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ABSTRAGT

The Government of Somalia has acquired a fleet of commercial fishing vessels and has
requested advice from the Indian Ocean Programme on their management. The present report
reviews the vessels'® operational possibilities as well as the actions necessary to realize
them, The report recommends that management be contracted to a suitably qualified
fishing company and that a state-owmed corporation be established to own the vessels and
eventually to manage them. The report contains financial and staffing tables and an
outline of points for a corporate statute and a management contract.
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INTRODUCTION

The Government of Somalia, as part of its overall fisheries development programme ;
has recently purchased two 28-metre Australian~built shrimp trawlers and nine 23-metre
Yugoslav-built multi=purpose fishing vessels, The 28-metre vessels have begun fishing
for deep~water lobster out of Mogadishu, The first four of the 23-metre vessels have
been delivered to Berbera but not yet deployed, The remaining five should be delivered
within s'x months,

The <tate—owned fishing company, Somalfish; has contracted with Straite Fisheries of
Singapore for certain services in connection with the 28-metre vessels, including the pro-
vision of a fleet operations director and other personnel and spare parts, The construction
contract for the 23-metre Licats provides two shore-based expatriate engineers for the first
year of operations., There is also an agreement to provide Yugoslav skippers, engineers and
master fishermen, as well as an operations director, for the 23-metre boats,.

The Government has asked FAO, through the Indian Ocean Programme to advise it on the
establishment of an organization to manage these eleven vessels, Accordingly, a mission
comprising Lawrence Chrisiy, Legal Officer, and Robin Rackowe, Managsment Consultant, visited
Mogadishu* to provide the advice requested, The present report contains the findings ang
recommendations of the mission on the organization and management of the fleeto Additional
comments on contracts have been provided separately,

DEPLOYMENT

Without an inspection of at least one of the nine 23-metre vessels and a detailed
costing of different pomsibilities for modifying and using them, no real recommendations
can be made for their operation. The Misgion does, however, have some indirect information
on the vessels which indicates the factors that need investigation and the general nature
of the courses of action which the owner or operator of the vessels should consider,

On the limited information available, it appears that a certain amount of investment
will have to be made before the vessels can he used in any economic endeavour, This means
that experienced management will have to be put in place immediately to svaluate the situ=
ation and to begin to take action, so that operations can begin and income start to flow
within a reasonable time,

The appropriate digposition of the vesgels will depend on a combination of the resources
available, the possibilities; with or without further investment, of catching, handliug
and disposing cf the resources, and the availability of bases for the vessels in some
proximity to the resources, These factors are dealt with at some length in other reports
available to the Government; the following merely summarizes the most relevant co nclusions,

The vesBels are described as multi=purpose trawler-seiners, capable of Ffishing for
lobster and demersal fish, small pelagic fish and tuna. How well they can perform on any
of these regources is subject to the results of real experience, but certain activities already
seem more promising than others,

Neither tuna nor small pelagic fish offer any possibility for processing as food fisgh
until facilities at Las Koreh and Bolimog are overhauled. Tunae catching also presents
difficulties; tuna purse-seining has not been tried before on the North Coast and the
boats are not equipped for long-lining or live=bait operations, Sizeable catches of small

#*  Mr, Rackowe arrived in Mogadishu 27 October 1979 and departed 11 November,
Mr. Christy arrived with Mr. Rackowe but remained in connection with another assignment.
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pelegic figh may be possible but will exceed the capacity of Bolimog's {ishmeal plant which, ir
in any case, is inoperable =t presente Thug, any work on the tuna or small pelagic
regources would have to be undertaken on a survey or experimental basis,

Bottom trawling for fin-fish, shrimp and deep-water lobster is currently conducted on a
commercial basis by five licensed Italian vessels and has just begun with two 28-metre
trawlers recently brought from Singapore by Somalfish, HBubject to the solution of certain
problems, the trawl fisheries appear to be the most logical place for the 23-metre vessels
to start commercial operations,

2.1 Resources: Resource information is scanty, but it does indicate that resource shortages
ghould not be o constraint on trawling for fin-fish, Usable catches of 7 tons a day are
reported by 2000=horsepower Italian trawlers. The extent of the trawlable deep-water lobster
resource appears to be much more limited. Some estimates of the total allowable catch would

be easily surpassed if all vessels (5 licensed Italian vessels, two 28-metre trawlers and nine
23-metre vessels) concentrated their efforts on this resource during the half year currently
thought to constitute the lobater season, Regources of deep-water shrimp are much less

well known than lobster, Assumptions aboutcrustacea catches may not, therefore, be valid
when applied to the entire fleet; great care should be takew to prevent damage to the re-
sources through overfishing,

2.2 Ports: Only Kismayo, Mogadishu and Berbera currently spproach minimum requirements for
safe berthing and supply of necessary services (mechanical, electrical, welding and electronic
repairs, together with fuel, water and provisions), Of these only Kismayo and Mogadishu are
reagonably close to the trawl grounds the vessels would exploit, although Berbers could serve
ag a bage for North-coast survey work, In time Bolimog and Las Koreh could become available,
which would increase the range of fishing possibilities,

2.3 Holding catch on bosrd: No port in Somalia has a sulficient supply of ice to cover the
requirementg of the boats, Three boats are equipped with icemakers with a capacity of two
tons per day; this quantity of ice would be sufficient to hold small quantities of product,
but is unlikely to be enough to cover requirements if the boats are targetting on fish., All
boats are fitted with refrigeration designed to maintein a teaperature in the hold of -27C,
with the object of causing the ice 0 melt more slowly. This system along (on the six boats
which do not have icemakers) could only be marginally useful in preserving the catch of
boats operating in a day fishery, Even then, it would probably not be of any use in
prererving lobster, which may require immediate chilling,

204 Delivery of catch: Only Kismayo has a freezer which is operating reliably, but arrange-
ments may be possible to deliver the catch to the two 28-metre trawlers (which are described
as being capable of this) and/or one or more of the Italian vessels operating under licence,
Initial contact with the agent for the Italian vessels on this subject was not promising.

The municipal colcd store in Mogadishu could, with some expenditure, probably b- put into
condition to receive, freeze and hold product adequately. It is suggested that the Ministry
consider acquiring this cold store for use until such time ag the major infrastructure is

in place.

2,5 Catch: One obvious pos#ibility is to put these vessels to catch the deep-water lobster,
particularly in view of the fact that the amall volume would make it easier Yo solve the
problein of conservation. However, there is doubt whether the fishing gear provided

will be adequate for this type of deep-water trewling., Steel wire rope is shown as

12 mm (ﬁ-inoh) which is thought to be too light; for purposes of refersnce it should be note:
that the 28-metre vessels are equipped with 18 mm (3/4 inch) steel wire rope, Furthermore,
even with 12 mm wire, the winches can only hold 800 metres. At a ratio of 3 to 1 this

would permit #rawling in s maximum depth of about 270 metres, whereas the deep sea lobster are
found at depths of 225 to 380 metres. There is also uncertainty whether there ig sufficient
spare fishing gear,

2.6 Options for deployments From the discussion thr g far it is evident that without
solutions to catching and handling problems, the vessels will not be usable in commercisal
fishing, The mos* nrgent action would be to supply adequate winches, if the original




equipment does not permit the vessels to work the deeper lobgter grounds. The number of

veszels to be so modified would be limited to those the resource could support and in which
there were facilities for holding the catch on board; subject also to the provision of facilities
for receiving the product from the boats. - In the first instance;, only the three vessels
equipped with icemakers would qualify. Failure to modify the winches will likely reduce

catches below any economical level and could also affect the performance of the Singapore

vegesls if they were called off deeper grounds to act as mother ships.

The next step, which it is hoped would be initiated immediately, and which would
affect the decision on which vessels to re-squip with larger winches, is to install a
capacity for catch-preservation aboarc the six vessels without icemakers. This could be
done through installation of icemaking capacity ashore or onboard or on a suitable mother
ship, or through installation of on-~board refrigeration, The alternatives must be investi-
gated and costed carefully, but action must follow directly., Failure to do this will
limit six of the vessele to a day fishery for fin fish or the necessity of transhipping
lotster after every haul, It is unlikely either of these operations could return its

operating costs,

Besides the major problems of winches and cooling, there are likely to be lesser
obstacles to economic operation, The most obvious is the lack of sufficient spare
parts; without which it will be impossible to maintain a viable operation, Mirthermore,
it appears that no replacement equipment has been provideds for an efficient operation it is
essential to have spare units for quick replacement, such as radios, propellers, tailshafis,
pumps and 80 on, It is likely that the fishing gear will require some modification and
additions depending on the fisheries targetted ons Finally, no provision appears to have been
made for short range ship-to-ship and ship—to-shore radio communications; a: adequate syste
would be inexpensive and easy to installe.

The following illustrate the range of choices that exist for employing the vessels,
or for minimising the cost of not employing thems

2.6,1 Extended training under chartver or joint ventures Both India and Oman would be
interested in chartering multipurpose vessels of this general type for a period of geveral
years, or of having them fish in their waters under some form of joint venture; there may
be other countries also interested in this possibility. Vessels would retain Somali
ownership and probably Somali flag. This would be an excellent form of training. The
vessels would be brought back to Somalia when the infrastructure was in place, This woulc
also Somalia to gencrate income during the period required for training and for the pro-
vigion of the necessary infrastructure in Somalia,

2:602 Lay-ups The boats could be laid up in Somalia until the infrastructure were ready.
This would reduce cash requirements, but it should be noted that vessels laid up require
certain maintenance if there is to be no deterioration, and payments to the Yugoslav

builders would have to be made.

2.6,3 Work with Mother Ships: The 28-metre irawlers and/or the Italian trawlers could be
used as mother ships to take the catch from the Yugoslav vessels each day, This would
undoubtedly hamper their own fishings, Delivery in the open sea under certain corditions
would ve difficult or impossible, and require the vessels to seek the nearest sheltered
harbour with further loss of time. The six 23-metre boats that have no icemaking
capacity would probably not be usable in this operation, since neither the Italian nor
Singapore vessels can supply them with ice,

Another possibility would be to charter a mother ship, which would not fish itself,
but would provide the boats with ice and take their catche The economics of this would
have to be carefully studied. It would undoubtedly teke several months before such a
vessel could be found, charterec and put in place, It would have the advantags of
golving the onboard preservation problem for the six vessels without their own ice,

2,6,4 Delivery to shore planta At present only Kismayo can freeze and store product,
This would 1limit the deployment of the boats to a small area around Kismayo and to fishing
for deep ses lobster (if their gear so permits) and poseibly shrimp, A similar deployment




avound Mogadishu would be possible if the municipal cold store were usable, In either case,
only the boats with ice could be used,

2.6.5 Development Projects end Trainings These are non=commercial activities for which the
suitabilit: of these boats would require careful study, If it is decided t0 use one or more

of ‘the boats for test fishing for small pelagic fish and/or tuna, or for iraining purposes, then
the operating entity should receive a charter fee, since there will be no income from the
operations, If the boats are used for test fishing in the north and north-eastern areas,

it ie mirongly recommended that they be operated in peirs, for reasons of safety.

2,7 Budpets and Charimsg In an effort to provide Government with some bases on which to
make operating decisions, the mission has prepared the following:

(i) A chart showing the actions required to operate the 23-metre boats,

(ii) Operating budget for 1 year (1980) for the two 28-metre ats, operating
alone; also a Cash Flow and a calculation showing the Cost of Staying in Port.

(ii1) Cost of Operation for 1 year for the nine 23metre boats; also a Cash Flow,

(iv) Organization Chart and Mamming Scale for the operation of all 11 boats;

also an Operating Budget for the cost of Administration,

The Mission was unable to prepare a full Operating Budget for the 23-metre boats since
income will depend on operating decisions which have yet to be teken,

It should be noted that such figures as have been prepared are in many instances the
rpsult of assumptions based on very limited information, Experience will show the extent
%o which these assumptions were valid; we expect there to be substantial varistions in
Bolne cases,



Actions required for commerecial operation of

23 metre vessels

Fishsry
Delivery to Demersal Fish Deep Lobster Tuna Small pelapics Shrimp
£Lismayo Replace winches Insufficient
Instal ice/re= regource
frizgeration # information
Mogadishu Instal ice/re- Replace winches
frigeration Instal ioe/rem "
Repair munici-=  frigeration#®
pal cold store Repair munici=
pal cold store
Bolimog Instal ice/rem Develop Desvelop methods/
frigeration methods/ gear
Repair plant gear Instel ice/re—
Instal icq/ frigeration
refrig= Repair plant
geration For fishmeal: "
Repair expand capa-
plant city and
improve
harbour
Lag Koreh Repair plant Develop
methods/ "
gear
Repair
e plant
28 metre (Limited Replace
vessels receivin winches
capacity Instal ice/ "
refrigera~
tion¥*
Ttalian Instal ioe/ Replace Develop
vessels refrigera- winches methods/
tion Instal ioe/ gear "
refrigera~
tion#*
Mother ship No further Replace Develop Develop
investment winches methods/ methods/
gear gear

*Ice/refriger&tion for lobster required
in 6 boats; 3 already have small icemakers,
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Operating Budget

Two 28-metre boats ~ opersting alone

Days at sea/year 250
Catch per day at sea — lobster tails (kgs) 500
- fish (%ons) 2,6
- headless shrimp (kgs) 300
Cateh per boat/year - lobster tails (tons) 6265
- fish (*ons) 325
~ headless shrimp (tons) 375
Price Fs0,Bo Somali - lobster tails (US$/ton) 7 000
port ~ fish (US$/ton) 600
- ghrimp (US$/ton) 4 400
Cateh target - lobster/shrimp (months) 6
- fish (months) 6
Income: Per boat Total
Lobster Us$ 437 500
Tish 195 000
Shiimp 165 000
797 500
Lxpensoest
Crew — expatriate 119 000
= Somali 84 000 203 000
el and lubricating oil 284 800
Packaging 46 800
Food 87 600
Fighing Geay 40 000
Maintenance 60 000
Insurance 31 000
Others 20 000
Depreciations over 6 years with
254 residual value 110 600
Total 883 800
Operating Profit/(loss) (86 300) (172 600)
Adminigtration - Somalifishi/ 193 000
- Txpatriate 50 000
= Straites FMisheries' services 30 300
Interest on working capital at 10% per year 11 300
Profit/(loss) without provision for taxes (457 200)

1/ 50% of total expenses of Somalfish.



Cash Tlow

Two 28-metre boats — operating alone

Starting balance

Afber tax profi%/(loss) on operations
Depreciation charged

Capital investment

Debt repayment
Inding balance, without teking account

of starting balance

Us$

1 year

Not known
(457 200)
221 200
(10 000)

(246 000)
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The Cost of Staying in Port

Incoms

e S s

Average per day at ses $797 500 s 250

Voriable expenses

Crew (1) -
Fuel and lubricating oil $284 800 : 250 1139
Packuging $46 800 : 250 187
Fishing gear $40 000 3 250 160

Incremental income per day at sen

(1) Crew are at present on salary; it is recommended that they be paid
on the basis of results,.

= $3 190



Cogt of Operation

Nine 23-metre boats

Assumptionss

Days at sea,/y@ar

Expenses:
Crew - expatriate Us$ 112 000
= Somali 40 000

Tuel and lubricating oil

Procesgin
Food
Fishing gear
Maintenance
Others

;ggkagingii/

Depreciation; over ten years with 25% residual value

Insurance
Interest on financed portion of purchase price of boat

i/ It is assumed that product is sold ex=vessel,

250

Per boat

152 000
138 500
30 000

47 500
30 000
45 000

15 000
458 000

37 500
17 500

20 000

533 000

1 year

Total

4 797 000
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Nine 23“metre hoats

Starting balance Us$ Not knowm
Initial delay in income in relation to expensesl/ o=
Initial inventory of spare parts and gear, (472 500)

for 1 year
Replacement units (100 000)
Capital inves%men%i/ -

After—tax profit/(loss) on operations;/ -

Dapreciation charged 337 500

Debt repayment (514 300)
. ei/

Tnding balanc -

l/ Will very depending on what operating decisions are taken

1 year



MANAGEMENT OF 11 FISHING BOATS
ORGANIZATION CHART

Board of Directors
General HMamager

Chief Executive Officer

Asszigstant Chief Executive
Officer
§
)
T
Operations Mamager Financial Mazmager Seles Mamager
Assigtent Operations HManagers Warchouse Hanager Buyer
Seeretaries Harcehousemnen Bockkeepers
Boata® . .. Electronics Radio .
Crews Mechanics Electricians Welders Tochnicians Operators Divers Carpenter
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Regponeibility and Authority of Semior Management

General Managers

The General Manager of the Company will be a member of the Board of Directors,
He will be responsible for the management of the company, with the authority to delegate
hig powers, In the begimming it is recommended that fishing operations be managed under a
management contract and thet the chief execubive officer be nominated by the management
company. The General Manager could in this case be part-time or, in a company with other
activities, would manage such of the latter as were not under mensgement contract and see
to general company matters,

Chief BExecutive Officer:

The Chief BExecutive Officer will exercise the management functions delegated hy the
General Manager pursuant to a management contract with an experience’ fishing company,
The delegated functions will include the authority within Someli law to recruit and dige
charge local and expatriate staff, establish conditions of employment, purchase goods
and services essential for operations and sell the product, and acquire capital assets
up to a limit of So.Sh., 200 000, The Chief Executive Officer vill be in full charge
of the day to day operations of the company (or if it has other ectivities, of its fishing
division), acting within the poliocies established by the Board of Directors, He will
report to the Board through the General Manager.
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Management of 11 Fighing Boats

= M-

Title Total cost
per_year

(Eer person )

Number Nationality

Ao General

Chief Executive 1 Expatriate Us$ 60 000 Overall responsibility

Officer for management

Assistant Chief 1 Somali 8 000 To assist the Chief Ew,

Executive Officer Officer and replace
him in his absence

Operations Manager 1 Expatriate 50 000 Fleet operations and
boat maintenance

Assistant Operations 1 Expatriate 35 000 To assist the Operations

Manager 1 Sonmeli 6 000 Manager and replace him
in his absence

Master mechanic(diesel 1 Expatriate 30 000 Boat maintenance

" " hydraulic 3 Expatriate 30 000

" " refrigera= 1 Expatriate 30 000

tion)

Mechanics 4 Somali 5 000

Magter Electrician 1 Expatriate 30 000 Boat maintenance

Electrician 2 Somali 5 000

Welders 2 Somali 5 000 Boat maintenance

Magter Flectronics 2 Expatriate 30 000 Boat and shore station

Technicians maintenance

Hectronics Technicians 2  Somali 5 000

Radio Operators 2 Somali 4 000 Radio communication sghore
to boats

Carpenter 1 Somali 5 000 Boat maintenance

Master Diver 1 Expatriate 30 000 Boat maintenance

Diver 1 Somali 4 000

Warehouse Manager 1 Expatriate 30 000 Supervision of warehouse
and stock centre

Warehouseman 2 Somali 4 000 Reception and dispatch
of stores

Secretaries 2 Somaii 4 000 Typing and office support

Financial Manager 1 Expatriate 40 000 Financial, accounting and

control of budget



Title

Bookkeepers

Ruyer

Sales Manager

B, Boats' Crews
Skippers
IEngineers

Mates

Fishermen

TOTAL

=14

Number Nationality Total cost
3 Somali 4 000
1 Somali 5 000
1 Expatriate 40 000
579 000
13 Expatriate 45 000
15 Expatriate 37 000
11  Expatriate 30 000
122 Somali 4 000
1 998 000
2 577 000

Responsibility

Accounts, payroll,
inventory control, payments

Local purchasing -

Overseas marketing and
purchasing

Boat operations
Boat maintenance

Supervision of fishing
operations

Fishermen



=15

Administrative budget 1 year

Two 28-metre boats and nine 23-metre boats

Administration:
Personnel = expatriate — ashore $ 465 000
- backup crews 224 000
-~ Somali 114 000 803 000
Communications 18 000
Travel, includir; vehicles 130 000
Aeroplanei/ -
Rent and office expenses 20 000
Commissions on services — personnel $1 935 000 at 157 = 290 300
- packaging $93 600 at 3% - 2 800
- replacement units $100 000 = 5 000
at 5
~ gpares and gear $612 500 = 30 600
at 5%
— spares and gear (initial
order) $472 500 at 5% . 23 600 352 300
Others 50 000

1 373 000

i/ Will depend on what operating decisions are made; if boats are to fish off
North and/or North East costs then aeroplane will be required,
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3, MANAGEMENT PRACTICES

The effective management of bost operations requires the following general character—
istics and structure:

= & clear definition of policy from the entity to which management is responsible

- management must be autonomous and independent of interference from the policy giving
entity in its daily functions

- management must be funded to act independently without requirement to seek approval
for operating expencitures; management should be granted freedom to meske capital ex—
penditures up to a limit set by the policy-meking entity.

An effective management is characterized by its rapidity in action for taking decisions
and solving problems; any structural arrengement which in hibits such rapidity will adversely
affect operations,

One fundamental measure of the effectiveness of boat management is days at sea. It
is axiomatic that a boat which is not at sea cannot catch fish, so that one of management's
prime objectives is %o ensure that boats are at sea for the maximum number of days possible,
Days at sea should be carefully budgetted each year, making due allowance for turn around
time between trips for unloading catch and preparing for the next trip, together with the
allocation of time for maintenance, overhaul and drydocking, Management must maintain
daily control of days at sea in relation to budget. Maintaining the number of boat days
at sea called for by the budget will be achieved only by constant vigilance on the part of
management to ensure that immediate action is always taken to reduce time spent in port to
the minimum compatible with sound operating practices.

A second fundamental measure of the effectiveness of boat management is catch per daz
at Bea. An annual budget should be prepared, on the basii ofhistorical data, by species;
management must constantly compare actual catches against the budget., Management will
require intelligence of the catch of other fleets; the skippers must be advised of any
information which may help them to find the mostproductive fishing grounds, Seasonal
varintions in species and relative catch per day at sea must be monitored and recorded,
Improvement in catch rates will be achieved by the application of gear technology, €oge
improved and/or new fishing methods,

An important measure of results lies in prices for producte. Againg prices must be
caref:lly budgetted for the year, with projections made on the basis of historical informa-
tion and the best available market predictions, for both local and export sales, Market
intelligence is required; communications by mail, telex and telephone will be necessary,
Trends in prices must be carefully monitored, so that management mey be in a position to
maximise income by timely sales and operating dispositions,

In order to obtain the optimum number of day: st sea, and maintain the boats in good
working condition, adequate maintenance staff and facilities nmst be provided, A detailed
maintenance programme for all equipment and machinery should be drawn up and strictly con—
trolled. The necessary workshops, tools and vehicles must be provided, whether within the
organization or through independent contractors, Boats must be drydocked at regular
intervals; arrangements must be made to provide drydocking facilities which are available
not only for routine work, but also for emergencies, e.g, loss of propeller,

The boais' crews will, initially, consist of both expetriate and Somali personnel, It
is strongly recommended that they be paid on the basis of results; transfer to this type
of payment from the present fixed salaries should be made as soon as sufficient experience has
been gained to enable appropriate payment rates, which can be based on tonnage caught or
can be, a percentage of the value of the catch to be worked out,. Replacement crews must
be constantly available to cover illness, rccidents and leave, mo that boat days at sea
shall not be lost for lack of 'crews,
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Both shore-baped and meagoing expatriate staff ghould at all time bear in mind their
complementery objective of training Somalis. Gradual replacement of expatriates by Somalis,
with consequent reduction in costs, should start in the second year of operations, Competi=
tive salaries and incentives will have to be offered to retain trained Somali personnel,

The boats need fuel, lubricanis, ice, water and food. All must be of good quality
and available immedia®ely. 1% is recommended that thé operation be provided with tanks
in which it can hold its own inventory of fuel which will thus be available for instant
delivery to boats whenever required,

Spare parts and fishing gear must be available immediately and of good quality, Since
a high proportion will be provided from overseas sources adequate stocks must be held in in-
ventory in Somalia. Arrangements met be made to enable immediate purchases, both local
and overseas, to cover emergency requirements. An adequate stock of replacement units, eogo
radios, echosounders, propellers, tailshafts, pumps and so on, must be provided, This enables
a damaged unit to be immediately replaced; it can then be repaired ashore, without loss of
boat days at sea,

An adequate system of warehousing and inventory control of all supplies, materials,
spare parts, fishing gear =nd replacement units must be set up. Maximum and minimum stock
levels must be established to enable timely purchasing, Great care must be taken to meintain
atock in good condition and protect it from the effects of heat and humidity,

Good commnications, both ship to ship and ship to shore, are essential, Contact should
be made with the boats from the shore station several times each day, Coordination of
maintenance may require the use of radios in workshops and vehicles,

Licenees and permits should be obtained to permit effective and rapid operation, For
example, an annual permit should be given by port authorities to allow boatzs to enter and
leave port at any time and as many times as may be required, without having to request
permission on each occasion, Arrangements must be made to provide adequate space in port
alongside a jetty to permit boates to teke fuel and stores and attend to maintenance.

The administration must be autonomous, Management will hire and dispense with per—
gsonnel, both expatriate and Somali, and set terms and conditions of employment. Management
will purchase the goods and gservices required for operations, and will sell the products,
Management will make capital expenditures im accordance with the policies laid down by the
entity to which it is responsible,

There must be provision of funds, such that management can pay for the goods and ser—
vices purchased, whether locally or overseas, in a %imely manner,

Management must ensure that a proper accounting is maintained, A monthly set of financial
gtatements should be prepared and should include:

~ Income statement

- Capital expenditures

- Balance sheet

— Cash statement

- Comparisons with budget

Annual financial statements must be gudited by independent aunditors, who are appointed by the
policy=meking entity. Cost information must be provided to enable management %o make operat-

ing decisions,

An essential tool in effective management is the annual operating budget, which should
be prepared on the basis of historical data, adjusted to allow for anticipated changes in
income and expenses as a result of expected market; catch and cost variations. The budget
should be prepared for approval by the policy-making entity, on a total annual basis, Once
approved it should be spread on a monthly, cumulative basis, A monthly comparison of
actual results to budget must be prepsred and included in ‘the monthly financial statements,
rogether with an erxplanation of positive/hegative variations of actual results in relation
to budget. For management purposes, it is useful to calculate the effect of price and catch
variations over/under the budget, also break even points under different assumptions of catch
and prices,
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An annual capital expenditure budget must be prepared for approval by the policy-making
entity, When approved it too should be spread on a monthly, cumulative basis. A monthly com=
parison of actual expenditures to budget should be included in the monthly financial statements,
together with an explanation of posi%ive/negative variations of actual expenditure in relation
to budget.

An annual cash flow must be prepared and is chiefly derived from the annual operating and
capital expenditure budgets. It will show monthly fluctuations in estimated requirements for
funds, and thus is an essential tool in financial planning.

4,0RGANTZATION

4.1 Establishing the entity: Efficient operation of vessels is most likely to be achieved by
an organization whose structure permits the maximum of repid, independent mction. It is very
unlikely to be achieved by a ministry or other administrative body with ministerial restrictions
and workstyles, To the extent that legal form can influence organizational bshaviour, a cor—
porate form is indicated, in which the corporate entity has both independence to act and ree-
ponsibility for economic performance,.

A company set up under the €Givil Code with all shares owned by nominees of the Ministry is
one possibility, an autonomous agency is the other. The theoretically clear distinction be-
tween autonomous agencies established by special law and state—owned companies established
under Civil Code has been obscured by the tendency of law and practice to apply the same pro-
visions to both categories., TFor example, the staff regulations for autonomous agencies contain
the following provision: "These regulations shall apply to the permanent staff of all Auto-
nomous Agencies with juridical personality except to personnel of Companies with joint partici-
pation of which the State is a shareholder". (Staff Regulations of Autonomous Agencies,

Art, 48, Decree of the President of the Supreme Revolutionary Council No.T74, 22 April 1972,
amended by Law No, 17 of 21 April 1974 and Law No, 3 of 10 Jamary 1975). This could mean
that companies wholly owned by the state are subject to the regulations, and in the event; the
regulations have even been extended to Somalfish, a "company with joint participation". Too
much weight should not, therefore; be placed on fine distinctions in this area; but some
differences remain significant (cf. Law on Finance of Public Enterprises and Agencies, No.

58 of 23 October 1972, which contains a similar ambiguity).

The autonomous agency is the usual form that state-owned corporations take, but all in
all it seems the poorer choice to serve the objectives of independence and responsibility.
In the first place, it is subject - expressly, not by inference - to the Staff Regulations of
Autonomous Agencies, which provide for the grading of all posts and appointment to them by
competitive examination, much as in the civil service, It must be said that the Law on Em-
ployment by State Organs and Private Entities (No. 66 of 29 October 1972) also provides for
initial recruitment by examination, but it leaves greater flexibility in grading and assign-
ing staffe. Another law to which autonomous agencies are definitely - and companies perhaps -
subject is the Law on Finance of Public Interprises and Agencies, No. 58 of 31 July 1972,
Article 19 of which provides for appointment of each agency's chief accountant by the Minister,
This tends to undercut the authority of the chief executive, Finally, Law No. 56 of 14
September 1970 amends the Law Governing Autonomous Agencies and Audit of Indusirial and
Commercial Undertakings and Credit Institutions with State Participation (No. 16 of 1 April
1970) to abolish the boards of directors of autonomous egencies. This leaves the general
manager as chief executive officer with no policy-making body besides the responsible Minister.
This is very likely to confuse the executive and policy roles, with either the general manager
taking on inappropriate policy functions or the Minister interfering in operations, and
probably both of these,

The relative advantages of a company are slight but the interposition of a board of
directors between the Minister and the chief executive is considered a sufficient difference
to justify recommendation of the company form. The general practice of consgtituting state
economic entities as autonomous agencies and the policy this expresses are appreciated.

But the migsion does not consider the autonomous agency without a board of directors to be
a suitable for¥m for a fishing enterprise., It should be noted that in establishing a company,
ghares will have to be held by*itwo or more persmons — perhaps consideration should be given
+o involving the Somali Development Bank as at least a nominal shareholder.



4,11 The role of Somalfisghs Somalfish is registered es a company, and in fact it is the
ouwner of the two 28-motre vessels and a pobtential operator of the 23-metre fleet, It is not,
however a legally appropriate entity for these responsibilities,

Somalfish was established in October 1974 by agreement between the then Ministry of
Pisheries and Marine Trensport on one hand and"Sovrybflot" representing the Ministry of

Fisheries of the USSR, on the other, (The agreement was praceded by a Sompli-Soviet Proto-
col on the same matter), Its shares were owned 51 percent by the Somali side and 49 percent
by the Soviet, Somalis were a four-to-three majority on the Board of Nirectors, but five

votes were required for the adoption of any resolution which in prectice meant the minority
partner had to agree to any action,

Somalfish operated a fleet of usuvally ten vessels at a time, five of which were %o be
owned by the Soviet partner and five by the Somali, acquired from the Soviet side on terms
to be regulated by separate agreement. In fact, individual vesgsels were shifted in and
out of the fleet frequently, so it is not certain how the Somali vessels were identified,

In any case, when Soviet personnel left Somalia in 1977, they took all the vessels with them,
In what wight be seen as a settlement, Somalfish retained a cash balance apparently exceeding
two million dollars. The agreement to form Somalfish specified a duration of five years,
automatically renewable unless either party gave three months written notice of intention not
to renew, There ig no provision in the agreement or company's statute for tacit with—
drawal. Noretheless, the withdrawal of Soviet personiiel and all vessels operated to
destroy the basis of the agreement and %o render impossible the main object of the company.

The comsequence of this history should be the dissolution of Somalfish under Article
2442 of the Civil Code which provides that o joint stock company be dissolved for reasons
including the impossibility of Mmetioning and the continued inactivity of its assembly ,
A liquidator can be appointed by the court on motion of the remaining partner. It may
well be possible through diplomatic chammels to reach an agreement with Sovrybflot that
the remaining assets be paid to the Somali side in congideration of the Soviet retention
of the vessels., Failure to dissolve Somalfish, on the other hand, exposes Somalfish's
menagement to personal liability for all operations undertaken following the event that
should have led to dissolution, which is probably the Soviet departure in 1977. It also
makes it impomsible for Somalfish to take formal decisions, even to amend its existing
gtatute, which is based squarely on the Somali-Soviet agreement and protocol,

Begides its operations with the 28-metre vessels, Somalfish conducts a small business
of purchase and resale of dried fish, Thie it apparently does at a profit, although this
gseems largely due to the fact that cooperatives gelling to Somalfish must bear the cost
of transport to Mogadimhu,. Somalfish's other current activity is to collect the royalties
peid by foreign vessels on their catches, The proceeds seem to be treated as Somalfish
incomes, Sompliish also receives the foreign vessels'! catch reports, which could be of
great significance for fisheries management,

In the opinion of the miscion, collection of royalities and compilation of the catch
date which are gathered in connection with royalty payments are functions that belong to the
Ministry of Fisheries and not %o a commercial entity. The income involved derives from
the exploitation of collective resources rather than from the operations of Somalfish; it
can well be utilized in the fisheries sector, but not as the separate property of Somalfishe.
The latter treatment is especially dangerous if Somalfisgh should operate the Somali owmed
vessels: problems in those operations would be obscured by the favourable cash flow from
royalities. This would diminish the chances of timely corrective action ; if required,

It algo peems unwise to pour essentially unesrned income into & company thet in a formal
gense still has foreign partners. It is apparently unlikely that Sovrybflot would elaim
any share inm liquidation, but the greater are Somalfish's apsets, the more compli-
cated liquidation Lecomes,

4,12, Company shbatutes The statute of thg company would, of course, follow the general
practice under the Civil Code. It is of the greatest importance, however, that it make

a clear distinction hetween responsibilities for establishing policy and responsibilities for
day-to-day management. The following points for inclugion in the company's statute reflect
the recommended delimitation of policy and management functions:
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Prelimiqarls

Name, Principal office,
Power to open other offices anywhere in Somalia and abroad.
Duratione

Objects and Powsrss

Objects: The principal objects of the company shall be the production; purchase, sale,
processing and storage of fish and other marine resources and the provision of goods
and services in support of such activities whether conducted by itself or others,

Powers: The Company shall have the power to perform all acts and do all things which
are necegsary or convenient for the accomplishment of its objects, including to acquire,
hold and dispose of movable and immovable property, to lend and borrow and to enter into
contracts,

Capital and Shares:

Share capital. Founders, Issue and transfer of shares,

Board of Directorss

Appointment, General Manager, Meetings.

Functions:  The Board of Directors shall be the highest policy-making authority, It
shall establish general policies for the company and approve the budget and accounts
and all capital expenditures in excess of So.,Sh., 200 000,

General Manager:

Appointment,

Functions and Powers:  The General Manager shall be the highest executive authority.

He shall be responsible for day—to-day management within the policies established by

the Board of Directors and shall report to the Board, He shall have the authority to
determine thé staffing position, to engage, discipline and dismiss all employees and

to determine their remuneration and conditions of sgervice; to make purchages and sales on
behalf of the company; ‘to sign in the name of the company subject to the Board's power

to approve capital expenditures in excems of So0,5h,200 000, generally to perform all

acts necessary or incidental to the proper conduct of the affairs of the company and

the implementation of its policies as established by the Board of Directors,

Other points:

General Assembly, Accounts and audit., Final provigions,

4,2 Providing for management: Fishing is a 24-hour-e=day industry requiring a high degree

of specialized knowledge and the smooth orgenisation of many functions., Initially, only

an experienced operator can offer these, Somalfish possesses certain skills and if pro=
perly reorgemized could contract for others, but ite management experience has not prepared

it to weld the different skills into a single operation. Furthermore, the past two years

of relative inactivity have resulted in a workstyle that is far too leisurely to run a fishing
operation, Bven if Somalfish's legal status were regularized, it would not be a good candi-
date for manégero A new pattern is required, into which both Somali and expatriate staff can
fit, and which will train Somalis both in specific skills and in the proper management of a
modern industriel fishing enterprise.
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There are at lesst iwo arrangements under which experienced management could be
brought in to manage the vessels: a charter and a management contract. A charter contract
‘could provide for Somalia to providé the vessels and vorking cepital, and for the catch
to go first to pay operating expenses, then in certain proportions to Somalia and the
operator Tespectively. It is even possible that the operator, in return for a larger
share of the catch, might be induced to provide some of the working capital, thus circum-
venting delays in approval of the necessary foreign currency expenditures, A charfer along
these lines has the potential advantages of basing management compensation on results from
the very beginning and of overcoming the working capital bottleneck, which could otherwise
*e fatal to economic operations

A management’ contract can - and should - also be based on performance, although estab-
lishing the basis ‘is generally more difficults It is not likely that a management con-—
tractor would advance pignificant amounte of working capital. On the other hand, a
management contract is more familiar in this situation and may be preferred by both parties
on that ground., The twin objectives of providing experienced, independent management and
training of Somalis to take over the operation would be valid in both cases,

The terms of either a management contract or charter would have to be negotiated wi+h
prospective associates, The form and substance of agreement cannot be prescribed in advance
but there are certain issues «thatare likely to require consideration regardless of how they
are resolved, They are put-in terms of a menagement contract in the following section, but
they would be equally relevant to a charter agreement,

4.3 Management contract issues

403.1 Responsibility for management. The contract should specify whether the contractor has
overall management responsibility, including personnel and financial management, and whether
the contractor is legally liable for mismanagement,

40302 Qoods, services and manpower to be supplied, The number and kind of expatriate per—
ponnel and the nature of other goods and services to be provided should be stated,

403.3 Basis of compensation: The costs and fees to be paid and the basis for incentive
payments should be clearly defined.

46%:4 Lines of authoritys The relationships among the management company, management staff
and the Somali operator and its Board and other organs need to be spelled out.

463.5 Purchasing: Management responsibility for purchasing, sources of supply, including
related=company dealings, price basis and commissions should be defined,

4.3,6 Marketing: This is likely to be a central and oomplex issue, There is a clear con-
flict of interest between the manager of a company and the buyer of its product; yet many
organizations would only be interested in managing if they had access to the product, If
there is a marketing agreement,. it requires procedures for determining price, treating
outside offers and development of the market for the period following the conclusion of con-
tract management,

403.7 Technology=transfer, training and phasing out of expatriates: The nature of technology
to be transferred, training and phase-out goals and whether to set a timetable for their
achievement should be specified.

403.,8 Assistance with loca’ administrations The contract should specify any obligation
of the Somali operator to obtain administrative action regarding taxation, immigration,
customs clearance; etc.

4.3.9 Dispute settloment: A simple procedure for speedy, direct settlement of disputes
will be useful,
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4.3,10 Final clauses: The final clauses should specify the duration of the coniraect, pro=
vision for extension, termination and assignment,; and procedures for arbitration and choice
of law,

SUMMARY OF RECOMMWNDATIONS

5el Deployments Although all the variables involved in choosing an operating programme are

not yet known, from the information available, the only possible commercial use of the

vessels in Somalia is to operate them with mother ships, The three 23-metre vessels equipped
with icemakers could with bigger winches, fish for deep-water lobster to be off-loaded to

the two 28-metre vessels, The remaining six 23-metre vessels should be operated in conjunction
with a chartered mother ship equipped to provide them with ice and receive their .catch, They
would target on finfish, for which the present winches appear adequate,

5.2 Immediate actions: A step that should be taken without delay is to identify potential
parties to a management contract or similar arrangement and conclude an agreement. It will
take several monthe at least to identify a management company and negotiate a suitable con-
tract,. In the meantime the following actions should be initiated immediately in order to make
it possible for the boats to be operated by the time a management contract is concluded:

io Inspect vessels and inventory equipment, spares and gear, including makes, models,
and specifications; ensure that catalogues and manuvals for all equipment are avail=
able,

2. Set up drydocking arrangements in, e.g. Djibouti, Mombasa,
3, Prepare detailed maintenance programme, which should include:

provision of workshops

tool supply

maintenance programme for each piece of equipment

inventory spares, gear and replacement units provided and order additional
requirements.

2 0 o P

4, Warehouse:
(a) set up physical facilities (building, shelving, climate control, etc),
including gear store
(b) set up inventory system,
5. Communicationss
(a) ensure availability of appropriate crystals for ship~to-shore and ship-to-ship
(including 2B-metre vessels ,
(b) short-range radio commnicetions ship/ship/shore/vehicles

6, Transportation: order vehicles

7. Offices provision of telex, telephone,






