of additional
capital in the port.

(3) Rent

The concessionaire would have to pay a rent to the Arica Port Company for the use of the
existing infrastructure.  The rent would be established as a function of tonstransferred. The
rates to be charged by the concessionaire would be limited by the port company through a
tariff index calculated by the following formula

= TMC+a* TMN +TTC;

where TMC (tarifa muellgje a la carga) and TMN (tarifas muellgje a la nave) are prices in
US$ for using the port charged by the weight of cargo transferred (US$/ton) and by the length
of the vessel and the time of mooring (US$/meter/hour), respectively, and TTC (tarifa
transferencia a la carga) is a price for cargo handling charged by weight (US$/ton). This
index would be adjusted annually by using the United States Producer Price Index for
Finished Goods not Seasonally Adjusted (USPPI).

¥ This sector (including the remaining 80 m of Berth No. 5 not to be concessioned) handled 33% of the total
cargo transferred, 22% of general cargo transferred, 37% of containers transferred, and 28% of total bulk cargo
transferred by the port in 1998, respectively.



The costs for storage services for Bolivian transit cargo in the concession area would be paid
by the Chilean government to the concessionaire.

(4) Requirements

The concessionaire would be required to make certain investments in port infrastructure and
equipment, which would cost at least US$20 million, according to the Arica Port Company.
Such investments would include the improvement of Berths No. 3 or No. 4 so that they could
moor panamax vessels and the introduction of modern-type cranes. In addition, there would
be certain minimum requirements that the concessionaire must comply with, in terms of the
efficiency of services, expressed by transfer speed and waiting time.

3.3 Reasonsfor No Bidder

There is a subtle difference among the parties concerned in analysis about why the bidding
process for the concession of the Port of Arica ended in failure. Several possible, and
assumedly more important, factors are discussed in this section, though the first two factors
seem to have most directly and seriously affected the decision-making of potential bidders.

(1) Handing-over of Berth No. 7 to Peru

The handing-over of Berth No. 7 to ENAPU substantially reduced the attractiveness of the
concession to the potential bidders, by bringing about uncertainty about future competition (in
20-30 years) among the terminals of the Port of Arica.  Even though the agreement attached
to the Certificate of Execution signed in November 1999 prohibits the berth from storing
import cargo destined to other than Peru and gives the minimum charge for vessel mooring
and cargo handling, the potential bidders were not sure about the intention and policy of the
Peruvian government for the berth.

SAE does not consider Berth No. 7 as the principal impediment to successful bidding but
agreed that the handing-over had affected the bidding process. A potential bidder, (a
stevedore) claimed that the Peruvian government could make investment to attract more cargo,
Peruvian or not, referring to the case in which the public sector had decided to finance the
investment in a public terminal of the Port of San Antonio after granting concessions at other
terminals of the port. The potential investor contended that such a sudden change in the
government policy would make it extremely difficult for a private company to take a bidding
decision for a concession of 20 years or longer.

The Dresdner Kleinwort Benson Bank holds a view similar to the above potential bidder.
Furthermore, according to the financial adviser, Berth No. 7, whose services had not been
negligible for the preceding 30 years, was handed over to the Peruvian government “without
prior notice” to them, only a few months before completing the bidding process. Thus,
Berth No. 7 became a significant risk factor for the bidders.

To the question why the Chilean government suddenly handed it over to the Peruvian
government in the middle of the bidding process, the financial adviser, as well as the Arica
Port Company, responded that they did not know the reason but had to follow the government

policy.



(2) Exclusion of a Bolivian cargo storage area in the eastern sector from the concession

Another factor that adversely affected the bidders' decision was the exclusion of an uncovered
storage area for Bolivian mineral cargo in the eastern sector from the concession. The
payment of storage costs for Bolivian cargo from the state treasury is an importance source of
income to the port company, accounting for almost 60% of its total income.”  Although the
percentage share of the excluded space in terms of such a payment is not known, the
exclusion definitely meant a reduction in the income of the prospective concessionaire.
According to SAE, the space was excluded because the storage payment would be subsidies
to a private enterprise.

(3) High investment

A potential bidder pointed out that the concession, which required an investment of
approximately US$60 million in infrastructure and equipment, would not be profitable since
they could not expect a significant increase in the cargo to be transferred by the port at least in
the next five years. Moreover, their projected income had reduced due to the exclusion of
the Bolivian mineral storage area from the concession. According to the bidder, it isaso a
“risky” situation that Bolivian and Peruvian transit cargoes occupy 60% and “10%”*® of the
total cargo transferred by the Port of Arica, respectively, as Chile does not necessarily have
clear diplomatic policies with these two countries.

(4) Requirement for multi-operators

According to the Arica Port Company, Berth No. 6 was excluded from the port facilities
subject to the concession in order to comply with the 1904 Peace Treaty, which guarantees
Bolivian cargo the “full and free right to transit” through Chilean ports. However, the
condition of multi-operators is not required by the 1904 Treaty but was set forth by Law No.
19,542 to prevent a monopolistic situation in which shippers cannot freely choose an operator
at the port.

However, an explanation given by the Iquique Port Company indicates that the multi-
operators condition of Law No. 19,542 does not apply to each port but to public ports in the
same region as awhole. Therefore, a concession of the whole Port of Arica can be granted
to a single operator now that the Port of Iquique is multi-operated, keeping the Molo Terminal
public while the concession of the Espigon Terminal was granted to the private sector. The
Arica Port Company later admitted that this explanation was true, but they argued that
Bolivians would still interpret the 1904 Treaty as a guarantee for their free selection of
operators at the Port of Arica.  In any case, the port company must discuss such an issue with
the Bolivian government.

A concession including Berth No. 6 appears to be more attractive to bidders because the berth
has the deepest draft and transfers the largest volume of cargo, accounting for nearly 40% of
the total cargo transferred by the port in 1998. According to a potential bidder, however,
they will not welcome the inclusion of Berth No. 6 into the concession area because Bolivian

5 Empresa Portuaria Arica, Annual Report, op. cit., pp. 35-37.
16 peru’ s share is actually less than afew percent of the total cargo transferred at the Port of Arica, but this
number is as said by the interviewee.



shippers may go away to other ports, especially Matarani or Ilo, if they cannot choose
operators, i.e., cannot continue to enjoy the favorable conditions, in the Port of Arica.  More
important to them would be to include the storage space for Bolivian mineral cargo in the
eastern sector.

(5) Improvement in Chile' s relation with Bolivia

According to the Arica Port Company, there is a fear that the Chilean government may put
one of its ports into Bolivia's operation since the political relationships between the two
countries have dramatically improved in recent years. If thisideais materialized in a Pacific
port other than Arica, the Bolivian government will require Bolivian shippers and consignees
to use that port and the concession of the Port of Aricawill become further unattractive. Itis
not clear if such a possibility really exists, but this comment implies that the Port of Arica
would no longer be viableif it lost Bolivian transit cargo.

3.4 Responses of the Authorities Concerned

As of December 2000, the responses of, as well as possible measures to be taken for the next
bidding by, the Arica Port Company, the Dresdner Kleinwort Benson Bank as the financial
adviser for the bidding, and SAE are asfollows.

(1) TheAricaPort Company

The basic policy of the management of the Arica Port Company is to follow the government
policy and the decision to be made by the Board of Directors. To the question whether they
were considering changing the terms of the next bidding, they responded that the Board of
Directors was working to improve the situation but the problems that had originated from the
1904 Treaty and other agreements with Bolivia should have been solved by the government.
But one thing clear to them is that they need private investment in order to cope with the
increasing competition among the ports in the macro-region, especially with Matarani and Ilo.

To enhance the attractiveness of the concession, however, the port company is planning to
invest US$15 million in infrastructure and facilities, e.g., the reinforcement of the wharf and
the breakwater for higher resistibility to earthquakes and the relocation of warehouses and
expansion of cargo handling areas. Finances for these projects have not been specified, but
possibilities include: 1) to obtain a budget from the government; and 2) to re-invest the profit
from the existing operations provided that the Ministry of Finance agrees to such a proposal.

It should be noted that the management of the port company does not consider bidding as the
only solution to improve the efficiency, and thus competitiveness, of the port, though they
cannot make a final decision. They even think that a concession may not be possible within
fiveyears.

(2) Dresdner Kleinwort Benson Bank (the financial adviser to the Port Company for the
bidding)

As of early December 2000, the financial adviser has not decided what to do for the next
bidding. Their advice depends on the decision to be made by the Arica Port Company.



They explain that they are merely functioning as a financial adviser and, therefore, cannot
interfere in the international political matter. They suggested that the JCA Study Team
discuss the issue with SAE.  According to SAE, the financia adviser is scheduled to present
the first report about the failed bidding to SAE (and probably to the port company) on January
15, 2001.

(3) SAE

SAE has been studying the factors for the bidding failure and is supposed to complete the
study by March or April 2001. They expect the concession to be granted in 2002. They do
not consider the handing-over of Berth No. 7 to the Peruvian government so serious because
the berth can only transfer Peruvian transit cargo based on the Certificate of Execution.”
However, they agree that the exclusion of the Bolivian cargo storage areain the eastern sector
from the concession significantly reduced the attractiveness of the concession. Therefore,
they are examining some measures to improve the condition so that the concessionaire can
earn enough income from the concession.

4. Strategy to ImprovethePort of Arica

Based on the recognition that the enhancement of the international competitiveness of the Port
of Aricais one of the most necessary conditions for strengthening Arica' s gateway functions,
the JICA Study Team argues as follows.

1) Itisan urgent task to improve the facilities and services of the port, whether by granting a
concession to the private sector or by other means. The later the port company takes
action, the more difficult it will become to maintain its competitiveness in the port sector
of the macro-region. It may become too late if the port company waited for all the
political problems to be solved between the Chilean and Bolivian governments.

2) If the Chilean government sticks to the granting of a concession, it will be necessary to
introduce a new concept, namely, to guarantee the concessionaire some kind of
government support against force majeure, e.g., a drastic change in the Peruvian policy
for Berth No. 7.

3) Inlight of the unique international politics surrounding Arica, it would be more advisable
that the Chilean government should abandon its policy to improve the Port of Arica
through granting a concession and introduce a new mechanism instead to attain higher
efficiency in the operation of the port company.

Case 1: Continue the concession process
If the Arica Port Company continues the concession process, one or more of the following

measures will be necessary, but public investment for the improvement of the wharf seems to
be indispensabl e whichever measure may be taken.

" The Regulation of the Certificate of Execution indicates that cargo transferred at the Port of Aricamust have
be destined to or come from the Peruvian territory, but the definition of “Peruvian cargo” may be controversial.



(1) Conditional concession as a solution to the uncertainty problem of Berth No. 7

1) Give a put option to the concessionaire: The concessionaire can hold the right to decide
whether it will continue the concession when the competition becomes substantially
unfavorable to the concessionaire due to a fundamental change in the Peruvian and/or
Chilean policies for Berth No. 7. In the case of discontinuation, the government shall
make a payment equivalent to the residual value of the investment to the concessionaire;
or

2) Include a term for cash deficiency support in the concession contract: The government
shall make a deficiency payment to the concessionaire in case the concessionaire loses a
part of their expected incomes due to a fundamental change in the Peruvian and/or
Chilean policies for Berth No. 7. This scheme needs to set the minimum handling
volume based on a projection of the future demand for handling cargo; or

3) Postpone the rent payment by a certain period: The Arica Port Company shall alow the
concessionaire to postpone the rent payment by a period agreed upon between the two
parties, in the case as stated in 2).

(2) Inclusion of the operation of the storage area in the eastern sector

It is necessary to re-consider including the operation of the Bolivian cargo storage areain the
eastern sector into the concession because potential bidders for the first bidding contend that
its exclusion significantly reduced the attractiveness of the concession.

(3) Publicinvestment as a solution to the high investment burden on the concessionaire

The government will share the investment in infrastructure and equipment required for the
concession. If the investment is large enough, the government may not need to give the put
option and cash deficiency support as mentioned above.

(4) Priority given to the concessionaire in tendering other concessions of the port

The Arica Port Company shall give priority in granting the concessions of other projects that
the company will implement in the future, for example, the multi-service project in “Punta
Gallinazo” and the waterfront eco-tourism development project.”

Case 2: Abandon the concession process

If the Arica Port Company abandons the concession process, one or more of the following
measures will be necessary.

(1) The Ministry of Finance shall allow the Arica Port Company to re-invest a part or all of
the profit (around US$2.4 million per annum in 1999) for the improvement of
infrastructure and equipment in the port. The port company paid a dividend of around

18 The scheme of cash deficiency payment may not be preferable to the Ministry of Finance since the Chilean
government is obliged to report any contingency liability to the International Monetary Fund (IMF) in their
balance sheet.

¥ Fundacion Chile, “ Puerto de Arica: Area de Ecoturismo,” December 2000. (A proposal)



(2)

(3)

(4)

US$2.3 million to the MOF in 1999.

The Ministry of Finance shall finance necessary investments in the port from the state
treasury. As a condition for such investment, the port company shall comply with
certain minimum requirements, in terms of services, expressed by transfer speed and
waiting time.

The Ministry of Finance shall allow the port company to obtain a loan from international
lending agencies (multilateral or bilateral) under the MOF s guarantee. One possibility
isto utilize the soft-loan (2~3% per annum) provided by the Japan Bank for International
Cooperation (JBIC) in order to reduce the burden of interest payment on the port
company. The port company shall be responsible for paying the capital and interest.

The port company shall improve its management and port operation through: 1) hiring
managers from the private sector; and/or 2) becoming a semi-private enterprise by selling
its shares.
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Supplement: Economic and Political Risks of the Concessionsin thePort of Arica

In the bidding process of the concession in the Port of Arica, the biggest concern of the
bidders will berisk analysis. Therisk for the bidders consists of economic risk and political
risk. Economic risk arises when economic environment changes in a way that adversely
affects the concession. For example, the flow of cargo decreases unexpectedly due to a
decline in trade or the development of a new competitive port. Even if the flow of cargo
increases as is expected, economic risk enlarges with a change in the labor cost of port
operations, the interest rate, or the exchange rate of the currency. These factors will have
unfavorable effects on the profitability of the project. Taking these risks and available risk
hedging measures into consideration, the bidders will quote their price for the bidding. The
bidders can also make a contract for a currency forward or option to hedge the currency risk.
Howeuver, it isimpossible for bidders to hedge all of the economic risks. They must absorb
some of the unhedged risks and will transfer other risks to customers by charging a higher
tariff compared to the tariff in non-risk cases.

Political risk is quite different from economic risk. The most common political risk is one to
be yielded by a change in government policy. Despite the existence of a clause that the
concessionaire is alowed to charge a tariff within a certain range under the original
concession contract, for example, the clause is amended so that the concessionaire can not
change the tariff as they expect. In other words, it is arisk that the government changes the
“business rule” after the contract is made. A similar change can occur for the rent. The
concessionaire is charged some amount of rent as one of the conditions of the bidding.
However, government suddenly may change the rent. These changes affect the profitability
of the concession project. Bidders usually include negative pledge clauses on these risks in
their concession contracts. Thiskind of risk hedge measure is rather common.

In the concession in the Port of Arica, specific political risk is involved, in addition to
common political risk. However, it seems to us that any measure to cope with the special
political risk mentioned below is not taken into consideration. It is the main source of the
failurein thefirst bidding. The bidding would not have failed if the prospective contract had
included a negative clause regarding the special risk and if some of the bidding conditions had
been improved. Therefore, the bidding can fail again if the government does not take any
measure to avert the specia political risk, even if it improves the bidding conditions to
minimize the economic risk.

The specia political risks of the concession in the Port of Arica are related to the treaties with
Peru and Boliviaa The operation of Berth No. 7 was handed over to the Peruvian
government in November 1999, when the bidding process was taking place. The handing-
over was an unfavorable, and unexpected, event to the potential bidders. It occurred so
sudden that they could not analyze the political risk. If it had been confirmed that there
would be no more such unfavorable case, however, they would have bid on the concession by
quoting their prices based on this new redlity.

There are still two more risks in this regard. First, there remains a political risk due to a
possible change in the Chilean and/or Peruvian government policy, even though the
Certificate of Execution has a clause that that Peru cannot store any cargo not destined to or
originated from Peru. In other words, can the Chilean government make a commitment to



the bidders not to change the condition for the 20-year concession period? Generaly
gpeaking, the answer isno. Therefore, it is not sufficient to the bidders that there exists such
a clause. Neither the port company nor the government can guarantee that anything
unfavorable to the concessionaire will not happen in the future, precisely as Mr. Mario Moya,
Development and Administration Manager of the Arica Port Company, pointed out during the
Fourth North Zone Working Group Meeting held in January 15, 2001. We can expect the
government policy to change in the future. The change may be necessary and invaluable to
the country, but it may violate the concessionaire’s right.

Then what should be done? The solution is to include the following clause in the concession
contract. “If circumstances require a change in the government policy related to Peru and/or
Bolivia and if the change violates the concessionaire’s right and have a negative effect on the
concession’s profitability, then the government will take some measures to offset the negative
effect.” Togivea“put option” to the concessionaire is one example of such measures. The
put option has an advantage that the measure is flexible since the concessionaire may not
exert the option right even in the event of such a change as far as the concessionaire considers
it still profitable to continue the concession contract.

The second risk is related to the 1904 Treaty with Bolivia. In the meeting, Mr. Moya
explained that the Chilean government could not guarantee the stable flow of Bolivian transit
cargo in the coming 20 years, but bidders would not expect such a guarantee for any port
concesson. The exclusion of the storage operation for Bolivian cargo in the eastern sector
of the port from the concession has no relation to the political risk. Thisisreally a matter of
economic risk. The potential bidders for the concession in the Port of Arica did not bid
because the economic profitability is substantially aggravated by the exclusion of the storage
operation. If the bidding conditions are improved by including the storage, therefore, there
will be no longer a problem as far as economic risk is concerned.

But is there no political risk in the storage operation? Yes, thereisl  One possibility is that
the Chilean and Bolivian governments agree that Chile will not charge any cargo handling
costs in addition to the storage costs. If it occurs, the effect will be significant. However,
even such a change will bring about no problem to the concessionaire if the Chilean
government pays the handling costs to the concessionaire on behalf of Bolivian exporters and
importers. If it is not the case, the concessionaire will have to burden the cost due to the
changein the “businessrule.”

To sum up, there have existed some political risks in every port concession in Chile, but the
political risks are related only to the government policy for internal (domestic) affairs. Inthe
concession of the Port of Arica, however, the political risks related to the treaties with Peru
and Bolivia have complicated the bidding conditions. Therefore, specia treatment will be
necessary to solve the problem. The smplest measure to avert the political risk for the
bidders is to include the following clause in the concesson contract. “In case the
government has to change the policy regarding the port operations that will have a
unfavorable effect on the concessionaire in the future, the government must obtain the
concessionaire s consent in advance.”

Nevertheless, it is indeed difficult for the government to have a commitment to the
concessionaire regarding its international policy.



APPENDIX B: The Singapore System as a Gateway

Recently, Singapore occupies the number one position in the world as a gateway city
together with Hong Kong.

As a hub port in Southeast Asia coupled with the growth of Asia, the handling capacity
of international containers is over 15,000,000 TEU/year. The main feature of
Singapore is that 80% of its container handling capacity is the transshipment cargoes
between liner ships and feeders from neighboring countries; Thailand, Indonesia, India,
Pakistan, and 15% for Malaysia via ground transportation and the remaining 5% is
cargo for Singapore.

In principal, Singapore makes big investments for port facilities for transshipments.
Because of this, the Port of Singapore has 22 liner berths and 12 feeder berths, and
moreover, there is a construction plan for a new terminal.

On the other hand, to cope with users' needs, Singapore is making an effort to improve
the efficiency of its facilities and is oriented to active information.

For this reason, people understand that Singapore is the transit point for “people, goods
and information”. Making every effort to promote the port and airport is the state

policy.

1) Reorganization for More Active Business Development in September 1997

PSA (The Port of Singapore
Authority) V PSA
1 Port Control Administration ="
i i . PSA Corporation
e Terminal Operations - (Privatization)

1 Income for Facility Charge and Charge for using Informatic

System

2 Development of Information Systems for Foreign Countrie:

3 Maintenance and Control for Container Terminals and

Export for Operation Know-How

Ll

SNS (Singapore Network [®¢—— 15% (Investment)
Service)




2) Establishment for “One-Stop-Service”

In Singapore, TDB (Trade Development Bureau) is the main administration in
cooperation with 16 governmental organizations. Singapore has established an
electronic customs clearance system, TRADE NET. By using this system, 95% of
applications for permission and approval can be managed within three minutes as
compared with two days and twenty kinds of documents for trading in the past. By
means of the establishment of this one-stop-system, users can make applications
through their own office terminal units.

In addition to the above, a new system, TRADE NET PLUS, plans to operate all trading
business between the private sector and the government sector in 2001.

<Outline of TRADE NET>

e Purpose: Improvement of productivity by means of simplification of
international trading applications.

e Concept: Singapore form, single submission, single interface and
single process.

e Effect: Number of participants (enterprises); 2,600 registered users;

23,000 transactions; 500,000 matters/day
e Next Generation’s  Internet option, Year 2000, UN/EDIFACT, processing time
Trade Net 1-3 minutes.
e Feature: Having 16 government organizations, it can make “one-stop-
service” for trading applications.
e Management Body: SNS (Singapore Network Services); share: 55% (TDB), 15%
(Singapore Telecom.), 15% (PSA) and 15% (CAS; Civil

Airport Authority)
Register Fee: S$ 30
Hardware: Main frame is IBM. User’s connections are direct, dialup
and the Internet.
e Security: Issue a “public digital certificate”. There are many options,

such as digital sign, etc.

A3) Management of Development Operations

The management of TRADE NET is carried out by SNS, which has developed all
process, such as front-end software for access to the host computer of TRADE NET.

The permissions and approvals of 16 government organizations are made within this
process. The front-end software is developed and supplied by PSA and other three
vendors in addition to SNS.

When a related government organization wants to add other information items, it can
make an application to TDB for the charge. The review and examination are made by
the representative committee and the development expenses are shared by each
government organization if it is necessary to require to modify the specifications of the
software.



“) PORT NET provided by PSA

In 1984, PSA independently developed the “data box” as a information system and one
way information services were started from PSA to shipping companies for information
on berth arrival, container yard, etc. by connecting the computers between their

computer and the computers of two shipping companies.

First, the procedures on “shipper to shipping company to PSA” regarding the export

cargo are made through the computer.
are omitted.

As both systems are connected, it is possible to make a tra
NET. The present number of registered and connected

As a result of this procedure, printed documents

de declaration through PORT
enterprises to PORT NET is

more than 1,500 as a result of expansion of handling cargoes such as import cargoes and

transit cargoes.

S Efficiency Made by System Development
| Shipping Co. > |I PSA
<PORT NET>
- EDT/EAT (Forward)
(Loading Plan fh

Container Carrier)

A A

Ql’reparation of Yard P@

{ |

Efficient operation at port executing
prompt handling of containers

<Ship Management System>

Automatic Control System
for Container Terminals

:I MPA: Marine Port Authority

<MARINET>

To plan and manage in
advance for
corresponding ground
transportations and
location of containers
at ground.

For maximizing the handling capacity, the utilization
policy and unit price for port facilities are established

Trucks for Loading/Unloading of Containers —— Arrival ——»

Moving to the Appointed
Place in the Terminal

to Truc

(Moving Truckg/to Gate)

<Auto Recognition by ETC>

(Ratio Conmunication

Designated
Parking Area

(Ratio Communication)

ks

Confirmation on
Status of Container
Terminals from the
System




(6) Mechanism of TRADE NET and PORT NET

TRADE NET and PORT NET share the roles of trade (customs, permission for
export/import, etc.) and port (ships, terminals, inter-port distributions, etc.) and are
connected by the network. From users, it can transmit necessary information to any

w ¢ ShippingCo. )
/m

system.

TRADE NET (SNS)
TDB and Customs

(Importer/Exporter)

PORT NET (PSA)

(Trucking Co.)

Network with 16 Government
Organizations

> Trucking Coh

pany_g

—

Delivery for Global Informations of Private
Enterprises

@) Various VAN and the Internet for the Utilization of SNS’s Network

A network among the trading related enterprises was established and it can connect the

VAN network as well as the Internet.

I. Trade/Distribution/Finance
VAN

1) Global Trade and Finance -

Global Link
EDIMAN

Trade Insurance
Trade Finance, etc.

2) Regulatory Interface -

ACCESS
Trade Resister
Store Link, etc.

3) Logistics Management - Air Express
- Spectrum
- Warehouse Operation
- EDITRAIN, etc.

4) Others - EDICOM
- MODINET, etc.

II. Internet
UN/EDIFACT




APPENDIX C: Gateway Function in Region VIII

1. Current Conditions

As emphasized in Volume 1 of this Report, the South Zone or, more specifically
speaking, Region VIII also has been recognized as possessing many characteristics
allowing it to act as a major Gateway in Chile. The Bio Bio Region is privileged due
to existing natural conditions that has allowed for the development of a strong and
diverse Port Complex. Many works are in progress to improve existing infrastructure,
principal routes and enhance coordination among the Ports so to contribute to an
increase in the flow of cargo. Such advances are discussed further below.

1.1 Current Port Conditions
1.1.1 Port Complex

This Port complex in the VIII-th Region offers a total of 9 ports and 21 berths.
Among these, the major ports are four multipurpose terminals including Lirquén,
Talcahuano, San Vicente and Coronel. These commercial ports offer a variety of
public services while concentrating on the transfer of forestry products (such as
cellulose, paper, lumber, pulp, chips, round logs), fishmeal, salt and fertilizers. In
addition, there are other port installations that operate occasionally as public service,
multipurpose ports, such as Molo 500 (lent public services until August 1999) and the
Muelle CAP that also lends services to complement its other activities. Finally, there
are three specialized ports: Penco, Jureles and Puchoco whose primary functions are
solid bulk.

(1) Port Cargo

The demand for port services is constituted primarily by cellulose, sawed lumber,
round logs, fishmeal and solid bulk, with destination to Asian, Pacific and European
markets. The infrastructure of the port complex constitutes a natural exit for
especially forestry products coming from Regions VII, VIII and IX.

The major wood processing and pulp industries are concentrated at the following
locations:

- Major wood processing industries: Arauco, Minco, Los Angeles
- Major paper production: La Loja, Nacimiento,
- Furniture industries: Temuco, Cillan, Cabrero, etc.

For example, coming from the Maule Region one finds the transfer of much cellulose
as well as chips and lumber. In addition, the ports serve cargo from the central and
south zones of Chile due principally to economies of scale or lack of vessels.

In 1999, the total cargo handled in the port complex in Region VIII was
approximately 10 million tons, of which 74 % was handled at the three main ports,
San Vicente, Lirquen and Coronel.

During the year 2000, there was an increase of 618,627 million tons in the regional
demand for port services, accounting for a 6.5% increase from the previous year. In
the forestry sector, the increase was 7.1% resulting primarily from the increase in the



export of wood chips and sawed lumber, counteracting for the decrease in the export
of cellulose and a significant decrease (74.8%) in the export of round logs. Excluding
chips, forestry movement increased by 118,616 million tons (2.4%) and the
movement of non-forestry cargo increased by 166,339 tons (5.4%). Partly accounting
for the increase in the movement of cargo is the shipping of containers, corresponding
greatly to forestry products.

(2) Advantages and Disadvantages of Principal Ports
a. San Vicente

On January 1, 2000 the principal state port, San Vicente, passed to private operation
involving a concession of 15 years. The new concessionaire has links with an
important ship owner who controls a significant portion of the line service market in
the eighth region therefore possessing a clear market advantage. It also holds an
advantageous position due to its advanced handling system for container cargo. In
addition, its wharf is constructed parallel to the ocean edge, making loading and
unloading much more easy. It is at a disadvantage due to its location. It is further west
than other ports and traffic must pass through urban streets causing additional delays.

b. Lirquén

Lirquén Port is privately owned by Puerto Lirquén S.A. It holds an advantageous
position because of its location. It is easily accessible to north/south traffic coming
from Highway 5 by means of the Itata Route. It is seen as having a disadvantage when
compared to San Vicente Port in container handling and capacity. For example, rather
than having a wharf that is parallel to the coastline, such as is the case in San Vicente
Port, the wharf is perpendicular to the coast and very long. This forces trucks to travel
an additional distance to unload container cargo. It should be noted, however, that
Lirquén Port is currently concentrating investment in increasing such container
handling and capacity.

C. Coronel

The company, Puerto de Coronel S.A., privately bought the Port of Coronel on March
23, 1989. It holds an advantageous position over other ports because of its location. It
is further south than other regional ports and therefore much cargo from the Arauco
Region concentrates here. In addition, it is directly linked to the main wood
processing industries, thus attracting intermediate wood products such as cellulose. It
has also made new investments in a third birth to increase capacity for break bulk
cargo, making it the principal port in this area. It is at a disadvantage because much of
its handling equipment is quite old and it has not yet invested in a crane.

The following table summarizes the present conditions of the above principal ports in
the eighth region.



Table C.1 Present Conditions of Principal Ports

Principal Ports in Region VIII

San Vicente

Lirquén

Coronel

Port Operation

Multipurpose by San
Vicente Terminal
Internacional S.A.

Multipurpose by Puerto de
Lirquén S.A.

Multipurpose by Puerto de
Coronel S.A.

Concession/Private Emporchi granted a Private Private
concession to the state port
on January 1, 2000
Total tonnage in 2,551,608 3,011,918 1,759,587
1999 (metric tons ®)
Total tonnage in 2,750,000 2,614,047 1,706,399
2000 (metric tons °)
Change in efficiency 7.2% -13.2% -29%
1999 - 2000
Present capacity 4.00 (est.) 5.00 (est.) 2.50

(million tons/yr)

Main cargo

Wood products (lumber
20%, pulp 15%, chips 14%)

Wood (16.955 tons), pulp
(18.522 pcm), round logs
(12.25 m®), fertilizers (9.297
tons)

Pulp, cellulose, sawed
lumber, break bulk, general
cargo

Max. water depth
(feet)

40°00”

50’80

40°00”

Road access

- Connection to Talcahuano
later to Concepcién via the
Concepcién —Talcahuano
Freeway and the Routes of
Cabrero and Itata leading
to Highway 5.

- Trucks must pass through
the cities of Concepcion
and Talcahuano causing
much congestion.

- Road (82%)

- Access from the
Concepcién — Lirquén
Highway, four-lanes except
section between Penco and
Lirquén.

- Traffic must pass through
the city of Penco; by-pass
necessary.

- Connects to Concepcion
where one may arrive at
Highway 5 via the Itata and
Cabrero Routes. Traffic from
the north follows the
Concepcién —Talcahuano
Freeway.

- South access needs
improvement; trucks must
pass through city streets.

Rail access - FEPASA, Line - FEPASA, Line - FEPASA
Concepcién - Chillan Concepcion - Chillan - Connects to Concepcion
- Two lines of entrance - Three lines in north
(only one functions). entrance and five lines in
- The branch line to SVTlis | south entrance. The branch
not electric. line is electric from Lirquén
- All tracks within the port to Concepcion. All tracks
are connected. within the port are
- Total capacity exceeds connected.
75,000 TEUs or 2 million
tons daily.
- The railway must pass
through the center of
Talcahuano.
Main issues Lack of coordination and Must achieve more efficient Investment in crane required.

support from fiscal entities
(i.e. customs) that interact
with the Port.

operation of Liebherr
cranes.

Sources: San Vincente Terminal Internacional, 2001; Puerto de Lirquén, Memoria y Balance Anual, 2000
1.1.2 Major Issues

Until the year 1999, principal risk factors pertaining to the Port Complex have
resulted from state intervention in tariffs and the over-offer of infrastructure in some
areas. Together with this abundance of infrastructure is the lack of cargo flow. It has
been recognized that there is greater potential to encourage such cargo from
neighboring Chilean regions rather than Argentina. In such a way, there is a need to
increase the variety of products that may be transferred through the Port Complex.
Currently, the majority of the products are from the forestry sector.

Assuming current port standards, a variety of cargo and similar vessels to those used
in earlier years, the current capacity of the port complex for the eighth region is
demonstrated below.



Table C.2 Average Capacity of Concepcion Port Complex (million tons)

General cargo Import bulk Chips Total

Port Complex Capacity 14.0 2.0 4.0 20.0

Source: Puerto Lirquén, Memoria y Balance Anual, 2000.

Currently, the percentage use of the port infrastructure is approximately 40%, while
the levels of optimal cargo transfer fluctuates between 60% and 70% of total capacity.
Though capacity appears adequate, there is a deficit of infrastructure to accommodate
the increase in container movement. Only San Vicente and on a lesser scale,
Talcahuano, have adequate means for such transference.

In addition, there have been demand changes in the international market for specific
forestry products, which has affected the concentration of sales. For example, in the
year 2000, the export of round logs practically disappeared, whose principal
destination was South Korea. This has negatively affected port movement, dropping
by more than 283 thousand m’ on a regional level in comparison to the year 1999.
For these reasons, competition during the year 2000 was more intense. More
individual port problems are highlighted below.

Table C.3 Main Problems by Port

Principal Port | Main Problems

a. Lirquén - Need to achieve more efficient operation of Liebherr cranes and continue with plans to increase

container capacity.

b.Talcahuano | - Restricted in terms of water depth and has a mooring site solely for commercial services. Space

for expansion is quite limited.

c. San - Lack of coordination and support from fiscal entities that interact with the Port. Lack of efficient
Vicente interurban transportation systems. Only one line of railway system functions (two in total).
d. Coronel - Investment in a crane is needed. The southern access route must be improved.

Sources: San Vicente Terminal Internacional, 2001; Puerto de Lirquén, 2001; Puerto de Coronel

1.2 Current Conditions of Main Corridors to Ports
1.2.1 Access Routes for the Port Complex

Currently, transport cargo may arrive from neighboring regions to the port Complex
by the following major routes.

Table C.4 Access Routes for Port Complex

Main Origin to Port Complex

Alternative Routes

Current Conditions

Northern Chilean Regions -

1) Highway 5 to Route Itata to Highway 150 to Port Complex

Heavy traffic in Concepcién

Port Complex

2) Highway 5 to Cabrero Route to Port Complex

Cabrero Route is poor, heavy
traffic in Concepcion

3) Highway 5 to Bulnes Route to Cabrero Route to Port
Complex

Trucks are not allowed on Bulnes
Route.

Southern Chilean Regions —
Port Complex

1) Highway 5 to Route 182 at Collipulli to Route 180 to Ruta de
la Madera to Port Complex

Ruta de la Madera is too narrow
for heavy trucks.

2) Route 86 to Route 180 and to Ruta de la Madera to Port
Complex

Ruta de la Madera is too narrow
for heavy trucks.

3) Route 86 to Provincial Route 60 at Los Sauces and Route
160 at Tres Pinos to Port Complex

Route 160 southward from
Coronel is still poor.

Pino Hachado Passage —
Port Complex

1) Route 89 to Highway 5 to Cabrero Route to Port Complex

Expensive tolls on Highway 5

2) Route 89 to Highway 5 to Route 182 at Collipulli to Route
180 to Ruta de la Madera to Port Complex

Ruta de la Madera is too narrow
for heavy trucks.

3) Route 89 to Highway 5 to Route 180 at Los Angeles to Ruta
de la Madera to Port Complex

Ruta de la Madera is too narrow
for heavy trucks.

Source: Direccion Regional de Vialidad, Concepcion, 2001.




Y Collipull

Figure C.1 Location of Main Ports and Port Access
These access routes are elaborated in more detail below.
1) Concepcion — Talcahuano Highway

The Concepcion — Talcahuano Highway is recognized for having a constant flow of
high levels of traffic, together with numerous pedestrians who frequently cross the
highway. This route is therefore prone to accidents due to the constant flow of trucks
transporting cargo, private vehicles and pedestrians. Congestion is very high.

2) Camino de la Madera

The South Access to Concepcion, also known as Camino de la Madera, begins in San
Pedro, Puente Viejo of Concepcion and finishes in Coihue of the Bio Bio Province.
The route has been concessioned for 25 years beginning in 1997. This route allows for
the transportation of forestry products to arrive more quickly and safely to the Port
Complex. In addition, there is a more direct access to the Port Complex for diverse
forestry products coming from this zone of Chile.

The Camino de la Madera has been noted for the problems that arise during poor
weather conditions, speed restrictions and high toll costs. In addition, most of the
route is currently single carriageway, which requires widening the width to
accommodate large vehicles. The concessionaire must initiate such changes, an issue
that is pending due to high costs involved.

(&) Bulnes and Cabrero Routes

As recognized by the Ministry of Public Works, the western access to Concepcion,
allowing for the flow of cargo coming from the Bulnes and Cabrero Routes, requires



attention. Specifically, the stretch between Agua de la Gloria and Concepcion should
be widened '. The Cabrero Route is especially important as it forms part of a possible
Bi-oceanic Corridor connecting Pino Hachado to the port complex (Pino Hachado —
Victoria — Ruta 5 — Collipulli — Los Angeles — Cabrero — Ports). This route has been
determined as a high priority Bi-oceanic Corridor alternative by the governments of
Regions VII, VIII and XI.

4 Itata Route

The Itata Route connects Highway 5 with Highway 150, later to arrive at the city of
Concepcion. The Route has been recently developed to be a dual carriageway under
the concession scheme.

5) Route 160

Route 160 is the main road connecting the southwest part of Biobio Region and the
Port Complex. The section between Concepcion and Coronel has been well developed
with a dual carriageway, while the section from Coronel to the south is still remaining
as a two-lane road. Since Arauco has a big pulp industry, the widening of the section
will be required.

(6) Railway

a. Transport of Cargo

Export and import cargo is limited to the forestry sector, bulk cargo (principally sugar
beets) and empty containers. Transport of cargo by railway is minimal and comes
primarily from Regions VII and IX. In the case of the Talcahuano — San Vicente and
Lirquén Ports, it accounts for approximately 20% of total cargo.

b. Functioning of Railway to Port Complex

The Port Complex in the eighth region has connections to South America via the
Chilean railway (FEPASA). The Concepcion - Chillan line connects the Port
Complex with the rest of Chile. The San Vicente Port has two lines of access,
however; only one of these is functioning. Within the Port, all tracks are connected.
An existing problem is that the railway must pass through downtown Talcahuano,
causing obstacles on city streets due to passing trains. The Port of Lirquén is equipped
with three lines in the north entrance and five lines in the south entrance. All tracks
within the Port are connected. The branch line connecting Lirquén with Concepcidn is
electric.

@) Trans-Andes Route

As emphasized in the Volume 1, there has been much discussion in recent years
regarding the concept of the Bi-oceanic Corridor and its influence on trade relations
between Mercosur countries. This concept has promising potential in the southern
zone where continual talks exist between Chile and Argentina to reach clear, future
agreements. However, concentrating on the further development of the port complex
and its access-ways so to make the port services more attractive should be given
priority.

' Ministerio de Obras Publicas, Tercer Informe de Avance del Estudio “Plan Director de
Infraestructura 2000 — 2010 .



1.2.2 Bottlenecks of Port Access

The following outlines the bottlenecks of the port accesses on the principal routes
connecting to the individual ports. They are in general characterized by the facts that
the port cargo trucks have to pass through some urbanized areas, which might cause
traffic congestion and annoyance for the residents.

Table C.5 Current Principal Corridors to/form Ports

Port Principal Corridors Bottlenecks

Lirquén Road (82%) and railway (18%). Access | Currently traffic must pass through
from the Concepcion — Lirquén Highway, | the city of Penco, which is unsafe for
four-lanes except section between Penco | pedestrians. Construction of a by-
and Lirquén. pass necessary.

Talcahuano | Road (80%) and railway (20%). Direct | Trucks must pass through the cities
access to Concepcion via the Concepcion | of Concepcion  and  Talcahuano
—Talcahuano Freeway and the Routes of | causing much congestion.

Cabrero and Itata leading to Highway 5.

San Direct connection to Talcahuano from | Trucks must pass through the cities

Vicente where one has access to Concepcion via the | of Concepcion  and  Talcahuano
Concepcion —Talcahuano Freeway and the | causing much congestion.

Routes of Cabrero and Itata leading to
Highway 5.

Coronel Connects to Concepcion by railway and | Improvement of southern access
road where one may arrive at Highway 5 | route needed by constructing a by
via the Itata and Cabrero Routes. Traffic | pass. Today, trucks must pass
from the north follows the Concepcion | through city streets.

—Talcahuano Freeway.

Penco Access to the railroad system that links the | Need to connect the Itata Route with
port network connecting the Ports of | the existing Concepcion — Penco
Lirquén to Coronel and Concepcion. | Highway (Route 150). In this way,
Highway 150 links it to Concepcion and the | cargo coming from the Itata Route
Itata Route links it to Highway 5. will not have to pass through the city.

Jureles Railways and roads connect to the Ports of | Cabrero Route is of poor quality.
Coronel and Concepcion. Following the
Routes of Cabrero or Chillan, one may
access Highway 5.

Puchoco Railways and roads connect to the Ports of | Cabrero Route is of poor quality.

Coronel and Concepcion. Following the
Routes of Cabrero or Chillan, one may
access Highway 5.

Sources: San Vincente Terminal Internacional, 2001; Puerto de Lirquén, 2001; Ministerio de Obras
Publicos, 2001; Consultors for JICA Team.

2. DEVELOPMENT STRATEGY FOR GATEWAY FUNCTION

2.1
2.1.1

(0))

Port Development
Future Relationship among Ports

Port Competition and Alliance

As mentioned earlier, competition during the years 1999 and 2000 was greater than
previous years due to three principal causes.
1. State intervention in tariffs beginning prior to 1999.
2. The over-offer of infrastructure in the regional Port Complex.
3. The granting of a concession to San Vicente Port on January 1, 2000.




The year 2000 was exceptionally competitive. This produced a drop in the volumes
and tariffs of port services and the following decline in operational margins.

Due to the fact that national and international standards of port services are becoming
increasingly competitive, there is a general understanding to work in a coordinated
manner to develop an Integrated Port System, allowing for increased levels of
cooperation and efficiency *. In other words, Regions VII, VIII and IX agree to work
in constructing an “image” of the southern zone as a Port City so in future years, it
may be recognized on a national and international level as such. Therefore, it is also
important to establish a complementary relationship among the ports in such areas of
information exchange, training system, effective use of port facilities etc. Another
development strategy to be noted is to identify the roles of the public sector and the
private sector and coordinate each other. Based on the privatization policy, all the port
facilities at the major ports are to be developed by the private sector under the
framework of concession scheme. Accordingly those facilities, which do not link to
the port profitability, like breakwaters, navigation system etc. would not be developed
by the concessionaires.

2) Port Specialization

As mentioned above, it is agreed that Regions VII, VIII and IX will work together to
develop an “image” of the southern zone as a Port City. In addition, there will be
some degree of specialization among ports as demonstrated below. Lirquén and San
Vicente will focus especially on increasing their capacity for container cargo..
Coronel Port will specialize in break bulk cargo.

a. Market Share

The transfer of total tonnage declined from the period of January — May 2000 to
January — May 2001. San Vicente and Coronel Ports increased their participation in
the market while the remaining ports had decreased market representation. San
Vicente Port increased cargo transfer from 1,092,799 to 1,179,914 while the Port of
Lirquén decreased its cargo transfer from 947,283 to 812,332.

January - May 2000 January - May 2001
Total 3,791,929 Total 3,463,414

PUC/JUR PENCO
2% 2% SVTI

Figure C.2 Change in Market Share in Tonnage, 2000 - 2001
Source: San Vicente Port, Periodic Reports and Decisions, Commercial Update, 2001 .
b. Container Cargo
Both San Vicente and Lirquén Ports have plans to increase specialization in container
cargo to account for the increase in demand. Plans to work in a coordinated manner
are currently not foreseen due to the fact that both are viewed as a strong competitor.

? Estrategia Regional de Desarrollo, 2000 — 2006.



San Vicente

San Vicente port already has an efficient system for handling container cargo owing
to the concession. San Vicente currently holds 56.4% of the market share for
containers, followed by the Port of Lirquén at 26.5%. It is estimated that for the
following year, San Vicente will possess approximately 65% to 70% of this market.

Talcahuano
On a lesser scale, the Port of Talcahuano has adequate means to serve container cargo.

Lirquén Port
Even though the Port of Lirquén decreased its container cargo by 34.7% in the year

2000, it increased its transfer of containers from 16,207 in the year 2000 to 17,588 in
2001. The Port is currently initiating a project of enlargement for container cargo,
including investments of greater than US$40 million, financing that has been saved by
the company in recent years. Modern machineries have been bought for the better
handling of containers, including reach stackers, port tractors and chassis cornerless.

c. Break bulk cargo for Coronel Port

Regional competition has been affected by the new investments in port infrastructure
realized by the Port of Coronel. This Port has invested in a third berth, which has
implied a reassignment of break bulk cargo among the ports of the eighth region. In
2001, Coronel held the highest transfer of break bulk and bulk cargo in the Port
Complex at 680,583. This differs from the previous year when the Port of Lirquén
held the highest percentage.

2.1.2 Port Development Plans
(1) Port Demand and Capacity

In terms of individual port capacity, the future demand for cargo for the year 2012 is
expected to increase just over two times its current cargo handling °. As demonstrated
in Table 2.1.1, future demand will exceed present port capacity in the three principal
ports of the eighth region.

Table C.6 Current Capacity and Future Demand

San Vicente Lirquén Coronel
Total tonnage 2,750,000 2,614,047 1,706,399
in 2000 (tons)
Present capacity 4.00 (est.) 5.00 (est.) 2.50
(million tons/yr)
Estimated future 6.00 6.00 4.00
demand, 2012

Source: JICA Study Team, Progress Report I; San Vincente Terminal Internacional, 2001; Puerto de Lirquén,
Memoria y Balance Anual, 2000.

(2) Development Plans

Due to high levels of competition and increasing demand to accommodate container
cargo, plans for expansion have proven necessary. The following exemplifies such
projects.

* Volume I of JICA Study.



a. Lirquen

Firstly, there are plans to finish the widening of Berth II this year in order to expand
the container cargo. This will allow for the simultaneous operation of two Liebherr
mobile cranes. With such cranes and due to its optimum levels of water depth, the
Port is able to serve Panamax ships for containers. In addition, this year there will be
additional paved patios (44,300 m®) that will be used for the stacking of filled
containers as well as a storage area for empty containers. Such investments will
enable the Port to have the greatest number of berths and greatest patio surface space
in Region VIIIL

b. San Vicente

The concessionaire has a plan to expand the container yard by relocating the
warehouse currently located in front of the cargo handling area. In addition, the
acquisition of additional handling equipments are planned. Within ten years, an
additional berth will be constructed in correspondence to the growth of container
cargo.

c. Coronel

Coronel port company has a plan to construct one more wharf with two new berths
and a large scale of warehouse for accommodating the break bulk cargo particularly
pulp and cellulose. The introduction of modern handling equipment including cranes
at the wharf will be an another issue for improving the port operation.

Table C.7 Plans for Port Expansion

Ports Development Plans
Lirquén - Enlargement project for container cargo. Investments of greater than US$40
million. Financing will be provided privately.
San Vicente - Increase water depth, surface and length of berth no. 3 by year 2003; invest
in modern multipurpose cranes and information equipment to improve port
management.

- In future, expand by investing in 3 new berths *. Financing is currently
being negotiated with the local and international banks.

Coronel - This Port has recently made private investments in a third berth for break
bulk cargo.

- Also plans for the construction of a second berth with 2 sites, new wharf of
3 hectares, warchouses of 10,000 m?.

Sources: San Vincente Terminal Internacional, 2001; Puerto de Lirquén, Memoria y Balance Anual,
2000.

2.2 Improvement of Port Access
2.2.1 San Vicente — Talcahuano Port Complex

Two principal projects are under development regarding the improvement of the
access routes to the Port Complex. Such projects will improve congestion in the
Concepcion and Talcahuano cities as well as decrease travel time to/from the Port
Complex.

(1) Concepcion - Talcahuano Highway

A major advance regarding port access is the improvement of the Concepcion —
Talcahuano Highway. The project is a private initiative beginning on April 28, 2000

* Modernizacién Portuaria en Chile, 1994-2000. Santiago, December 1999, p. 69.




with plans to be completed by October 2001. Currently, there has been a 30% advance.
The cost of the project is approximately 2,000,000,000 pesos.

The project includes paving 1,000 meters of the existing two-lane highway, together
with the construction of various elevations, allowing for a safe and quicker flow of
traffic coming from Concepcion. This flow of traffic accounts for almost the entire
flow of heavy traffic that circulates to and from the Talcahuano and San Vicente Ports.
In addition, it involves all those vehicles coming from the north with destination to
the Port of Coronel °.

2) Ruta Interportuaria

With the goal of improving a major access to the Talcahuano and San Vicente Port
Complex, the construction of a new road corridor is under discussion. This will allow
the connection of the north access of Concepcion (the Itata Route) with the existing
Concepcion — Penco Highway (Route 150) to arrive at the Talcahuano Port zone. The
project will represent an alternative to Route 150 in the Penco — Talcahuano section
allowing for less congestion in the urban areas of Concepcidén and Talcahuano. This
will enable a direct connection between the various port complexes in the
Metropolitan area. The concession consists in constructing approximately 15 km of
simple paved road, of which 10.9 km corresponds to the route that unites the North
Access of Concepcion with Route 150 (already initiated). The construction is
scheduled to start by the end of 2002.

Complementing the Ruta Interportuaria are three other initiatives.

e Direct connection to the San Vicente and Talcahuano Ports from the north as well
as the south areas.

e Penco By-Pass

e Connection of north access of Concepcion with Itata Highway

The Ruta Interportuaria will include a direct connection to the San Vicente port from
the north by constructing an overpass crossing the railway for Talcauhuano. In
addition, the Penco By-Pass will be constructed, beginning at Route 150. The By
Pass will continue parallel to Route 150. It will be possible to access the south from
the urban zone of Penco and vise versa via the By-Pass. This By-Pass will avoid
traffic having to pass through the city of Concepcion. Finally, a link with the Itata
Highway is being considered by forming a connection with the north access of
Concepcion.

A3) Gran Bretana and Coastal Road

Most part of the Coastal road along the Biobio river has been completed. Accordingly
if the Gran Bretana is additionally improved, the Vicente/Talcahuano port will be able
to be reached from the south without passing through the urban areas of Concepcion
and Talcahuano.

4) Fourth Bridge

In addition to the two major projects mentioned above, MOP is contemplating the
construction of a fourth bridge over the Bio Bio River allowing port traffic from the
south to pass directly to the ports. The demand for such a project is still unknown and
therefore it is unclear as to whether the project will actually take form.

> Direccién Regional de Vialidad, Concepcion, July 04, 2001.
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Figure C.3 Development Plans of Port Access Roads

Table C.8

Access to Talcahuano — San Vicente

Name of Access

Current Conditions

Priority

Stage of
Implementation

Background Information

Concepcién —
Talcahuano Highway

Improvements
necessary.

High

04/28/00 —
10/14/01

Accounts for almost the entire
flow of heavy traffic
circulating to/from the
Talcahuano and San Vicente
Ports. In addition, involves all
vehicles coming from the
north with destination to
Coronel Port.

Ruta Interportuaria

Road does not exist

High

Plans to begin
implementation

This new road corridor will
allow the connection of the
north access of Concepcion
(the Itata Route) with the
existing Concepcion — Penco
Highway (Route 150) to
arrive at the Talcahuano Port
zone. Cargo coming from the
Itata Route will not have to
pass through the city.
Included in this alternative is
the construction of the Penco
By-Pass connecting Penco
with Lirquén.

Fourth Bridge

Does not exist

Low -
Mid

Unclear if project
will take form,
demand unknown

A fourth bridge over the Bio
Bio River would allow port
traffic to pass directly to the
ports.

Sources: Direccion Regional de Vialidad, Concepcion, 2001; Comision de Planificacion de Inversiones en
Infraestructura de Transporte, 2001.



2.2.2 Coronel Port Southern Access Route

The southern access route to the Port of Coronel requires improvement. Today, trucks
must pass through city streets. The idea is to construct a by-pass following the coast
and arriving at the port.

Table C.9 Access to Coronel Port

Name of Current Priority | Stage of Background Information

Access Conditions Implementation

Southern Port access road | High NA Improvement of southern access route needed
Access does not exist. following the coast and arriving at the Port.
Route Today, trucks must pass through city streets.

Sources: Direccion Regional de Vialidad, Concepcion, 2001; Comision de Planificacion de Inversiones en
Infraestructura de Transporte, 2001.

2.3 Strategy for Trans-Andes Route

As suggested in the Regional Development Strategy 2000 — 2006 of the eighth region,
the international pass connecting Talcahuano with Bahia Blanca has the potential to
act as a Bi-oceanic Corridor that would allow for the transfer of products from
Southern Cone countries to the Asia Pacific and the west coast of the United States °.
Once necessary improvements of the Port Complex are realized, it will be much more
likely that neighboring countries will choose this Gateway as an alternative.

2.3.1 Chile-Argentine Agreement on Route Development

Meetings are scheduled regularly between Chile and Argentina regarding the
development of the Bi-Oceanic Corridor. Argentina, especially, is interested in
fostering this corridor so to ease exports to southern Chile. It has been agreed that
Argentina will pave approximately 30 km that is lacking on the Argentinean side.
Widening the highway into 4 lanes is not seen as necessary today, though perhaps it
would be useful to widen the central valley where costs are less.

2.3.2 Progress of Bi-oceanic Corridor

There currently exists an agreement entitiled, Coordination Agreement of Cooperation
and Integration, Maule, Bio Bio and Araucania Regions or, Coordinacion Convenio
de Cooperacion e Integracion Regiones del Maule, Bio Bio y la Araucania, that in
addition to increasing relations between Regions VII, VIII and IX, proposes to foster
the development of possible Bi-oceanic Corridors. This Committee has made
advances in the following ways.

1) Alternative Roads: South Sector

The following potential Bi-oceanic Corridors are considered of greatest priority.

a. Pino Hachado — Victoria — Collipulli — Ruta 5 — Mininco — Tueral — Renaico —
Negrete — Nacimiento — Santa Juana — Ports

Length = 382 km

b. Pino Hachado — Victoria — Ruta 5 — Collipulli — Los Angeles — Cabrero - Ports
Length = 385 km

$ Estrategia Regional de Desarrollo, 2000 — 2006.




c. Pino Hachado — Victoria — Traiguen — Puren — Contulmo — Arauco - Ports
2) Alternative Roads: North Sector

a. Pehuenche — Ruta 5 — Ruta del Itata — Ports

b. Pehuenche — Arco Oriente (Linares) — Ruta 5 — Ruta del Itata — Ports

The Seremis of MOP have agreed to complete various initiatives. First, to develop a
report including the length of the various bi-oceanic corridor alternatives; the total
number and costs of road tolls (to clarify existing road tolls on national routes
including public sections or those that are under concession); advances regarding the
pavement of roads, required investment and programmed investment. Second, it is
agreed to suggest to the Border Commission (Comision de Fronteras) that Chile and
Argentina study the demand for the transport of cargo via the international passes in
the Bio Bio Region.

It is agreed that the regional Intendentes will advance in the following ways. First, a
study will be done to determine the amount of cargo that passes to and from
Argentina. Second, the route that will be used as the bi-oceanic corridor in the north
and/or south sector will be determined. In accordance with these outcomes,
investments on part of the state will be determined. Third, a map including the
corridor in the three regions will be constructed. Fourth, a proposal for the
construction of dry ports will be developed. Finally, it is agreed that the three regional
Intendentes must prioritize investment at the regional level while doing so in a
coordinated manner ’.

2.3.3 Concluding Remarks

It is necessary to further foster the development of the Port Complex in the eighth
region. Though it may appear that port capacity is sufficient, when looked at more
closely, this does not seem so obvious. Improvements are necessary in such areas as
increased infrastructure for container cargo, improved and more direct access routes
and enhanced coordination and specialization among ports, which will ultimately
contribute to a greater degree of efficiency. Such improvements will result in a greater
demand for port services and a higher flow of cargo.

7 Secretarial Regional Ministerial de Planificacion y Coordinacién, Region del Bio Bio. Minutes:
Coordinacion Convenio de Cooperacion e Integracion Regiones del Maule, Bio Bio y la Araucania,
December 06, 2000.



APPENDIX D: Members of Steering Committee

CHILEAN SIDE

Mr

Mr

. Juan Carlos SCAPINI Sarradell

. Andrés GONZALEZ
. Cristian OCANA
. Ulises RETAMAL

. Oscar FIGUEROA

. Juan CAVADA

. Javier DIAZ V.

. Ignacio CANALES

. Carlos ALVAREZ Voullieme
. Mario CASTILLO

. Andrés PARKER

. Carlos TONDREAU

. Karen PONIACHIK

. Daisy KOHAN G.

. Jacqueline WEINSTEIN
. Pablo BALMACEDA

. Rodrigo CARCAMO

. Washington SAAVEDRA Moran
. Oscar SANTELICES

. Claudia FERRADA

. Cecilia ARIAS De Pol

. Ema LAVAL

. Sergio MUJICA

. Maia Eugenia MORAGA
. Ivan MERTENS Galle

Executive Secretary for Small Industry, Ministry of
Economy

Productive Development Division, Ministry of Economy
Information Technology, Ministry of Economy

Chief, Planning Unit of Ministry of Public Works and
Transportation

Advisor of Ministry of Public Works and Transportation
Chief, Study Division, MIDEPLAN

Advisor, Regional Division, MIDEPLAN

Chief, Division of Strengthening Institutions, SUBDERE
Director, Division of Program Strategy, CORFO
Deputy Director, Production Modernization Program,
CORFO

Director, Investment Promotion Direction, CORFO
Production Modernization Program, CORFO

Vice President, Foreign Investment Committee
Technical Advisor, Foreign Investment Committee

Sub director, ProChile

Manager, Asia-Pacific, ProChile

SME Unit, ProChile

National Coordinator, ProChile

Director, SERNATUR

Regional Coordinator, SERNATUR

Assistant, Department of Planning, SERNATUR
ODEPA

Director, SERNAPESCA

Chief, Coordination Department, AgCI

Coordinator, Environment and Technology Transfer Area,

AgCI



JAPANESE SIDE

Dr. Akio HOSONO Head, Advisory Committee for the Study

Mr. Kazuchika SATO Advisory Committee for the Study

Mr. Kimihiko INABA Advisory committee for the Study

Ms. Reiko AKEZUMI Staff, First Development Study Division, Social

Development Study Department, JICA
Mr. Shu SAKURAI Staff, First Development Study Division, Social
Development Study Department, JICA

Ms. Masami NAKANISHI Coordinator, JICA
Mr. Kengo YAMADA Coordinator, JICA
Ms. Masami IKUTA Coordinator, JICA



APPENDIX E: Members of JICA-EPIE Study Team

Name Assignment

1 Dr. Norimichi TOYOMANE Team Leader/Chilean Economy

2 Mr. Naoya TAKEBE Export and Investment Promotion (1)
3 Dr. Satoko Watanabe EMOTO Export and Investment Promotion (2)
4 Mr. Koji MIZUNO Investment Environment

5  Mr. Norihiro OKUMURA Economy of North Zone

6  Mr. Yoshinari YAMAMOTO Economy of Central Zone

7  Mr. Hiroo OKUDA Economy of Metropolitan Zone

8 Mr. Hiroshi YOSHIMURA Economy of South Zone

9 Ms. Michiko IIZUKA Environment/Economy of Austral Zone
1